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International Diversification: Antecedents,
Outcomes, and Moderators

Michael A. Hitt*
Laszlo Tihanyi
Toyah Miller

Brian Connelly
Mays Business School, Texas A&M University, College Station, TX 77843

Pursuit of international markets and resources from foreign sources has increased dramatically
during the past two decades, and the academic study of international diversification has increased
concurrently. Reviewing the literature in management and related disciplines, the authors discuss
recent findings of research on international diversification. A conceptual model groups key rela-
tionships, including antecedents, environmental factors, performance and process outcomes,
moderators, and the characteristics of international diversification. The authors synthesize intel-
lectual contributions, highlight unresolved issues, and provide recommendations for future
research.

Keywords: international diversification; internationalization; globalization; multinational

Developing strategies for the global marketplace and managing operations in diverse country
markets have become critical tasks for managers. At the same time, the international diversifi-
cation process is accompanied by a great deal of uncertainty, with little agreement about the
form it should take. Although several determinants of international diversification have been
examined in prior research, the effects of firm, industry, and environmental factors have not been
fully specified (Gimeno, Hoskisson, Beal, & Wan, 2005). Similarly, the relationships between
types of international strategies and their performance outcomes remain complex (Geringer,
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Beamish, & daCosta, 1989; Gomes & Ramaswamy, 1999). Not surprisingly, the extent of firms’
international involvement—the scale and scope of their international diversification—has
increasingly become a focus of research in management and its sister disciplines.

Two factors motivated this review and synthesis of the research stream on international
diversification. First, as scholars in the management domain continue to add new and diverse
insights to the already significant body of literature (Carpenter & Sanders, 2004; Nachum,
2004; Tihanyi, Ellstrand, Daily, & Dalton, 2000; Wan, 2005; Werner, 2002; Zahra, Ireland,
& Hitt, 2000), the field would benefit from an overview of the dominant relationships that
exist among important variables and emerging contexts of international diversification. As
such, there is need for a comprehensive model to integrate the insights from prior research
and provide direction for future research. 

Second, notable findings in international diversification research from related disciplines,
such as finance (Riahi-Belkaoui & Alnajjar, 2002), accounting (Garrod & Rees, 1998), inter-
national business (Ruigrok & Wagner, 2003), and marketing (Kotabe, Srinivasan, & Aulakh,
2002), have not been integrated into the management literature. Findings from these alter-
native disciplines offer unique perspectives on international diversification. Thus, we exam-
ine recent developments and interpret gaps within and across disciplines. The goal of this
review is to systematically examine the intellectual ground that has been covered during the
past 20 years, to identify diverse findings from multiple disciplines, to uncover discrepan-
cies, and to suggest important areas of research that have yet to be explored.

“International diversification is a strategy through which a firm expands the sales of its
goods or services across the borders of global regions and countries into different geo-
graphic locations or markets” (Hitt, Ireland, & Hoskisson, 2007: 251). Studies using such
labels as internationalization, geographic diversification, international expansion, global-
ization, and multinationality tend to refer to the same strategic management construct and
are included in our analysis. Although early international diversification research origi-
nated from studies of capital flows (Caves, 1971), research on international diversification
in strategic management has focused on the portfolio of foreign direct investments involv-
ing equity and control. Furthermore, strategic management researchers view international
diversification as more than a simple means of risk reduction (Geringer et al., 1989; Hitt,
Hoskisson, & Ireland, 1994; ) embracing it, rather, as a strategy for gaining competitive
advantage. Thus, the management literature provides significant attention to the relation-
ship between international diversification and firm performance (Errunza & Senbet, 1984;
Grant, 1987). Studies have also proposed a variety of antecedents (Sambharya, 1996;
Tihanyi et al., 2000), and recent research on international diversification has increasingly
emphasized complex relationships and potential moderating effects (Thomas, 2005),
process outcomes (Zahra et al., 2000), and the effects of the institutional environment
(Wan, 2005). Herein, we derive a comprehensive model of international diversification
that follows this general progression by examining research on the antecedents, modera-
tors, and outcomes of international diversification research. We build a framework for
examining recent developments and considering gaps within and across disciplines. On the
basis of our review and critique of the literature, we outline a variety of suggestions for
continuing research on international diversification.
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Twenty Years of International Diversification Research

