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1  Introduction

Does reliance on foreign markets make a difference? Due to the rapid globalization 
of the world economy, an increasing number of companies are trying to take advan-
tage of growth opportunities offered by international market. Japanese manufactur-
ing companies are no exception to this trend. In fact, they may be a perfect example 
of how multinational companies are benefiting from increasing international oppor-
tunities. Japanese manufacturing companies have a long history of possessing supe-
rior technical capabilities and making high-quality products. Throughout most of 
the 1990s, although the Japanese domestic market was suffering from post-bubble 

Reliance on Foreign Markets:  
Multinationality and Performance

Abstract This study examines the relationship between multinationality and 
the performance of Japanese manufacturing companies over the period 1999–2008 
by using geographic segment information. Despite the enormous interest in and 
importance given to multinationality from the academic and business worlds, prior 
findings about the multinationality-performance relationship are conflicting and 
inconsistent. Our overall results show that multinationality has a positive impact 
both on accounting performance and market-based performance. In additional tests, 
Japanese electric and electronic equipment companies’ reliance on the Asian  market 
has a negative impact on profitability and no significant impact on firm value, 
whereas reliance on other foreign markets such as the Americas and the EU has a 
positive impact on profitability and firm value. The multinationality-performance 
relationship cannot be generalized, and varies among geographic regions. We con-
tribute to both the multinationality-performance literature and geographic segment 
reporting literature by offering empirical evidence about Japanese manufacturing 
companies in comparison to prior findings about US companies.

Keywords Multinationality • Profitability • Firm value • Japanese manufacturing 
firms • Foreign sales
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economic slowdown along with an aging population,1 Japanese multinational 
 companies aggressively expanded their business into foreign markets, becoming 
some of the top foreign investors in the world. In fact, in 1999, one third of the 
Japanese manufacturing companies generated over 10 % of their revenue from over-
seas markets, and this number has continued to increase. Figure 1 indicates the 
evolving trend of Japanese manufacturing firm’s overseas activity over the period of 
2001 first quarter to 2012 second quarter. One line indicates foreign sales to total 
sales ratio (FSTS). The other line shows foreign capital expenditure to total capital 
expenditure ratio (FCTC). In fiscal year 2001, both FSTS and FCTC are below 
10 %. Except during global financial crisis, they steadily increase with some season-
ality. In the second quarter of year 2012, FSTS is 18.3 % and FCTC records 20.7 %. 
These data clearly demonstrate that Japanese manufacturing firms tend to rely even 
more on foreign markets both for consumption and manufacturing purposes.

1 According to World Health Statistics 2012 published by World Health Organization (WHO), 
Japan has the highest rates of life expectancy among the 193 countries in the world.

Fig. 1 Foreign sales to total sales ratio (FSTS) and foreign capital expenditure to total capital 
expenditure ratio (FCTC) of Japanese manufacturing firms (%). Source: “Quarterly survey of over-
seas subsidiaries,” Ministry of Economy, Trade and Industry. FSTS: Foreign sales to total sales 
ratio = Foreign sales/(Foreign sales + Domestic sales). FCTC: Foreign capital expenditure to total 
capital expenditure ratio = Capital expenditure in foreign countries/(Capital expenditure in foreign 
countries + Capital expenditure in Japan)

Reliance on Foreign Markets: Multinationality and Performance
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Looking at individual firm cases, in fiscal year 2012, SONY reported that 67.6 % 
of the company sales came from foreign sales and export. Similarly, HONDA 
reported 66.5 %, and Canon reported 56.4 % respectively. Nintendo’s FSTS was as 
high as 77.1 % in year 2012.

In the early 2000s, with the help of growing exports and overseas activities by mul-
tinational companies, the Japanese economy was able to recover from its post- bubble 
economy. As indicated above, rapid growth in the exports and foreign sales of Japanese 
multinationals had a considerable impact on the Japanese economy as a whole. So, 
how does multinationality, the extent to which firms undertake value- adding activities 
in different foreign markets, impact individual firm performance? Does it generate 
higher profitability for Japanese manufacturing firms? Do investors value multination-
ality? The primary interest of our study is to find answers to these questions.

The question of whether multinationality enhances performance remains unan-
swered. While the question has long been in the interests of scholars of international 
business and management, their research findings are rather inconsistent (Hennart 
2007). Some found a positive relationship between multinationality and performance 
(Grant et al. 1988; Tallman and Li 1996), while others found that multinationality has 
an insignificant or negative impact on performance (Morck and Yeung 1991; Denis 
et al. 2002). Another group of scholars found an inverted U-shaped relationship between 
multinationality and performance (Hitt et al. 1997; Gomes and Ramaswamy 1999). 
They argued that multinationality has a positive effect on performance in the early 
stage, and that this positive effect starts to diminish as multinationality grows further.

It is likely that the conflicting findings of prior studies are partly due to their 
inconsistency in research models, data samples, or measurement proxies for multi-
nationality or performance. We also presume that the relationship between multina-
tionality and performance varies by time and region because of the ever-changing 
environment of the global economy and different growth stage of countries. Thus, 
another purpose of our study is to offer supplementary and comparative empirical 
evidence about the relationship between multinationality and performance by updat-
ing the latest available data for Japanese manufacturing companies and using the 
most common research models and proxy measures among prior studies. Although 
a number of studies have provided empirical evidence about Japanese multination-
als, they mostly focused on accounting-based performance measures, while interna-
tional studies have used both accounting- and market-based performance measures. 
We adopt both accounting profitability measures and market- based value measures. 
Furthermore, since segment reporting became publicly available from fiscal year 
19992 in Japan, empirical evidence prior to that mostly used relatively uncommon 
proxy measures such as the number of foreign subsidiaries or foreign host countries. 
This study adopts information from geographic segment information reporting.

Our main findings are threefold. First, multinationality has a positive impact on 
accounting profitability. Second, multinationality has a positive impact on firm 
value. Third, our regional breakdown analysis shows that the multinationality- 
performance relationship cannot be generalized, and that it varies among geographic 
regions. Reliance on the Asian market has a negative impact on profitability and no 

2 From fiscal year 1999, segment reporting is available on Nikkei’s “NEEDS-Financial QUEST” 
database, our main data source.

1 Introduction
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significant impact on firm value, while reliance on other foreign markets such as the 
Americas and the EU has a positive impact on profitability and firm value. These 
results are robust to alternative definitions of multinationality, accounting profit-
ability, and firm value. We contribute to the multinationality-performance literature 
by offering empirical evidence about Japanese manufacturing companies in com-
parison to prior findings about US companies.

The rest of the paper is organized as follows. Section 2 explains economic factors 
surrounding overseas business of Japanese multinational companies. Section 3 
reviews prior studies by considering (1) theoretical arguments about benefits and 
costs of multinationality and (2) empirical evidence on the multinationality- 
performance relationship. Section 4 formulates hypotheses about the 
multinationality- performance relationship in Japanese manufacturing companies. 
Section 5 describes our sample and regression models. Section 6 documents a sig-
nificantly positive relationship between multinationality and profitability and iden-
tifies a significantly positive relationship between multinationality and firm value. 
Section 7 checks the robustness of the results by testing alternative proxies for mul-
tinationality and performance measurements. Additionally, this section retests our 
main regression analysis by breaking down overall foreign market penetration into 
geographically different areas: Asia, the Americas, and Europe. These geographic 
effect tests are an attempt to offer additional research ideas, but could also provide 
some support for the robustness perspective. Section 8 concludes our study by com-
paring the results with prior studies of US multinationals.

2  Economic Backgrounds on Overseas Operations  
of Japanese MNC

During the past two decades, Japanese companies have actively expanded their 
business into foreign markets through exports and foreign direct investments (FDI). 
Main economic factors behind this trend are strengthening of yen, “Endaka” 
throughout most of the 1990s, “Endaka” driven active FDI movements, post-bubble 
economic slowdown in Japan and growing demand from international market espe-
cially from emerging markets like China. In this section, we look into these eco-
nomic changes in details.

As we all know, the Plaza Accord in September 1985 has caused drastic yen appre-
ciation, virtually doubling its value relative to US dollar in just few years. Appreciation 
of yen kept it steady through the 1990s, hitting its highest record of under 80 yen per 
dollar in April 1995. This trend of “Endaka” forced and encouraged Japanese compa-
nies to expand into overseas market through foreign direct investment (FDI). Especially 
exporting companies urged to move their production bases into foreign countries as 
“Strong Yen” severely hurt price competitiveness of Japanese manufacturing compa-
nies. In the wake of Lehman Brothers collapse and the global financial crisis, the his-
tory is repeating itself in the recent days since Japanese Yen is taking the next round 
of rapid appreciation. In fact, we see news or announcements about more and more 
Japanese exporting companies further shifting their manufacturing into overseas, 

Reliance on Foreign Markets: Multinationality and Performance
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especially to emerging countries where production costs are lower, to combat strong 
yen. Using firm-level panel data for Japanese companies from 1994 to 2000, Kiyota 
and Urata (2005) find a proof and weighed an importance on this characteristic of 
Japanese exporting firms. They show that coexistence of export and FDI are signifi-
cant among Japanese companies, arguing that exporting companies decide whether or 
not to undertake FDI, not firms choose either to exports or FDI. They also argue that 
multinational companies with large FDI outflows contribute significantly to the growth 
of Japanese exports. Not only, the “Endaka” was the force that led surge of FDI, but 
also domestic market decline due to post-bubble economy and aging populations were 
important factors of increasing FDI as well as exports activities.

