
CChhaapptteerr  IIII：：LLiitteerraattuurree  RReevviieeww  aanndd  HHyyppootthheesseess  

22..11  IInnttrroodduuccttiioonn  aanndd  RReesseeaarrcchh  FFrraammeewwoorrkk  

International business researchers (Hughes, Logue and Sweeney, 1975；Miller 

and Pras, 1980；Siddharthan and Lall, 1982；Grant, 1987) and strategy researchers 

(Rumelt, 1974 ； 1982 ； Montgomery, 1982 ； Palepu, 1985) maintained that 

internationalization and product diversification affected firm performance (Hoopes, 

1999). However, three decades of research regarding the linkage between 

diversification and performance had not produced consistent results (Van Oijen, 

2001). 

According to the resource-based view, internationalization and product 

diversification are highly related to the quantity and quality of a firm’s resources. The 

degree of a subsidiary’s commitments to internationalization and product 

diversification is further determined by its own resources, competitive capabilities, 

and decision autonomy, which are subject to the control of the headquarters. Hence, 

this study first discusses the relationship between firms’ resources and performance. 

In the following sections, we review, in order, the empirical results of a number of 

literatures about the bi-variate relationships between internationalization and 

performance, and between product diversification and performance. Finally, this study 

also attempts to combine product and market (geographic) dimensions of global 

operations and explore the interaction of internationalization and product 

diversification on performance. At the end of each section below, some hypotheses are 

proposed.  

In previous research which explored the moderating effect of internationalization 
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and product diversification on performance, internationalization was to play the role 

of a moderator. One reason is that, since the sizes of the home markets are large 

enough, most American and European firms carry out product diversification before 

expanding abroad. Therefore, it is not surprising that internationalization is treated as 

a moderating variable when explaining the relationship between product 

diversification and performance. However, the case of Taiwanese firms is different 

from the cases of western firms. Because the domestic market size is small and most 

Taiwanese companies are small and medium enterprises (SMEs), Taiwanese firms 

tend to go international first even before engaging in product diversification. 

Accordingly, this study takes product diversification as a moderator affecting the 

impact of internationalization on performance. 

The relationships among the variables examined are depicted in Figure 2.1. Two 

bodies of literature—on internationalization-performance relationship and on product 

diversification-performance relationship—underpin the framework of this research. 

This study adds to these literatures by developing and testing hypotheses from the 

perspectives of a headquarters and a subsidiary. 
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 【Figure 2.1】：Research Framework 
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22..22  RReessoouurrcceess  aanndd  GGrroowwtthh  SSttrraatteeggiieess  

When firms are making strategic plans, there are two different types of thinking. 

One is “outside-in” approach where firms change their own business scopes to tie in 

with the external environment. The other is “inside-out” approach where firms 

continuously build their own resources and capabilities to cope with the outside 

context. The resourced-based view belongs to the second type (Liao, 2003). 

According to the resource-based view, firms are viewed as heterogeneous 

bundles of productive resources. Their resources can be dichotomized into 

“firm-specific” and “firm-addressable” resources (Barney, 1986 and 1991；Penrose, 

1959；Wernerflet, 1984). Moreover, a firm’s long-term competence is determined by 

the holdings of its distinctive resources (Chandler, 1962；Andrew, 1971). 

When the resources of a firm are abundant, the firm tends to start considering the 

growth strategies for sustainable competitive advantages. Continuous and gradual 

development is essential when a firm wants to build or retain sustained 

competitiveness. Firms can grow by expanding at existing markets (i.e., market 

penestration), internationalization and product diversification. Additionally, different 

growth strategies rely on different distinctive resources and capabilities. 

22..22..11  DDeeffiinniinngg  RReessoouurrcceess  aanndd  GGrroowwtthh  SSttrraatteeggiieess  

Based on the resource-based view of competitive advantages, a firm is not 

merely a unit of management, but a collection of productive resources with different 

usages. As time goes on, the collection is flexible correspondingly with the dynamic 

strategic decisions.  
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Resources can be defined as “tangible and intangible,” “internal and external 

resources” and “physical, financial, invisible, human and organizational resources”. 

Tangible resources include machines and equipments, plants and buildings, capital 

and etc. Intangible resources are invisible assets such as technology, information, 

brand, patents, operating capability and etc. External resources refer to resources 

outsides but easily accessible by a firm. Though some of these resources might be 

homogeneous, most resources owned by firms are quite heterogeneous. All of these 

resources play significant role in building distinctive competence. Most importantly, 

the heterogeneity of these resources and the deployment of resources are the 

foundation of distinctive competitive advantages or firms’ market positions. 

Growth strategies are the resources allocation strategies for a firm to survive and 

develop. Growth strategies, embodied in a variety aspect of a firm’s operations such 

as product, market, investment and human resources management, consist of intensive 

growth strategy (including market penetration, market development and product 

development), related diversification strategy (including forward / backward 

integration and horizontal integration), and unrelated diversification strategy which 

means to enter new markets by new products (Ansoff, 1965). 