The international business environment has witnessed unprecedented change during the
past two decades, such that international diversification has become an increasingly impor-
tant strategic option available to firms seeking sustained competitive advantage (Nachum &
Zaheer, 2005). According to the World Investment Report (2005), leading multinational
enterprises (MNEs) in 2003 on average operated with 49.5% of their employees, 49.8% of
their assets, and 54.1% of their sales outside their home countries. International diversifica-
tion has significantly increased with developing country MNEs as well. For example, firms
based in emerging market countries accounted for 12% or $849 billion of total foreign direct
investment (FDI) in 2002 (Hoskisson, Kim, White, & Tihanyi, 2004). An example of emerg-
ing market firms’ international diversification is shown by Cemex S.A., a construction and
materials company headquartered in Mexico. This company employs 66% of its workforce
and operates 35 of its 48 subsidiaries outside its home country. Primarily since the late
1980s, researchers have studied the phenomenon of international diversification by analyz-
ing the share of foreign operations—sales, assets, subsidiaries, or profits—within the MNE.
This line of research experienced rapid growth throughout the 1990s as scholars considered
how firms could obtain new resources and transfer core competencies to new markets by
diversifying internationally, leading to higher performance and risk-adjusted returns. A
recent survey of articles published in the 20 top management journals indicates that interna-
tional diversification has become one of the most popular research areas in international
management (Werner, 2002). Growth in international diversification research continues to
increase as research questions become richer, delving further into the complex relationship
with performance and varied motivations that drive firms to expand internationally.

International Diversification as a Strategy of the Firm

International diversification has been studied from a broad range of theoretical perspectives,
resulting in debates regarding its fundamental characteristics and appropriate measurement
(Annavarjula & Beldona, 2000; Coviello & McAuley, 1999). Early studies in international
business list diverse strategic motives and explain several factors that affect the location of
markets where firms should compete, whether worldwide, regional, or domestic. Hymer
(1976) was among the first to argue that the potential for enhanced returns spurs firms to
diversify internationally and that firms experience cost trade-offs in doing business abroad. In
this early account of FDI, firms retain control and create monopoly power by removing com-
petition between subsidiaries, thereby exploiting subsidiary capabilities. Other theories con-
centrated on transaction costs to explain why firms compete in foreign markets. Firms are
prompted to enter international markets where transactions are not efficiently conducted in the
market (Hennart, 1982). Caves (1996) explained that there are high transaction costs when
operating with intangible assets in some markets; therefore, transactions are taken inside the
firm to conduct business in those countries. Moving transactions within the firm improves
control, facilitates the dissemination of information, and offers means of dispute resolution.

Hitt et al. / International Diversification 833
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Buckley and Casson (1976) argued that international markets are imperfect and that firms
have an incentive to internalize them.

From a strategic management perspective, “international business activity is a form of diver-
sification” (Fouraker & Stopford, 1968: 48). The study of diversification across business units
is one of the most influential literature streams of strategic management research (Bergh, 2001;
Rumelt, Schendel, & Teece, 1994). Product diversification as a corporate strategy has been
considered more than a risk-reduction tool—it has been recognized as a means for increased
market power (Hitt et al., 1994), capitalizing on economies of scale (Teece, 1982), using excess
resources (Penrose, 1959), and reducing transaction costs (Amit & Livnat, 1988).

International diversification, with its multiple objectives, is a complex corporate-level
strategy that provides an effective alternative to product diversification and other strategies.
Similar to firms that diversify their product portfolio, firms that diversify internationally have
diverse motives, including economies of scale, access to new resources, cost reduction, exten-
sion of innovative capabilities, knowledge acquisition, location advantages, and performance
improvements (Hitt, Hoskisson, & Kim, 1997). In contrast to product diversification, how-
ever, international diversification offers new means for value creation through access to for-
eign stakeholders, resources, and institutions. Although doing business abroad increases
uncertainty, international diversification is increasingly preferred by firms because it allows
them to accentuate their existing core competencies, gain unique knowledge, and access sub-
stantial growth opportunities in the product markets of foreign countries. IKEA’s early inter-
national entry illustrates the value creation potential from international diversification.
Because of the limits to growth in its core furniture store business, IKEA considered differ-
ent growth opportunities, including expanding its product lines to serve new customer
segments in Sweden (i.e., product diversification) or by identifying and serving their existing
customer base of young professionals and families in other countries (i.e., international diver-
sification). International diversification allowed IKEA to cater to its customer base worldwide
and become the international leader in its original market segment (Bartlett & Ghoshal, 1989).

