
CChhaapptteerr  II：：IInnttrroodduuccttiioonn  

11..11  BBaacckkggrroouunndd  ooff  tthhee  rreesseeaarrcchh  

Taiwan, a small island with scarce natural resources and limited market size, has 

relied heavily on trade. Due to the accelerated economic development since the 1980s, 

the increasing of labor and land costs, as well as the increase of environmental 

consciousness has drastically raised the cost of production in Taiwan. In the late 

1980s, the Taiwanese government relaxed the restrictions on foreign exchange control 

and trading with and investing in mainland China. With these developments, foreign 

direct investment (FDI) by Taiwanese firms has been steadily increasing. By the year 

of 2002, FDI reached $ 7,175,801,000 (including $ 2,784,147,000 in China), 126 

times of that in 1987. Therefore, the operations of Taiwanese firms in foreign markets 

have become more significant. One issue worthy of investigation is how 

internationalization and product diversification affects the performances of Taiwanese 

firms. 

While moving towards internationalization, Taiwanese firms have engaged in 

product diversification activities as well. Intense competition and growth-orientation 

have driven firms to adopt these two types of strategic moves. However, the impact of 

internationalization and product diversification on firms’ performance is still unclear, 

both theoretically and empirically. This ambiguity exists not only at the corporate (i.e., 

the parent firm) level but also at the subsidiary level. Because the roles of 

multinational companies’ (MNCs’) subsidiaries are becoming more and more 

important, researchers recently have looked into the growth strategies of subsidiaries. 

An emerging issue is：how do internationalization and product diversification affect 

subsidiaries’ performance？ 
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Taiwanese firms represent a special case. Because of the difference in market 

size and endowments, the scale and scopes of operations of subsidiaries of Taiwanese 

firms in China sometimes are much larger than those of the headquarters in Taiwan. It 

is more likely for the subsidiaries in China to grow through internationalization and 

product diversification with a larger extent than what the headquarters can do in 

Taiwan. However, subsidiary autonomy or initiative towards diversification activities 

is subject to the tangible and intangible resources headquarters willing to give. It still 

is an open question for Taiwanese firms to clarify the relationships among subsidiary 

internationalization, product diversification and performance. 

Previous research generally focused on the motives of internationalization, 

foreign market entry modes, and MNCs’ internationalization activities. In the late 

1990s, a number of researchers were more interested in the relationship among 

internationalization, product diversification and firm performance (Zhao and Luo, 

2002；Aleson and Escuer, 2001；Van Oijen, 2001；Balabanis, 2001；Annavarijula and 

Beldona, 2000；Geringer, Tallman, and Olsen, 2000；Delios and Beamish, 1999；

Gomes and Ramaswamy,1999；Hitt, Hoskisson, and Kim, 1997；Tallman and Li, 

1996；Sambharya, 1995)；most studies were at the corporate level and for firms from 

developed countries (DCs). These studies have highlighted importance of the issue；

however, the research findings are mixed for the relationship between 

internationalization and performance. Some research found a positive relationship (e.g. 

Delios and Beamish, 1999；Daniels and Bracker, 1989；Grant, Jammine and Thomas, 

1988), while some others identified a negative relationship (e.g. Collins, 1990；Michel 

and Shaked, 1986；Siddharthan and Lall, 1982). Still some others concluded by stating 

that there is no significant relationship between Internationalization and performance 

(e.g. Siddhartan and Lall, 1982). 
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Most of studies investigate the relationships between internationalization and 

performance, or product diversification and performance. Although there are others 

looking into the interrelationships among internationalization, product diversification 

and performance, all these studies focused on the corporate level and analyzed data 

collected for MNCs from DCs. In addition, even fewer studies examine these 

interrelationships for subsidiaries. Therefore, this study takes firms from Taiwan, one 

of the Newly Industrialized Economies (NIEs) of Asia, as the empirical subjects, and 

examines the relationships among internationalization and product diversification and 

performance at both the corporate and subsidiary levels. Besides gaining new insights 

on the impact of internationalization and product diversification on performance, the 

findings of this research may also contribute to the external validity of relevant 

theories developed for MNCs from DCs. 
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11..22  RReesseeaarrcchh  QQuueessttiioonnss  aanndd  ddeeffiinniittiioonnss  ooff  tteerrmmss  

There are two kinds of diversification revealed in the literature, namely 

geographic diversification and product diversification. This research uses 

“internationalization” to catch the essence of geographic diversification, market 

diversification, multinationality and etc. In other words, “internationalization” and 

other terms used to represent firms’ operations in various geographic areas are 

synonymous in this research. 

There seems to be a paucity of research regarding the interrelationships among 

internationalization, product diversification and performance, especially on the level 

of subsidiary. Additionally, past studies mostly described the results of firms from 

DCs. Internationalization behaviors of firms from NIEs were seldom examined in 

spite of the fact that the capability of engaging in internationalization activities and 

sizes of firms from NIEs are quite different from those of firms from DCs. This 

research intends to fill these voids. Moreover, although many studies have centered on 

the relationship of product diversification and performance, few examined the 

influences of the types of product diversification on performance. This study also 

aims to shed some light on this issue. 

