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Abstract
We specifically address previously identified deficiencies in the multinationality-performance literature and show no evidence of a consistent relationship between a firm’s level of internationalisation and its performance by any metric for 803 companies from 11 European countries over a 19-year period from 1998-2016. We find that in many cases domestic firms outperform more international firms. We contribute both empirically and methodologically by using more accurate dynamic measures of multinationality, alternative financial and market based performance measures, and an extended geographic focus. We conclude that a firm’s degree of multinationality does not consistently affect performance either positively or negatively, and the competing “alphabet-soup” of shape-based multinationality-performance findings in the literature only serves to confirm our findings. 

Introduction 

The literature on the relationship between the level of internationalisation and performance of the multinational enterprise is over 50 years old and still the subject of endless debate. Empirical results have shown a variety of competing relationships including linear positive, linear negative, U-shaped, inverted U-shaped, J-shaped, S-shaped and no relationship at all. In a recent comprehensive literature review, Nguyen (2017) identifies six key inconsistencies in the existing research and makes eight specific recommendations to address these in future studies. We take up the challenge and incorporate four of these recommendations in our paper thus making both an empirical and methodological contribution to the multinational-performance literature. 
Among the inconsistencies identified by Nguyen (2017) were differences in the conceptualization of both multinationality and performance, an omission of a risk-return and comparative analysis and a lack of diversity in geographic focus. These are the areas we address in this paper. Firstly, we incorporate methodology from the internationalisation literature in our dataset design and categorisation. We replace the traditional measurements of multinationality such as percentage foreign sales or assets with more detailed geographic segment-based measures, multinationality classification systems based on the work of Rugman & Brain (2003) and Aggarwal et al. (2011). This results in a more accurate measure of multinationality in line with the current literature on internationalisation. In addition our method is dynamic, allowing for changes in the degree of multinationality over the time period, unlike previous studies which use static measures. Next, we introduce a number of firm-level industry sector-relative market-based and accounting-based performance measures which we have not seen to date in the literature. The majority of prior papers either focus on accounting-based or financial-market based performance measures and rarely combine the two. We do. Traditional measurements of financial performance such as outright return on sales, assets or equity are used by 80 percent of papers (Li (2007)). Criticisms of these measures include the use of net income which includes extraordinary and one-time charges, and a focus on just the equity portion of a firm’s capital structure. We utilise a firm’s return on invested capital, a measure which uses a firm’s operating income and incorporates the level of equity and debt required to establish and maintain the enterprise. ROIC is used extensively in practice but rarely in the academic literature. In addition, we focus on returns relative to a firm’s industry peer group to avoid unreasonable comparisons among sectors with differing capital structures. Along these lines, we replace the traditional measurement of market performance of share price return relative to a global or country benchmark with a risk adjusted return relative to an industry or sector benchmark. 

Another limitation in the multinational-performance literature is a narrow geographic focus and equally narrow definitions of what constitutes a multinational corporation. Approximately 90 percent of papers just examine data from a single country and for about 60 percent of them, that country is the US with only 20 percent of studies covering European companies (Li, 2007a; Nguyen, 2017; Yang & Driffield, 2011). Over 50 percent of papers examined by Li (2007) and Yang (2012) in their respective meta-analyses use foreign sales percentages, a scale metric, as a proxy for degree of multinationality whilst others use scope metrics such as the number of countries sold into. Firstly, we analyse 11 countries and concentrate our research on firms in Europe, in an attempt to avoid this dominance of US-centric studies and expand the literature geographically. Next, we use a methodology which incorporates both scale and scope. We examine both domestic and multinational corporations with varying degrees of internationalisation including foreign domestic firms, firms with sales concentrated in their home region, firms with sales concentrated in other regions and global firms. We use a modified version of Rugman & Brain’s (2003) multinational classification system to categorise 803 stocks from 11 countries as Domestic, Home Region, Host-Region, Bi-Regional and Global. As a robustness check, we also use a modified version of Aggarwal et al. (Aggarwal et al., 2011)’s multinational classification system.

Taken together, this novel approach to our dataset compilation and methodology addresses a previously identified gap in the literature and allows our study to provide both a methodological and empirical contribution.
Literature Review
The process of internationalization and firms’ rationale for it have been at the core of international business research for many years (Dunning, 1998; Eden & Lenway, 2001), with different streams of IB literature focusing on theories seeking to explain the existence of the multinational enterprise (MNE) (Coase 1937; Hymer 1976; Buckley & Casson 1976; Williamson 1981; Dunning 1981). One of the earliest approaches by Hymer (1960, 1976) contends that market imperfections create advantages and conflicts which induce companies to implement FDI in order to increase their competitiveness. In contrast, Buckley and Casson (1976) focus on industry- and firm-level determinants of international investment flows and emphasize the ability to innovate as a pivotal firm-specific advantage (FSA) leading to internationalization across national boundaries. Rugman developed internalisation theory as a distinct subfield presenting a concept of the multinational enterprise focusing on FSAs best exploited through internationalization ((Casson, 2016; Rugman, 1980). Another widely known internationalization model of foreign expansion is the eclectic paradigm, also known as the Ownership-Location-Internalization (OLI) model established by Dunning (1981). In his model, Dunning (1981) suggests that firms will establish foreign affiliates in case of strong ownership (competitive advantages), location (existence of raw materials, low wages, special tariffs), and internalization (benefits from own production) advantages.
Firm internationalization can be broadly categorized into three approaches: the stages-, the learning- and the contingency approach. According to the stages approach, internationalization takes place in a series of steps, each involving an increasing commitment of resources (Bilkey & Tesar, 1977; Cavusgil, 1980; Reid, 1981). The learning or sequential approach is associated with the Scandinavian school (Johanson & Vahlne, 1977, 1990), putting forward the idea that companies commence their internationalization process in a few geographically and culturally proximate countries and progressively expand their commitments and geographic scope as they gain experience and advance in their processes (Andersen, 1993; Johanson & Wiederheims-Paul, 1975). The third approach, the contingency approach, regards internationalization as a response to certain circumstances and opportunities in the marketplace determining the choice of markets and entry modes (O’Farrell & Wood, 1994; Reid, 1984; Turnbull, 1987). Overall, the underlying assumption of internationalization models is that firms aim to increase their long-term profits and are looking to restrain risk-taking behaviour (Johanson & Vahlne, 1977).
A further stream of literature documents possible negative effects of internationalisation such as the liability of foreignness (Hymer 1960; Zaheer 1995a, b) and liability of international diversification (Christophe 1997; Collins 1990; Denis et al. 2002; Michel and Shaked 1986) whereby organisation and environmental complexity, compounded by informational and cultural difficulties can cause a negative relationship between internationalisation and performance. Further reasons for a negative relationship include agency problems, managers may engage in empire building at the expense of firm value (Denis et al. 2002) or costs associated with additional political or financial risks (Reeb et al. 1998, Boddewyn 1988).
The empirical literature on the financial and stockmarket benefits of internationalisation is vast, and a number of papers focus on the impact of the degree of internationalisation. Michel & Shaked (1986) find domestic corporations appeared to have significantly superior risk-adjusted market based performance than MNEs. They show domestic equities have significantly higher average standard deviation and average systematic risk than multinational equities. Denis et al. (2002) argues that global diversification has a negative valuation effect on the average firm, similar to the conglomerate discount. They show an increasing trend of global diversification over time though this leads to economically and statistically significant valuation discounts relative to purely domestic firms. Kim & Mathur (2008) also finds geographic diversification is associated with a decrease in firm value. Doukas & Kan (2006) argue the opposite. They find global diversification does not destroy firm value in a study of cross-border-acquisitions made by US bidders. 