Prior research from the strategic management perspective has focused on several important
characteristics of international diversification. The scale and scope of a firm’s international
diversification may help to explain the extent of its strategic intentions. A high level of inter-
national diversification can indicate market power, access to abundant resources, or increased
potential to more effectively use its resources. From a resource-based view, Oviatt and
McDougall (1994) emphasized the importance of resource utilization, defined as the number
of primary activities undertaken outside the home country. Beamish suggested that interna-
tional diversification is “the process by which firms both increase their awareness of the direct
and indirect influence of international transactions on their future and establish and conduct
transactions with other countries” (1990: 77). In addition to scale and scope characteristics,
structural, performance, and attitudinal dimensions have been the subjects of previous studies
on international diversification. Some researchers argue that international diversification does
not always create value for the firm because of firms’ liability of foreignness (e.g., Zaheer,
1995). Firms may face higher or lower liability of foreignness depending partly on the struc-
tural dimensions of the markets represented by their international diversification, such as oper-
ating in markets with different cultural values, levels of development, or institutions, and their
skills in managing entry into and operation in foreign markets. Some researchers suggest that
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firms’ early international experience may be positive, but increases in scope augment the costs
of coordination (Hitt et al., 1997). These researchers argue that a more complex relationship
exists between international diversification and firm performance than that suggested by prior
work.

In light of recent debate on, and interest in, the topic of international diversification, we
reviewed key studies on the subject published in the past two decades in leading management
journals, such as the Academy of Management Journal, the Academy of Management Review,
Administrative Science Quarterly, the Journal of International Business Studies, the Journal
of Management, Organization Science, and the Strategic Management Journal. We incorpo-
rated insights from articles published in journals of related fields, including international busi-
ness, finance, marketing, accounting, entrepreneurship, and economics. Our review resulted
in the development of a framework (see Figure 1) that integrates the antecedents, environ-
mental influences, process outcomes, moderators, and performance outcomes of international
diversification. Most previous literature focused on the effect of international diversification
relative to a narrow set of constructs (e.g., firm performance) or debated measurement issues.
Despite the important findings, several relevant constructs and their effects have been over-
looked. Our framework offers assistance to researchers working in this area by presenting a
comprehensive overview of a broad range of relevant constructs and based on prior research,
identifying their dominant relationships with international diversification. In addition, we
have provided a short review of selected empirical articles on the relationships among the
reviewed constructs in Table 1.

Antecedents: Relationship 1-2

A critical component of international diversification research concerns its antecedents.
Early research considered the principal relationship of organizational size and structure with
internationalization (Wolf, 1977), and there has been renewed interest in exploring these firm
characteristics in more detail. Prior research has shown that such variables as R&D intensity,
size, performance, product diversification, and organizational age are positively associated
with international diversification (Autio, Sapienza, & Almeida, 2000; Delios & Beamish,
1999; Fiegenbaum, Shaver, & Yeung, 1997; Martin, Swaminathan, & Mitchell, 1998).
Recent research on antecedents examined a number of strategic resources and organizational
processes as predictors of international diversification.

