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Should We Invest More in Multinational Companies (MNCs) when Domestic Markets Decline?

Abstract 

Investments in domestic multinational companies (MNCs) may provide an indirect route for investors to diversify internationally. Therefore, a priori, one would expect investors to increase their exposure to MNCs when the domestic market is declining, and decrease their exposure to domestic firms.  We use a 20 year dataset of all publically listed US firms from 1995 to 2014 to create a unique measure of both the extent and scope of firm level multinationality. We estimate a modified version of the Fama-French three and five factor models. We find that, contrary to expectations, investors favour domestic firms to MNCs in declining markets. We propose that our results are driven by one of two factors – either investors do not recognize the indirect diversification benefits from investing in MNCs or investors are behaving irrationally. Finally, we investigate if our results are influenced by share ownership but find that they apply to both institutional and retail investors.
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1.  Introduction
The benefits of investing in multinational companies (MNCs) has long been debated throughout the literature. However, results from previous studies have been mixed, with some studies finding that MNCs offer substantial benefits while others finding that they do not (Berrill et al., 2019). We add a new dimension to this debate by investigating if MNCs and domestic firms behave differently in varying market conditions.  We hypothesize that investors may choose to invest to a greater or lesser extent in domestically-oriented or internationally-oriented firms depending on the domestic market.  Previous studies investigate investor preference for dividend-paying stocks in varying market conditions.  Fuller & Goldstein (2011) and Goldstein et al. (2015) find that investors display a greater preference for dividend-paying stocks in declining rather than in advancing markets.  Anecdotal evidence from the Financial Times suggests that the FTSE 250 and S&P500 have at times operated in a two tier manner, with prices of ‘domestic’ and ‘international’ firms reacting differently to foreign and domestic economic conditions.[footnoteRef:1]  However, to the best of our knowledge, this has not been tested empirically.  We address this gap in the literature and investigate whether investors differentiate between multinational and domestic firms in advancing and declining markets. We expect, a priori, investors to favour MNCs in periods of negative domestic returns, when internationally diversified investments may be considered more valuable.   [1:  Financial Times June 30, 2015, ‘FTSE 100 sets worst monthly record in 3 years… The split in domestic and international stocks is reflected in the stronger performance of the FTSE 250, which has a greater domestic weighting.”  Financial Times, July 12, 2012, ‘US domestic stocks beat multinationals’.
] 


We test our hypothesis empirically using two measures of firm-level internationalization, the extent of foreign operations, measured as foreign sales as a percentage of total sales and the scope of those foreign operations, measured as the number of regions of the world in which a firm reports sales.  This creates a unique longitudinal dataset capturing both the extent and scope of foreign operations as proposed by Aggarwal et al (2011).  Using a sample of 9,564 US firms between 1995 and 2014, we compare the returns of firms categorized by these measures of internationalization, in periods of positive and negative US market returns.  We estimate a modified version of the Fama-French three and five factor models and test the robustness of our results to size, liquidity and growth factors.

Contrary to what prevailing theories predict, we find that domestic firms outperform MNCs in declining markets by more than they underperform MNCs in advancing markets, and we find that the difference increases as the degree of firm internationalization increases.  That is, when returns of the US equity market are negative, investors are selling domestic firms less than they are selling MNCs.  Our findings are robust to a variety of adjustments including firm size and market to book ratios, the Fama-French three and five-factor models, as well as alternative definitions of firm level internationalization. 

We offer two possible explanations for our results. First, our findings suggest that while the academic evidence on the indirect international benefits of investing in MNCs is mixed, investors believe that MNCs do not provide these benefits. We posit that investor sentiment may be playing a role and investors believe MNCs do not provide international exposure. A second explanation may be that investors are behaving irrationally (Verma, Baklaci, & Soydemir, 2008), thereby supporting Kumar and Lee (2006), who conclude that there is a role for investor sentiment in the formation of returns. To complete our analysis, we investigate if our results are influenced by share ownership. We compile a unique annual dataset on share ownership but find that our results apply to both institutional and retail investors.

The remainder of the paper is organized as follows. Section 2 reviews the literature and states our main hypothesis. Section 3 describes the data and methodology.  Section 4 outlines our empirical results. Finally, Section 5 concludes.

2. Literature Review and Hypothesis Development
Home bias in portfolio investment was first documented by French and Poterba (1991) and subsequently by Tesar and Werner (1995), Ahearne et al. (2004) and VanNieuwerburgh and Veldkamp (2009).  Despite a dramatic reduction of many previous barriers to international investment, investors persistently overweight domestic stocks (Morse and Shive 2011), relative to foreign holdings as predicted by the International CAPM, where in order to diversify away idiosyncratic country risk, investors are predicted to hold positions in foreign countries equal to the proportion of the foreign market’s share in global equity market capitalization.  The reasons for home bias may be host country related such as lower standards of investor protection, stock market development or investment restrictions, or home country related due to information asymmetries (Ahearne, Griever and Warnock, 2004) or lack of familiarity (Portes and Rey, 2005).  Bekaert et al. (2017) analyse the equity allocations of individuals and find that factors such as age, education, financial literacy, availability of investment options and the proportion of foreign-born population affect the tendency for portfolio home bias.  

However, another explanation may be that investors’ tendencies to overinvest domestically reflect a preference for indirect foreign exposure, whereby investors recognise the foreign exposure that they can achieve indirectly via MNCs.  Errunza, Hogan and Hung (1999) first introduced the concept of home-based international diversification and argue that the gains from international diversification are overstated and should only be measured beyond those attainable through domestically traded equity products. MNCs, although headquartered in one country have substantial exposure to other markets through foreign activity such as trading and investments. 