Elango (2004) indicates that a MNE’s global scope of operations has a direct effect on performance and a firm’s global operations has higher profit margins than its regional operations. Kyaw et al. (2011) show MNE performance is improved both with an increase of foreign sales as a percentage of sales and with the expansion of operations into additional nations. Rugman & Oh (2010) propose that a firm’s expansion across its home region is likely to increase its financial performance. Sukpanich & Rugman (2007), Qian et al. (2010) and Oh & Contractor (2014) also document an increase in MNE performance as they concentrate more heavily on their home region. Sukpanich & Rugman (2007) find higher levels of intra-regional sales tends to improve a firm’s performance and enhances the impact of product diversity on performance. Qian et al. (2010) finds that performance increases at an increasingly higher rate as companies concentrate more heavily on intra-regional diversification. Oh & Contractor (2014) suggest where a company expands internationally matters significantly. They suggest most firms can enhance their performance by focusing on their home region and show foreign-region expansion lowers firm performance. Qian et al. (2008) show that regional diversification increases MNE performance linearly up to a certain threshold, then the impact becomes negative. They suggest that developed countries MNEs maximise their performance when they operate across a moderate number of developed regions and a strictly limited number of developing ones.
In an attempt to better categorise their findings, a number of authors have adopted the alphabet approach in explaining the effect of internationalisation on the performance of multinationals, given the lack of linearity in many empirical results. For example, Driffield & Yang (2011) commenting on the lack of any systematic relationships across the empirical literature, concluded that returns to multinationality tend to be higher for non-US firms, and of a U-shape. This would suggest that the performance of a domestic firm starts out at a certain level, decreases as the company starts to internationalise, then rises again as the degree of internationalisation increases. Other authors report non-linear relationships such as inverted J-Shaped (Li 2007), U-Shaped, inverted U-Shaped (Hitt et al 1997, Gomes and Ramaswamy 1999), S-Shaped and inverted S-Shaped (Sullivan 1994, Riahi-Belkaoui 1998). 
Perhaps the best way to analyse these disparate empirical results and look for a starting point for further research is to examine the several meta-analyses that have appeared in recent years to summarise the findings of the studies to date and identify inconsistencies in their scope and methodologies. Richter et al. (2017) review the literature and critically evaluate the performance measures used to measure the effects of multinationality on firm performance. They comment on the overwhelming use of accounting measures and recommend operational indicators as alternative way to measure performance. Nguyen (2017) highlights six inconsistencies in the existing literature, and makes eight recommendations for future research, four of which are addressed in this paper. She recommends the use of geographic segment data to measure the scope of internationalisation rather than relying on measures of the scale of internationalisation such as percentage foreign sales, assets or employees as is most commonly used in the literature. She recommends the use of share price returns rather than accounting returns, and in particular the use of financial returns adjusted for risk. She recommends the use of the financial benchmarking method to measure performance as it is a widely used measure in the field of management accounting and financial management. Finally, she highlights the need for non-US studies, and the use of multi-country studies to compare the performance of firms to those in different countries and industry peers. 
Data & Methods
We obtain annual firm-level geographic sales data from Datastream showing the percentage of foreign sales a company has each year and its proprietary breakdown of sales into countries or regions for 803 companies from 11 countries over a 19-year period from 1998-2016. We use monthly local currency stock return data of firms that were constituents of each country’s benchmark national stock-market index at any stage during the period, to avoid survivorship bias. Our sample includes 7 Eurozone countries, Austria, Belgium, France, Germany, Italy, the Netherlands and Spain, for which we use euro returns for the period. We also include the UK, Norway, Sweden and Switzerland. The indices used are the SMI (35 members or former members), OMX 30 (42), FTSE 100 (248), ATX (44), CAC 40 (64), IBEX 35 (75), FTSE/MIB 40 (74), DAX 30 (49), AEX 25 (60), OBX (74) and BEL 20 (38). In total we have 15,257 firm-year data points. 
For industrial classification we use FTSE International’s Industry Classification Benchmark System, which categorises companies into 10 industries: basic materials, consumer goods, consumer services, financials, health care, industrials, oil & gas, technology, telecoms and utilities. Table 1 shows the breakdown of the dataset by country and industry. The UK is the largest country with 31 percent of firms, Spain is the second-largest with 9 percent, together Eurozone companies comprise approximately 50 percent of the dataset. In terms of sectors, Financials has the largest share with 21 percent of companies, followed by Industrials and Consumer Services. Health Care is the smallest represented sector at 2 percent of companies.