Drawing on theoretical rationale from Caves (1996) and Buckley and Casson (1976), one
stream of research has sought to establish the relationship between intangible resources
and international diversification (Delgado-Gomez, Ramirez-Aleson, & Espitia-Escuer, 2004;
Nachum & Zaheer, 2005). These studies suggest that intangible resources provide ownership
advantages that lend themselves to internal control and expansion to new locations. Findings
in this stream indicate that firms with higher endowments of intangible resources are more
likely to expand internationally (Delgado-Gomez et al., 2004). In this tradition, Hitt, Bierman,
Uhlenbruck, and Shimizu (in press) found that firms holding stronger human capital and rela-
tional capital with large corporate customers and with foreign governments have a higher
probability of entering international markets. Nachum and Zaheer (2005) considered not only
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the endowment of intangible resources but also the motivation of seeking intangible resources
from the host country (e.g., intellectual capital). This resource-seeking motivation was found
to be most influential in information-intensive industries; market seeking and export seeking
were dominant motivations in less information-intensive industries. Araujo and Rezende
(2003) considered path dependence and the influence of relational networks on international
diversification. The search for strategic resources and organizational processes that effectively
predict international diversification is a recent phenomenon, and the research described herein
provides the initial impetus toward more complete understanding.

Another line of research emphasizes the role of top executives in the decision to diversify
internationally. Prior findings demonstrate that elite education, lower average age, and greater
international experience of the top management team (TMT) are positively associated with
firm international diversification (Eriksson & Johanson, 1997; Herrmann & Datta, 2005;
Sambharya, 1996; Tihanyi et al., 2000; Wally & Becerra, 2001). These researchers reason that
higher education heightens managers’ awareness of international issues and that younger
managers often have greater propensity toward risk taking. Furthermore, international expe-
rience reduces the uncertainty associated with international expansion and creates social
capital that can facilitate a firm’s plans to diversify internationally (Hitt et al., in press).
International experience in the top management team (TMT) is also likely to increase the
speed of internationalization, particularly in small firms (Reuber & Fischer, 1997). The argu-
ment that diversity within the TMT is likely to facilitate international diversification is con-
sistent with findings that suggest larger (Sanders & Carpenter, 1998) and more heterogeneous
(Sambharya, 1996) TMTs are associated with higher levels of international diversification.

Beyond the TMT, boards of directors and owners also influence organizational decisions
to diversify internationally. Tihanyi, Johnson, Hoskisson, and Hitt (2003) differentiated two
types of pressure-resistant institutional investors, professional investment funds and pension
funds, each with unique motivations for diversifying internationally. Ownership by either
group was found to be positively related to international diversification, but with a different
theoretical rationale for each group’s behavior. Sanders and Carpenter (1998) used agency
theory to explain why the separation of chairperson and CEO positions is positively associ-
ated with international diversification.

Environmental Factors: Relationships 1-2(5) and 2-4(5)

There are a variety of exogenous influences that shape when and how firms diversify
internationally. Scholars have considered the effects of organizational task environments,
institutional environments, and the natural environment. Discussion of the external environ-
ment in the management literature is often focused on a firm’s task environment, including
customers, suppliers, and competitors (Castrogiovanni, 2002). In contrast, a multinational
firm’s institutional environment is commonly considered in three domains: regulatory, cog-
nitive, and normative institutions (Scott, 1995). The natural environment also has implica-
tions for strategic decisions of the firm, although the intersection of the natural environment
and international diversification has not drawn appreciable research interest as yet (Starik &
Marcus, 2000).
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Several researchers have considered the effects of specific dimensions of the task environ-
ment on international diversification decisions. For example, Martin and colleagues (1998)
examined incentives and constraints on international expansion in relation to the firm’s buyers
and suppliers. They found that the likelihood of international diversification increases at a
decreasing rate with the number of internationally diverse buyers. Similarly, international
diversification of competitors leads to an initial increase and a subsequent decrease in supplier
international involvement. In the telecommunications industry, researchers have found that the
competitive structure of the industry and network characteristics of the firm are primary deter-
minants of international diversification (Sarkar, Cavusgil, & Aulakh, 1999). In agreement with
these findings, Gimeno et al. (2005) compared competitive and institutional explanations for
mimicry in the international diversification process, finding the competitive rationale to have
the strongest influence.