Teece (1982) and Reed & Luffman (1986) maintained that when a firm had 

excess capacity, it would consider adopting growth strategies to increase the 

efficiency of resource allocations. Moreover, Grant (1991) thought that the 

contributory role of resources and capabilities towards a firm is determined by the 

sustainability that a firm’s competitive advantages derived from the ownership of and 

uniqueness of resources and capabilities. A firm can always examine the origins and 

current states of its resources to make optimal strategic decisions. 
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Among above-mentioned growth strategies, the main focuses of this study, 

internationalization and product diversification, are highly complicated. Therefore, the 

next section discusses the relationships between resources and these two growth 

strategies. 

22..22..22  TThhee  IImmppaacctt  ooff  RReessoouurrcceess  oonn  IInntteerrnnaattiioonnaalliizzaattiioonn  aanndd  PPrroodduucctt  DDiivveerrssiiffiiccaattiioonn  

In this part, the influence of resources on growth strategies at the corporate level 

is considered first and then impact at the subsidiary level is introduced. The 

relationships among subsidiary resources, internationalization and product 

diversification are more complicated, because a subsidiary’s resources partly or 

entirely coming from its parent. 

2.2.2.1 Corporate Level 

Resource-based view argues that the source of a firm’s competitive advantage is 

the characteristics of its resources, especially when these resources are valuable, rare, 

costly to imitate. If a firm can organize and exploit these resources, it can create entry 

barriers to other competitors or potential entrants. 

From a dynamic perspective, a firm would like to accumulate firm-specific 

resources to build or improve its unique and non-substitutable competitive advantages 

(Penrose, 1959；Nelson and Winter, 1982；Prahalad and Hamel, 1990； Teece, Pisano 

and Shuen, 1997). If there are such kinds of resources, e.g., entrepreneur with insights 

and commitments, organizational learning capability, special managerial ties with top 

managers in other firms and government officials, first-hand tacit market knowledge 

and learning experience associated with physical presence, a firm tends to spread 

them around by means of internationalization and / or product diversification. 
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Resources, especially intangible assets, can motivate firms to expand into new 

geographic or product markets (Dunning, 1993). Firm-specific resources generate 

advantages in the home country that can be exploited in new business scopes and 

overseas markets. Firm-specific resources motivate firms to undertake 

internationalization because growing into new markets does not depreciate the market 

value of information-intensive assets at home (Morck and Yeung, 1998). Intangible 

resources are public goods that can be applied in new business or markets with 

proportionally smaller increments in cost. The economies of scope in exploiting 

firm-specific resources is one theoretical explanation for the positive relationships 

among internationalization, product diversification and performance  (Delios and 

Beamish, 1999 & 2001；Geringer, Beamish and daCosta, 1989；Tallman and Li, 

1996). 

In sum, the firm-specific resources underlying competitive advantages can 

contribute to higher performance (Barney, 1991), when a firm can exploit these 

resources in new business scopes and / or new markets without diminishing their 

values (Delios and Beamish, 2001). In addition, firms also invest overseas to exploit 

their intangible assets (Caves ,1971；Dunning, 1973, 1988；Wolf, 1977；Lall,1981), 

because the efficient uses of intangible assets help multinationals to outperform their 

less geographically diversified competitors (Buhner 1987). 

2.2.2.2 Subsidiary Level 

The resource-based view also applies to the subsidiary level. When a subsidiary 

has appropriate resources, it tends to spread them around by means of 

internationalization and / or product diversification to build up an advantageous 

position in the dependency relationship with others, and to improve its distinctive and 
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non-substitutable competitive advantages. 

However, a subsidiary’s resources are subject to the extent the parent company is 

willing to render. A foreign subsidiary is an MNC’s agent for exploiting its 

firm-specific advantages abroad (Rugman, 1982). These advantages enable a 

subsidiary to win a superior competitive position in the local marketplace, particularly 

when the parent firm is committed to develop a strong position in the host country 

(Isobe, Makino, and Montgomery, 2000). Empirical evidence supports this contention 

(Morck and Yeung, 1992；Mishra and Gobeli, 1998). Accordingly, headquarters’ 

possession of firm-specific resources influences the extent of resources of their 

subsidiaries. 

As we have argued, internationalization represents a change in the environment 

in which a firm operates because foreign subsidiaries operate in diverse geographic 

markets. This diversity means that a firm’s firm-specific resources will require a 

degree of tailoring to the new market setting. If subsidiaries have some autonomy to 

make faster and tailored decisions, these subsidiaries will enjoy more 

non-substitutable competitive advantages. 

Subsidiary autonomy affects many decisions, including whether a subsidiary can 

go international or engage in product diversification. According to Ghoshal and 

Nohira (1989), the more a subsidiary’s capitals, management competence, 

technological innovation and other distinctive resources are, the less dependent it 

relies on its parent. Correspondingly, more subsidiary autonomy and more resources 

may lead to more internationalization and product diversification. 