However, the results of previous studies investigating the international diversification benefits of investing in MNCs have been mixed.  Early studies by Jacquillat & Solnik (1978), Brewer (1981), Michel & Shaked, (1986) and Salehizadeh (2003) found that US MNCs do not mimic international returns, but more recent literature including Rowland & Tesar (2004), Berrill and Kearney (2010), Cai & Warnock (2012), O’Hagan-Luff & Berrill (2015), Farooqi, Huerta, & Ngo (2015), Krapl (2015) and Fillat, Garetto, & Oldenski (2015) find more positive results, most likely due to the increasing levels of firm internationalization, offering greater levels of foreign exposure (Berrill et al., 2019).  Most estimates of investors’ exposure to foreign markets include only direct international portfolio investments, ignoring the indirect exposure that can be achieved via domestic equity products. Cai & Warnock (2012) suggest that home bias is being overstated due to the fact that the international exposure of US MNCs is not counted as foreign equity holdings.  They find that domestic investors’ preference for MNCs, even after controlling for size and other characteristics, is consistent with a “safe diversification” hypothesis. 

We hypothesize that domestic market conditions may influence investors’ decisions to invest in domestic firms versus MNCs. We investigate whether investors differentiate between multinational and domestic firms in advancing and declining markets. We formally state our hypothesis as follows:

Hypothesis 1a: Investors increase their investment in MNCs when domestic markets decline.
Hypothesis 1b: Investors increase their investment in MNCs with increasing levels of firm level internationalization when domestic markets decline.
3. Data and methods
3.1 Data
We identify our sample of firms by examining all NYSE, AMEX and NASDAQ listed stocks over the 20 year period between January 1995 and December 2014.  We remove firms with no data available on price or internationalization at any time during our period.  This results in a final sample of 9,564 firms. For each firm, we collect its monthly return, foreign sales as a percentage of total sales, and the 10 geographic segment descriptions for which it reports material sales, as reported annually by the firm.  In addition we collect data on the firm’s beta, market capitalization (monthly and annual) to measure firm size, annual market to book ratio, to measure income versus growth effects, annual operating profit margin as a measure of profitability, annual growth in total assets, as a measure of investment, the number of shares traded annually, as a measure of trading volume, and the annual dividend yield.[footnoteRef:2]  We use the 1-month T-Bill rate as the risk-free rate. [2:  To ensure that outlier firms are not biasing our results, we exclude observations that fall into the highest or lowest 5 percent for market capitalisation, market to book ratio, operating profitability and annual growth in total assets.  ] 

We measure firm level internationalization using two metrics.  A firm’s foreign sales as a percentage of its total sales is the most widely used measure of firm-level internationalisation in studies of portfolio diversification (Cai & Warnock 2012, Krapl 2015).  It gives a reliable quantifiable measure of the level of internationalisation but does not inform us about where those sales occur.  For example, it does not distinguish between a firm with 70 percent foreign sales in a neighbouring country and a firm with 70 percent foreign sales spread across several continents. Given that diversification benefits rely increasingly on investments in peripheral markets (Goetzman et al., 2001), distinguishing between firms operating internationally but in nearby markets and firms operating globally is of vital importance.  Some studies have incorporated measures of scope such as the number of countries in which a firm has foreign operations (Goerzen & Beamish, 2003; Thomas & Eden, 2004),  but few have categorised firms by the location of those countries.  As business cycles tend to be inversely correlated with distance (Baxter & Kouparitsas, 2005),  categorising firms by the regions in which their foreign sales occur adds an important dimension to the measure of scope.  

We measure the scope of each firm’s internationalisation using a modified version of the Aggarwal, Berrill, Hutson, & Kearney (2011) classification system (hereafter referred to as the ABHK measure).  We use their six geographic regions; Africa, Asia, Europe, North America, Oceania and South America.  We give each firm a score in each year based on the geographic segments it reports in its annual accounts.   If a firm has no foreign sales it is given a score of 0 (domestic), if it has sales outside its home country but within its home region (North America), it is given a score of 1 (regional), if it has sales in its home country plus one other region it is given a score of 2, if it has sales in its home country plus two other continents it is given a score of 3 and so on until a maximum score of 6 (global), which indicates that a firm has sales in all 6 regions.  

We also collect data on firm ownership from the Thomson Reuters Eikon database. All institutional investment managers with investment discretion over $100 million must report their holdings to the Securities and Exchange Commission. Reuters divide investor types into two groups, Institutional and Strategic.  They classify Corporates, Government Agencies, Individual Investors, Inside Investors and Holding Companies as strategic investors, and the remainder as Institutional Investors. For each year between 1997 and 2014 we calculate the percentage ownership of each of our stocks by Institutional Investors, Strategic Investors and the residual, which we assume to be retail investors[footnoteRef:3].   [3:  Insufficient data is available for 1995 and 1996.] 


In order to investigate investors’ preference for MNCs, we examine the conditions in which internationalization should be of most value.  We use downturns in domestic markets as proxies for those times when investors may display a stronger preference for MNCs. Fuller & Goldstein (2011) and Goldstein et al. (2015) classify an up market as a month during which the monthly return of the S&P500 is positive, while a down market is one where the index posts a negative monthly return.  We take a similar approach but use the Russell 3000 as a broader proxy of the US equity market.  Ang & Chen (2002) use excess returns to define up and down markets but this results in a greater number of down months, therefore we use the more restrictive definition of a down market.  

3.2 Methods
The Fama-French three-factor model states that a shares’ return is determined by three factors, market risk, size and value (Fama & French, 1993). A broad body of literature challenges and extends this model (Carhart, 1997).  More recently, Fama & French (2014) propose a five-factor model which  adds profitability and investment patterns to the original three factors. We add a dummy factor for months of negative returns in the Russell 3000 to the Fama-French three and five-factor models and estimate these models for portfolios of firms with varying levels of internationalization.  Following Fuller & Goldstein (2011), we estimate a modified version of the Fama & French (1993) model as follows:


	                            (1)



where Rit are the returns on portfolios of firms with varying internationalization categories, Rf,t is the risk free rate, RMRF is the excess return on a value-weighted aggregate market proxy, SMB (Small minus Big) is the difference in the returns of a value weighted portfolio of small and large stocks, HML (High minus Low) is the difference in the returns of a value-weighted portfolio of high and low book-to-market stocks as in Fama and French (1993), and DOWN is a dummy variable which takes on the value one if the Russell 3000 has a negative return in that month and zero if it has a positive return.  is an error term assumed to be a normal random variable with . We also estimate a modified version of the Fama-French five-factor model as follows:


 (2)

where RMW (Robust minus Weak) is the difference between the returns on a portfolio of stocks with robust and weak profitability, CMA (Conservative Minus Aggressive) is the difference between the returns on diversified portfolios of the stocks of low and high investment firms, termed conservative minus aggressive and all other variables are as previously defined. We test our hypothesis by comparing the coefficient on the DOWN dummy variable for domestic firms and MNCs. The coefficient on the DOWN dummy variable measures the reaction of firms when the domestic market declines. Therefore, we expect this coefficient to be significant and increasingly negative as firm level multinationality increases. That is, when US equity market returns are negative, investors sell domestic firms more than they sell MNCs.   Data on all factors are obtained from the Kenneth French website[footnoteRef:4]. [4:  http://mba.tuck.dartmouth.edu/pages/faculty/ken.french/data_library.html] 

4. Results
4.1 Preliminary Analysis
Table 1 lists the number of firms categorized each year using our two measures of internationalization, percentage foreign sales and the ABHK method.   We categorize firms in each year as having no foreign sales, up to 25 percent, between 25 and 50 percent and greater than 50 percent foreign sales.  Although these are arbitrary thresholds, they give us a sense of how the levels of firm internationalization are changing over time.  We also list the number of firms in each year with ABHK scores from 0 to 6.  For percentage foreign sales, 202 firms or 5 percent of our sample have over 50 percent foreign sales in 1995, while by 2014 25 percent of firms are reporting at least 50 percent of their sales overseas.  For the highest ABHK score of 6, the number rises from 42 to 245 firms.  In 1995 70 percent of the firms in our sample report no foreign sales, by 2014 just 35 percent report no foreign sales.  As well as a dramatic increase in firm internationalization, what is also evident is the decrease in the number of listed firms, due to high rates of acquisition of public companies (Doidge, Karolyi, & Stulz, 2017).

INSERT TABLE 1 HERE

In Table 2 we list the average market capitalization, beta, market to book ratio, investment, profitability, trading volume and dividend yield for firms by each category of internationalization.  The average firm size, measured as the market capitalization, of domestic firms is considerably smaller than that of MNCs and firm size rises almost linearly with increasing internationalization. The average beta of domestic firms is lower than MNCs.  This too increases with the level of internationalization, but not for firms with an ABHK score of 5 or 6, their beta is slightly lower than for ABHK 4 firms.  The market to book ratio for MNCs is higher than that of domestic firms, and increases consistently with internationalization. Investment growth, surprisingly, is smaller for MNCs than for domestic firms.  There does not appear to be a consistent pattern between operating profitability and internationalization, but ABHK 6 firms have a substantially higher average profitability.  This is consistent with many previous studies finding mixed results between internationalization and performance (Glaum & Oesterle, 2007; Hennart, 2007; Lu & Beamish, 2004; Richter et al., 2017; Yang & Driffield, 2011).  The volume of shares traded of domestic firms is smaller than that of MNCs.  The volume increases consistently as internationalization increases.  The average dividend yield is substantially higher for domestic firms.  Although domestic firms have higher dividend yield, Fuller & Goldstein (2011) find that it is the existence of dividends and not the size of the dividend payment that causes investors to favour dividend paying firms in declining markets. The proportion of domestic and internationalized firms paying a dividend is very similar.

INSERT TABLE 2 HERE

We next examine the average monthly returns of firms within each category of internationalisation over our time period. We categorise firms by their level of internationalisation in each month, therefore the number of firms in each category changes in each period.   We first calculate the average monthly return for the full period, followed by the average for months in which the Russell 3000 had a positive return and for months in which it had a negative return.  The results are listed in Table 3. We find that firms with positive foreign sales have higher positive and negative returns than domestic firms, but the difference is greater for negative returns. When firms are categorised by the ABHK measure, the results are the same, as can be seen in the difference of differences, although firms with an ABHK measure of 5 or 6 have a slightly less pronounced reaction in down markets.  Firms with increasing levels of foreign sales have greater positive and negative reactions to changes in the Russell 3000 with the greatest differences in down markets.  The greatest difference is for firms with over 50 percent foreign sales, where the difference of differences is -1.20 percent.  MNCs react more to negative returns in the Russell 3000 than domestic firms.  This is a surprising result, we expect investors to increase their investments in internationalized firms when the domestic index is declining to hedge against domestic exposure.  However, we find the opposite, MNCs experience a larger average fall in price in these periods than domestic firms.  

INSERT TABLE 3 HERE

We consider creating sub-periods for our data, but this can be somewhat arbitrary.  Instead, we repeat our analysis on an annual basis to test if our findings hold for each year individually.  In Table 4 we list our results for firms with no foreign sales and those with positive foreign sales.  The number of firms in each category changes each year.  In most years, 14 out of 20, our annual results are consistent with the results for the full period, the return reaction is larger for MNCs in down markets.  In 6 years this is not the case, but the difference of differences for those years are smaller than the average of all years.  In two years, 2007 and 2013, domestic firms reacted more negatively to domestic down markets than MNCs.  However, in the remaining eighteen years, domestic firms’ returns fell by less than MNCs’ returns in down markets. 

INSERT TABLE 4 HERE

In order to control for firm size and growth, we divide firms into quartiles of market capitalization and market to book ratios, and measure the average returns in up and down markets within each of the sixteen quartiles for firms with and without foreign sales.  The results are reported in Table 5.  Fama & French's (1993) three factor model predicts that smaller firms will outperform larger firms and that income stocks will outperform growth stocks.  Therefore, firms in the top left quartile of our table are expected to have the highest returns.  We do not find this to be the case for our firms and our time period. We find that larger firms have a higher average return for both domestic and MNCs.  The market to book ratio quartiles yield more mixed results.  When comparing the differences in returns in increasing and declining markets for each group of firms, we see that in every case, the difference in returns for domestic and multinational firms is large and significant in declining markets.  Our finding that MNCs have a greater negative return in down markets is robust to firm size and market to book ratios.  