Figure 2 shows annual GDP growth rate of Japan and its major export destina-
tions.3 “Other” in Fig. 2 represents average annual GDP growth rate of Hong Kong, 
Singapore, and Thailand. Data for Thailand during the currency crisis period (1997–
1998) is excluded due to its rapid decline. Figure 2 illustrates that growth rate of 
Japanese GDP has long been underperforming its main export destinations in most of 
the 1990s and early 2000s. A long lasted post-bubble economy and aging population 
assured Japanese companies not to wait for the unlikely growth in domestic market 
and to focus on overseas market demand for future growth. As a result of this, Japanese 
companies increasingly relied on their exports to foreign markets and sales of overseas 
affiliates. According to METI (Ministry of Economy, Trade and Industry), sales of 
overseas affiliates of Japanese MNCs increased 1.5 times from 1993 to 2001, mainly 
driven by increase in that of manufacturing companies. In the early 2000s increase in 
export sales was significantly large, turning its economy back to recovery.

3 Major export destinations are taken from Japan Statistical Yearbook 2011, published by Statistical 
Research and Training Institute, MIC.

Fig. 2 Annual GDP growth rate (%). Major export destinations of Japan (1990–2008). Sources: 
World Bank, database and International Monetary fund, International Financial Statistics (based 
on constant 2000 U.S. dollars)

2 Economic Backgrounds on Overseas Operations of Japanese MNC
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Iida (2010) studied about FDI movements and production patterns of Japanese 
multinationals and argued that Japanese multinationals successfully built regional 
production and distribution network with the help of active FDI movements. He 
explained that many Japanese multinational firms broke up the production process 
into various sub-processes and conducted each sub-process in where it was the most 
efficient. For example, many Japanese multinationals produced the most compli-
cated, value-added parts of product in Japan, exported them to their Asian affiliate 
where rest of the production and assembling were held, and then Asian affiliates 
exported back the final products back to Japan or third countries. As above, in the 
early stage, the motive for expansion into Asia was mainly exporting back to Japan 
or expansion of sales for third country. But, the motive to expand local sales is likely 
to overshadow the former motive since demand in the Asian market has been con-
stantly increasing as a result of rapid economic growth.

3  Theory and Prior Evidence on Multinationality

3.1  Benefits and Costs of Multinationality

The world’s biggest and most powerful companies are multinational companies, 
which produce and sell their products and services in different regions and coun-
tries. However, this does not necessarily mean that multinationality is always a good 
thing. Prior studies and findings provoke various theoretical arguments about the 
benefits and costs of multinationality. For a manufacturing company, there are two 
main patterns to engage into multinational activities: shifting production bases over-
seas, and selling and exporting products to overseas markets. The benefits and costs 
of multinationality could be connected to either of the above patterns, or both. As a 
company engages in a high level of multinationality, a combination of the two pat-
terns becomes fairly common as the company attempts to reduce transaction costs 
and emphasize localized production and marketing activities in different regional 
areas. In brief, multinationality provides various benefits that could outweigh the 
costs, although under some circumstances, the costs may surpass the benefits. 
Table 1 summarizes the main benefits and costs of multinationality.

Most benefits of multinationality can arise from potential exploitable foreign 
market opportunities. Multinational companies possess greater opportunities to 
achieve optimal economic scale and gain competitive advantages by exploiting for-
eign markets’ growing demand and imperfections (Buckley and Casson 1976; 
Errunza and Senbet 1981). Expanding its target market into different regions and 
countries, a multinational firm may also improve its risk-return performance and 
flexibility by reducing its reliance on a single market, the domestic market (Kim 
et al. 1993). Multinational companies with superior brand names or R&D capabili-
ties can leverage their intangible assets to full advantage through overseas expansion 
(Morck and Bernard Yeung 1997, 1991; Morck and Yeung 1991). Internationally 
diversified firms will be more profitable because they will have a larger market across 
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which to spread their fixed costs, such as R&D (Hennart 2007). The other main ben-
efits of multinationality are increased options such as access to lower-cost resources 
and labor (Kogut 1984) or access to less price-sensitive markets. The above benefits 
can also be combined or can result from one another. For example, a multinational 
company that entered a foreign country because of cheap resources such as labor can 
later benefit from increased demand in the local market. Recently, this pattern 
became rather common among Japanese multinational companies. In the 1980s and 
1990s, they shifted their manufacturing activities to China and other Asian countries, 
and exported back to the home country as well as to other developed countries. In the 
recent years, Asian affiliates of Japanese multinationals have not only exported their 
products to other countries but have also relied heavily on local consumer markets to 
benefit from growing demand. In addition, some researchers suggest that the benefits 
of multinationality may also arise from more organizational flexibility or the ability 
to lower tax expenses using access to various regulations or other attractive regula-
tory environments (Errunza and Senbet 1981; Kogut 1984).

The cost of multinationality can be divided into two main parts: a company’s exter-
nal and internal perspectives. From the external perspective, multinationality may 
increase uncertainty costs such as political instability, jurisdictional constraints, and 
complexity of legitimacy (Chase et al. 1988; Kostova and Zaheer 1999). Many research-
ers have argued that multinationality may also increase transactional costs and other 
organizational costs, which are influenced by a multinational enterprise’s regional 
spread, cultural differences, and organizational structure (Gomes and Ramaswamy 
1999; Hennart 2007). Some researchers have also found that when a firm engages in 
multinational activities, it is likely to become larger and more complicated (Bodnar 
et al. 1999). These arguments could also indicate that multinationality may create a 
higher degree of intra-firm information asymmetry because multinational companies 
are likely to be more complex. In addition, managers have incentive to increase firm 
size and scope through overseas expansion because their salary and reputation are 
highly correlated with firm size (Jensen 1986; Jensen and Murphy 1990). Thus, in 
some cases, it might be possible for managers to be willing to expand into foreign mar-
kets even if it is not beneficial from the stockholders’ value enhancing perspective.

Table 1 A summary  
of benefits and costs.  
A summary of main benefits 
and costs of multinationality 
argued by prior studies about 
multinationality. The orders 
are randomly selected and 
thus do not reflect any 
priority or importance

Benefits of multinationality
Opportunity to achieve optimal scale and scope

Improved risk-return performance by reducing reliance on 
single market

Opportunity to fully leverage firm-specific intangible assets

Access to lower-cost resources and less price sensitive markets

Increased organizational flexibility and lower tax environment

Cost of multinationality

Vulnerability to foreign political instability and jurisdictional 
constraints

Increased financial risks such as exchange rate fluctuations

Increased transactional and other organizational costs

Increased inter-firm information asymmetry

Possibility of managements’ self-interest driven multinationality

3 Theory and Prior Evidence on Multinationality
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To sum up, there is not clear theoretical support for the existence of a universal 
relationship between multinationality and performance. Indeed, the question is 
open to empirical analysis.

3.2  Prior Empirical Evidence on Multinationality  
and Performance

Does multinationality enhance firm performance? Scholars in the field of interna-
tional business and management have long been interested in the relationship. 
Nevertheless, the findings of prior studies have been rather conflicting, ranging from 
positive to negative and from linear to inverted U-shaped relationships. A summary 
of prior studies is shown in Appendix. These conflicting results may partly be due to 
different understandings and proxy measures for multinationality and performance as 
well as inconsistency in the research models. Thus, in this section, we will review the 
prior empirical findings by grouping them based on the research models and mea-
sures they used. Prior studies of the multinationality-performance relationship can be 
divided into two main groups. The first group of studies examined the impact of 
multinationality on accounting- based profitability measures such as ROA, ROS, or 
ROE as proxies for performance. The second group of studies used market-based 
performance measures such as Tobin’s q or excess value as proxies for performance 
and examined its relationship with multinationality. These two groups of performance 
measures represent somewhat different information since ROA and ROS reflect more 
current (short-term) performance measures while market value could also reflect 
future (long-term) performance measures.

We first reviewed prior studies that used accounting-based performance measures 
and examined the relationship between multinationality and performance. A number 
of studies in this area found support for a positive relationship between multination-
ality and performance. For example, Grant et al. (1988), using data for 304 British 
manufacturing companies between 1972 and 1984, showed that profitability (ROA) 
encourages overseas expansion. Tallman and Li (1996), using data for 192 US mul-
tinational companies from 1987, found a marginal positive relationship between 
multinationality and performance. More recent research has showed an inverted 
U-shaped relationship between multinationality and performance, and found that 
multinationality has a positive impact on performance until a certain level, at which 
point the costs of multinationality start to overcome its benefits. Hitt et al. (1997) 
and Gomes and Ramaswamy (1999) made this finding based on samples from US 
manufacturing companies in the periods 1988–1990 and 1990–1995, respectively.

The next group of researchers examined the effect of multinationality on firm 
value. Earlier studies such as Errunza and Senbet (1981, 1984) documented a posi-
tive relationship between multinationality and firm value. However, their studies 
only focused on multinational firms and employed data from the 1970s. Using data 
from 1978 to 1986, Christophe (1997) found that US multinational companies have 
a lower Tobin’s q than domestic companies. More recently, Denis et al. (2002) 
examined the value impact of global and industrial diversification using a sample of 
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44,288 firm-year observations between 1984 and 1997. They found that both global 
and industrial diversification result in valuation discounts and that the costs of 
global diversification outweigh its benefits.