Measures of Internationalisation
To measure firm-level multinationality, we use percentage foreign sales, consistent with existing literature, and categorise firms using two further measures to account for a firm’s scope of internationalisation, using geographic segment data from international accounting standards for operating segment reporting and disclosures (IFRS8 and US GAAP FASB131). We use a modified version of Rugman & Brain’s (2003) classification system similar to that of Mullen & Berrill (2015), which is based on the Triad regions of North America, Europe and Asia. Rugman & Brain (2003) define a firm as Home-Region oriented if at least 50 percent of its sales are in its home region, a firm as Bi-Regional if it has at least 20 percent of its sales in at least 2 regions of the Triad but less than 50 percent in any one region. A firm is categorised as Host-Region oriented if it has more than 50 percent of its sales in another region of the Triad from its home region and a Global firm has sales of 20 percent or more in each Triad region but less than 50 percent in any one region. Although there has been criticism of this classification system, including Osegowitsch & Sammartino (2008), we note Rugman & Verbeke’s (2008) defence that changing the quantitative thresholds has little bearing on their conclusions. Other criticisms such as that by Clark et al. (2004) and Stevens & Bird (2004) are primarily concerned with Rugman’s definition of globalisation. Berrill (2015) suggests that including fully domestic firms with home region firms exaggerates estimates of regionalism. We separate Domestic firms, which have 100 percent of their sales in their home country, from Home-Region firms, incorporating Osegowitsch & Sammartino’s (2008) and Berrill’s (2015) arguments. We thus classify the firms in our dataset as Domestic, Home-Region, Host-Region, Bi-Regional and Global. We classify some firms as NA if they cannot be classified into any category, for example a firm with a total of 20 percent foreign sales in its home region would not fall into any of the categories listed above. Table 2 shows the average number of companies in each classification each year over the period, categorised by country and industry. The highest percentage of domestic firms are in the UK, Belgium, Spain and Italy. 

For our second measure of scope of internationalisation we use the classification scheme proposed by Aggarwal et al. (2011), dividing the world into six regions; Africa, Asia, Europe, North and Central America, Oceania, South America. A firm with only domestic sales is given a score of 0. A firms with sales outside of its domestic market but only in Europe is given a score of 1. A firm with sales in Europe and another region receives a score of 2, with sales in Europe and two additional regions a score of three and so on until a maximum score of 6 is reached. With a score of 6 regions, firms are classified as global, indicating that a firm is recording sales in each region of the world. For each year and each firm, the geographic segments disclosed are analysed, non-geographical segments are removed and the remaining segments in which material sales occur are reclassified into one of the above described categories, ranging from domestic (0) to global (6).[footnoteRef:1] We are able to allocate approximately 95 percent of a company’s sales to our 6 geographic regions. [1:  Some firms use classifications such as EMEA (Europe, Middle-East and Africa) which we classify as three regions in accordance with the ABHK model. Asia Pacific is being classified as two regions. Many firms use additional classifications such as “others”, “other foreign” or “rest of the world”, to account for all remaining items after the most significant areas have been covered. When such a classification is noticed, we add one region. If a firm for example has sales in Germany, Europe and “other”, we assign a score of 3 regions.] 

In comparing the two measures of scope of internationalisation, the Rugman & Brain (2003) and the Aggarwal et al. (2011) or ABHK method, the Rugman & Brian method uses higher thresholds of foreign sales in each region to categorise firms by internationalisation. The threshold levels are still somewhat arbitrary at 20 and 50 percent, however, this is a common issue in any ranking system using thresholds. The other main difference is the use of only three regions in which a firm’s sales occur. The ABHK measure uses a broader measure of scope using six regions, capturing large emerging markets, such as in South America, that are not captured by the Rugman & Brian measure. The ABHK measure is based on the geographic segments specified in the firm’s annual accounts. Firms must disclose a geographic segment in which it has ‘material sales’. As to the definition of ‘material’, the relevant accounting standard IFRS 8, does not specify a minimum threshold for ‘material’ sales but it is assumed to be between 5 and 10 percent. Firms must disclose a segment that accounts for over 10 percent of its total assets, profit or revenue. Thus this measure uses a far lower threshold than the Rugman & Brian method, but still represents a significant portion of a firm’s operations. We use both methods, which complement each other, provide a robustness check for our results and significantly improve on the majority of related studies in the literature which provide static, single datapoint measures of multinationality such as percentage foreign sales.