Research has recently focused on institutional pressures—regulatory, cognitive, and
normative—as an important influence on a firm’s decisions regarding international diversifica-
tion. Early research in this area found little relationship between host country regulatory indi-
cators and international diversification decisions (Kobrin, 1976; Thunnel, 1977). Nigh (1985)
suggested the lack of findings was due to methodological shortcomings, and more recent
research has sought to rectify those problems. For example, Calof and Beamish (1995) found
that the regulatory environment influences the mode of international diversification as well as
mode changes. Acs, Morck, Shaver, and Yeung (1997) provided the theoretical basis for the
important role of regulations and property rights in the host country, particularly in the case of
small- and medium-size firms seeking to internationalize. Others have focused on the influence
of economic institutions (Mascarenhas, 1992; Wan, 2005), suggesting that internationally
diversified firms first enter nations with lower bureaucratic costs, such as countries with liber-
alized market economies. Although firms often find it easier to do business in countries where
the social climate is similar to their own (Hitt et al., 1994), researchers have paid less attention
to normative and cognitive institutions in favor of studying the regulatory environment
(Bergara, Henisz, & Spiller, 1998).

The host country resource endowment is an important consideration in firms’ choice of mar-
kets for diversification. Firms may emphasize the market potential of the host country or the
potential for economies of scale in choosing target countries for diversification (Kochhar &
Hitt, 1995). Nachum and Zaheer (2005) labeled these two motivations as market seeking and
efficiency seeking, respectively, and added resource seeking, export seeking, and knowledge
seeking as additional motives, each of which value different resource endowments in the host
country. A topic of particular interest to researchers is how the composite level of technologi-
cal sophistication and innovation capability of host countries influence market entry selections
(Criscuolo, Narula, & Verspagen, 2005; Henisz & Macher, 2004). Although researchers have
considered home and host country endowments to be important (Buckley & Casson, 1998; Tse,
Pan, & Au, 1997), most of this work is oriented specifically toward the entry mode decision
rather than international diversification in general (Werner, 2002).

Applying Dess and Beard’s (1984) model of environmental dimensions (e.g., complexity,
munificence, and dynamism), Kostova and Zaheer (1999) suggested that complexity plays a
prominent role in international diversification. Environmental complexity increases chal-
lenges for organizational legitimacy more so for firms that are diversified internationally than
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for primarily domestic firms. In other words, firms operating in multiple complex environ-
ments experience more challenges than purely domestic firms operating in a single but com-
plex domestic environment. Alternatively, Wan and Hoskisson (2003) found that munificence
of the home country environment functions as a moderator of the relationship between inter-
national diversification and performance. Their results suggest that firms in more munificent
home country environments enjoy performance improvements when they diversify interna-
tionally, whereas those in less munificent environments do not gain substantial performance
benefits. In addition, there is some evidence to suggest that dynamism may affect a firm’s
diversification strategy (Bergh & Lawless, 1998); international diversification researchers
have examined the dynamism construct as a moderating variable (Carpenter & Fredrickson,
2001; Rasheed, 2005). For example, Carpenter and Fredrickson (2001) found some evidence
that the relationship between TMT characteristics and international diversification may be
stronger in highly uncertain environments. The authors explain that as firms diversify inter-
nationally, TMT members are afforded greater discretion, which in turn increases demo-
graphic effects on their strategic decisions.

Performance Outcomes: Relationships 2-4 and 4-2

The relationship between international diversification and firm performance has received the
most attention in the literature, although findings have been mixed (Capar & Kotabe, 2003).
Early research began by exploring differences in the performance of multinational and domes-
tic firms (Brewer, 1981; Shaked, 1986; Vernon, 1971), but later studies focused on understand-
ing the nature of the relationship. Vernon (1971) suggested that international diversification and
performance were positively related because of economies of scale and location-based advan-
tages, prompting study of a positive linear relationship during the 1970s and 1980s (Errunza &
Senbet, 1984; Grant, 1987; Grant, Jamine, & Thomas, 1988). Even recently, scholars (Delios &
Beamish, 1999; Tallman & Li, 1996) have suggested that the scope of international diversifica-
tion is positively related to firm profitability because it expands market opportunities, diversifies
risk, and increases market power (Kim, Hwang, & Burgers, 1993; Kogut, 1985). Yet, other stud-
ies have found a negative association and/or no association at all (Fatemi, 1984; Kumar, 1984;
Siddharthan & Lall, 1982).