Since our study primarily focuses on Japanese multinational companies, it is 
vital to review prior studies in this area. Because of their active and vital role in the 
global capital flow, Japanese multinational companies have attracted enormous 
research attention both domestically and internationally. While most prior studies 
regarding Japanese multinationals have focused on their foreign entry strategies or 
unique management styles, Delios and Beamish (1999) and Yashiro and Hirano 
(2010) examined the relationship between multinationality and performance. Delios 
and Beamish (1999) identified a positive relationship between multinationality and 
accounting-based profitability measures by examining 399 Japanese manufacturing 
companies from 1991 to 1995. However, they used measures such as the number of 
foreign subsidiaries as a proxy for multinationality, while most prior studies used 
foreign sales or foreign asset ratio. This shortcoming is due to a lack of data avail-
ability since most Japanese companies started disclosing regional segment informa-
tion in 1999. Yashiro and Hirano (2010) found that exporting companies generated 
higher profitability than non-exporting companies during 2002–2005, and stressed 
that exporting companies actively engage in investment or R&D activities to 
improve their competitive advantage.

Having discussed the benefits and costs of multinationality and the prior findings 
regarding the impact of multinationality on firm performance, we now formulate 
our hypothesis about the relationship between multinationality and performance in 
Japanese manufacturing companies.

4  Hypothesis

As discussed earlier, most prior studies about multinationality and performance can 
be divided into two main groups based on whether they used an accounting-based 
performance measure or a market-based performance measure. We formulate our 
hypothesis similarly by dividing it into two parts, (1) multinationality and profit-
ability, where we examine the relationship between multinationality and an account-
ing-based performance measure, ROA, and (2) multinationality and market value, 
where we test the impact of multinationality on market value using Tobin’s q.

4.1  Multinationality and Profitability

Although the findings of prior studies have not been consistent, there are many theo-
retical arguments that support a positive relationship between multinationality and 
performance. As we have discussed in the previous sections, international diversifi-
cation is supposed to increase profitability because (1) it makes it possible to exploit 

4 Hypothesis
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scale economies, (2) it provides better and more flexible access to resources, and (3) 
it allows for more learning (Hennart 2007, p. 425). A firm will expand its interna-
tional business if the foreign marginal return is higher than its domestic business. 
Multinational firms have the potential to become more profitable since they possess 
more business options than purely domestic firms.

Hypothesis 1

Multinationality has a positive effect on firm profitability.

4.2  Multinationality and Firm Value

While the relationship between multinationality and accounting-based performance 
measures represents the effect of multinationality in the short run, it is also in our 
interest to examine the effect of multinationality in the long run, including its future 
performance. Some researchers have argued that investors who prefer globally 
diversified investment portfolios tend to value multinationality (Errunza and Senbet 
1981). As we have discussed in the previous sections, demand and growth prospects 
in the Japanese domestic market have been relatively weaker than in the markets of 
most of the major trading partners, such as China, Southern Asia, and the US, over 
the sample period. Therefore, it is likely that investors see higher growth potential 
for firms with greater foreign reliance, and thus they may value the multinationality 
of Japanese firms. In other words, the foreign market reliance of Japanese multina-
tionals could have a positive effect on firms’ market value since investors may 
expect higher growth potential from them.

Arguments raised about previous hypotheses also have a supplementary effect on 
this reasoning. That is, if multinationality generates higher profitability, then it 
should also have positive effect on market value. We try to control the effect of 
profitability on the multinationality-firm value relationship so that we can differen-
tiate between the impacts of multinationality on current and future performance.

It is to be noted that our presumption for Hypothesis 2 is the complete opposite 
of most prior findings about the relationship between multinationality and the firm 
value of US multinationals. Morck and Yeung (1991), Christophe (1997), and Denis 
et al. (2002) conducted multinationality and firm value relationship analysis on US 
multinational firms; all found negative and insignificant associations. Despite these 
findings from prior studies, we hypothesize that multinationality is positively asso-
ciated with firm value because investors are likely to value reliance on foreign mar-
kets by Japanese companies during the sample period. As discussed above, our 
presumption is based on the differences between domestic and international eco-
nomic factors surrounding Japanese multinational companies over the sample 
period.

Hypothesis 2

Multinationality has a positive effect on firm value.

Reliance on Foreign Markets: Multinationality and Performance
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5  Description of Data and Methodology

In our empirical models, independent variables representing multinationality are 
expected to explain dependent variables that reflect firm performance. In addition, 
higher levels of marketing and R&D intensity are expected to have a positive impact 
on performance. Considering prior studies, we have incorporated a set of control 
variables that potentially affect the explanatory power of our analysis. In this sec-
tion, we will first explain our sample along with key variables and measurements, 
then briefly describe the trend of multinationality among Japanese manufacturing 
companies. Finally, we will formulate our empirical models for each hypothesis 
discussed in the previous section.

5.1  Description of Data

 The Sample

Our sample data is based on all publicly listed manufacturing companies available 
on Nikkei’s “NEEDS-Financial QUEST” database, which is extensively used in the 
analysis of Japanese firms. During the period 1997–1999, various regulations were 
made to encourage and require Japanese companies to report segment information 
that includes industrial and geographic segments as well as overseas sales data. 
From fiscal year 1999, segment reporting is available on Nikkei’s “NEEDS- 
Financial QUEST” database. We limit our sample period to the 2008 fiscal year 
because we expected the economic shock caused by the Lehman Brothers bank-
ruptcy and further global financial crises to affect our regression results consider-
ably. From these reasons, we chose a sample period of 1999 to 2008. In addition, we 
have limited our sample to manufacturing companies because most previous studies 
chose their sample similarly (Grant 1987; Tallman and Li 1996; Hitt et al. 1997).

Our initial sample was chosen from 14,883 firm-year observations associated 
with 1,552 publicly listed manufacturing companies over the period 1999–2008. 
Variables in the top and bottom 0.5 % have been eliminated. Unfortunately, only 
5,106 firm-year observations from our initial sample qualified for our main regres-
sion models, which require various measures for all the controlling variables. 
Moreover, for the regression model that focuses degree of multinationality, we had to 
further trim our sample to 2,970 firm-year observations because our models require 
firm-year observations with available export or overseas sales information disclosed 
in segment reporting. These significant reductions in the number of firm- year obser-
vations from our initial sample are mostly because the relatively small number of 
firms recorded advertising or R&D expenditures in their financial statements.

In Tables 2, 3, and 4, we summarize the basic statistics of the sample of 5,106 
firm-year observations associated with 15 different industries. Firm-year observa-
tions are classified as Multinational if they report more than 10 % of export and 
overseas sales as a percentage of total sales; otherwise, they are classified as Domestic. 

5 Description of Data and Methodology
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Table 2 Firm characteristics. Comparison statistics of various firm characterits of our main 
sample of 5,106 firm-year observations over the period 1999–2008. Sample is grouped into two 
categories, multinational and domestic, on the basis described as below. The table presents a 
comparison of various measures of two categories. The mean value of each measure is reported 
with median values in italics below

Domestic Multinational

ROA 4.38 5.01 mean

3.77 4.57 median
Tobin’s q 0.89 0.91 mean

0.85 0.89 median
AD 1.47 0.95 mean

0.49 0.35 median
RD 2.38 2.95 mean

1.14 2.42 median
EBIT 5.48 6.86 mean

4.43 6.16 median
DEBT 183.01 185.22 mean

107.10 114.58 median
SIZE 71,056 269,402 mean

24,331 45,346 median

Table 3 Firm characteristics. Comparison statistics of various firm characterits of our main 
sample of 5,106 firm-year observations over the period 1999–2008. Sample is grouped into two 
categories, multinational and domestic, on the basis described as below. The table presents 
industry- specific information on the basis of Nikkei Medium Industry Category Codes, which are 
used as industry dummy in our regression models. The number of observations from each industry 
are further classified as multinational and domestic

Industry 
code

Nikkei medium  
industry name

Domestic  
(number of observations)

Multinational  
(number of observations)

1 Foods (including breweries) 752 78

3 Textile products 147 87

5 Pulp and paper 63 16

7 Chemicals 406 494

9 Drugs 198 56

11 Petroleum 3 7

13 Rubber products 36 86

15 Stone, clay, and glass products 212 118

17 Iron and steal 99 94

19 Non-ferrous metal  
and metal products

392 155

21 Machinery 363 777

23 Electric and electronic equipment 150 239

27 Motor vehicle and auto parts 7 21

31 Precision equipment 3 29

33 Other manufacturing 17 1

Reliance on Foreign Markets: Multinationality and Performance
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Table 2 divides our sample into Domestic and Multinational firm-year observations 
and compares their basic characteristics.

Table 3 breaks down our sample into industry categories using the two-digit 
codes for Nikkei Medium Industry Categories. Not surprisingly, multinational com-
panies tend to be much bigger in firm size, with a mean value of total sales three 
times larger than that of domestic companies. Profitability and market value mea-
sures are also slightly higher for multinationals, although this could be the result of 
different industry concentrations among domestic and multinational groups, as 
shown in Table 3.