Financial Performance Variables
To measure financial performance we use market-based and accounting data. Accounting returns are backward looking and do not include any future growth expectations. Financial market returns are forward looking and incorporate expectations of the future profitability of the firm. The usefulness of market-based measures rest on the assumption that the current and future value of a firm’s assets and business activities are accurately reflected in stock prices, as suggested by Fama’s (1970) efficient market hypothesis. However, in reality, other parameters often appear to affect market valuation (Shiller 2000). Verbeke and Brugman (2009) argue that market performance may be a poor proxy of a firm’s true performance, and that the reliability of using accounting and market-based performance measures may vary by firm. Therefore as well as using both market-based and accounting measures, we use a financial benchmarking method to measure financial performance. We collect data of comparators which allow relative levels of performance to be identified (Drury 2009; Seal et al. 2011). The performance of firms in our dataset is benchmarked relative to industry peers using the industry financial data (a peer group analysis method), using the Datastream total return index for MSCI Europe Industry Indices for Materials, Consumer Durables, Consumer Services, Financials, Health Care, Industrials, Oil and Gas, IT, Telecoms and Utilities. Studies by Rugman (1983), Rugman and Nguyen (2014), and Rugman et al. (2016) are among the first attempts to use the financial benchmarking method to compare the performance of firms in different countries, and to benchmark the performance of firms with sector peers using the industry financial data. We measure the accounting and financial returns of our firms relative to their industry benchmark, measuring relative return.
To measure the financial performance of our multinational dataset using accounting data we use four variables. The first is return on assets (Equation 1), the ratio of profit to assets, a measure commonly used in the literature which allows us to compare our results with others. Secondly we use return on invested capital (Equation 2), the ratio of profit to the capital invested in the business. This measure is commonly used in financial markets yet rarely in the multinationality-performance literature. Unlike return on sales and return on equity calculations, return on invested capital uses operating profit instead of net profit and so benefits from including returns to debt investors as well as equity investors in a company (Damodoran (2007)). Our last two variables, sector relative return on assets (Equation 3) and sector relative return on invested capital (Equation 4), address the issue of comparing the performance of companies from completely different sectors without regard to the business or economic cycle by calculating both the return on assets and return on invested capital of each of our companies relative to its peer group. For example instead of analysing the absolute return on assets of a bank in our sample to that of a mining company, we examine their return on assets relative to its sector. In this way, our variables are free from the influence of sector and economic cycle and easily comparable and as per Buckley & Tian (2017) using relative measures indicates competitive advantage in financial performance. We believe this makes our findings more robust and is an important part of our contribution to the literature.
We also use several market based measures of performance. We use the total return index as calculated by Datastream to include reinvested dividends to measure stock market returns. Firstly, we calculate average monthly stock market returns and standard deviations, relative to each individual firm’s sector, to ensure comparability. Then we use these to calculate the average sector relative risk adjusted return (Equation 5).
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Regression Analysis
We perform regression analyses using our sector relative performance measures as dependent variables (Sector Relative Risk-Adjusted Return, Sector Relative Return on Assets and Sector Relative Return on Invested Capital) and firm size, leverage, price/earnings ratio and our measures of multinationality as independent variables. The price/earnings (P/E) ratio is a valuation measure which can also be interpreted as a gauge of the relative attractiveness of a stock to other firms in its industry. We would expect a positive relationship between our dependent variables and the P/E ratio, a higher market based or accounting return should be associated with a more highly valued stock relative to earnings. Our price earnings ratio divides the price per share by the earnings per share for the last financial year,[footnoteRef:2] based on published accounts. Following other studies we control for leverage and size (Kyaw, Manley & Shetty 2011). Glaum & Osterle (2007) point out that benefits from internationalisation may be simply due to the larger size of the firm, internationalisation is a means of increasing the size of a firm and benefits from internalisation may accrue to the larger size of the firms rather than to benefits of operating in many different regions. We measure firm size using market capitalisation. Firm profitability can be influenced by leverage, therefore we control for leverage measured as total debt divided by total capital. High levels of debt can constrain firm growth (Myers 1977), and the greater costs and risks associated with greater debt may outweigh any tax benefits, and reduce the return available for company shareholders. [2:  Datastream use the annualised earnings per share that may reflect the last financial year or be derived from an aggregation of interim period earnings.] 