INSERT TABLE 5 HERE
4.2 Regression Analysis
We form portfolios of firms categorized by their levels of internationalization, firms with no foreign sales, foreign sales of between 1 and 25 percent, 25 to 50 percent and above 50 percent, and ABHK scores of 0 to 6.  The constituents of these portfolios change annually incorporating the firms with each level of internationalization in that year. We regress each portfolio against three and then five of the Fama-French factors.  We include a dummy variable for months in which the return of the Russell3000 is negative.  The results are listed in Tables 6 and 7.  In all cases, the models have a high coefficient of determination, of 77 and above, indicating a good fit.  When we introduce a down dummy, for months in which the Russell 3000 has a negative return, the coefficient of determination increases and the coefficient for the down dummy is significant in most cases.  For the portfolios categorized by percentage foreign sales, the result is not significant for firms with over 50 percent foreign sales, but it is significant and negative in all other cases.  The coefficient is most negative for firms with between 25 and 50 percent foreign sales, and becomes less negative with lower foreign sales.  The coefficients for the ABHK 4, 5 and 6 portfolios are significant and negative, and more negative than firms with an ABHK 0 score. The results for ABHK 1, 2 and 3 are either insignificant or the same as for ABHK 0 firms. Therefore the share price reaction is only significantly different for highly internationalized firms. These results confirm the findings of our preliminary analysis that highly internationalized firms experienced a greater sell off in periods of negative return and the result is more pronounced for the most multinational firms, particularly for those with the greatest scope of internationalization.  

INSERT TABLE 6 HERE

In Table 7 we present the results from the Fama-French five factor model, adding two more factors; profitability (firms with a high operating profitability are expected to perform better) and an investment factor (firms with high total asset growth are expected to have below average returns), including our dummy variable.  The coefficient of determination is higher for every regression result, providing justification for the addition of the two extra variables.  For the adjusted five factor model the dummy variable is negative and significant in every case.  For firms categorized by percentage foreign sales, the coefficient is significant for firms with over 50 percent foreign sales.  All of the categories of foreign sales have a larger negative coefficient than for the firms with no foreign sales.  As was the case for the three factor model, the negative coefficient is larger for firms with an ABHK score of 4 and above.  These findings strongly support our earlier findings that highly internationalized firms are experiencing a greater negative reaction to downward movements in the domestic index. 

INSERT TABLE 7 HERE

We investigate if our results are influenced by share ownership. Existing literature distinguishes between institutional and retail investors (Hessel & Norman, 1992). Cai & Warnock (2012) find that 53 percent of US market capitalization is held by institutional investors, and that institutional investors prefer to hold large internationalized firms.  We compile a unique annual dataset on share ownership. We calculate the average ownership by investor type of firms at each level of internationalization in each year. The results show a clear pattern of ownership and are available from the authors upon request.  Institutional investors hold a greater percentage of MNCs and less domestic firms while retail investors hold a greater proportion of domestic stocks and less MNCs.  The percentage ownership of institutional investors increases as firm internationalization increases.  However, notwithstanding the ownership differences, overall, investors are selling the most international stocks when the domestic market is falling rather than maintaining or even increasing their holdings in these shares. 

We propose that our results may be driven by one of two factors. First, investors do not believe that MNCs provide indirect international exposure. Therefore, when domestic markets decline, they do not increase their investment in MNCs. Investor sentiment may also be playing a role in this case and investors believe MNCs do not provide international exposure. A second explanation may be that investors are behaving irrationally (Verma et al., 2008). Our analysis of share ownership data finds that this applies to both retail and institutional investors. This explanation supports behavioural finance studies which emphasise the influence of sentiment and psychology on returns (Singh, 2012). Regardless of which explanation holds, our results provide support for the role of investor sentiment in share price returns, thereby supporting Kumar and Lee (2006).
5. Conclusion
We compare financial market returns of domestic and multinational US firms in rising and declining markets, using a unique sample of 9,564 publicly listed firms between 1995 and 2014. We measure both the extent and scope of internationalization for each firm using foreign sales as a percentage of total sales and the number of geographic regions in which a firm reports sales.  We calculate the percentage ownership of our firms by investor type and by their level of internationalization.  We find that domestic stocks have the least negative returns when the domestic market is falling and that the negative returns increase as the extent of a firm’s internationalization increases.  The most international firms are being sold the most when the domestic market is falling, contrary to the predictions of shareholder diversification theory.  Our findings are robust to a variety of adjustments including firm size and market to book ratios, the Fama-French three and five-factor models, as well as alternative definitions of firm internationalization.  

In terms of further research, we suggest repeating this analysis for other markets. The US differs from other markets in several respects; the direct equity holdings of retail investors is higher than in other countries (IMF, 2005),  the proportion of companies that are publicly listed is higher than in other countries, although this has been falling (Doidge et al., 2017) and the US equity market has greater depth and liquidity than many other markets. Our results provide a unique insight into US investor behavior that may or may not be applicable in other jurisdictions.
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Table 1 Number of Firms in Each Year by Category of Internationalisation
	 
	1995
	1996
	1997
	1998
	1999
	2000
	2001
	2002
	2003
	2004
	2005
	2006
	2007
	2008
	2009
	2010
	2011
	2012
	2013
	2014

	0 % FS
	 2871 (70%) 
	 3291 (69%) 
	 3591 (68%) 
	 3792 (66%) 
	 3420 (63%) 
	 3182 (61%) 
	 2895 (59%) 
	 2727 (57%) 
	 2622 (56%) 
	 2490 (55%) 
	 2346 (53%) 
	 2218 (53%) 
	 2109 (52%) 
	 2124 (52%) 
	 2146 (53%) 
	 2428 (55%) 
	 2341 (54%) 
	 1985 (49%) 
	 1236 (38%) 
	 1029 (35%) 