Table 2 also suggests that on average, domestic companies engage in much 
higher advertising intensity (1.47 %) than multinational companies (0.95 %). One 
possible explanation for this trend is that since the domestic market is likely more 
competitive than most foreign markets, domestically concentrated firms are forced 
to spend more on advertising to combat intensified domestic competition. Table 3 
also shows that a relatively large portion of our domestic firm- year observations 
come from the food industry. Therefore, it is likely that firms in the food industry 
rely heavily on advertising, likely because they have relatively numerous product 
lines. Table 2 also suggests that multinational companies spend more on R&D activ-
ities, with a median R&D expenditure-to-sales ratio twice as large as that of domes-
tic companies. EBIT-to-sales ratio and firm leverage measurements for multinational 
companies are also higher than those of domestic companies. We later incorporate 
these control variables to examine the relationship between multinationality and 
performance.

Table 4 Firm characteristics. Comparison statistics of various firm characterits of our main 
sample of 5,106 firm-year observations over the period 1999–2008. Sample is grouped into two 
categories, multinational and domestic, on the basis described as below. The table presents 
decriptions and calculations of key performance and control indices

Multinational Firm-year observations when exports and overseas sales as a percentage  
of total sales is more than 10 %

Domestic Firm-year observations when exports and overseas sales as a percentage  
of total sales is less than 10 %, and firm-year observations when firm did not 
report any export or overseas sales

ROA Ordinary income/income before income taxes and others as a percentage  
of total assets (%)

Tobin’s q Simplified estimation of the Tobin’s q ratio = (market value of equity + book 
value of debt)/(book value of total assets)

AD Advertising expenditure as a percentage of total sales (%)

RD Research and development expenditure as a percentage of total sales (%)

EBIT Earnings before interest and tax as a percentage of total sales (%)

DEBT Ratio of debt to equity (%)

SIZE Total sales (in million yen unit)

5 Description of Data and Methodology
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 Key Variables and Measures

Multinationality

Our key variable, multinationality, otherwise known as internationalization, has 
many different definitions since it is widely used in the academic and business 
worlds. Probably the most specific definition was made by Maisonrouge (1974), who 
defined a truly multinational company by five basic criteria:(1) it must operate in 
many countries at different levels of economic development, (2) its local subsidiaries 
must be managed by nationals, (3) it must maintain complete industrial organiza-
tions, including R&D and manufacturing facilities, in several countries, (4) it must 
have multinational central management, and (5) it must have multinational stock 
ownership. However, research studies that specifically examined the multinationality- 
performance relationship mostly focused on two main dimensions of multinational 
activities: foreign market penetration and foreign production presence.

As seen in previous sections, a commonly used proxy for foreign market penetra-
tion is the ratio of foreign sales to total sales, and that for foreign production pres-
ence is the ratio of foreign assets to total assets. It is important to note that a 
considerable number of studies used the number of foreign affiliates, number of 
host countries, or the entropy index of the measures above. Inconsistency in proxy 
measures for multinationality could be due to differences in data availability or 
understanding of multinationality, depending on the purpose of the study. While 
acknowledging the alternative benefits of each measurement or proxy technique, we 
use foreign market penetration measured as the ratio of foreign and export sales to 
total sales (FSTS), which serves best for the purpose of our study.4

First, it directly presents what proportion of total sales comes from foreign mar-
kets. One of our main interests is to measure how reliance on foreign markets affects 
firm performance when the domestic market is shrinking.

Secondly, foreign market penetration is the most commonly used proxy for mul-
tinationality in the prior studies. Another main purpose of our study is to provide 
empirical evidence about Japanese multinational companies as a comparison to 
prior empirical evidence for US multinational companies. Although some prior 
studies use the ratio of foreign affiliates sales to total sales as a proxy for foreign 
market penetration, we instead use the ratio of exports and foreign sales to total 
sales provided in segment reporting.5 We added export sales because it is likely to 
be considerable for Japanese companies and vital to the full incorporation of reli-
ance on foreign markets.6

4 In Sect. 6, the ratio of foreign assets to total assets (FATA) is used for additional test.
5 According to the Accounting Standard Board of Japan, segment reporting is required to include 
export/overseas sales information and is calculated as (Exports + Foreign affiliate sales – Sales 
from inter-firm trading).
6 Bartlett and Ghoshal (1989) suggested that a characteristic of Japanese enterprises’ global strate-
gies is a heavy reliance on export sales, and thus export sales of Japanese firms may be more sig-
nificant and harder to ignore than those of their Euro-American counterparts.

Reliance on Foreign Markets: Multinationality and Performance
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We also used a dummy variable for multinationality to compare the performance 
of multinational companies with that of domestic companies. Following Denis et al. 
(2002),7 we classify a firm as Multinational if it generates more than 10 % of its 
total sales from foreign markets.

Performance

It is in our interest to determine how multinationality affects firm performance both 
in the short term and the long term. Accounting-based measurements are better 
suited to represent short-term (current) performance, whereas market-based mea-
surements are likely to reflect more long-term (future) performance. There are three 
potential indices for accounting-based performance measures: return on total assets 
(ROA), return on sales (ROS), and return on equity (ROE). ROE is not commonly 
used in prior studies, mainly because it is highly dependent on capital structure dif-
ferences. We therefore have ROA and ROS, which are highly correlated with one 
another.8 ROS, along with the other main variables in our models (FSTS, AD/Sales, 
and R&D/Sales), is a function of total sales. Thus, we avoid regression equations 
with ROS as the dependent variable, as it is more directly related to other control 
variables. From these reasons, we chose ROA as a dependent variable to examine 
the short-term impact of multinationality.

Prior studies mostly used Tobin’s q as a proxy for market-based performance 
measurement9 with the exception of Denis et al. (2002), in which excess value was 
used. Following the example of prior studies, we proxy the Tobin’s q ratio as a 
market-based performance measure in our regression models of the multinationality- 
performance relationship from a long-term perspective.

 Control Variables

It is important to include all other variables that are likely to influence performance 
in order to isolate the multinationality-performance relationship. Following prior 
studies, we chose advertising and R&D intensity, firm size, financial leverage, 
industry effect, and year effect as our control variables for the regression models 
with accounting-based profitability measurement as a dependent variable. For the 
regression models of the multinationality-firm value relationship, we added the ratio 

7 Denis et al. (2002) classified firms as multinational if they reported any foreign sales on Compustat’s 
Segment File. US firms are required to report audited financial information for individual industrial 
or foreign segments that account for more than 10 % of consolidated sales, profits, or assets.
8 For example, in our main sample of 5,106 observations, the correlation between ROA and ROS 
was 0.839.
9 For example, see Christophe (1997) and Morck and Yeung (1991).
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of earnings before interest and taxes (EBIT) to total sales to eliminate the potential 
effect of profitability (Denis et al. 2002). Advertising and R&D intensity, important 
determinants of firm performance as proxies for firm-specific marketing or techno-
logical skills, are respectively calculated as annual advertising expenditure divided 
by total sales and annual R&D expenditure divided by total sales. Our third control 
variable is firm size, which is used as a proxy for economic scale and competitive 
power. We use the natural logarithm of total sales as our measure of firm size. To 
control for the effect of debt financing on firm performance, we use the ratio of debt 
to equity, also known as financial leverage. In addition, we controlled for industry 
effects by including a set of industry dummy variables based on the two-digit codes 
for Nikkei’s Medium Industry Categories. The most common industries were 
“Food” and “Non-ferrous metal products” among domestic companies, “Machinery” 
and “Electric and electronic equipment” among multinational companies, and 
“Chemistry,” which had equally numerous firms in both groups.

5.2  Trends in Overseas Operations of Japanese MNCs

We have argued that multinationality has become widely popular among Japanese 
companies because of domestic market decline and increasing demand in foreign 
markets. Therefore, it is within our interest, before regression analysis, to document 
how multinationality spread through Japanese manufacturing companies. In Table 5, 
we document the proportion of multinationals by fiscal year end with a classifica-
tion of multinationality similar to that in Tables 2, 3, and 4. For example, in 1999, 
although 1,403 manufacturing companies reported their total sales,10 435 of them, 
that is 31 %, reported a 10 % or greater ratio of export and overseas sales to total 
sales. An increase in the proportion of Multinational companies among manufactur-
ing companies was steady throughout the sample period, and by 2008, more than 
half of the manufacturing companies were Multinational.

As Tables 2, 3, and 4 show, we have found that multinational firms tend to be 
larger. Thus, it is possible that multinationality is spreading only through large com-
panies. To rule out this possibility, we created a subsample of only small companies, 
which consists of a lower quartile in each calendar year in terms of their total sales. 
As expected, in 1999, only 10 % of small companies were classified as Multinational. 
However, the proportion of small Multinational firms has risen even more rapidly 
than the overall sample: roughly three times, from 0.10 in 1999 to 0.33 in 2008. 
These results indicate that although multinationality is more common among large 
companies, small firms have increasingly become involved in multinational activi-
ties over the sample period.