Using our panel dataset, we test for a relationship between multinationality and performance and our other variables using a generalised linear fixed effects model, to incorporate heterogeneity between firms and serial correlations between years. The return for firm i at year t is assumed to differ from the population mean by a firm-specific and time-specific effect (the fixed effects). We verify this using the Hausman test, which confirms that we should use fixed effects for both firms and years. Our dependent variables measure the return for firm i relative to the return for the sector to which each firm belongs. We use industry indices to proxy the average return for each sector and calculate the return of each firm relative to the sector return. Our first dependent variable is the sector relative risk-adjusted market return, our second is the sector relative ROA and our third is the sector relative ROIC. For each of our dependent variables we use three models. In our first model we include percentage foreign sales to measure multinationality, in the second we use the score for each firm ranging from 0 to 6 using the ABHK measure, and in the third we use dummies for our modified Rugman measure.
Results
Table 3 gives a sense of the growth in internationalisation over our 19-year time period. The average level of international sales for the firms in our dataset rose from 50.5 percent in 1998 to 62 percent in 2016. Growth was steady with only four years registering a decline, and the global financial crisis of 2008 to 2012 appears to have had little impact on the growth in internationalisation. Firms from the Netherlands, Norway and Italy show the highest levels of international sales at the end of the time period, all over 70 percent. Companies from the UK had the lowest levels of international sales at the end of the period at 47.3 percent.
Our preliminary financial performance analysis in Table 4 shows the average stock in our database has a market capitalisation of $14.7 billion, a return on assets of 5 percent and a return on invested capital of 8.5 percent. Global firms have the highest average market capitalisation at $49.7 billion, followed by Bi-regional firms at $23.1 billion. Domestic firms have the lowest market capitalization at $3.9 billion. Global firms also have the highest P/E ratio at 46.8 with Home region firms the lowest at 24.9. In terms of leverage, Home region firms have the highest percentage of debt to total capital at 47.8 percent with Domestic firms the lowest at 40.7 percent. Looking through the various metrics, there is a clear difference between Global companies which are larger and trade at a significant price-earnings premium to firms with lower levels of internationalisation. Home region firm and Bi-regional firms are not highly valued by investors. At the same time, Domestic firms have the lowest market capitalisation and lowest leverage in the group. This suggests investors place a premium on the most globalised companies. 
The return on assets for the companies in our dataset is 5 percent over the period and the average return on invested capital 8.5 percent. We use a trimmed mean to avoid the impact of outliers on our results. Global and Bi-regional firms have the highest return on assets at 6.2 percent with Home region firms the lowest at 4.7 percent. Domestic firms have the highest ROIC at 12.1 percent followed by Bi-Regional firms at 10.5 percent. However, in our sector-relative analysis we show Domestic firms have both the highest relative ROA and relative ROIC. Although Bi-regional firms have above sector average ROA and ROIC, Global firms do not. Home region firms also have below average ROAs and ROICs. 
Taking our classifications as a linear progression of internationalisation we see no clear patterns of improved performance as firms internationalise. Above average ROA for Domestic firms then falls for Home region firms before rising again for Host, Bi-regional and Global firms in a V-shape. For ROIC, the pattern is a fall from peak levels in Domestic shares to a trough for Home region again before a rise and a fall again from Bi-regional to Global firms. It could be labelled a “incomplete-V shape”. An S-shaped pattern is seen in the sector-relative ROA and ROIC measures where levels start high for Domestic firms, fall for Home and Host-region firms, rise again for Bi-regional firms and fall once more for Global firms. 
Overall, our results show no clear benefit from increased internationalisation. In particular the investor premium placed on Global shares is not rewarded, as their ROIC is below that of Domestic and Bi-regional firms and they have below average sector relative ROIC and ROA despite trading at a significant valuation premium to all other companies. Similarly, Home region firms show below average returns in all metrics, although we do find above average returns for Bi-regional firms. However, it is Domestic firms that are the best performing in this analysis, showing the highest returns in 3 out of our 4 metrics. This suggests companies are better off concentrating on their home market and not internationalising at all, from a financial performance point-of-view
Turning to our preliminary market return analysis in Table 5, a similar picture emerges. Domestic firms have the highest mean monthly sector-relative returns over the period at 0.6 percent, followed by Host region and Global firms at 0.5 percent. Home region firms have the lowest at 0.3 percent alongside Bi-regional firms. Home region firms have the lowest standard deviation of returns at 1.6 percent making them the least volatile, with Global companies the most volatile with a standard deviation of 3.3 percent. 
Combining these two measures and looking at risk-adjusted sector-relative returns we show that Host region firms offer the best market performance for investors with a risk adjusted return of 0.20 and Global firms the worst at 0.16. This means investors in Global firms face a higher degree of risk for each unit of return compared to all other categories. Similarly, investors in Bi-regional firms have a higher degree of risk than Host region, Home region and Domestic firms. Overall, these results show a worse market performance for the more internationalised Global and Bi-regional firms than both Domestic and Home region firms. These results show there is no evidence of clear market performance benefits from internationalisation.
The results of our analysis of the ABHK classifications are similarly inconclusive. Looking at the financial performance statistics in Table 6 we can see again Domestic firms, by this classification given a score of 0, show the highest average sector relative ROIC and sector relative ROI. Firms with a score of 3, that is those that sell into three regions, have the next highest results for both metrics, while firms that sell into four regions come last. Global firms, those with a score of 6, come third and fourth respectively. Graphically, the linear progression of internationalisation by the ABHK classification, shows a W-shape for our financial performance measurements. For our market-based performance measurements, the picture is equally unclear. Firms that sell into two regions have the highest sector relative risk-adjusted returns, followed by those that sell into three and four regions. The least international and most international companies then come next, with firms that sell into just one region, and those that sell into five regions coming last. We have to turn to the Greek alphabet to label these findings, attributing an Omega or Ω-shape to the market-based performance results.
In Table 7 we present the pairwise correlation coefficients between our variables. There is generally a low correlation between the variables, and none which would present an issue of multicollinearity. In Table 8 we report the results of our regression where the dependent variable is the sector relative risk-adjusted return.  Size is negatively and significantly related to relative risk-adjusted returns, smaller firms have a higher risk-adjusted return, consistent with the Fama & French (1992) prediction that small firms will outperform larger firms. Leverage has a small negative or negligible relationship, that is, increased leverage has little effect on the firms’ relative risk-adjusted market returns. The P/E ratio has a significant but negligible relationship with relative risk-adjusted return. Ball (1978) argues that the ratio between a firm’s price and earnings per share is a proxy for unnamed factors in a firm’s expected return, including intangible assets such as management skill, marketing capability, know-how acquired through R&D etc. However, when adjusted for risk, this has no effect on relative firm performance. A firm’s percentage foreign sales has a small positive relationship with relative risk-adjusted return. Firm size tends to increase consistently with higher levels of foreign sales, but greater foreign sales has a small positive effect on relative performance after controlling for size. However, this does not hold for a greater scope of internationalisation measured using the Rugman & Brian or ABHK method, which we find to have no significant relationship with relative risk-adjusted return. The overall R squared of the models is between 0.13 and 0.145. 
In Table 9 we report the results where the Sector Relative Return on Assets is the dependent variable. In this case size is positively but not significantly associated with the dependent variable. A larger market capitalisation, a measure of the market value of a firm’s assets both tangible and intangible does not have a significant relationship with a higher relative return on assets. Leverage has a negative relationship, where significant, the additional costs and risks associated with higher levels of debt may outweigh the tax benefits and reduce a firm’s relative profitability. The P/E ratio has no significant relation, that is, a higher price to earnings ratio has no impact on relative ROA. Higher percentage foreign sales has a significant negative relationship with relative ROA, while our measures of multinationality have no significant relationship, apart from a negative relationship with the home region dummy. Firms with more than 50 percent of their sales located in their home region have a significantly lower ROA relative to their peers. Greater internationalisation is associated with lower relative ROA where significant. The R squared ranges from 0.125 to 0.145. 
In Table 10 we report the results where the firm ROIC relative to the sector ROIC is the dependent variable. In this case size has a positive but insignificant relationship with relative ROIC. Leverage is positively associated with relative ROIC, a firm with greater levels of debt has a higher relative return on their productive assets. The P/E ratio has no significant relationship, the market valuation of the firm relative to its earnings has no association with the firm’s relative return on invested capital. Our measures of internationalisation have a negative but insignificant relationship with relative ROIC. The R squared ranges between 0.12 and 0.146. 

Overall, our regression results confirm the findings of our earlier analysis, that we find little to no consistent relationship between multinationality and performance in our dataset. We find a small positive relationship between percentage foreign sales and market based measures of performance and a negative relationship with accounting based performance, but for our main measures of multinationality, which incorporate both the size and the scope of a firm’s foreign operations, we find no significant relationship with any of our measures of performance, apart from a negative relationship for home region oriented firms for relative ROA.
Conclusions
We tailor our research to address previously identified deficiencies in the multinational-performance literature, incorporating four recommendations from Nguyen (2017)’s meta-analysis. As a result, our paper, unlike the majority of studies in the literature, covers a multitude of countries, incorporates a comprehensive size and scope based multinational classification system and analyses a variety of sector-relative financial and market performance based measures of return. We feel our research is a thorough examination of the financial and market performance of European firms of varying degrees of multinationality over the past 19 years. Our results initially show a clear investor premium for the most internationalised companies with Global firms having a significantly higher average price earnings ratio than all the other categories. However, we show this premium is not justified based on our sector-relative performance measures. Likewise we find Home region firms, the biggest category of internationalised firms in our dataset, show below average performance than all other classifications. In fact, we argue the best financial and market performance is found in Domestic companies, which aren’t internationalised at all. Taking our multinational classification hierarchy as a linear progression of internationalisation we show a veritable “alphabet soup” across our performance metrics from V-shaped for return on assets, to incomplete V-shaped for return on invested capital to S-shaped for sector-relative ROIC and risk-adjusted sector-relative market returns. Our tests using other multinational classifications throw up even more patterns, from W-shaped to Ω-shaped. Our regression results back up these findings and show no significant relationship between multinationality and both financial and market performance. Based on our results, and the myriad of other “letter-shapes” in the extensive multinational-performance literature, we conclude there is no clear financial or market performance benefits to increasing internationalisation for European firms.

