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Firm Strategy and Foreign Direct Investment: An examination of the Economic Performance of U.S. Multinational Firms

Introduction

U.S. manufacturing firms’ have been expanding to
international markets through foreign direct investment
(FDI). However, it is likely that firm’s FDI activity is
associated with firm’s competitive strategies such as
corporate- and business-level strategies which are likely to
influence firm’s economic performance. Therefore, it is
possible that the influence of FDI on firm’s performance can
be accelerated when appropriate firm’s competitive strategies
are in effect. In this research, we assess the influence of
firm’s competitive strategies and FDI on firm’s economic
performance with respect to four performance measures,
return on assets (ROA), return on sales (ROS), Tobin’s Q,
and market value.

Hypotheses

1. Product diversification is positively associated with the
firm’s economic performance.

2. Firm size is positively associated with the firm’s
economic performance.

3. R&D intensity is positively associated with the firm’s
economic performance.

4. Capital intensity is positively associated with the firm’s
economic performance.

5. FDI is positively associated with the firm’s economic
performance.

6. The interaction between product diversification and FDI is
positively influencing the firm’s economic performance.
7. The interaction between firm size and FDI is positively
influencing the firm’s economic performance.

8. The interaction between R&D intensity and FDI is
positively influencing the firm’s economic performance.
9. The interaction between capital intensity and FDI is
positively influencing the firm’s economic performance.

Research Methodology

The sample is comprised by manufacturing firms (SIC codes
2000-3999) with data on pretax income from foreign
operations. The source of the data for all the variables is
COMPUSTAT. The data set covers the period 2003-2008.
Hierarchical regression analysis is conducted on a pooled
data set for 172 firms during the period of the study.
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a, b and c indicate significance at the 1%, 5% and 10% respectively. TPD, RPD, and
URPD are total, related and unrelated product diversification. FS is firm size (natural
log of the book value of assets). R&D is research and development intensity. Cl is
capital intensity. FDI is foreign direct investment. Ind. Dum is industry dummies.
Time is a time trend.
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Results

Table 1 shows the results in its four panels. The first step is
to assess the firm’s strategic factors’ effect on performance.
In a second step, FDI is added to the regression models of
step 1. Finally, in step 3, we add interaction terms for FDI
and firm strategic factors to the models of step 2. The
measures of the firm’s economic performance are the ratio of
net profits to total assets (ROA), the ratio of net profits to
total sales (ROS), the market value of the firm, and Tobin’s
Q. Table 1 shows the results of the regressions. Contrary to
our expectations the three measures of product
diversification are negatively related to firm’s economic
performance. Firm size is positively related to three
measures of firm’s performance (ROA, ROS and market
value) and negatively related to Tobin’s Q. R&D is negative
related to ROA and ROS, but, in most cases, positively and
significantly related to Tobin’s Q and market value. Capital
intensity is negatively related to the four measures of
performance. Regarding FDI, its direct effect on
performance is mixed. The interaction of total product
diversification and FDI has a positive and significant effect
on ROS, for the other performance measures there is a
positive and insignificant relationship. The interaction of
firm size and FDI has a positive and significant effect on
ROS and market value and is positive and insignificant on
Tobin’s Q, but is negative related to ROA. The interaction of
R&D and FDI has a positive and significant effect on
Tobin’s Q and market value, a mixed effect on ROS, and a
negative and significant effect on ROA. The interaction of
capital intensity and FDI has a positive and significant effect
on ROA and on market value, and a positive effect on ROS
and Tobin’s Q.

Conclusions

The results show a mixed direct effect of FDI on the four
firm’s performance measures. However, the interactions
between FDI and the firm’s strategic factors show some
interesting relationships. There is a positive relationship
between the interaction of total product diversification and
FDI and the four measures of performance. Related product
diversification is positively related to three of the
performance measures. The joint effect of firm size and FDI
is positive on three measures of performance. R&D and FDI
have a positive joint effect on three measures of
performance. And, capital intensity and FDI has a positive
joint relationship with the four measures of performance.