Currently, researchers posit a more complex relationship between international diversifica-
tion and performance to reflect its costs as well as benefits, resembling U-shaped (Lu &
Beamish, 2001; Ruigrok & Wagner, 2003), inverted-U-shaped (Gomes & Ramaswamy, 1999;
Hitt et al., 1997), and S-shaped curves (Lu & Beamish, 2004; Thomas & Eden, 2004).
Theoretical arguments suggesting an inverted-U relationship between the level of international
diversification and performance stress the positive effects of diversification up to a point, the
“internationalization threshold,” where the costs of coordination among diverse operating units
exceed the benefits of increased access to resources (Geringer et al., 1989; Sullivan, 1994b).
Although prior work (Geringer et al., 1989; Hitt et al., 1994; Ramaswamy, 1995) hypothesized
the possibility of an inverted-U relationship, Hitt et al. (1997) were among the first to provide a
more solid theoretical foundation and employ a multidimensional measure of international
diversification. Exploring the stability of the relationship over time, Gomes and Ramaswamy
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(1999) supported the inverted-U relationship finding that increased international diversification
only yields benefits up to a certain level and then declines because higher levels of diversifica-
tion increase governance costs.

Still others report a U-shape relationship between international diversification and firm
performance, which is due to an interaction between initial governance costs and learning
effects (Lu & Beamish, 2001; Ruigrok & Wagner, 2003). Early on, international diversifica-
tion may reduce firms’ profitability because of the complexity of an unrelated strategy.
However, after a firm learns about the new environment, profitability begins to rise. Lu and
Beamish (2001) found a U-shaped relationship in a sample of small- and medium-size enter-
prises (SMEs) engaging in international diversification. In the initial stages of international
diversification, SMEs encounter performance declines as they deal with liabilities of for-
eignness. However, performance improves with continued internationalization as new
knowledge and capabilities are developed through learning and access to resources. In a lon-
gitudinal study supporting the learning perspective, Ruigrok and Wagner (2003) found a
U-shaped relationship between international diversification and performance, suggesting
that firms initially suffer declining performance but later learn and recover.

The differences in findings have been perplexing and have even led to more complex sig-
moid models. Using FDI theory, Riahi-Belkaoui (1998) explained that entry into a new
market is initially detrimental to performance. However, the positive effects arising from
internationalization occur at middle levels of diversification and decline again. Using a sim-
ilar rationale, Contractor, Kundu, and Hsu (2003) found a sigmoid-shaped relationship in
knowledge-based service firms. This S-curve relationship was again supported by Lu and
Beamish (2004) and Thomas and Eden (2004). Lu and Beamish (2004) noted that as early
liabilities and costs are reduced by experiential learning, firms profit from both scale and
scope economies. However, as international diversification increases, governance and coor-
dination costs associated with diversification increase and create more challenges for man-
agement (Hitt et al., 1997). Consequently, Lu and Beamish (2004) found a horizontal
S-curve, where the international diversification–performance relationship is negative at low
and high levels of international diversification, but positive at moderate levels.

Strategic management researchers investigating the international diversification-
performance relationship have largely used accounting performance measures, but other dis-
ciplines use market-based measures that may not yield the same results. In fact, Keats and
Hitt (1988) found that accounting and market-based measures of performance were nega-
tively related. However, there is a lack of consensus about the international diversification-
performance relationship even among those using market-based measures. A number of
studies suggest that international diversification increases market value and reduces risks for
investors (Brewer, 1981; Hughes & Sweeney, 1975; Kim et al., 1993). Some argue that inter-
national diversification has negative effects on market value because it is more beneficial for
managers in search of prestige than it is for investors (Denis, Denis, & Yost, 2002; Fatemi,
1984; Michel & Shaked, 1986). Others find higher valuation of multinational firms over
domestic firms, showing that increasing levels of diversification result in higher market value
(Errunza & Senbet, 1984; Garrod & Rees, 1998; Ramirez-Aleson & Espitia-Escuer, 2001).