We acknowledge the limitations of a study using geographic sales data, given the accounting flexibility companies have in reporting the location of their sales. Whilst we use financial and market based analysis to determine the economic significance of our results, we also acknowledge this approach has its limitations, for example a reliance on operating income as a measure of profitability and standard deviation as a measure of risk. Having identified no performance benefits to internationalisation from any metric, we believe there are many avenues for further empirical research stemming from our findings. Our analysis could be broadened, applying our methodology to an extended dataset of developed or emerging market countries or small-cap equities, or indeed narrowed by focusing on a single country or industry sector. Our financial and market based performance measures could be broadened to include cash flow based analyses, alternative gauges of market performance such as idiosyncratic stock returns, and environmental, social and governance metrics. The implications of our results on the literature surrounding the rationale for internationalisation is another area for further research.
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[bookmark: _Ref518739428]Table 7: Correlation matrix

	
	Risk-Adjusted Return
	Relative ROA
	Relative ROIC
	Ln Market Value
	Leverage
	P/E Ratio
	% Foreign Sales
	ABHK

	Risk-Adjusted Return
	
	
	
	
	
	
	
	

	Relative ROA
	0.055 ***
	
	
	
	
	
	
	

	Relative ROIC
	0.043 ***
	0.193 ***
	
	
	
	
	
	

	Ln Market Value
	-0.095 ***
	-0.003
	0.008
	
	
	
	
	

	Leverage
	-0.050 ***
	-0.037 ***
	-0.020 *
	0.089 ***
	
	
	
	

	P/E Ratio
	0.029 **
	-0.012
	-0.004
	-0.03***
	-0.019  
	
	
	

	% Foreign Sales
	0.022 *
	-0.014
	0.023 **
	0.084 ***
	-0.133 ***
	0.005
	
	

	ABHK
	-0.012
	-0.020 *
	0.012  
	0.245 ***
	-0.050 ***
	0.000
	0.429 ***
	



Notes: We list pairwise correlation coefficients. *** Significant at 0.01 level, ** 0.05 level, *0.10 level.



[bookmark: _Ref518739444]Table 8: Regression results for sector relative risk adjusted return
	
	(1)
	(2)
	(3)

	Constant
	1.104 ***  (0.062)
	1.08 *** (0.061) 
	0.987 *** (0.057) 

	Ln Market Cap
	-0.123 *** (0.007)
	-0.12 *** (0.007)
	-0.113 *** (0.006)

	Leverage
	-0.001 *** (0.000)
	-0.001 *** (0.000)
	0.000 * (0.000) 

	P/E Ratio
	0.000 ** (0.000)
	0.000 *** (0.000) 
	0.000 *** (0.000) 

	% Foreign Sales
	0.001 *** (0.000)
	
	

	ABHK Score
	
	-0.002 (0.004)  
	

	Rugman Classifications
	
	
	

	Domestic
	
	
	0.011 (0.024)  

	Home Region
	
	
	0.002 (0.012)  

	Host Region
	
	
	-0.021 (0.022)

	Bi-Regional
	
	
	0.0122 (0.016)  

	Global
	
	
	0.045 (0.031)  

	N
	7804
	7997
	8695

	R-squared
	0.144
	0.142
	0.131

	Adjusted R-squared
	0.055
	0.054
	0.049



Notes: This table shows the results for the firm’s market return relative to the average sector return divided by the standard deviation of the relative return, for panel regressions using different measures of multinationality, in the first instance the percentage foreign sales reported by each firm, secondly, the ABHK score that we attribute to each firm, thirdly the Rugman classification for each firm and finally the percentage of a firm’s sales that occur in each of our six regions. We also include Market Capitalisation, Leverage and P/E ratios as control variables.


[bookmark: _Ref518739461]Table 9: Regression results for ROA relative to sector
	
	(1)
	(2)
	(3)

	Constant
	0.472  (0.956)
	-0.060  (0.956)
	1.385  (1.054)

	Ln Market Cap
	0.156  (0.112)
	0.167  (0.108)
	0.089  (0.121)

	Leverage
	-0.004 * (0.002)
	-0.003  (0.002)
	-0.015 *** 0.001)

	P/E Ratio
	-0.000  (0.001)
	-0.000  (0.001)
	0.000  (0.001)

	% Foreign Sales
	-0.008 ** (0.004)
	
	

	ABHK Score
	
	-0.062  (0.067)
	

	Rugman Classifications
	
	
	

	Domestic
	
	
	0.168  (0.441)

	Home Region
	
	
	-0.433 * (0.232)

	Host Region
	
	
	-0.423  (0.403)

	Bi-Regional
	
	
	-0.179  (0.287)

	Global
	
	
	-0.250  (0.574)

	N
	7739
	7919
	8597

	R-squared
	0.125
	0.125
	0.145

	Adjusted R-squared
	0.034
	0.035
	0.063


Notes: This table shows the results for panel regressions using different measures of multinationality, in the first instance the percentage foreign sales reported by each firm, secondly, the ABHK score that we attribute to each firm, thirdly the Rugman classification for each firm and finally the percentage of a firm’s sales that occur in each of our six regions. We also include Market Capitalisation, Leverage and P/E ratios as control variables.


[bookmark: _Ref518739478]Table 10: Regression results for ROIC relative to sector
	
	(1)
	(2)
	(3)

	Constant
	0.497  (1.08)
	0.174  (0.989)
	1.912 ** (0.938)

	Ln Market Cap
	0.083  (0.120)
	0.112  (0.117)
	0.029  (0.107)

	Leverage
	0.008 ** (0.003)
	0.008 *** (0.003)
	-0.016 *** (0.001)

	P/E Ratio
	0.001  (0.001)
	0.000  (0.001)
	0.000  (0.001)

	% Foreign Sales
	-0.004  (0.004)
	
	

	ABHK Score
	
	-0.052  (0.072)
	

	Rugman Classifications
	
	
	

	Domestic
	
	
	-0.236  (0.391)

	Home Region
	
	
	-0.150  (0.204)

	Host Region
	
	
	-0.446  (0.357)

	Bi-Regional
	
	
	-0.169  (0.255)