To sum up, a subsidiary’s specific resources can produce competitive advantages 

for the whole corporate, and can further help the subsidiary to obtain more autonomy 
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from the parent firm. When a subsidiary has more distinctive competence and 

autonomy, it tends to exercise internationalization and product diversification more 

likely. 

22..22..33  HHyyppootthheesseess  

Firm-specific resources are the foundation of a firm’s motivation to expand into 

new geographic or product markets. Resource-based view and resource-dependency 

theory also indicate that resources are important factors affecting firms’ growth 

strategy. In terms of corporate growth strategies, the study focuses on 

internationalization and international product diversification. Hence, we hypothesize 

that resources increase internationalization and (international) product diversification 

activities, at both the corporate and subsidiary levels： 

Hypothesis 1a：There is a positive relationship between corporate resources and 
corporate internationalization. 

Hypothesis 1b：There is a positive relationship between subsidiary resources and 
subsidiary internationalization. 

Hypothesis 2a：There is a positive relationship between corporate resources and 
corporate international product diversification. 

Hypothesis 2b：There is a positive relationship between subsidiary resources and 
subsidiary product diversification. 

Hypothesis 3a：There is a positive relationship between corporate resources and 
corporate performance. 

Hypothesis 3b：There is a positive relationship between subsidiary resources and 
subsidiary performance. 
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22..33  IInntteerrnnaattiioonnaalliizzaattiioonn  aanndd  PPeerrffoorrmmaannccee  

Research on internationalization and performance can be divided into two parts, 

according to the ranges of MNCs’ value-added activities, at corporate level and 

subsidiary level. Most studies focused on the corporate level and little on the 

subsidiary level. This study develops arguments depicting the relationship of 

internationalization and performance at both subsidiary and the corporate levels. 

22..33..11  TThhee  DDeeffiinniittiioonn  aanndd  MMeeaassuurreemmeenntt  ooff  IInntteerrnnaattiioonnaalliizzaattiioonn  

In regard to the discussions about corporate growth strategies, 

internationalization has been a significant issue. Although the topic has been 

examined for quite some time, the definition of “internationalization” is still open to 

question. Vernon (1966) pointed out that the internationalization of firms should be a 

concept of continuous stages, i.e., firms increase the level of internationalization with 

the evolution of the product life cycle. Johnson (1977) considered that 

internationalization means the attitude a firm holds towards overseas activities or its 

established activities overseas. However, Pierce (1981) defined internationalization as 

the level and style of the commitment of a firm and its management toward foreign 

sources of sales (Chiao et al., 2002). Despite the definitions of internationalization 

proposed by researchers vary widely, all agree that internationalization is a kind of 

behavior that a firm’s operations are developed outward and / or inward. Therefore, 

Hitt, Hoskisson and Kim (1997) thought that one firm is pursuing internationalization 

as long as it extends any kind of operations across national borders or penetrates into 

different geographic regions (or foreign markets). Thus, a firm's level of 

internationalization is reflected by the number of different markets it operates and the 

importance of the markets to this firm (as measured, for instance, by the percentage of 
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total sales represented by each market). Based on a methodological review of 

previous research related to internationalization, Annavarijula and Beldona (2000) 

found that there are several ways in which an organization can be defined as with 

international operations. These can be broadly classified as operations (the "content" 

of value-adding activities abroad or the overall level of overseas operations), 

ownership (the extent to which a company owns value-generating assets abroad as 

well as the extent to which it is owned by individuals and institutions abroad), and 

orientation (the attitudinal posturing or "intent" of an international company and its 

management in terms of vision, strategy, and structure). 

Internationalization of a firm is a dynamic and continuous process. A company 

modifies its foreign market entry strategies by its corporate strategy, environmental 

changes and objectives for international operations over time (Chiao et al., 2002). The 

involvement of international activities also alters and consequently produces varied 

performance. Researchers have different views and perspectives toward these 

phenomena; therefore the indicators used to measure the degree of 

internationalization are diverse. 

Summarizing the literature, Dunning (1993) identified several criteria for 

assessing the degree of a firm’s internationalization. These include： (1) the number 

and size of foreign subsidiaries or associate companies a firm owns or controls, (2) 

the number of countries in which a firm engages in value-adding activities, (3) the 

proportion of global assets, revenues, income or employment accounted for by a 

firm’s foreign affiliates, (4) the degree to which a firm’s management or stock 

ownership is internationalized, (5) the extent to which a firm’s higher value activities, 

reflecting its commitment to its production, for example, research and development 

(R&D), are internationalized (6) the extent and pattern of the systemic advantages 
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arising from a firm’s governance of, and influence over, a network of economic 

activities located in different countries. 

