What is the empirical evidence for a relationship between a firm’s level of international diversification and its performance?

1, Introduction
  (Hitt, M. A., Hoskisson, R. E., & Ireland, R. D.   1994)Both international and product diversification plays a significant role for companies in terms of strategic behaviour. Rugman, A. M. (1979, 1981) has defined international diversification as enlargement beyond   the regional boarders globally and nations into different locations, or markets   of geography, therefore, a firm’s level of international diversification is related   to the number of different markets in which it manipulates and their significance to the company (as   calibrated, for example, by the percentage of whole sales which are represented by each market). International diversification is increasingly significant for firms since it is based on utilising overseas market opportunities and imperfections through internationalization. In this article I will analyse advantages of being diversification for firms, relationship between diversification and costs and nonlinear relationship between geographic diversification and performance.

2, Advantages of diversification
  Buhner, R.(1987) states that international diversification provides prospective market opportunities, which supply organizations the opportunity for growth substantially. Kogut, B. 1985; Kim, C.W. et al., 1989, 1993)   there are advantages for markets to be internationalized in terms of economies of scale, scope , and learning, and (Hamel, G. 1991) sharing principal abilities among   different business sections and markets of geography. (Bartlett, C.A. and Ghoshal, S. 1989) these advantages can be utilized by companies with strong competitive abilities

which are developed at home in international market. (Hymer, S.H. 1976)Hence, it is said that a company involving in international markets highly is, higher will be involvement of tangible and intangible resources, which has expectation of leading to higher performance. (Kobrin, S.J. 1991)Moreover, multinational enterprises gain the opportunity of integration of their activities beyond borders that are standardization of products, rationalization of production and/or allocation of their resources more efficiently and effectively. (Sundaram, A.K. and Black, S.J. 1992) In addition, multinational enterprises exploit market imperfections (for instance, a less competitive market) and can obtain further competitive advantages and also accomplish a power of bargaining with expanded size.   (Daniels, J.D. and Bracker, J. 1989; Haar, J.   1989; Grant, R.M.   1987; Gomes, L. and Ramaswamy, K. 1999) these arguments give a support to the perspective that there is a positive linear relationship between international diversity and performance. Most of these researches have indicated that the relationship between international diversification and performance is linear.

3, Relationship between diversification and costs
  Davidson, W.H. 1983; Papadopoulos, N. and Denis, J.-E. 1988; Erramilli, M.K. 1991) It is argued that higher levels of international diversification, particularly combination with product diversification and enlargement into markets which are more distant physically and culturally, (Egelhoff, W.G. 1982; Hitt, M. A., Hoskisson, R. E., & Ireland, R. D. 1994), immensely increases the costs of transaction and demands of information processing.   (Williamson, O.E. 1975; Hitt, M. A., Hoskisson, R. E., & Kim, H. 1997) According

to transaction cost theory, higher level of diversification enhances the governance cost of companies. (Sundaram, A.K. and Black, S.J. 1992) Coping with dimension (for example, logistics, trade barriers, and diversity of culture) is likely to enhance the operational cost.   Furthermore, environmental dimensions which have contribution to the complex operations exist such as   regulations of government, trade laws and currency fluctuations. (Capar, N. and Kotabe, M. 2003) These costs of transaction and pressures of different environment significantly increase the managerial information processing demands.
  . (Capar, N. and Kotabe, M., 2003) All of these dimensions, it has been argued,   may enhance the operational cost along with enhancing levels of international diversity. Therefore, the more an organization is diversified globally, the more complexity will be its operations. Combination of the transaction cost and resource based viewpoints, Tallman, S. and Li, J.(1996) offer a caustic summery that performance will differ with international diversity in a non-linear relationship, enhancing as strategic resources are provided greater scale but diminishing as product scale exceeds the scope of these resources and governance range excel capabilities of management. As a result, performance will be suffering across a particular point, providing an suggestion of U-shaped curvilinear relationship between international diversification and performance. (Tallman, S. and Li, J. 1996; Hitt, M. A., Hoskisson, R. E., & Kim, H. 1997; Gomes, L. and Ramaswamy, K.   1999; Kotabe, M., Srinivasan, S.S. and Aulakh, P.S. 2002) Consequences of some researches have illustrated such proves . More specifically, they have demonstrated empirical consequences

that, after a particular level of international diversification, performance commence decreases.   (Capar, N. and Kotabe, M., 2003)The consequences of these researches indicate that, the costs of transaction which are associated with high degrees of multinationality finally decline the level of performance while benefits of levels of international diversification moderately. In brief,   the enhancing complexities because of higher levels of international diversification increase the managing costs such operations.