	Global
	
	
	0.449  (0.508)

	N
	7770
	7958
	8649

	R-squared
	0.124
	0.125
	0.146

	Adjusted R-squared
	0.033
	0.034
	0.065


Notes: This table shows the results for panel regressions using different measures of multinationality, in the first instance the percentage foreign sales reported by each firm, secondly, the ABHK score that we attribute to each firm, thirdly the Rugman classification for each firm and finally the percentage of a firm’s sales that occur in each of our six regions. We also include Market Capitalisation, Leverage and P/E ratios as control variables.
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Country 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016

France 56.0% 58.9% 60.7% 59.3% 58.2% 54.6% 55.2% 51.9% 54.5% 54.5% 55.0% 57.1% 59.5% 60.1% 64.3% 59.9% 62.7% 62.0% 64.0%

Germany 55.6% 53.7% 55.1% 56.4% 58.1% 54.9% 54.9% 55.4% 55.9% 57.1% 56.0% 60.0% 62.2% 62.3% 63.9% 58.4% 60.7% 62.1% 64.6%

UK 38.5% 41.2% 43.4% 46.1% 49.4% 51.7% 51.5% 51.9% 50.8% 52.0% 52.1% 57.3% 57.5% 59.1% 55.6% 52.6% 52.6% 55.7% 47.3%

Italy 40.9% 43.8% 39.8% 39.5% 37.1% 35.2% 36.7% 39.9% 39.7% 42.7% 44.7% 45.7% 46.7% 48.0% 53.8% 46.1% 48.0% 48.3% 71.2%

Spain 22.3% 27.3% 31.4% 30.2% 30.2% 30.4% 29.6% 34.9% 36.0% 36.4% 37.2% 39.5% 43.0% 43.7% 47.2% 49.1% 50.6% 52.5% 51.2%

Netherlands 59.5% 63.1% 65.6% 65.4% 64.0% 63.8% 63.2% 58.1% 60.7% 61.6% 61.7% 62.7% 65.8% 65.0% 58.6% 59.9% 57.4% 56.7% 67.1%

Switzerland 62.7% 63.6% 61.6% 58.8% 60.5% 59.8% 60.1% 60.3% 63.9% 62.8% 60.5% 68.1% 72.3% 71.9% 72.0% 67.6% 70.2% 71.5% 73.2%

Belgium 45.2% 47.8% 49.9% 50.0% 49.2% 44.9% 47.6% 42.9% 43.5% 43.1% 42.7% 44.9% 48.3% 47.9% 47.5% 46.5% 53.2% 54.4% 52.4%

Austria 50.5% 51.2% 53.6% 56.1% 58.7% 58.3% 56.3% 54.8% 58.1% 52.7% 53.5% 58.2% 59.3% 52.4% 55.1% 54.0% 60.2% 58.6% 63.2%

Norway 58.0% 57.3% 55.0% 60.1% 59.1% 60.6% 58.4% 61.0% 60.0% 63.0% 64.5% 62.1% 59.2% 57.3% 52.9% 43.5% 48.9% 53.0% 72.5%

Sweden 65.8% 68.2% 66.4% 71.1% 70.1% 65.1% 68.2% 70.7% 67.6% 72.7% 68.2% 75.1% 74.1% 77.6% 74.5% 68.7% 69.2% 74.8% 55.6%

Average 50.5% 52.4% 53.0% 53.9% 54.1% 52.7% 52.9% 52.9% 53.7% 54.4% 54.2% 57.3% 58.9% 58.7% 58.7% 55.1% 57.6% 59.1% 62.0%
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Classification Market cap Leverage P/E

Return on 

Assets

Return on 

IC

Average 

Sector 

Relative 

ROIC

Average 

Sector 

Relative 

ROA

Domestic 3,977              40.7% 34.2                  5.4% 12.1% 1.29                 1.17               

Home region 16,333            47.8% 24.9                  4.7% 7.5% 0.89                 0.89               

Host region 9,307              42.7% 30.5                  6.0% 9.5% 0.99                 0.98               

Bi-regional 23,108            41.7% 24.8                  6.2% 10.5% 1.18                 1.13               

Global 49,747            42.4% 46.8                  6.2% 10.3% 0.97                 0.84               

Dataset average 14,778            44.7% 29.2                  5.0% 8.5% 0.95                 0.95               
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Average monthly sector-

relative returns  Mean  Median  Maximum  Minimum Std. Dev.  Skewness  Kurtosis

Risk Adjusted 

Return

Domestic 0.6% 0.4% 19.9% -8.3% 3.0% 1.6                    10.7                0.19                    

Home region 0.3% 0.3% 4.7% -6.0% 1.6% 0.0 -                   4.1                  0.19                    

Host region 0.5% 0.6% 10.6% -6.7% 2.6% 0.4                    4.4                  0.20                    

Bi-regional 0.3% 0.3% 8.6% -7.1% 1.7% 0.2                    6.8                  0.17                    

Global 0.5% 0.1% 18.5% -10.0% 3.3% 1.2                    7.5                  0.16                    

n/a 0.4% 0.4% 12.3% -6.9% 2.4% 0.4                    5.4                  0.18                    
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Classification Market cap Leverage P/E

Return on 

Assets

Return on 

IC

Average 

Sector 

Relative 

ROIC

Average 

Sector 

Relative 

ROA

Risk-Adjusted 

Return

0 3,977              40.7% 22.5                  5.4% 12.1% 1.29                 1.17                0.19                    

1 13,707            50.9% 24.2                  4.2% 5.6% 0.94                 0.94                0.15                    

2 17,218            44.8% 23.6                  5.7% 9.6% 1.01                 0.98                0.24                    

3 16,780            43.2% 25.2                  5.5% 9.6% 1.09                 1.04                0.23                    

4 18,323            46.2% 25.1                  5.1% 8.2% 0.74                 0.75                0.23                    

5 24,629            42.3% 22.7                  5.8% 9.8% 0.99                 0.89                0.15                    

6 20,851            41.5% 23.2                  6.2% 12.1% 1.06                 0.96                0.19                    
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No. and percentage of companies France Germany UK Italy Spain NetherlandsSwitzerlandBelgium Austria Norway Sweden Total