Sullivan (1994) classified the measures of the degree of internationalization used 

by previous researchers into three attributes, namely, the performance attribute, the 

structural attribute, and the attitudinal attribute. The first two are measures of 

objective performance, while the last one belongs to subjective performance. 

According to Grant (1987), the results of both kinds of performance are extremely 

similar. The attitudinal attribute is aimed to comprehend “what is top management’s 

international orientation (Perlmutter, 1969)”；this kind of index is more subjective and 

therefore is harder to make precise measurement (Chiao et al., 2002). 

The performance attribute mainly measures “what goes on overseas” of a firm 

(Vernon, 1971)  and one of the most commonly adopted index of internationalization 

is “foreign sales as a percentage of total sales (FSTS)” (Horst, 1972；Siddharthan and 

Lall, 1982；Yoshihara, 1985；Michel and Shaked, 1986；Grant, 1987；Grant, Jammine 

and Thomas, 1988；Geringer, Beamish and daCosta, 1989；Collins, 1990；Jung, 

1991；Tallman and Li, 1996；Geringer, Tallman and Olsen, 2000). Some researchers, 

however, thought that this index can merely represent the dependence level a firm 

relying on foreign markets, and consequently, cannot fully explain the degree of a 

firm’s internationalization. It can measure the development of a firm’s 

internationalization better only with the mixture of other types of index (Sambharya, 

1995；Gomes and Ramaswamy, 1999). Moreover, “foreign sales” used by Errunza 

and Senbet (1984) and “the ratio of foreign revenues to total revenues” adopted by 

Grant, Jammine and Thomas (1988) are also indices of performance attribute. 

The structural attribute mainly explores “what resources are overseas” (Stopford 
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and Wells, 1972). For example, Daniels and Bracker (1989) and Sambharya (1995) 

adopted “foreign assets as a percentage of total assets (FATA)” as the index of 

internationalization, but its influence on performance was unclear. Additionally, some 

researchers used “the number of overseas subsidiaries (Errunza and Senbet, 1984；

Morck and Yeung, 1991；Sambharya, 1995) ” and “the number of countries in which 

overseas subsidiaries are established (Brewer, 1981；Delios and Beamish, 1999；

Morck and Yeung, 1991；Tallman and Li, 1996) ” as internationalization indices. 

Recently, researchers also adopted “Entropy index (Errunza and Senbet, 1984；Hitt, 

Hoskisson and Kim, 1997；Kim, Hwang and Burger, 1989；Sambharya, 1995；Wan, 

1998) ” to measure the degree of internationalization because it represents the average 

dispersion level of a firm’s overseas subsidiaries among different regions (Chiao et al., 

2002). 

Beamish et al. (2000) also divided internationalization into dimensions of 

inward-looking and outward-looking. The performance attribute proposed by Sullivan 

(1994) tends to be outward-looking while the structural attribute tends to be 

inward-looking. 

22..33..22  TThhee  RReellaattiioonnsshhiipp  bbeettwweeeenn  IInntteerrnnaattiioonnaalliizzaattiioonn  aanndd  PPeerrffoorrmmaannccee  

Although international development has played an essential role for performance 

for decades, the bilateral relationship is still uncharted. Ramaswamy (1995) reviewed 

the relevant empirical studies and concluded that“it remained confused when trying 

to comprehend the effect of international expansion on organizational 

performance. ” In addition,“empirical research still could not draw the final 

conclusion that internationalization generates superior performance.”Specifically, 

some studies had positive results (Daniels and Bracker, 1989；Grant, 1987；Haar, 
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1989), some concluded negative results, and still some other found that there were not 

any relationship between these two variables (Siddharthan and Lall, 1982) (Table 

2.3.2). The conflicting results may be attributed to methodological differences and 

different proxies for internationalization (Chiao et al., 2002). 

【Table 2.3.2】：The Empirical Results of Relationship between Internationalization 
and Performance 

1 

Study 
Measure of 

Internationalization
Measure of 

Performance 
Results 

Summary 
Errunza & Senbet (1984) OSC Stock price 
Delios & Beamish (1999) OCC, FDI ROA 
Daniels & Bracker (1989) FATA ROS 
Grant (1987) FSTS ROA, ROE 
Grant, Jammine & Thomas (1988) FSTS ROA 
Morck & Yeung (1991) OSC, OCC Tobin’s q 
Vernon (1971) FSTS Profitability 
Jung (1991) FSTS Profitability 
Han, Lee & Suk (1998) FSTS ROE 
Chiao, Yu and Lin (2002) ESR ROS 

Positive 
Relationship

Collins (1990) FSTS Financial risk 

Michel & Shaked (1986) FSTS 
Stockholders’ 

premium 
Siddharthan & Lall (1982) FSTS Profitability 

Negative 
Relationship

Geringer, Beamish & daCosta (1989) FSTS ROS 
Gomes & Ramaswamy (1999) FSTS, FATA, OCC ROA 
Hitt, Hoskisson & Kim (1997) Entropy index ROA 
Chiao et al. (2002) FSTS Profitability 