	1-25% FS
	 583 (14%) 
	 671 (14%) 
	 790 (15%) 
	 879 (15%) 
	 913 (17%) 
	 932 (18%) 
	 921 (19%) 
	 900 (19%) 
	 843 (18%) 
	 809 (18%) 
	 798 (18%) 
	 770 (18%) 
	 684 (17%) 
	 653 (16%) 
	 685 (17%) 
	 671 (15%) 
	 650 (15%) 
	 726 (18%) 
	 829 (26%) 
	 596 (20%) 

	25-50% FS
	 465 (11%) 
	 527 (11%) 
	 600 (11%) 
	 732 (13%) 
	 731 (13%) 
	 718 (14%) 
	 692 (14%) 
	 711 (15%) 
	 707 (15%) 
	 694 (15%) 
	 684 (16%) 
	 649 (15%) 
	 617 (15%) 
	 601 (15%) 
	 583 (14%) 
	 597 (14%) 
	 620 (14%) 
	 603 (15%) 
	 556 (17%) 
	 589 (20%) 

	>50% FS
	 202 (5%) 
	 255 (5%) 
	 271 (5%) 
	 348 (6%) 
	 392 (7%) 
	 383 (7%) 
	 426 (9%) 
	 479 (10%) 
	 542 (11%) 
	 573 (13%) 
	 575 (13%) 
	 580 (14%) 
	 619 (15%) 
	 678 (17%) 
	 669 (16%) 
	 695 (16%) 
	 741 (17%) 
	 719 (18%) 
	 604 (19%) 
	 719 (25%) 

	Total number of firms with  FS data
	4,121
	4,744
	5,252
	5,751
	5,456
	5,215
	4,934
	4,817
	4,714
	4,566
	4,403
	4,217
	4,029
	4,056
	4,083
	4,391
	4,352
	4,033
	3,225
	2,933

	ABHK 0 data
	 3020 (70%) 
	 3501 (70%) 
	 3885 (69%) 
	 4105 (66%) 
	 3719 (63%) 
	 3393 (61%) 
	 3215 (60%) 
	 3097 (58%) 
	 3086 (58%) 
	 2956 (57%) 
	 2851 (56%) 
	 2704 (56%) 
	 2537 (55%) 
	 2519 (55%) 
	 2482 (54%) 
	 2457 (53%) 
	 2331 (52%) 
	 2214 (50%) 
	 2109 (50%) 
	 1969 (50%) 

	ABHK 1 data
	 69 (2%) 
	 79 (2%) 
	 78 (1%) 
	 96 (2%) 
	 78 (1%) 
	 92 (2%) 
	 105 (2%) 
	 98 (2%) 
	 100 (2%) 
	 98 (2%) 
	 94 (2%) 
	 99 (2%) 
	 87 (2%) 
	 90 (2%) 
	 92 (2%) 
	 96 (2%) 
	 94 (2%) 
	 94 (2%) 
	 76 (2%) 
	 62 (2%) 

	ABHK 2 data
	 567 (13%) 
	 620 (12%) 
	 718 (13%) 
	 829 (13%) 
	 862 (15%) 
	 855 (15%) 
	 841 (16%) 
	 847 (16%) 
	 834 (16%) 
	 802 (15%) 
	 770 (15%) 
	 735 (15%) 
	 691 (15%) 
	 679 (15%) 
	 697 (15%) 
	 700 (15%) 
	 706 (16%) 
	 674 (15%) 
	 602 (14%) 
	 559 (14%) 

	ABHK 3 data
	 395 (9%) 
	 471 (9%) 
	 537 (9%) 
	 610 (10%) 
	 610 (10%) 
	 580 (10%) 
	 576 (11%) 
	 614 (12%) 
	 578 (11%) 
	 571 (11%) 
	 551 (11%) 
	 519 (11%) 
	 508 (11%) 
	 493 (11%) 
	 478 (10%) 
	 462 (10%) 
	 469 (10%) 
	 480 (11%) 
	 469 (11%) 
	 439 (11%) 

	ABHK 4 data
	 158 (4%) 
	 194 (4%) 
	 264 (5%) 
	 324 (5%) 
	 339 (6%) 
	 348 (6%) 
	 368 (7%) 
	 381 (7%) 
	 380 (7%) 
	 404 (8%) 
	 413 (8%) 
	 431 (9%) 
	 413 (9%) 
	 409 (9%) 
	 413 (9%) 
	 425 (9%) 
	 412 (9%) 
	 408 (9%) 
	 409 (10%) 
	 376 (10%) 

	ABHK 5 data
	 86 (2%) 
	 97 (2%) 
	 123 (2%) 
	 175 (3%) 
	 183 (3%) 
	 195 (4%) 
	 212 (4%) 
	 197 (4%) 
	 236 (4%) 
	 253 (5%) 
	 249 (5%) 
	 246 (5%) 
	 258 (6%) 
	 280 (6%) 
	 277 (6%) 
	 299 (6%) 
	 300 (7%) 
	 287 (7%) 
	 259 (6%) 
	 260 (7%) 

	ABHK 6 data
	 42 (1%) 
	 52 (1%) 
	 57 (1%) 
	 71 (1%) 
	 85 (1%) 
	 83 (1%) 
	 82 (2%) 
	 99 (2%) 
	 111 (2%) 
	 108 (2%) 
	 129 (3%) 
	 135 (3%) 
	 137 (3%) 
	 144 (3%) 
	 162 (4%) 
	 170 (4%) 
	 187 (4%) 
	 232 (5%) 
	 253 (6%) 
	 245 (6%) 

	Total number of firms with  ABHK data
	4,337
	5,014
	5,662
	6,210
	5,876
	5,546
	5,399
	5,333
	5,325
	5,192
	5,057
	4,869
	4,631
	4,614
	4,601
	4,609
	4,499
	4,389
	4,177
	3,910


