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ABSTRACT

The purpose of this study is to identify the factors that make Malaysian
market is attractive to MNCs and to determine the relationship between
Malaysia’s financial factors, economic factors and social factors with the inward
investment, as the Government is seeking a way to promote a balanced
industrial development. This research is also hoped to act as a knowledge
contribution to this subject area by identifying the benefits of the MNCs and the
factors that will attract MNCs to a host country. It is also to find out whether both
MNCs and the host country will get maximum benefits from the international
trade activities. The secondary data were used and the collected data were
processed using the SPSS Software and Microsoft Excel.

The results suggest that level of development and literacy had a positive
relationship with the FDI inflows, while the current account position, economic
growth and interest rates had a negative relationship with the inflows of FDI.
However, only the level of development and the economic growth variables were
statistically significant. The current account, interest rates and educational level
are not significantly determining the FDI inflows. This study might provide an
insight for the Government as to ascertain and identify the roles and actions to be
taken in order to improve the country’s economic and development as both
shows a significant correlation and relationship with the inflows of FDI to

Malaysia.
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CHAPTER 1

INTRODUCTION

1.1. Background of study

Globalization is characterized by the increasing integration of economies,
markets and production chains around the world as a result of companies
competing to be competitive in the global marketplace (Nilses, 2003)
Companies that go global and involve in international trade activities are known
as MNCs (Multinational Corporations). MNCs alone, occupy a central role in the
process of globalization as evidenced through global FDI inflows valued at

US$1.3 trillion by the end of 2000 (Smith- Hillman & Omar, 2005)

Constraints like small market size and limited natural resources in MNCs’
home country encourage them to enter international trade activities to gain
competitive advantage over other MNCs. MNCs are pursuing ownership and
control of overseas productive activities, using FDI. Usually, MNCs will bring
along with them scarce productive factors like technological know-how and
business experience of their operation in home countries, while countries and
regions in the world will be competing with each other to acquire MNCs because

of their characteristics of mobility and international reach.

By most estimates, production by muiltinational enterprises now accounts
for over one-fourth of the world's output and one-third of world trade. Moreover,

many scholars believe that the investments of multinationals, commonly known
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