10 The number of firms in each calendar year is based on the available total sales information pro-
vided by Nikkei’s “NEEDS-FinancialQUEST” database.
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5.3  Model

To test the relationship between multinationality and profitability, most prior studies 
used a multivariate regression model with accounting-based performance measures 
as dependent variables and a multinationality measure as an independent variable. 
The most commonly used control variables in these regression models are firm size, 
financial leverage, and industry effects (Grant et al. 1988; Tallman and Li 1996; 
Delios and Beamish 1999; Li and Qian 2005; and Yashiro and Hirano 2010). More 
recently, some researchers added R&D and advertising intensity as control variables 
in their research models (Delios and Beamish 1999; Denis et al. 2002). It is reason-
able to assume that firm-specific intangible assets such as superior technical or mar-
keting skills are significantly associated with firm performance. As above, we 
incorporate R&D and advertising intensity as control variables in our regression 
model as well as other commonly used variables such as firm size, leverage, indus-
try effects, and year effects. Equations (1) and (2), shown below, are the equations 
for our regression model to test Hypothesis 1.
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Table 5 Fraction of multinationals among Japanese manufacturing firms. The sample includes 
14,883 firm-year observations over the period 1999–2008. The subsample includes lower-quantile 
firms of each fiscal year in total sales. For example, in 1999, the sample includes 1,403 firms, and 
the 351 lower quantile firms in sales are included in subsample

Year

All sample Subsample (small firms)

Number of firms Fraction of multinational Number of firms Fraction of multinational

1999 1,403 0.31 351 0.10

2000 1,430 0.38 358 0.14

2001 1,453 0.40 364 0.17

2002 1,475 0.42 367 0.21

2003 1,500 0.45 376 0.23

2004 1,511 0.47 379 0.26

2005 1,523 0.49 381 0.27

2006 1,527 0.52 382 0.30

2007 1,529 0.54 383 0.32

2008 1,532 0.55 383 0.33
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Proft: Ordinary income as a percentage of total assets, ROA
MNt: (MN_dummy) Equal to 1 if export and overseas sales as a percentage of total 

sales are more than 10%; otherwise equal to 0 (for a sample of 5,106 firm-year 
observations)

MNt: (FSTS) Export and overseas sales as a percentage of total sales (for a sample 
of 2,970 firm-year observations)

DEBTt: Ratio of debt to equity
SIZEt: Natural log of total sales
ADt: Advertising expenditure as a percentage of total sales
RDt: Research and development expenditure as a percentage of total sales
Indi: Dummy variable for the two-digit codes of the Nikkei Medium Industry 

Category
YEARt: Dummy variable for fiscal years 1999–2008

The independent variable MNt is described in two different ways because the 
regression of profitability on multinationality will be tested on two samples of 5,106 
and 2,970 firm-year observations. On the test of the larger sample, firm-year obser-
vations of both multinational and domestic firms will be used, regardless of whether 
they include available export and overseas sales, and a multinationality dummy 
variable will be employed as an independent variable. The smaller sample consists 
of firm-year observations where considerable export and overseas sales are reported, 
and the continuous degree of multinationality is used as an independent variable.

For Hypothesis 2, we create a regression model using research models intro-
duced by Denis et al. (2002) and Christophe and Lee (2005). To test the relationship 
between multinationality and market value, Christophe and Lee (2005) used Tobin’s 
q as a dependent variable and R&D intensity, AD intensity, firm size, and debt effect 
as control variables. We also add the EBIT-to-sales ratio to our regression model to 
emphasize the impact of multinationality on long-run (future) performance even 
after controlling for basic profitability. The equations of our regression model for 
Hypothesis 2 are shown as Eqs. (3) and (4):
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Qt: Simplified estimation of Tobin’s q ratio = (market value of equity + book value of 
debt)/(book value of total assets)

EBITt: Earnings Before Interest and Taxes as a percentage of total sales
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6  Empirical Results

In this section, we test our hypothesis and report the regression results. For 
Hypothesis 1, the regression of profitability on multinationality will be tested on 
two samples of 5,106 and 2,970 firm-year observations. We also test Hypothesis 2 
on two samples, the same as in Hypothesis 1, using regression models of firm value 
on multinationality.

6.1  Descriptive Statistics and Correlations

Descriptive statistics and correlations for the variables of the regression models 
for Hypotheses 1 and 2 are presented in Table 6. Since we used two different 
samples to test these hypotheses, descriptive statistics of both samples are pre-
sented separately in Table 6. As Table 6 shows, our independent variables for 
multinationality are significantly correlated with the variables of firm size, R&D 
intensity, and ratio of EBIT to total sales, and negatively correlated with advertis-
ing intensity. However, these inter-correlations between multinationality vari-
ables and other control variables tend to be relatively small with the exception of 
firm size.11

The dependent variable ROA is significantly and strongly correlated with the 
ratio of EBIT to total sales, which is not surprising considering that both reflect 
profitability. However, this strong correlation does not affect our regression mod-
els since we incorporate the ratio of EBIT to total sales only in regression models 
with Tobin’s q as a dependent variable to control for the profitability effect.  
Furthermore, firm size is significantly correlated with advertising intensity in both 
samples. This suggests that larger firms tend to spend more on marketing activi-
ties. It should also be noted that while correlation between firm size and R&D 
intensity is not significant in our full sample, it is significantly positive in our 
subsample. This could mean that among firms that engage in exports or overseas 
activities, larger firms are more aggressively involved in R&D activities.

11 For the full sample, the correlation between the multinationality dummy and firm size is 0.31. 
For subsample, the correlation between the foreign sales ratio and the firm variable is 0.23.
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6.2  Results and Discussion

Hypothesis 1

Table 7 shows the regression results for the multinationality-profitability relationship 
tests with a set of control variables as described in Eq. (1). In column 1 of Table 7, 
we report the regression results of the 5,106 firm-year-observation sample, and the 
dummy variables of multinationality are used as independent variables. The regres-
sion results indicate that profitability is significantly higher (at the 0.05 level) for 
multinational firms than for domestic firms over the period 1999–2008. In column 2 
of Table 7, we report the regression results of the 2,970 firm-year- observation sam-
ple, where exports and overseas sales as a percentage of total sales (FSTS) are used 
as an independent variable reflecting the continuous degree of multinationality.

The regression results yielded a positive correlation between degree of multi-
nationality and profitability with a coefficient significantly different from zero (at 
the 0.01 level). Delios and Beamish (1999) and Yashiro and Hirano (2010) also 
found a positive relationship between multinationality and profitability among 
Japanese firms. However, their research models are slightly different from those 
used in many other prior studies, including Hitt et al. (1997) and Gomes and 
Ramaswamy (1999). For example, Delios and Beamish (1999) only used foreign 
assets or the number of affiliates to estimate multinationality, as opposed to for-
eign market penetration, and Yashiro and Hirano (2010) only focused on export-
ing companies, as opposed to multinationals. Nevertheless, our regression results 
also support a positive relationship between multinationality and profitability 
 measures among Japanese firms using rather similar research models to those of 

Table 7 Multinationality and profitability. OLS regressions of profitability on multinationality with 
a set of control variables. Column 1 shows the regression results for the 5,106 firm-year observations 
sample, and multinationality dummy variable is used as an independent variable. Column 2 shows 
the regression results of 2,970 firm-year observation-sample; the continuous degree of 
multinationality (FSTS) is used as independent variable. The coefficient estimates are reported with 
t-statistics in parentheses below. The definitions of variables are the same as in Eq. (1)

Dependent variable ROA

Model 1 2

Constant 2.80*** (5.16) 3.57*** (5.56)

MN_dummy 0.32** (1.98)

FSTS 0.04*** (8.66)

DEBT −0.003*** (−14.11) −0.003*** (−11.11)

SIZE 0.30*** (6.06) 0.13** (2.19)

AD 0.28*** (10.32) −0.002 (−0.07)

RD −0.13*** (−7.73) −0.11*** (−2.85)

Industry Yes Yes

Year Yes Yes

Adjusted R2 0.14 0.21

F-value 31.81 28.32

Number of observations 5,106 2,970

*Significant at 10 %; **Significant at 5 %; ***Significant at 1 %
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Hitt et al. (1997) and Gomes and Ramaswamy (1999). As seen above, it is likely 
that a significantly positive relationship between profitability and multinationality is 
consistent among Japanese manufacturing firms.

Hypothesis 2

In Table 8, we test Hypothesis 2 by regressing the market-based performance index, 
Tobin’s q, on various independent variables. In model 3 of Table 8, we report the 
regression results for the 5,106 firm-year observations, and the dummy variable of 
multinationality is used as an independent variable. The overall results indicate that 
Tobin’s q is significantly higher (at the 0.05 level) for multinational firms than for 
domestically concentrated firms.

In model 4 of Table 8, we report the regression results of Tobin’s q on exports 
and overseas sales as a percentage of total sales (FSTS), where the 2,970 firm-year- 
observation sample is used. The result indicates a significantly positive association 
(at the 0.05 level) between the continuous degree of multinationality and market 
value. For the most part, the coefficient estimates of the control variables are similar 
to those found in prior studies. The dependent variable, Tobin’s q, is significantly 
and positively related to firm size, advertising and R&D intensity, and the EBIT-to- 
sales ratio. The association between the debt-to-equity ratio and Tobin’s q is also 
significantly positive, although in most prior studies, the association is either nega-
tive or insignificant.