Notes: This table shows the number of firms in our sample in each year within each category of percentage foreign sales and each ABHK score of 0 to 6.
Table 2 Average Measures for Firm Categorised by Levels of Internationalisation
	
	Average Mkt Cap
($ ,000,000s)
	Average beta
	Average M/B
	Investment Growth
 (%)
	Profitability 
(%)
	Shares Traded 
(as % of total)
	Average dividend yield (%)

	
	
	
	
	
	
	
	

	0% FS firms
	1,176
	0.69
	1.59
	10.91
	6.8
	1.21
	1.52

	1-25% FS firms
	3,344
	0.92
	1.97
	10.3
	5.69
	1.62
	0.79

	25-50% FS firms
	5,941
	1.02
	2.17
	10.11
	6.49
	1.78
	0.73

	>50% FS firms
	6,428
	1.12
	2.12
	9.62
	4.65
	1.74
	0.62

	
	
	
	
	
	
	
	

	ABHK 0 Firms
	1,261
	0.69
	1.59
	10.75
	6.55
	1.22
	1.46

	ABHK 1 Firms
	1,748
	0.81
	1.72
	9.6
	6.64
	1.32
	1.00

	ABHK 2 Firms
	4,170
	0.91
	1.98
	10.32
	5.47
	1.63
	0.74

	ABHK 3 Firms
	4,739
	1.04
	2.09
	10.18
	5.37
	1.67
	0.68

	ABHK 4 Firms
	4,006
	1.15
	2.17
	10.55
	4.34
	1.76
	0.59

	ABHK 5 Firms
	6,358
	1.1
	2.16
	9.92
	6.22
	1.75
	0.71

	ABHK 6 Firms
	11,118
	1.05
	2.34
	10.41
	8.18
	1.8
	0.94


Notes: We list the average of each measure for all firms in each category of internationalization.  For example for firms with over 50% foreign sales in any year, the average market to book ratio is 2.12.
Table 3 Average monthly returns for Firms by Category of Internationalisation
	
	0% FS firms
	1-25% FS firms
	25-50% FS firms
	> 50% FS firms
	ABHK 0 firms
	ABHK 1 firms
	ABHK 2 firms
	ABHK 3 firms
	ABHK 4 firms
	ABHK 5 firms
	ABHK 6 firms

	Average monthly return
	0.33%
	0.31%
	0.33%
	0.22%
	0.32%
	0.34%
	0.28%
	0.29%
	0.27%
	0.29%
	0.34%

	Up months
	2.41%
	3.05%
	3.37%
	3.49%
	2.41%
	2.62%
	2.99%
	3.33%
	3.64%
	3.50%
	3.52%

	Down Months
	-3.46%
	-4.70%
	-5.20%
	-5.74%
	-3.48%
	-3.83%
	-4.68%
	-5.24%
	-5.89%
	-5.58%
	-5.44%

	Differences
	
	
	
	
	
	
	
	
	
	
	

	All months
	
	-0.02%
	0.00%
	-0.11%
	
	0.02%
	-0.04%
	-0.03%
	-0.05%
	-0.03%
	0.03%

	Up months
	
	0.64%*
	0.96%**
	1.08%**
	
	0.22%
	0.59%*
	0.92%***
	1.24%***
	1.10%***
	1.11%***

	Down months
	
	-1.24%*
	-1.74%**
	-2.28%***
	
	-0.35%
	-1.19%*
	-1.76%**
	-2.40%***
	-2.09%***
	-1.96%**

	Difference of Differences
	
	-0.60%*
	-0.78%*
	-1.20%**
	 
	-0.13%
	-0.60%*
	-0.83%**
	-1.16%***
	-0.99%***
	-0.85%**


Notes: We list the average monthly return for firms in each category of internationalization for all months, months when the Russell3000 had a positive return and negative return.  We show the differences for firms in each category with firms with 0% foreign sales or ABHK 0.  The difference of differences is between up months and down months. *** indicates t-test is significant at the 1% level, ** at the 5% level and * at the 10% level.



Table 4 Average Returns by Year
	
	All months
	Up months
	Down months
	
	
	

	
	Russell
	0% FS
	all MNCs
	Russell
	0% FS
	all MNCs
	Russell
	0% FS
	all MNCs
	Differences
	Diff of diff

	1995
	2.72%
	1.59%
	1.89%
	2.72%
	1.59%
	1.89%
	
	
	
	0.29%
	
	
	

	1996
	1.87%
	0.78%
	1.02%
	2.45%
	1.34%
	1.81%
	-4.52%
	-5.41%
	-7.74%
	0.47%
	-2.33% ***
	-1.86% ***

	1997
	2.18%
	1.41%
	0.88%
	4.70%
	2.27%
	2.28%
	-2.85%
	-0.31%
	-1.92%
	0.02%
	-1.61% ***
	-1.59% ***

	1998
	1.37%
	-0.75%
	-1.07%
	4.51%
	1.56%
	2.14%
	-4.92%
	-5.35%
	-7.49%
	0.58% *
	-2.14% ***
	-1.56% ***

	1999
	1.55%
	0.17%
	0.81%
	4.75%
	1.28%
	2.85%
	-2.93%
	-1.40%
	-2.04%
	1.57% ***
	-0.65% *
	0.92% ***

	2000
	-0.28%
	-0.93%
	-1.25%
	4.10%
	1.52%
	4.07%
	-3.41%
	-2.68%
	-5.06%
	2.55% ***
	-2.38% ***
	0.17%  

	2001
	-1.10%
	0.58%
	-0.73%
	4.97%
	4.11%
	7.38%
	-5.43%
	-1.94%
	-6.53%
	3.27% ***
	-4.59% ***
	-1.32% ***

	2002
	-1.36%
	-0.23%
	-1.22%
	3.04%
	2.19%
	3.97%
	-5.75%
	-2.65%
	-6.40%
	1.77% ***
	-3.76% ***
	-1.98% ***

	2003
	1.51%
	2.45%
	2.57%
	3.18%
	3.74%
	4.68%
	-3.51%
	-1.41%
	-3.75%
	0.94% ***
	-2.34% ***
	-1.4% ***