Non-linear 
Relationship

Buhner (1987) FSTS ROE 

Geringer, Tallman & Olsen (2000) FSTS 
ROS, sales 
growth rate 

Sambharya (1995) FATA, OSC, OCC ROS 
Shaked (1986) FSTS Profitability 
Tallman & Li (1996) FSTS ROS 
Wan (1998) Entropy index ROE 

Uncertain 
Relationship

                                                 
1 This table is based on the work of Chiao et al., 2002, p.817. 
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Footnote：OSC：Overseas subsidiaries count；OCC：Overseas countries of subsidiaries established 
count；FDI：Foreign direct investment；FATA：The assets of foreign sales to total assets；
FSTS：The ratio of foreign sales to total sales；ESR：The ratio of Export sales to total 
sales；Entropy index：represents the average dispersion level of a firm’s overseas 
subsidiaries among different regions；ROA：Return on assets；ROS：Return on sales；
ROE：Return on equity. 

Errunza and Senbet (1984) used stock market prior to test the relationship 

between internationalization and performance. They found that firms with high 

internationalization level had better market prices. Additionally, Grant (1987) and 

Grant et al. (1988) collected long-term data of British firms in the periods of 1968〜

1984 and 1972〜1984, and they concluded that internationalization resulted in higher 

profitability. Besides, Delios and Beamish (1999) took 399 Japanese manufacturing 

companies as the sample of empirical analysis. They found that firms with foreign 

direct investments in more countries and with more investment projects enjoyed 

higher performance. 

In addition, some research could not conclude that there is a significant 

relationship between internationalization and product diversification. Daniels and 

Bracker (1989) chose 116 U.S. companies from Forbes (year 1994), and divided these 

samples into six categories (0〜10％, 10〜20％, 20〜30％, 40〜50％ and more than 

50％) based on their FSTS and FATA. The result of ANOVA was that firms with 40〜

50％ and more than 50％ FSTS had positive effect but below the significant level, 

and firms with 40〜50％ and more than 50％ FATA also had some influence. 

Brewer (1981) and Buhner (1987) took stock prices as the measure of performance 

and maintained that there was no significant difference in performances for firms with 

or without internationalization. Sambharya (1995) examined 53 U.S. MNCs and 

concluded that there was no specific relationship between internationalization and 

performance. Then, Wan (1998) had 81 Hong Kong listed companies as empirical 

sample and found there was not any significant difference of profitability between 
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MNCs and non-MNCs. 

Moreover, still some researchers found a negative effect of internationalization 

on performance. Michel and Shaked (1986) examined 58 U.S. MNCs and 43 non-U.S. 

MNCs in the period of 1973〜1982. Their empirical results showed that domestic 

corporate stockholders had higher stock earnings than internationalized corporate 

stockholders, and they further concluded that there was a negative relationship 

between internationalization and performance. Collins (1990) classified his samples 

into three categories (i.e., domestic firms, firms invested in developed countries, and 

firm invested in developing countries), and took FSTS and firms’ financial risks as the 

measures of internationalization and performance separately. The result was that firms 

invested in developing countries had worse performance, while performances of firms 

invested in developed countries and domestic firms were no difference. 

In addition to the positive and negative impact mentioned above, some 

researchers (Grant et al., 1988；Tallman and Li, 1996；Hitt et al., 1997；Chiao et al., 

2002) argued that the internationalization-performance relationships would be a 

reversed U-shaped curve because of the increasing marginal costs with 

internationalization.  

22..33..33  HHyyppootthheesseess  

According to the resource-based view, there are a lot of reasons why 

internationalization can bring organizations with significant performance 

improvement. For examples, the gains of economies of scale (Grant, 1987；Porter, 

1990), the advantages of exercising arbitrage transactions in different regions at the 

same time (Kogut, 1985), and the capability to promote and introduce new products 

(Bartlett and Ghoshal, 1989). Moreover, when the expected benefit of 
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internationalization is higher than the associated costs, the location selection theory 

(Davidson, 1980；Johanson and Vahlne, 1977；Papadopoulos and Denis, 1988)  and 

the organizational surplus view also support the positive relationship between 

internationalization and performance.  

Papadopoulos and Denis (1988) pointed out that firms tend to choose foreign 

markets which are closer in psychological, cultural and geographical distances for 

their early international expansion. Since this study focuses on Taiwanese 

manufacturing firms and their subsidiaries in China, there are undoubtedly more 

psychological and /or cultural similarity as well as geographically closer between the 

parent companies and their subsidiaries. The advantages of economies of scale, the 

decrease of transaction cost and the capability for growth would be larger than the 

cost incurred in expanding into China. Furthermore, most Taiwanese subsidiaries in 

China were established after the 1990s and the expansions of these subsidiaries were 

not rapid until recent years. Therefore, the levels of internationalization of both of the 

parent companies and their subsidiaries would not go too far so far. The effects of 

internationalization on performance for these parent firms and their subsidiaries are 

still on the rise. 