As above, the regression results suggest that multinationality has a positive 
impact on firm value, indicating that investors do value multinationality. Based on 
this result, it is plausible to conclude that investors encourage overseas expansion 

Table 8 Multinationality and firm value. OLS regressions of firm value (Tobin’s q) on multinationality 
with a set of control variables. Regression shown in Model 3 is tested on 5,106 firm-year observation 
sample, and the multinationality dummy variable is used as an independent variable. Model 4 shows 
the results of regressions for the 2,970 firm-year observation sample; the continuous degree of 
multinationality is used as an independent variable. The coefficient estimates are reported with 
t-statistics in parentheses below. The definitions of variables are the same as in Eqs. (3) and (4)

Dependent variable Tobin’s q

Model 3 4

Constant 0.54*** (15.53) 0.41*** (12.71)

MN_dummy 0.02** (2.24)

FSTS 0.0006** (2.47)

DEBT 0.0001*** (10.37) 0.0001*** (8.00)

SIZE 0.02*** (7.06) 0.03*** (12.05)

AD 0.03*** (18.04) 0.008*** (5.06)

RD 0.003*** (2.8) −0.0008 (−0.41)

EBIT 0.002*** (3.36) 0.003*** (4.12)

Industry Yes Yes

Year Yes Yes

Adjusted R2 0.14 0.18

F-value 29.02 23.21

Number of observations 5,106 2,970

*Significant at 10 %; **Significant at 5 %; *** Significant at 1 %
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and expect future growth from Japanese multinational companies. It is worth noting 
that our results on multinationality and long-term firm performance are the com-
plete opposite of those found in recent prior studies about US multinational compa-
nies. Although few earlier studies documented the positive relationship between 
multinationality and firm value (Errunza and Senbet 1981, 1984), recent studies 
have argued that multinationality is negatively associated with firm value (Christophe 
1997; Denis et al. 2002). This indicates that while investors react negatively to over-
seas expansion by US companies in general, investors react positively to overseas 
expansion by Japanese manufacturing firms.

We argue that the difference in market reaction to foreign market penetration 
between Japanese and US companies is because of a long-term steady decline in the 
Japanese domestic market. In other words, among the various benefits and costs of 
multinationality, access to growing demand markets may be a strong motive for 
overseas expansion for Japanese manufacturing companies. It may be that for most 
Japanese firms, the only way to pursue future growth in the long run is to rely on 
foreign markets. Increasing demand from Asia and other emerging countries and 
their strong presence in European and American markets are likely the most power-
ful reasons why multinationality is positively related to firm value, especially for 
Japanese manufacturing firms.

In summary, our regression results for the Japanese manufacturing firms sample 
over the period 1999–2008 show evidence to support Hypotheses 1 and 2. This 
indicates that the multinationality of Japanese manufacturing firms has a positive 
impact on both short-term and long-term firm performance.

7  Robustness Check and Additional Tests

In this section, we conduct three tests to check robustness and reinforce our find-
ings. First, we conduct a robustness check by retesting the main regression model 
with the alternative measurements: ROS and PBR. Second, we analyze the relation 
between change in multinationality and change in profitability in order to eliminate 
the competing explanation. We succeed in ruling out the possible reverse causality 
through this analysis. Third, we retest our main regression analysis by breaking 
down overall foreign market penetration variables into geographically different 
areas: Asia, the Americas, and Europe. These alternative measures and geographic 
effect tests are an attempt to offer further research ideas, but could also provide 
some support for the robustness perspective.

7.1  Alternative Measurement Test

Table 9 shows regression results for alternative measurements and tests. Models 5, 
6, 7, and 8 show regression results for an alternative measurement test of dependent 
variables, ROS as a profitability measurement, and PBR as firm value measurement. 

7 Robustness Check and Additional Tests
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The regression results do not show any significant changes to the previous regres-
sion results shown in Tables 7 and 8, further indicating that multinationality is posi-
tively associated with firm performance.

7.2  Changes in Multinationality and Profitability

We, thus far, suppose that multinationality affects profitability ([M → P] causality). 
It may be possible that profitable firms expand their business into foreign countries 
([P → M] causality). In order to eliminate this competing explanation, we analyze 
the relation between change in multinationality and change in profitability.

Prior study already deals with this possibility. Grant (1987) examined relation-
ship between increase in degree of multinationality and profitability over the period 
1972–1984. He divided sample period into three sets of sub-periods, specifically 
1972–1975, 1976–1979 and 1980–1984, and estimated average amount for profit-
ability and multinationality measures for each sub-period. Then he regressed 
changes in average profitability measures to changes in average multinationality 
measures using control variable of industry dummies. Changes in profitability mea-
sures were measured over two time periods: 1972–1975 to 1980–1984 and 1976–
1979 to 1980–1984 and changes in multinationality measures were lagged by 4 
years. We will use modified version of his regression model. We added control 
variables for changes in R&D intensity, advertising intensity and firm size to his 
regression model which only controlled for industry effect. Similarly, we divided 
our sample period into three sets of sub-periods: 1999–2001, 2002–2004 and 

Table 9 Model 5, 6, 7, and 8 show results of the regression of alternative performance measures 
(ROS, PBR) on multinationality for the same samples in Tables 7 and 8

Dependent variable ROS PBR

Model 5 6 7 8

Constant 3.94*** (5.04) 5.29*** (5.82) 0.44*** (4.29) −0.005 (−0.06)

MN_dummy 0.78*** (3.36) 0.09*** (2.81)

FSTS 0.06*** (7.94) 0.003*** (4.64)

DEBT −0.004*** (−14.13) −0.004*** (−11.35) 0.0004*** (9.79) 0.0002*** (7.28)

SIZE 0.36*** (4.96) 0.04 (0.53) 0.02 (1.43) 0.05*** (7.37)

AD 0.15*** (4.02) 0.002 (0.03) 0.05*** (10.26) 0.02*** (3.81)

RD −0.41*** (−20.22) 0.04 (0.77) 0.004 (1.24) −0.01 (−1.58)

EBIT 0.005** (2.53) 0.005*** (3.05)

Industry Yes Yes Yes Yes

Year Yes Yes Yes Yes

Adjusted R2 0.17 0.21 0.07 0.13

F-value 38.45 28.83 13.94 16.45

Number of 
observations

5,605 2,970 5,605 2,970

*Significant at 10 %; **Significant at 5 %; ***Significant at 1 %

Reliance on Foreign Markets: Multinationality and Performance
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2005–200712 and measured average value for each sub-period. We used current and 
3-year lagged measures of multinationality to explain change in performances. Our 
regression model is shown as Eq. (5).

D a a a D a D a DProf Profp p p p p p p p pFSTS FSTS AD3 2 0 1 2 2 3 2 2 2 1 3 3− − − −= + + + + 22

4 3 2 5 2 6 2
1

33

+ + + + +−
=
∑a D a a eRD SIZE DEBT Indp p p p iY
i

�
 

(5)

Variables represent three-year average value of each firm or changes in average 
values respectively.

p1, p2, p3: Each represent period of 1999–2001, 2002–2004 and 2005–2007
Profp2: Average of ROA in p2
FSTS: Export and overseas sales as a percentage of total sales
ΔProfp3 − p2: Average of ROA in p3 minus Average of ROA in p2
ΔFSTSp3 − p2: Average of FSTS in p3 minus Average of FSTS in p2
ΔFSTSp2–p1: Average of FSTS in p2 minus Average of FSTS in p1
ΔADp3 − p2: Average of AD in p3 minus Average of AD in p2
ΔRDp3 − p2: Average of RD in p3 minus Average of AD in p2
SIZEp2: Average of SIZE in p2
DEBTp2: Average of SIZE in p2

Note, definitions of ROA, AD, RD, SIZE and DEBT are same as Eq. (1).
Table 10 shows regression results of change in profitability on increases in mul-

tinationality with a set of control and base variable. Our dependent variable is cal-
culated as difference between 3-year average ROA of 2005–2007 and 3-year average 
ROA of 2002–2004. This simplification reflects changes in ROA over the period 
2002–2007, and 3-year average measures are taken to avoid effect of high volatility 
of ROA (Grant 1987). Change in degree of multinationality is also calculated simi-
larly over the same period using export and overseas sales as a percentage of total 
sales, and 3-year lagged change in degree of multinationality is also introduced in 
an attempt to see more precise impacts. Control variables as described earlier are 
relative changes of R&D and advertising intensity over the period and base value13 
of profitability, assets and firm leverage variable. The first column of Table 10 shows 
significantly (at the 0.05 level) positive association between increase in multination-
ality level and profitability over the period 2002–2007. When 3-year lagged multi-
nationality measures were introduced as in column 2, lagged multinationality 
variables were also significantly (at the 0.1 level) associated with increase in 

12 We excluded a fiscal year 2008 to make three equal-length sub-periods.
13 Base value is first 3-year average of the change period. For example if we were examining 
changes in profitability over the period of 1999–2007, base value of profitability would be average 
ROA of 1999 to 2001.
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profitability. The column 3 shows regression results of changes in profitability on 
both same period and lagged changes in multinationality. The increase in profitabil-
ity is significantly associated with increase in multinationality over the same and 
3-year lagged period. This result supports the assumption of Hypothesis 1, in which 
we presume increased degree of multinationality enhances profitability. In other 
words, a positive relationship between multinationality and profitability that we 
document in Hypothesis 1 is at least partly due to multinationality activities causing 
higher profitability ([M → P] causality).