	2004
	1.05%
	1.01%
	0.62%
	2.04%
	1.93%
	2.15%
	-1.92%
	-1.75%
	-3.97%
	0.22%
	-2.23% ***
	-2.01% ***

	2005
	0.76%
	0.55%
	0.37%
	2.47%
	2.40%
	2.86%
	-1.63%
	-2.03%
	-3.12%
	0.46%
	-1.09% ***
	-0.62% *

	2006
	0.99%
	0.60%
	0.83%
	2.06%
	1.75%
	2.71%
	-1.13%
	-1.70%
	-2.91%
	0.96% ***
	-1.21% ***
	-0.25%  

	2007
	0.54%
	-0.78%
	0.11%
	2.71%
	1.16%
	2.04%
	-2.50%
	-3.49%
	-2.59%
	0.88% ***
	0.9% ***
	1.78% ***

	2008
	-4.86%
	-5.23%
	-6.33%
	2.65%
	0.72%
	1.78%
	-7.37%
	-7.21%
	-9.04%
	1.06% ***
	-1.83% ***
	-0.76% *

	2009
	2.92%
	2.00%
	3.56%
	7.76%
	5.88%
	8.39%
	-6.75%
	-5.76%
	-6.09%
	2.51% ***
	-0.33%
	2.19% ***

	2010
	1.06%
	0.92%
	1.61%
	4.35%
	3.86%
	5.17%
	-5.52%
	-4.97%
	-5.50%
	1.3% ***
	-0.52%
	0.78% *

	2011
	0.36%
	-0.60%
	-0.43%
	3.62%
	2.48%
	3.19%
	-6.14%
	-6.75%
	-7.66%
	0.71% *
	-0.91% ***
	-0.2%  

	2012
	1.22%
	1.00%
	0.41%
	3.33%
	2.85%
	2.43%
	-3.02%
	-2.70%
	-3.64%
	-0.41%
	-0.94% ***
	-1.35% ***

	2013
	2.31%
	2.02%
	2.26%
	3.30%
	2.78%
	3.02%
	-2.65%
	-1.78%
	-1.56%
	0.25%
	0.22%
	0.47%  

	2014
	1.14%
	0.16%
	0.07%
	3.06%
	2.20%
	2.57%
	-3.19%
	-4.43%
	-5.56%
	0.37%
	-1.12% ***
	-0.76% *


Notes: This table shows the average returns of firms with 0% foreign sales and >0% foreign sales in each year in months when the Russell3000 return is positive and negative.  It lists the differences between the two and the difference between the up and down months.  The number of firms in each category change each year, according to the firms’ foreign sales in that year.
Table 5 Average Returns Controlling for Firm Size and Market to Book Ratios
	Market to book quartiles
	smallest to largest
	
	
	
	
	
	
	
	
	
	

	Market capitalisation quartiles
	1
	
	
	2
	
	
	3
	
	
	4
	
	

	smallest to largest
	
	
	
	
	
	
	
	
	
	
	
	

	all markets
	No FS
	MNCs
	Difference
	No FS
	MNCs
	Difference
	No FS
	MNCs
	Difference
	No FS
	MNCs
	Difference

	1
	0.06%
	-0.38%
	0.44%  
	0.03%
	-0.44%
	0.46%  
	-0.35%
	-0.35%
	0.01%  
	-0.54%
	-0.61%
	0.07%  

	2
	0.30%
	-0.07%
	0.37%  
	0.38%
	0.10%
	0.28%  
	0.27%
	0.02%
	0.24%  
	-0.05%
	-0.08%
	0.03%  

	3
	0.54%
	0.32%
	0.22%  
	0.59%
	0.50%
	0.09%  
	0.59%
	0.48%
	0.11%  
	0.41%
	0.45%
	-0.04%  

	4
	0.71%
	0.43%
	0.29%  
	0.81%
	0.68%
	0.13%  
	0.89%
	0.72%
	0.17%  
	0.81%
	0.83%
	-0.02%  

	up markets
	
	
	
	
	
	
	
	
	
	
	
	

	1
	1.40%
	1.71%
	-0.31%  
	1.61%
	1.77%
	-0.16%  
	1.38%
	1.75%
	-0.37%  
	1.40%
	1.52%
	-0.12%  

	2
	2.03%
	2.13%
	-0.1%  
	2.26%
	2.58%
	-0.32%  
	2.29%
	2.36%
	-0.07%  
	2.04%
	2.14%
	-0.1%  

	3
	2.35%
	2.74%
	-0.4%  
	2.58%
	3.05%
	-0.47%  
	2.73%
	3.13%
	-0.41%  
	2.43%
	2.67%
	-0.24%  

	4
	2.51%
	2.54%
	-0.04%  
	2.75%
	3.23%
	-0.48%  
	2.95%
	3.39%
	-0.44%  
	2.94%
	3.27%
	-0.33%  

	down markets
	
	
	
	
	
	
	
	
	
	
	
	

	1
	-2.40%
	-4.19%
	1.8% ***
	-2.86%
	-4.46%
	1.6% ***
	-3.50%
	-4.20%
	0.7% *
	-4.08%
	-4.48%
	0.41%  

	2
	-2.87%
	-4.10%
	1.23% ***
	-3.06%
	-4.42%
	1.36% ***
	-3.42%
	-4.25%
	0.82% **
	-3.88%
	-4.14%
	0.26%  

	3
	-2.76%
	-4.09%
	1.33% ***
	-3.05%
	-4.16%
	1.11% ***
	-3.30%
	-4.36%
	1.06% ***
	-3.29%
	-3.61%
	0.33%  

	4
	-2.56%
	-3.44%
	0.88% ***
	-2.73%
	-3.97%
	1.24% ***
	-2.86%
	-4.15%
	1.29% ***
	-3.09%
	-3.62%
	0.53% *