4, nonlinear Relationship between geographic diversification and performance
  (Caves, 1971) In figure 1, it demonstrates about the nonlinear relationship between geographic diversification and performance. The smooth solid line in figure 1 indicates total benefits from internationalization , as projected from either an exploitation or and an exploration viewpoint. Both benefits of exploitation and exploration demonstrate increase with international enlargement, up to a point of decreasing returns. Significantly, yet, not all organizations will face the same curve, as key research on multinational corporation has illustrated that the range of benefits of exploitation have a relation to a company’s possession of intangible assets. The smooth dotted line indicates the total costs of internationalization. Lu, JW. and Beamish, PW.(2004) states the costs into those the liabilities of foreignness(dotted line with circle markers) and freshness (dotted line with triangle markers) are analysed and those have association with coordination costs(dotted line with square mark ers), and the pattern of these three costs varies as an organization magnifies internationally. The total costs for the liabilities of foreignness

diminish and become level when an internationalizing organization is being significantly familiar with variety of overseas nations that the foundation of foreign subsidiary firms become more or less the same as the foundation of internal subsidiary firms. The total costs of   the liabilities of newness diminish with researching and with advance legitimately. On the other hand, total coordination costs indicate acceleration with the additional subsidiary firms of foreignness and/ or host countries of newness.   The interaction between these benefits and costs of internationalization become the results of the smooth boldface curve in figure 1. Three distinguishable phases in the relationship between internationalization and performance can be identified by this curve. At the first stages of international enlargement (phase 1),   an organization confronts liabilities of newness and foreignness in which it should defray some “tuition” in the form of declined profits   that result from such disadvantages. Given that organization at early steps of international enlargement are normally immature, small, and probably have diversification of lower product (Hitt, M. A., Hoskisson, R. E., & Kim, H. 1997), no “deep pockets” to absorb this tuition cost exist. This cost is more important the benefits of internationalization, hence prolonging the time until net positive performance outcomes of internationalization is recognized. Lu, JW. and Beamish, PW.(2004)With enlarging international expansion, experiential studying about how to found a subsidiary firm efficiently in a host country decreases the costs which are associated with becoming new and foreign. Simultaneously, increasing   diversification of geography   enables asset advantages to be 

exploited beyond a wider spread of markets, which happens alongside the development of capabilities of newness in international markets. The consequence is phase 2, in which enhancing levels of geographic scope have association with development in a company’s profitability.   The second set of costs which are depicted, those for governance and coordination begin to increase although the costs have relations to newness and foreignness are being declined during phase 2. Governance and coordination costs increase the point where costs can again excel the benefits of diversification of geography, and organization performance deteriorates, marking phase 3 as an organization’s network of subsidiaries of foreignness becomes more extended, and as the organization has operations in more large number of countries. In sum, putting the above argument together, Lu, JW. and Beamish, PW.(2004) hypothesized a horizontal S-shaped relationship between the range of a company’s foreign direct investment (FDI) and performance.
“Hypothesis 1. The relationship between geographic diversification and firm performance is nonlinear, with the slope negative at low levels of geographic diversification, positive at medium levels of geographic diversification, and negative at high levels of geographic diversification” 
( Lu, JW. and Beamish, PW. 2004)

http://www.jstor.org/stable/20159604 .

5, Conclusion
  In sum, Buhner, R.(1987) it is said that international diversification is highly significant for large numbers of firms as importance of internationalization is increasing because   it provides high expectation of market opportunities which gives firms chance to grow substantially (Tallman, S. and Li, J. 1996; Hitt, M. A., Hoskisson, R. E., & Kim,

H. 1997; Gomes, L. and Ramaswamy, K. 1999; Kotabe, M., Srinivasan, S.S. and Aulakh, P.S. 2002) Results of some studies have indicated empirical consequences that, after a particular level of international diversification, performance commence declines. (Capar, N. and Kotabe, M., 2003) While there are benefits of levels of international diversification reasonably, the results of studies demonstrates that the transactional costs which have association with higher degrees of multinationality eventually decrease the level of performance, and the increasing complexities due to high level of international diversification increase the managing costs. The relationship between diversification of geography and performance of company is nonlinear, with the slope negative at lower levels of diversification of geography , positive at average levels of diversification of geography, and negative at higher levels of diversification of geography. From these researches, it is demonstrated that the relationship between firm’s level of international diversification and its performance is non-linear. 
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