Taking the context of Taiwanese firms investing in China, this study investigates 

the following issues at the corporate level (i.e., the parent firms) and subsidiary level： 

(1) What’s the impact of firm resources on internationalization and product 

diversification？ 

(2) Does internationalization influence performance at the corporate and 

subsidiary levels？ 

(3) Does international product diversification influence performance at the 
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corporate level？In addition, does product diversification of a subsidiary 

influence its performance？ 

(4) Does international product diversification moderate the impact of 

internationalization on corporate performance？Furthermore, does product 

diversification moderate the influence of internationalization on subsidiary 

performance？ 

To avoid readers’ misunderstanding of some terms used in this study, they are 

defined below. 

First, “internationalization” represents a firm’s operations in various geographic 

areas. Thus, “internationalization” is similar to geographic / geographical 

diversification, market diversification, multinationality and etc. 

Second, “product diversification” means the entry of a firm or a business unit 

into new lines of activity, either through internal development or acquisition. The 

major difference between internationalization and product diversification is that the 

former focuses on changes in geographic boundaries, and the latter represents the 

variations of product categories, value-added activities, industry domains and 

anything other than geographic boundaries. 

Finally, “international product diversification” refers to the product 

diversification of parent firms abroad. For example, it is treated as international 

product diversification when a foreign subsidiary entering business which are 

different from those of the parent firms. 
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11..33  SSiiggnniiffiiccaannccee  ooff  tthhee  RReesseeaarrcchh  

This study examines the relationship of performance with internationalization 

and product diversification for Taiwanese manufacturing firms and their subsidiaries 

in China. In light of the research questions, this study is firstly to examine the 

relationship of firm resources and growth strategies (i.e., internationalization and 

product diversification). Second, this study investigates the influence of 

internationalization on performance at the corporate and subsidiary levels. Third, the 

research also aims to explore the effect of international product diversification on 

corporate performance, and the effect of product diversification on subsidiary 

performance. Finally, this paper examines the moderating effect of product 

diversification on the relationship between internationalization and performance. 

Hence, the study has the following five contributions： 

(1) To make up the small sample deficiency of past research regarding 

internationalization, product diversification and performance by analyzing 

a large database maintained by the Ministry of Economic Affairs, Taiwan, 

R.O.C. 

(2) To make up the deficiency of examining only MNCs from DCs in previous 

studies by taking the firms from NIEs of Asia as empirical subjects. The 

study accordingly can increase the generalization of related theories. 

(3) To go a step further by assessing the impact of various types of 

international product diversification on corporate performance. 

(4) To draw more insights by examining the relationships among 

internationalization, product diversification and performance at a foreign 

subsidiary level. 
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(5) To provide Taiwanese firms a framework to understand the effect of 

subsidiary internationalization and product diversification, and in turn to 

help them to deploy their resources more efficiently internationally. 
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11..44  TThhee  LLiimmiittaattiioonn  ooff  tthhee  RReesseeaarrcchh  

The output of the Survey of Foreign Direct Investment by Manufacturing Firms 

conducted by the Statistics Department of the Ministry of Economic Affairs, 

published in 2000, is used in this study. Only the subsidiaries of Taiwanese firms in 

China are included in this study. Thus, the research findings may not apply to other 

foreign firms operating in China or other subsidiaries of Taiwanese firms in other 

countries. 

Vachani (1991) proposed a distinction between related and unrelated geographic 

diversification, with each having different impact on performance. According to his 

analysis, cultural similarity (or psychic proximity) reduces communication barriers 

and the necessity for product adaptation. Cultural similarity also makes marketing 

effort less demanding and less costly than that required for culturally dissimilar 

countries (Balabanis, 2001). Because of the cultural similarity between Taiwan and 

China, Taiwanese firms investing or operating in China enjoy cost advantages over 

firms from other countries in China. Consequently, the generalization of this study 

will be subject to cultural similarity. The limitations of this research, in sum, are the 

limited external validity to Taiwanese firms whose subsidiaries operate in countries 

other than China, and subsidiaries of other foreign firms that operate in China. 
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11..55  OOrrggaanniizzaattiioonn  ooff  tthhee  RReesseeaarrcchh  

This research is divided into five chapters (Figure 1.5). Chapter I presents the 

introduction, where the background and purpose of the study are addressed. Chapter II 

reviews the literature on corporate and subsidiary resources, internationalization, 

product diversification, and performance. This chapter also builds a theoretical 

framework that links internationalization and product diversification to performance 

on the levels of both corporate and subsidiary, and develops hypotheses for further 

testing. Chapter III describes the methodology. Chapter IV presents and discusses the 

empirical findings. Finally, Chapter V concludes the study and provides suggestions 

for future research. 

 

Conclusions and Implications Chapter 5 

Empirical Results and Discussions Chapter 4 

Research Methodology Chapter 3 

Research Framework, 
Literature Review and  

Hypotheses Development 
Chapter 2 

Introduction：
Research Background and Purpose Chapter 1 

【Figure 1.5】：Research Process 
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