Based on the resource-based view, growth theory and the location selection 

theory, we propose that the relationship between internationalization and performance 

is positive. 

Hypothesis 4a ： There is a positive relationship between corporate 
internationalization and corporate performance.  

Hypothesis 4b ： There is a positive relationship between subsidiary 
internationalization and subsidiary performance.  
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22..44  PPrroodduucctt  DDiivveerrssiiffiiccaattiioonn  aanndd  PPeerrffoorrmmaannccee  

We expect that product diversification affects a firm’s performance. Many 

studies have explored the relationship between product diversification and 

performance. In this research, the relationship of “international product 

diversification” and performance at the corporate level is examined. International 

product diversification refers to the product diversification between the parent 

company and its foreign subsidiaries. 

22..44..11  TThhee  DDeeffiinniittiioonn  aanndd  MMeeaassuurreemmeenntt  ooff  PPrroodduucctt  DDiivveerrssiiffiiccaattiioonn  

For several decades, product diversification has been a highly popular strategy 

among large and growing industrial firms in the U.S., Europe, Asia and other parts of 

the industrialized world (Chang and Choi, 1988；Dyas and Thanheiser, 1976；Suzuki, 

1980). In the benchmark study of Rumelt (1974), he defined product diversification 

as an“entry into a new product market activity that requires or implies an 

appreciable increase in the available managerial competence within the firm.” 

Product diversification, therefore, refers to expansion into product markets new to a 

firm. Reaching out into new areas requires the development of new competencies or 

the augmentation of existing ones.  

Hence, this study defines “product diversification” as the entry of a firm or a 

business unit into new lines of activity, either by internal development or acquisition. 

The major difference between internationalization and product diversification is that 

the former focuses on changes of geographic boundary, and the latter highlights the 

variations of product categories, operations, industry domains and anything other than 

geographic boundary. Following Rumelt (1974), Ramanujam and Varadarajan (1989) 
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and Montgomery and Singh (1984), this study classified product diversification into 

related product diversification and unrelated product diversification. Related product 

diversification can further be divided into horizontal, forward and backward (i.e., 

vertical) product diversification. 

22..44..22  TThhee  RReellaattiioonnsshhiipp  bbeettwweeeenn  PPrroodduucctt  DDiivveerrssiiffiiccaattiioonn  aanndd  PPeerrffoorrmmaannccee  

Conventional theories had totally different logical thinking on the relationship 

between product diversification strategy and performance. The previous empirical 

research also produced mixed results, as shown in Table 2.4.2. 

Rumelt (1974) found that related product diversifiers outperform unrelated 

product diversifiers. Studies by Bettis (1981), Rumelt (1982), Palepu (1985), Suzuki 

(1980), and Varadarajan and Ramanujam (1987) have supported Rumelt (1974) ’s 

findings. However, other studies reported no differences (Grant and Jammine, 1988；

Melicher and Rush, 1973) or just the opposite (Luffman and Reed, 1984；Michel and 

Shaked, 1984). One of the reasons for the mixed findings may be that the 

internationalization component has been neglected or ignored by strategy researchers 

(Hitt, Hoskisson and Ireland, 1994). 

While the evidence from the strategic management literature is inconclusive, in 

general, the research suggests that product diversification, particularly that unrelated 

to the firm’s core business, has not significantly enhanced firm performance 

(Hoskisson and Hitt, 1990). Early gains obtained from limited product diversification 

(e.g., related) are offset by continued product diversification further from the core 

business (e.g., unrelated). As managers expand to new products unrelated to core 

competences, the relationship between product diversification and performance may 

become negative. Therefore, Hoskisson and Hitt (1990) concluded that when 
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considered over time and with continuing diversification (across types of 

diversification), there is a neutral relationship between product diversification and 

performance. 

【 Table 2.4.2 】： The Empirical Results of Relationship between Product 
Diversification and Performance 

2 

Study 
Measure of Product 

Diversification 
Measure of 

Performance 
Result 

Summary 

Grant & Jammine (1988)  Related / Unrelated ROA 

Keats & Hitt (1988)  Related / Unrelated ROA 

Singh, Mathur, Gleason & Etebari (2001) Related / Unrelated Profitability 

Positive 
Relationship

Rumelt (1974)  Related / Unrelated Profitability 

Christensen & Montgomery (1981) Related / Unrelated Profitability 

Bettis (1981) Related / Unrelated Profitability 

Rumelt (1982) Related / Unrelated Profitability 

Bettis & Hall (1982) Related / Unrelated
Profitability, 

Accounting risk 

Palepu (1985) Entropy index Profit growth 

Bettis & Mahajan (1985) Related / Unrelated Risk / Return 

Varadarajan & Ramanujam (1987) Entropy index Profitability 

Hoskisson (1987) Related / Unrelated ROA 

Amit & Livnat (1988) 
Related / Unrelated , 

Entropy index 
Risk / Return 

Lubatkin & Rogers (1989) Related / Unrelated
Risk-adjusted 

returns 

Hill & Snell (1989) Entropy index Productivity 

Simmonds (1990) Related / Unrelated Profitability 

Lubatkin & Chatterjee (1991) Related / Unrelated Market returns 

Davis, Robinson, Pearce & Park (1992) Related / Unrelated
Sales growth, 
Profitability 