Regardless of the diverse performance measures used, findings remain inconclusive partly
because of the examination of various industries, time periods, and motivations for international
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diversification in different studies. Realizing that many studies were conducted on manufactur-
ing firms, Capar and Kotabe (2003) investigated the effect of international diversification of
German service firms on firm performance, finding an inverted-U shaped relationship. This
outcome is supported by a recent study of the international diversification of U.S. professional
service firms (Hitt et al., in press). Contractor et al. (2003) distinguished between knowledge-
based service firms and capital-intensive service firms. They argue that knowledge-based
service firms experience positive gains at earlier stages of international diversification because
they have fewer tangible assets to manage, more international clients established, and easier
global standardization compared with other service sectors. The knowledge-based service sec-
tor also reaches an international threshold that capital-intensive service firms do not experience
because of the tendency to overexpand. There is an opportunity for more empirical research and
better development of the theoretical rationale regarding industry-specific differences of the
international diversification–performance relationship. In addition, the sampling frame may
influence the type of relationship observed between international diversification and perfor-
mance. A case in point, Thomas and Eden (2004) showed that a different relationship between
international diversification and performance exists when long-term versus short-term perfor-
mance is studied. Geringer, Tallman, and Olsen commented that

the direction of different investment flows may represent very different strategic purposes with
emphasis on different performance measures. Large sample studies observe only levels of diver-
sity of activity and related performance, but cannot easily address issues of strategic intent or
management control structure. (2000: 56)

The primary objective for a firm’s international diversification (e.g., enhanced resources,
profit, or market share) should be a factor in determining the most appropriate performance
metric. For example, some firms may engage in international diversification to buffer the
effects of competition, and, thus, the benefits of their diversification efforts may be imper-
ceptible to profitability measures (Gomes & Ramaswamy, 1999).

Other Moderator Variables: Relationship 2-4(6)

Several moderators have been suggested in the literature to explain apparently conflicting
empirical findings regarding the performance implications of international diversification.
Factors endogenous to the firm, such as product diversification, size, and structure, have gar-
nered the most research attention, but exogenous factors, such as culture and institutions,
have also been studied.

The most commonly explored moderating effect of the international diversification–
performance relationship is the firm’s level of product diversification. This interaction has
been explored in a variety of ways. Hitt and colleagues (1994) developed theoretical argu-
ments describing the moderating effect that international diversification has on the product
diversification–performance relationship. They suggest that related diversified firms benefit
from internationalization because it facilitates exploitation of business unit interdependen-
cies; unrelated diversified firms also benefit from internationalization because it produces
economies of scale and scope. This line of reasoning was corroborated by Sambharya (1995)
in a sample of U.S. MNEs, but Tallman and Li (1996) found only weak effects from the
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interaction of international diversification and product diversification in a similar population
of firms. The difference may be partially explained by the inclusion of additional control
variables in the latter study.

Hitt and colleagues (1997) considered the same interaction, arguing from the conceptual
perspective of product diversification as the moderator. Using a learning perspective, these
authors found that the effect of international diversification on performance was more posi-
tive in firms with higher product diversification. Other researchers working from this con-
ceptual base have found the interaction term to be nonsignificant (Geringer et al., 2000).
Doukas and Lang (2003) sought to explain the inconsistent results by noting that product
diversification has a strong interactive effect when firms diversify internationally outside
their core business but that the interaction is less strong for core international diversification.

Other firm-level characteristics have been suggested as moderators of the international
diversification–performance relationship. For example, Dragun (2002), using a sample of
U.S. retailers, found that international diversification is only beneficial for large organiza-
tions, with little or no benefit accorded to small- or medium-size retailers. This contrasts
with findings from the international entrepreneurship literature that suggest a positive rela-
tionship between international diversification and performance for small- and medium-size
enterprises (Qian, 2002; Qian, Yang, & Wang, 2003; Wolff & Pett, 2000). Beyond size, orga-
nizational configuration variables have also been considered as moderators. For example,
Ramaswamy (1993) found that reductions in control and coordination enhance the effect of
international diversification upon performance. A similar effect occurs with increases in
marketing intensity or R&D intensity (Kotabe et al., 2002). Arguing from a real options per-
spective, Riahi-Belkaoui and Picur (1998) found firm-level differences in the relationship
between international diversification and performance based on the “investment opportunity
set” available to the firm. Using primarily financial measures to define the investment oppor-
tunity set, the relationship was found to be stronger when firms had a broader number of
investment opportunities available to them. Carpenter and Sanders (2004) added the practi-
cal consideration of CEO pay, finding interactions between international diversification and
the relationship between level and structure of CEO pay and firm performance.