7.3  Regional Breakdown Test

To this point, we have examined the impacts of overseas business on performance 
by considering overseas business as one general concept. It is possible that overseas 
business in Asia or Europe could have different impacts on performance since the 
characteristics of these markets are relatively different. For example, overseas busi-
ness in European countries features relatively high transactional and organizational 
costs because of these countries’ huge cultural differences and geographic distance 
from Japan (Hennart 2007). To compare the performance impacts of overseas busi-
ness in different regions, regression analysis of the multinationality-performance 
relationship is repeated by substituting different regional sales ratios to the overall 
degree of multinationality.

Table 10 Changes in multinationality and profitability. OLS regressions of changes in profitability 
on changes in degree of multinationality with control variables as below. Column 1 shows 
regression results of changes in ROA over the period 2005–2007(P3) to 2001–2004(P2) on changes 
in degree of multinationality over the same period. Column 2 show regression results of changes 
in ROA over the period of (P3) to (P2) on changes in degree of multinationality over the 3-year 
lagged period, of P2 to P1(1999–2001). These regressions are tested on sample of 550 observations 
and the coefficient estimates are reported with t-statistics in parantheses below

Dependent variable ∆ROA(P3−P2)

Model 9 10 11

Constant 2.43** (2.28) 2.39** (2.24) 2.46** (2.31)

ROA (P2) −0.23*** (−5.84) −0.23*** (−5.83) −0.23*** (−5.93)

∆FSTS (P3−P2) 0.06** (2.14) 0.05* (1.92)

∆FSTS (P2−P1) 0.04* (1.89) 0.04* (1.65)

Debt/Equity (P2) −0.0006 (−0.77) −0.0007 (−0.89) −0.0006 (−0.75)

ln_Asset (P2) 0.13 (1.29) 0.14 (1.43) 0.12 (1.20)

∆AD (P3−P2) −0.21 (−0.55) −0.18 (−0.47) −0.20 (−0.54)

∆RD (P3−P2) −0.56*** (−3.70) −0.56*** (−3.69) −0.55*** (−3.63)

Industry Yes Yes Yes

Adjusted R2 0.20 0.20 0.20

F-value 7.45 7.38 7.25

Number of observations 550 550 550

*Significant at 10 %; **Significant at 5 %; ***Significant at 1 %

Reliance on Foreign Markets: Multinationality and Performance



27

We break down the degree of multinationality into three different regional sales 
ratios: Asia, the Americas, and Europe. Asia represents the ratio of overall export 
and overseas sales generated from the Asia-Pacific region, excluding Japan, to total 
sales. Americas represents the ratio of overall export and overseas sales generated 
from the American continents to total sales. Europe represents the ratio of overall 
export and overseas sales generated from Europe and Africa to total sales. These 
regional sales ratios are based on the “regional segment information” of segment 
reporting. It is important to note that each firm reports segment information under 
its own regional criteria. There is no single correct answer. Therefore, we created 
these three main regional groups based on our understanding of regional differences 
and commonly used regional segmenting practices among Japanese manufacturing 
companies. For the cases where the overseas sales of North America and Europe are 
combined in one segment, we divided this amount equally into the regional sales 
ratios of the Americas and Europe. In addition, overseas sales from the Middle East 
are included in either the European or Asian region depending on the firm’s specific 
segmenting method. In addition to regional breakdown test by sales, we did similar 
analysis by using regional assets for the robustness purpose.

For this regional test, we cover only the “Electric and Electronic equipment” 
industry because of the heavy manual classification workload. This industry, how-
ever, seems to be adequate because there are many multinational firms in this indus-
try, as shown in Tables 2, 3, and 4 and it is certainly one of the leading industries for 
the Japanese economy. In order to increase the sample size, we test our regression 
models using zero when the data for advertising or R&D expenditure is missing.

In Tables 11 and 12, we report the regression results of performance on the 
degree of multinationality using the regional sales ratio in models 12 through 17 and 
the regression results based on the regional asset ratio in models 18 through 23. The 
regression results in model 12 and 18 indicate that the Asian sales ratio has a signifi-
cantly negative impact on profitability, while the impact of the Asian asset ratio is 
insignificant. The firm value relevance of both the Asian sales ratio and the asset 
ratio is statistically insignificant, as shown in models 15 and 21. Thus, despite 
Japanese companies’ recent surge into and growing importance in the Asian market, 
there is no statistical evidence that firms with higher reliance on the Asian market 
outperformed others among Japanese electric and electronic equipment makers. 
Furthermore, the association between reliance on the Asian market and profitability 
appears to be significantly negative, indicating that electric and electronic equip-
ment manufacturers who have expanded into the Asian market have relatively higher 
costs than overseas business in other regions, and thus reduced profit margins.

In contrast, the rest of the regression results show that reliance on European or 
American markets is significantly associated with higher profitability and firm 
value. As above, the key finding of this test is that among electric and electronic 
equipment manufacturers, reliance on European and American markets has a posi-
tive impact on profitability and firm value, while reliance on the Asian market has a 
negative impact on profitability, and market reaction to it is insignificant. Thus, we 
argue that Japanese electric and electronic equipment companies are facing major 
challenges in Asian markets because overseas expansion to this region is less profit-
able than other regions and investors’ reaction is mixed.

7 Robustness Check and Additional Tests



28

Ta
bl

e 
11

 
R

eg
io

na
l 

br
ea

kd
ow

n 
te

st
 b

y 
sa

le
s.

 F
or

 m
od

el
s 

12
 t

hr
ou

gh
 1

7;
 A

si
a 

is
 t

he
 r

at
io

 o
f 

sa
le

s 
fr

om
 A

si
a 

an
d 

th
e 

P
ac

ifi
c 

to
 t

ot
al

 s
al

es
, A

m
er

ic
as

 i
s 

th
e 

ra
ti

o 
of

 s
al

es
 f

ro
m

 N
or

th
 a

nd
 S

ou
th

 A
m

er
ic

as
 t

o 
to

ta
l 

sa
le

s,
 E

U
 i

s 
th

e 
ra

ti
o 

of
 s

al
es

 f
ro

m
 E

ur
op

e 
an

d 
A

fr
ic

as
 t

o 
to

ta
l 

sa
le

s

D
ep

en
de

nt
 v

ar
ia

bl
e

R
O

A
T

ob
in

’s
 q

M
od

el
12

13
14

15
16

17

C
on

st
an

t
9.

35
**

* 
(9

.0
2)

10
.4

7*
**

 (
10

.0
2)

11
.8

4*
**

 (
10

.7
9)

0.
45

**
* 

(6
.8

5)
0.

42
**

* 
(6

.0
3)

0.
47

**
* 

(6
.4

5)

A
si

a
−

0.
02

**
 (

−
2.

46
)

−
0.

00
1 

(−
1.

39
)

A
m

er
ic

as
0.

06
**

* 
(3

.2
4)

0.
00

3*
* 

(2
.0

1)

E
U

0.
07

**
* 

(3
.2

1)
0.

01
**

* 
(5

.5
2)

D
eb

t
−

0.
00

6*
**

 (
−

11
.7

0)
−

0.
00

7*
**

 (
−

12
.0

5)
−

0.
00

8*
**

 (
−

12
.3

0)
0.

00
03

**
* 

(7
.9

7)
0.

00
03

**
* 

(8
.0

4)
0.

00
03

**
* 

(7
.1

5)

Si
ze

0.
01

 (
0.

12
)

−
0.

15
* 

(−
1.

79
)

−
0.

24
**

* 
(−

2.
68

)
0.

03
**

* 
(4

.9
9)

0.
02

**
* 

(3
.9

2)
0.

02
**

* 
(2

.7
5)

A
D

0.
31

**
 (

2.
04

)
0.

40
**

* 
(2

.6
9)

0.
30

* 
(1

.9
1)

0.
04

**
* 

(3
.7

8)
0.

03
**

* 
(2

.7
5)

0.
01

 (
1.

17
)

R
D

−
0.

25
**

* 
(−

5.
65

)
−

0.
23

**
* 

(−
5.

59
)

−
0.

25
**

* 
(−

5.
80

)
0.

00
2 

(0
.7

1)
0.

01
**

* 
(3

.2
2)

0.
01

**
 (

2.
35

)

E
B

IT
0.

01
**

* 
(1

2.
98

)
0.

01
**

* 
(1

2.
79

)
0.

01
**

* 
(1

2.
50

)

Ye
ar

Y
es

Y
es

Y
es

Y
es

Y
es

Y
es

A
dj

us
te

d 
R

2
0.

17
0.

20
0.

22
0.

16
0.

15
0.

16

F
-v

al
ue

21
.4

8
25

.4
3

25
.6

2
18

.5
1

16
.7

6
17

.2
6

N
um

be
r 

of
 o

bs
er

va
ti

on
s

1,
39

2
1,

34
3

1,
24

9
1,

39
2

1,
34

3
1,

24
9

*S
ig

ni
fi

ca
nt

 a
t 

10
 %

; 
**

S
ig

ni
fi

ca
nt

 a
t 

5 
%

; 
**

*S
ig

ni
fi

ca
nt

 a
t 

1 
%

Reliance on Foreign Markets: Multinationality and Performance



29

Ta
bl

e 
12

 
R

eg
io

na
l 

br
ea

kd
ow

n 
te

st
 b

y 
as

se
ts

. F
or

 m
od

el
s 

18
 t

hr
ou

gh
 2

3;
 A

si
a 

is
 r

at
io

 o
f 

as
se

ts
 f

ro
m

 A
si

a 
an

d 
P

ac
ifi

c 
to

 t
ot

al
 a

ss
et

s,
 A

m
er

ic
as

 i
s 

ra
ti

o 
of

 a
ss

et
s 

fr
om

 N
or

th
 a

nd
 S

ou
th

 A
m

er
ic

as
 t

o 
to

ta
l 

as
se

ts
, E

U
 i

s 
ra

ti
o 

of
 a

ss
et

s 
fr

om
 E

ur
op

e 
an

d 
A

fr
ic

as
 t

o 
to

ta
l 

as
se

ts

D
ep

en
de

nt
 v

ar
ia

bl
e

R
O

A
T

ob
in

’s
 q

M
od

el
18

19
20

21
22

23

C
on

st
an

t
6.