Notes: This table divides firms into quartiles of market capitalization and market to book ratios.  Within each of the 16 groups of firms we examine the average reactions of firms with and without foreign sales in all markets, up markets and down markets.  In every case we find a greater reaction for firms with positive foreign sales in down markets.
Table 6 Fama-French Adjusted 3 Factor Regressions
	[bookmark: OLE_LINK1][bookmark: OLE_LINK2] 
	C
	MKT_RF
	SMB
	HML
	Down
	R squared
	Adjusted R squared

	0% FS
	-0.005** (0.002)
	0.652*** (0.054)
	0.462*** (0.047)
	0.395*** (0.073)
	-0.007* (0.003)
	0.838
	0.821

	1-25
	-0.006** (0.002)
	0.888*** (0.066)
	0.504*** (0.057)
	0.328*** (0.081)
	-0.009* (0.004)
	0.863
	0.849

	25-50
	0.000 
(0.003)
	0.97*** (0.065)
	0.533*** (0.061)
	0.184** (0.083)
	-0.01** (0.004)
	0.863
	0.848

	> 50
	-0.005 (0.004)
	1.065*** (0.08)
	0.606*** (0.065)
	0.13 
(0.093)
	-0.008 (0.005)
	0.851
	0.836

	
	
	
	
	
	
	
	

	ABHK0
	-0.001 (0.002)
	0.651*** (0.054)
	0.462*** (0.048)
	0.393*** (0.073)
	-0.007** (0.003)
	0.84
	0.823

	ABHK1
	-0.008* (0.004)
	0.751*** (0.063)
	0.471*** (0.054)
	0.459*** (0.08)
	-0.007 (0.005)
	0.801
	0.78

	ABHK2
	-0.003 (0.002)
	0.882*** (0.059)
	0.506*** (0.059)
	0.289*** (0.08)
	-0.008* (0.004)
	0.864
	0.849

	ABHK3
	-0.008** (0.003)
	1.026*** (0.082)
	0.549*** (0.063)
	0.21** 
(0.09)
	-0.006 (0.005)
	0.857
	0.841

	ABHK4
	0.000 
(0.004)
	1.034*** (0.081)
	0.644*** (0.062)
	0.044 
(0.091)
	-0.012** (0.005)
	0.861
	0.847

	ABHK5
	-0.005 (0.004)
	1.035*** (0.077)
	0.508*** (0.062)
	0.196** (0.093)
	-0.011** (0.005)
	0.846
	0.829

	ABHK6
	0.001 
(0.007)
	0.983*** (0.06)
	0.447*** (0.057)
	0.224*** (0.061)
	-0.014** (0.005)
	0.824
	0.806



Notes: This table shows the coefficient results for Fama-French 3 factor model with and without a down dummy.
Standard errors are in brackets. Significantly different from 0 at: *** 0.01 level, ** 0.05 level, or * 0.10 level.


Table 7 Fama-French Adjusted 5 Factor Model
	 
	C
	Mkt_Rf
	SMB
	HML
	RMW
	CMA
	Down
	R Squared
	Adjusted R Squared

	0% FS
	-0.004 (0.005)
	0.588*** (0.045)
	0.464*** (0.044)
	0.440*** (0.056)
	-0.068 (0.059)
	-0.270*** (0.078)
	-0.008** (0.003)
	0.847
	0.829

	1-25
	-0.005 (0.005)
	0.808*** (0.051)
	0.514*** (0.05)
	0.406*** (0.063)
	-0.073 (0.067)
	-0.363*** (0.088)
	-0.010** (0.004)
	0.874
	0.859

	25-50
	0.000 (0.006)
	0.876*** (0.057)
	0.488*** (0.056)
	0.251*** (0.07)
	-0.183** (0.074)
	-0.266*** (0.098)
	-0.012** (0.004)
	0.869
	0.854

	> 50
	-0.003 (0.007)
	0.942*** (0.065)
	0.524*** (0.064)
	0.226*** (0.081)
	-0.285*** (0.085)
	-0.288** (0.112)
	-0.011** (0.005)
	0.860
	0.844

	
	
	
	
	
	
	
	
	
	

	ABHK0
	0.000 (0.005)
	0.591*** (0.045)
	0.469*** (0.044)
	0.433*** (0.055)
	-0.057 (0.058)
	-0.266*** (0.077)
	-0.008** (0.003)
	0.849
	0.831

	ABHK1
	-0.008 (0.006)
	0.726*** (0.057)
	0.515*** (0.056)
	0.435*** (0.071)
	0.031 (0.074)
	-0.183* (0.098)
	-0.008* (0.004)
	0.808
	0.786

	ABHK2
	-0.002 (0.005)
	0.806*** (0.051)
	0.523*** (0.05)
	0.360*** (0.063)
	-0.056 (0.066)
	-0.359*** (0.087)
	-0.009** (0.004)
	0.875
	0.860

	ABHK3
	-0.006 (0.006)
	0.926*** (0.060)
	0.507*** (0.059)
	0.288*** (0.074)
	-0.190** (0.078)
	-0.293*** (0.103)
	-0.008* (0.005)
	0.864
	0.848

	ABHK4
	0.002 (0.007)
	0.89*** (0.063)
	0.532*** (0.062)
	0.162** (0.078)
	-0.353*** (0.082)
	-0.308*** (0.108)
	-0.015*** (0.005)
	0.872
	0.858

	ABHK5
	-0.003 (0.007)
	0.927*** (0.064)
	0.416*** (0.063)
	0.273*** (0.08)
	-0.280*** (0.084)
	-0.203* (0.11)
	-0.013** (0.005)
	0.852
	0.835

	ABHK6
	0.002 (0.007)
	0.877*** (0.067)
	0.385*** (0.066)
	0.330*** (0.083)
	-0.224** (0.087)
	-0.287** (0.115)
	-0.016*** (0.005)
	0.832
	0.812



Notes: This table shows the results for the 5 factor model with and without a dummy variable.  Standard errors are in brackets.  Significantly different from 0 at: *** 0.01 level, ** 0.05 level, or * 0.10 level.
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