Better for 
related 

diversification

Michel & Shaked (1984) Related / Unrelated
Market based 

measures 

Dubofsky & Varadajan (1987) Related / Unrelated
Market based 

measures, ROA 

Hoskisson & Hitt (1990) Related / Unrelated ROA 

Better for 
unrelated 

diversification

                                                 
2 This table is based on the work of Dess et al., 1995, p.366. 

 29



Hill & Snell (1988) Related / Unrelated Profitability 

Wernerfelt & Montgomery (1988) Entropy index Tobin’s q 

Hill & Hansen (1991) Entropy index Risk / Return 

Hoskisson, Hitt, Johnson & Moesel
(1993) 

Related / Unrelated , 
Entropy index 

Profitability 

Negative 
Relationship

Grant, Jammine & Thomas (1988)  
Related / Unrelated , 

Entropy index 
ROA 

Non-linear 
Relationship

Montgomery (1985)  Entropy index Profitability 

Amit & Livnat (1988) Entropy index 
Variability of 

cash flow 

Chang & Thomas (1989) Related / Unrelated
Risk-return 

profiles 

Rumelt (1991) Entropy index FTC line 

Hill, Hitt & Hoskisson (1992) Entropy index ROA 

No 
performance 

difference 

Footnote：Entropy index：represents the average dispersion level of a firm’s overseas subsidiaries 
among different regions；ROA：Return on assets. 

Product diversification is negatively related to investment in R&D (Baysinger 

and Hoskisson, 1989；Hoskisson and Hitt, 1988), partially because of moving away 

from core competences as the firm diversifies. Thus, while product diversification has 

been found to result in lower investments in R&D, performance seems to be 

facilitated by internationalization more than product diversification. 

Frankly, the  evidence regarding performance implications of the strategy is 

mixed (Hoskisson and Hitt, 1990；Ramanujam and Varadarajan, 1989). Some 

researchers have supported the performance superiority of related diversification, 

while others have supported the positive performance implications of unrelated 

product diversification. Hoskisson and Hitt (1990), for example, argued that the 

relationship between product diversification and performance is far more complex 

than was captured in previous research. Often, product diversification is undertaken to 

spread the risk of failure across several product markets. However, the goal of 

achieving financial synergies is often difficult because of the loss of strategic control 
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and information asymmetries created by operating multiple diverse businesses. 

Diversified firms often continue diversifying away from their core businesses, early 

gains from related diversification are offset by poor returns from later unrelated 

diversification. 

Firms have redefined their business strategies and have changed the scale and 

composition of their business portfolios through diversifying acquisitions and through 

refocusing divestments. As mentioned above, existing evidence on corporate 

diversification suggests that diversified firms suffer value losses (Berger and Ofek, 

1995；Servaes, 1996 among others). Although there have been attempts to trace the 

origins of value destruction to agency conflicts (Denis et al, 1997), inability to 

generate diversification related benefits (Comment and Jarrell, 1994), and 

nonexistence of benefits of internal capital markets related gains (Morck and Yeung, 

1991), the findings have been at best inconclusive.  

For instance, Singh et al. (2001) found that firm size and degree of 

diversification are monotonically and positively related. After controlling for size and 

leverage differentials, multi-segment firms outperform single segment firms, and thus 

higher degree of diversification is associated with better operating performance. There 

had been numerous studies addressing the logics in favor of diversification which 

included the managerial economies of scale and efficiency, specifically undertaking 

the coordinating function among various specialized divisions. In addition, 

diversification may yield financial synergies and increased debt capacity (Lewellen, 

1971；Majd and Myers, 1987；Williamson, 1986；Stulz, 1990). 

22..44..33  HHyyppootthheesseess  

Taiwanese firms and their subsidiaries present special considerations in 
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examining the relationship between product diversification and performance. First, 

most of Taiwanese companies are SMEs and the degrees of product diversification of 

Taiwanese firms and their subsidiaries in China are moderate. This is due to the small 

sizes of domestic market (i.e., in Taiwan), firms’ preference for going international at 

the early stage of their life cycles, and the limited operation experiences of 

subsidiaries. Parent firms and their subsidiaries are probably in the early stages of 

product diversification and thus enjoying a positive impact on performance.  