Basic Materials 4    (0.5%) 8    (1%) 22    (2.7%) 1    (0.1%) 6    (0.7%) 5    (0.6%) 5    (0.6%) 4    (0.5%) 4    (0.5%) 3    (0.4%) 5    (0.6%) 67    (8.3%)

Industrials 12    (1.5%) 6    (0.7%) 38    (4.7%) 10    (1.2%)13    (1.6%)13    (1.6%) 7    (0.9%) 5    (0.6%) 14    (1.7%)9    (1.1%) 13    (1.6%)140    (17.4%)

Consumer Goods 8    (1%) 8    (1%) 21    (2.6%) 13    (1.6%)4    (0.5%) 4    (0.5%) 4    (0.5%) 2    (0.2%) 6    (0.7%) 10    (1.2%)2    (0.2%) 82    (10.2%)

Health Care 3    (0.4%) 5    (0.6%) 11    (1.4%) 2    (0.2%) 2    (0.2%) 2    (0.2%) 7    (0.9%) 5    (0.6%) 0    (0%) 2    (0.2%) 2    (0.2%) 41    (5.1%)

Consumer Services 12    (1.5%) 5    (0.6%) 51    (6.4%) 10    (1.2%)14    (1.7%)8    (1%) 0    (0%) 6    (0.7%) 4    (0.5%) 3    (0.4%) 3    (0.4%) 116    (14.4%)

Telecoms 3    (0.4%) 1    (0.1%) 11    (1.4%) 3    (0.4%) 4    (0.5%) 6    (0.7%) 1    (0.1%) 2    (0.2%) 2    (0.2%) 1    (0.1%) 2    (0.2%) 36    (4.5%)

Utilities 5    (0.6%) 2    (0.2%) 16    (2%) 6    (0.7%) 8    (1%) 0    (0%) 0    (0%) 4    (0.5%) 2    (0.2%) 0    (0%) 0    (0%) 43    (5.4%)

Financials 9    (1.1%) 11    (1.4%)50    (6.2%) 25    (3.1%)16    (2%) 12    (1.5%) 9    (1.1%) 9    (1.1%) 10    (1.2%)6    (0.7%) 10    (1.2%)167    (20.8%)

Technology 6    (0.7%) 3    (0.4%) 15    (1.9%) 2    (0.2%) 3    (0.4%) 7    (0.9%) 1    (0.1%) 1    (0.1%) 0    (0%) 12    (1.5%)4    (0.5%) 54    (6.7%)

Oil & Gas 2    (0.2%) 0    (0%) 13    (1.6%) 2    (0.2%) 5    (0.6%) 3    (0.4%) 1    (0.1%) 0    (0%) 2    (0.2%) 28    (3.5%)1    (0.1%) 57    (7.1%)

Total 64    (8%) 49    (6.1%)248    (30.9%)74    (9.2%)75    (9.3%)60    (7.5%) 35    (4.4%) 38    (4.7%)44    (5.5%)74    (9.2%)42    (5.2%)803    (100%)


image2.emf
Average annual breakdown by 

country France Germany UK Italy Spain NetherlandsSwitzerlandBelgium Austria Norway Sweden Total

Domestic 1    (1.5%) 0    (1.2%) 15    (9.6%) 6    (12.2%)5    (9.7%) 1    (1.9%) 0    (0%) 3    (10.5%)1    (4.1%) 3    (6.4%) 0    (1.3%) 35    (6.4%)

Home region 35    (65%) 27    (67.2%)79    (49.1%) 33    (67.6%)34    (70.7%)22    (57.2%) 12    (39.2%)15    (60.2%)24    (80.6%)23    (55.9%)21    (63.4%)325    (59.1%)

Host region 2    (3.7%) 2    (5.2%) 20    (12.4%) 2    (4.4%) 1    (2.9%) 5    (12%) 2    (6.8%) 2    (8.8%) 1    (3.2%) 5    (13%) 1    (2.2%) 44    (7.9%)

Bi-regional 10    (18.6%) 7    (17.7%)26    (16.1%) 4    (8.6%) 4    (8.7%) 7    (17%) 11    (36.8%)3    (11.2%)1    (3.9%) 4    (10.9%)5    (16.5%)83    (15.1%)

Global 3    (4.6%) 1    (2.9%) 4    (2.3%) 1    (1.1%) 0    (0.8%) 1    (2.6%) 1    (2.6%) 1    (2.2%) 0    (0.4%) 1    (1.7%) 2    (4.6%) 13    (2.4%)

n/a 4    (6.6%) 2    (5.8%) 17    (10.5%) 3    (6.1%) 3    (7.2%) 4    (9.4%) 4    (14.5%) 2    (7.1%) 2    (7.8%) 5    (12.1%)4    (12%) 50    (9.2%)

Average annual breakdown by 

industry Basic MaterialsIndustrials

Consumer 

Goods

Health 

Care

Consumer 

Services Telecoms Utilities Financials TechnologyOil & Gas

Domestic 0    (0%) 3    (2.8%) 3    (4.2%) 1    (1.9%) 6    (7.9%) 2    (10.9%) 6    (20.6%) 13    (12.6%)0    (0.7%) 1    (3%)

Home region 25    (50.1%) 63    (58.6%)34    (56.2%) 7    (23%) 55    (68%) 16    (77.4%) 22    (73.7%)74    (72.8%)16    (45.6%)14    (39%)

Host region 4    (9.1%) 8    (7.4%) 3    (5.4%) 5    (19.3%)9    (11.7%)1    (3.3%) 1    (2.3%) 3    (2.8%) 5    (12.9%) 4    (11.6%)

Bi-regional 9    (18.3%) 19    (17.7%)12    (20.4%) 12    (41%) 6    (7.7%) 1    (4.8%) 0    (0.9%) 6    (5.8%) 9    (24.7%) 9    (24.4%)

Global 1    (3%) 4    (4%) 2    (2.8%) 1    (2%) 1    (0.9%) 0    (0.5%) 0    (0%) 2    (1.9%) 2    (5.4%) 0    (0.7%)

n/a 10    (19.5%) 10    (9.5%)7    (11.1%) 4    (12.8%)3    (3.8%) 1    (3%) 1    (2.5%) 4    (4.2%) 4    (10.8%) 8    (21.3%)