89
**

* 
(6

.2
8)

10
.0

3*
**

 (
9.

11
)

12
.6

4*
**

 (
10

.2
9)

0.
42

**
* 

(6
.2

3)
0.

36
**

* 
(4

.8
3)

0.
42

**
* 

(4
.8

7)

A
si

a
−

0.
01

 (
−

0.
76

)
−

0.
00

04
 (

−
0.

67
)

A
m

er
ic

as
0.

03
 (

1.
41

)
0.

01
**

* 
(4

.6
2)

E
U

0.
08

**
* 

(2
.6

8)
0.

01
**

* 
(2

.7
8)

D
eb

t
−

0.
01

**
* 

(−
10

.9
3)

−
0.

01
**

* 
(−

12
.1

1)
−

0.
01

**
* 

(−
11

.9
8)

0.
00

03
**

* 
(7

.9
2)

0.
00

03
**

* 
(8

.2
9)

0.
00

03
**

* 
(6

.4
2)

Si
ze

0.
16

* 
(1

.8
4)

−
0.

09
 (

−
1.

00
)

−
0.

27
**

* 
(−

2.
79

)
0.

03
**

* 
(5

.2
0)

0.
03

**
* 

(4
.3

4)
0.

02
**

* 
(2

.8
0)

A
D

0.
53

**
* 

(3
.1

2)
0.

70
**

* 
(4

.3
1)

0.
55

**
* 

(3
.0

9)
0.

06
**

* 
(5

.4
6)

0.
04

**
* 

(3
.5

9)
0.

04
**

* 
(3

.2
9)

R
D

−
0.

21
**

* 
(−

4.
52

)
−

0.
21

**
* 

(−
5.

05
)

−
0.

27
**

* 
(−

5.
46

)
0.

00
1 

(0
.4

8)
0.

01
**

* 
(2

.9
2)

0.
01

**
* 

(3
.7

6)

E
B

IT
0.

01
**

* 
(1

2.
29

)
0.

01
**

* 
(1

2.
35

)
0.

01
**

* 
(1

1.
45

)

Ye
ar

Y
es

Y
es

Y
es

Y
es

Y
es

Y
es

A
dj

us
te

d 
R

2
0.

16
0.

2
0.

24
0.

16
0.

17
0.

16

F
-v

al
ue

19
.3

3
24

.6
7

24
.2

1
19

.2
4

18
.3

1
14

.2
2

N
um

be
r 

of
 o

bs
er

va
ti

on
s

1,
37

0
1,

29
9

1,
05

0
1,

37
0

1,
29

9
1,

05
0

*S
ig

ni
fi

ca
nt

 a
t 

10
 %

; 
**

S
ig

ni
fi

ca
nt

 a
t 

5 
%

; 
**

*S
ig

ni
fi

ca
nt

 a
t 

1 
%

7 Robustness Check and Additional Tests



30

8  Conclusion

Does reliance on foreign markets make a difference? We conclude that Japanese 
firms’ reliance on foreign markets enhances profitability and has a positive impact 
on firm value. Following prior studies, we test the impact of multinationality on 
short- and long-run performance using ROA and Tobin’s q as proxies for perfor-
mance. Our results show that multinationality is positively related to short-term firm 
performance. Our results concerning multinationality and long-term performance 
also provide a similar relationship pattern. It was found that investors value multi-
nationality over domestic market concentration among Japanese manufacturing 
companies.

As discussed earlier, prior studies about multinationality and performance pro-
duced conflicting and inconsistent results. Based on our empirical evidence, we 
suspect that most Japanese manufacturing companies have thus far been profiting 
from overseas expansion and have not reached the point where the benefits of mul-
tinationality overweigh its costs. In other words, there are still outstanding opportu-
nities and benefits left in overseas markets that could be exploited by Japanese 
manufacturing companies. Our results concerning multinationality and firm value 
indicate that investors encourage overseas expansion by Japanese manufacturing 
companies, while they react negatively to overseas expansion by US companies in 
prior studies. We argue that the difference in market reaction to foreign market pen-
etration by Japanese and US companies could be due to the long-lasting steady 
decline of the Japanese domestic market. Among the various benefits and costs of 
multinationality, access to growing demand markets may be a strong motive for 
overseas expansion for Japanese manufacturing companies. It may be that for most 
Japanese firms, the only way to pursue future growth in the long run is to rely on 
foreign markets.

We conducted additional regional tests in an attempt to offer any further research 
idea or dimension to multinationality-performance research. Perhaps the most 
important finding of the additional tests was that the multinationality-performance 
relationship is likely to vary across different geographic regions. Regression results 
for Japanese electric and electronic equipment companies show that reliance on the 
Asian market has a negative impact on profitability and no significant impact on 
firm value, while reliance on other foreign markets such as the Americas and the EU 
has a positive impact on profitability and firm value. This is possibly because the 
newly-emerged Asian market is still price-sensitive to electric and electronic prod-
ucts, and competition from local rivals is likely to be more intense. Future research 
should aim to resolve the reason behind different valuation.

Overall, international competition and demand in different regional markets in 
certain industries also have a significant impact on the multinationality-performance 
relationship. To conclude, we argue that in the ever-changing dynamic global econ-
omy, the multinationality-performance relationship cannot be generalized, and that 
it evolves across different geographic regions and business areas.

Reliance on Foreign Markets: Multinationality and Performance
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                     Appendix 

 A summary of prior studies is discussed as given below   .

  Table A    A summary of prior studies. The table summarizes regression models and the results of 
main prior studies. The names and defi nitions of measures and variables differ slightly depending 
on each study. FSTS is the ratio of foreign sales to total sales, and FATA is the ratio of foreign asset 
to total asset   

 Empirical 
studies 

 Measures of 
multinationality 

 Measures of 
performance  Sampling 

 Control 
variables  Results 

 Grant et al. 
( 1988 ) 

 FSTS  ROA  304 British 
manufac-
turing fi rms 
(1972–1984) 

 Firm size, 
industrial 
effect, and 
leverage 

 Positive 

 Tallman 
and Li 
( 1996 ) 

 FSTS/No. of 
foreign 
countries 
hosting 
subsidiaries 

 ROS  192 US 
manufac-
turing 
MNCs 
in 1987 

 Leverage, 
industry 
growth 

 Positive 

 Hitt et al. 
( 1997 ) 

 Sales-based 
entropy 
index 

 ROA, ROS  295 US 
manufac-
turing fi rms 
(1988–1990) 

 Product 
diversifi ca-
tion, capital 
structure 

 Inverted 
U curve 

 Gomes and 
Ramaswamy 
( 1999 ) 

 FSTS, FATA, 
country 
scope, and 
their 
composite 
index 

 ROA  95 US 
manufac-
turing fi rms 
(1990–1995) 

 Firm size and 
industry 
effects 

 Inverted 
U curve 

 Christophe 
( 1997 ) 

 FSTS  Tobin’s q  500 US MNCs 
(1978–1986) 

 Size, leverage, 
R&D, and 
Ad and 
Capital 
intensity, 
and industry 

 Negative 

(continued)
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 Empirical 
studies 

 Measures of 
multinationality 

 Measures of 
performance  Sampling 

 Control 
variables  Results 

 Denis et al. 
( 2002 ) 

 FSTS 
and FATA 

 Excess 
value 

 7,520 US fi rms 
(1984–1997) 

 Size, leverage, 
EBIT, R&D, 
Ad and 
Capital 
intensity, 
and industry 

 Negative 

 Morck and 
Yeung 
( 1991 ) 

 No. of 
subsidiaries 
and hosting 
countries 

 Tobin’s q  1,644 US fi rms 
(1980–1981) 

 Leverage, fi rm 
size, and 
labor 
growth 

 No impact 
but 
enhances 
the 
impact of 
R&D on 
Tobin’s q 

 Delios and 
Beamish 
( 1999 ) 

 No. of 
subsidiaries 
and host 
countries 

 ROA, ROS, 
and ROE 

 399 Japanese 
manufac-
turing fi rms 
(1996) 

 Product 
diversity, 
R&D and 
Ad 
intensity, 
leverage, 
industrial 
profi tability, 
and growth 
rate 

 Positive 

 Yashiro and 
Hirano 
( 2010 ) 

 Export activity  Sales 
growth, 
productiv-
ity, and 
ROA 

 38,276 Japanese 
fi rms 
(2002–2005) 

 Industry effect, 
size, R&D 
and Ad 
intensity, 
and IT cost 

 Positive 

Table A (continued)
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