Second, there are cultural and geographical similarities between China and 

Taiwan. Taiwanese firms, therefore, tend to enjoy better performance in doing 

business in China. Third, it is common for Taiwanese firms transferring the 

manufacturing of their primary products to their subsidiaries in China due to the lower 

costs of various production factors. This can be regarded as“diversifying entry.”In 

this situation, the relationship of product diversification and performance tends to be 

positive resulting from successive learning curve and benefits of cost down. Finally, 

corporate international product diversification may enable a firm to acquire more 

distinctive competences and resources, as opposed to a firm only engages in domestic 

product diversification.  

In sum, there are arguments about the costs and benefits of product 

diversification on a firm’s performance. Based on the moderate degree of Taiwanese 

firms’ product diversification mentioned above, related diversification enhances 

performance by synergies and unrelated diversification benefits performance by risks 

dispersion. Hence, this study proposes following hypotheses： 

Hypothesis  5a：There is a positive relationship between corporate international 
product diversification and corporate performance. 

Hypothesis 5b： There is a positive relationship between subsidiary product 
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diversification and subsidiary performance. 
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22..55  TThhee  MMooddeerraattiinngg  EEffffeecctt  

Hoskisson and Hitt (1990) concluded that past research does not capture the 

complexity of the relationship between product diversification and performance. 

Similarly, a simple relationship between internationalization and performance may be 

confounded by other variables. Primary among these is the degree of product 

diversification (Hitt et al., 1994). Many internationalized firms also operate in 

multiple and disparate product markets. Therefore, the interaction between 

international and product diversification is important. This study therefore 

investigates into the moderating effect of product diversification on the relationship 

between internationalization and performance. 

22..55..11  TThhee  MMooddeerraattoorr  

In previous research that tried to explore the moderating effect of 

internationalization and product diversification on performance, internationalization 

generally is treated as a moderator. Perhaps the reason is that most American and 

European firms carried out product diversification before penetrating into foreign 

markets because of the sizes of local markets were large enough. Therefore, 

internationalization moderates the impact of product diversification and performance. 

However, Taiwanese firms tend to behave differently. Since the domestic market in 

Taiwan is small and most of Taiwanese companies are SMEs, Taiwanese firms 

typically choose to go abroad first. Therefore, we take product diversification as a 

moderator which reinforce the relationship between internationalization and 

performance. 
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22..55..22  TThhee  IInnfflluueennccee  ooff  tthhee  MMooddeerraattoorr  oonn  tthhee  IInntteerrnnaattiioonnaalliizzaattiioonn--PPeerrffoorrmmaannccee  

RReellaattiioonnsshhiipp  

Internationalized firms may be able to enhance performance by diversifying 

vertically or horizontally. In doing so, they may be able to achieve some of the 

benefits of product diversification and capture synergies of internationalization. As 

related product diversified firms must exploit interdependencies across their 

businesses to achieve desired synergies, product diversification may facilitate 

exploitation of these interdependencies. For example, economies of scale and scope, 

resources sharing, core competences and interdependencies across business units 

produced by product diversification can be exploited in internationalized firms. 

Geringer et al. (1989) found that international firms pursuing related product 

diversification outperform those pursuing unrelated product diversification. 

Differences in factor markets and in demand and supply across international markets 

can help related diversified firms to increase the stability of their returns. 

Internationalization, however, may facilitate performance in unrelated product 

diversified firms as well. Kim et al. (1989) found no performance differences between 

related and unrelated diversified firms that were internationalized, in contrary to the 

findings of Geringer et al. (1989). In internationalized firms, unrelated product 

diversification allows the exploitation of economies of scope and risk dispersion and 

thereby promotes greater profits. 

Additionally, movement into diverse product markets may allow 

internationalized firms to achieve more unique and inimitable synergies, beyond 

purely financial synergies. In fact, there may be a greater potential to achieve unique 

and inimitable synergies among international markets in unrelated than in related 
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diversified firms because unrelated firms stress differences rather than similarities 

among business units. For instance, Harrison, Hitt, Hoskisson and Ireland (1991) 

found that differences, compared to similarities, in resources allocation patterns by a 

firms produce higher performance because the synergies they produced are less 

imitable. Furthermore, internationalized firms may already enjoy economies of scale 

across geographical areas and adding related product markets may only yield marginal 

improvements. Whether the relationship between internationalization and 

performance is improved by product diversification depends, to some extent, on the 

quality of the strategic leadership within international subsidiaries and the ability of 

headquarters to foster decentralization to subsidiary managers (Ghoshal and Nohria, 

1989 and 1993). 

22..55..33  HHyyppootthheesseess  

Thus, the research and theoretical arguments offered above suggest that product 

diversification moderates the relationship between internationalization and firm 

performance and firm performance is enhanced by product diversification in 

internationalized firms. Therefore, this study proposes the following hypotheses： 

Hypothesis 6a： Corporate international product diversification positively 
moderates the relationship between corporate internationalization 
and corporate performance. 

Hypothesis 6b： Subsidiary product diversification positively moderates the 
relationship between subsidiary internationalization and 
subsidiary performance. 
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