The literature also considers some less tangible organizational characteristics as potential
moderating influences. Despite popular perspectives that extol the benefits of diversity,
research has shown that culturally related international diversification has a positive effect on
performance, whereas the opposite exists for culturally unrelated diversification (Gomez-
Mejia & Palich, 1997; Tihanyi, Griffith, & Russell, 2005). Palich and Gomez-Mejia (1999)
reasoned that cultural relatedness between divisions of internationally diversified firms pro-
vides firm-level efficiencies as well as shared managerial cognitions that improve firm per-
formance. Cultural diversity between divisions, on the other hand, impedes efforts to integrate
activities across units and creates friction within the MNE. Thomas (2005) built on this idea
to suggest that the relationship between international diversification and performance is mod-
erated by a TMT’s “dominant logic.” Prahalad and Bettis (1986) defined dominant logic as
“the mindset . . . of the business and administrative tools to accomplish goals and make deci-
sions . . . which is stored as a shared cognitive map among the dominant coalition.” Bringing
greater diversity (Thomas, Arthur, & Hood, 2004) and international experience (Yeoh, 2004)
to the TMT dominant logic allows firms to draw on the benefits of geographically diverse
business groups, strengthening the relationship between international diversification and both
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process and performance outcomes. Empirical results from Daily, Certo, and Dalton (2000)
support this conclusion as they found the interaction of CEO international experience and
international diversification significantly affects firm performance.

Process and Organizational Outcomes: Relationships 2-3 and 2-3-4

Because of mixed results emerging from the research on the international diversification–
performance relationship, some scholars suggest the need to move beyond investigations of
the direct relationship and open the “black box” of process by which international diversifi-
cation is achieved. Process outcomes, such as operational improvements and organizational
learning, provide further insight into when and why performance gains occur. Organizational
outcomes, such as board size, are more frequently considered as antecedents or control vari-
ables. One exception is Sanders and Carpenter (1998), who suggest that firms cope with
information-processing demands and agency problems arising from international diversifi-
cation through a combination of higher and more contingent CEO pay, larger management
teams and boards, and combining the roles of CEO and chairperson. Athanassiou and Nigh
(2000) added that international diversification also brings a more dense advice network for
the TMT.

Increasingly, researchers have been examining incremental process outcomes, such as
organizational learning. For example, Chang (1995) examined how international expansion
through sequential foreign entry builds capabilities as firms learn from their past mistakes,
allowing them to enter unrelated markets and achieve greater success. Consistent with this
perspective, Zahra et al. (2000) showed that international diversification leads to greater
breadth and depth of technological learning. They found that technological learning facili-
tated innovation, differentiation, and market speed, which ultimately increase firm perfor-
mance. In a study of high-technology new ventures, Yeoh (2004) found that geographic
diversity of exports has a negative effect on technological learning, has no significant impact
on market learning, and has a positive relationship with social learning. Further research may
shed light on the contingencies that influence when and how firms learn from international
diversification.

Venkatraman and Ramanujam (1986) proposed that strategic management researchers
should give more attention to nonfinancial measures, such as operational efficiency, which
have an effect on financial performance. Operational measures (e.g., cost-efficiency, risk, and
debt) serve as an important mediator of the international diversification–performance rela-
tionship. In support of this argument, Wagner (2004) found that cost-efficiency is gained from
low-to-moderate levels of international diversification, suggesting that cost-efficiency medi-
ates the relationship between international diversification speed and financial performance.
Han, Lee, and Suk (1998) reported that international diversification increases operating
performance. Their study of 2,643 manufacturing firms from seven countries reveals that
international diversification has no effect on return on equity (ROE). However, they found a
positive relationship between international diversification and two operating components of
financial performance, asset turnover and net profit margin. In contrast, Hsu and Boggs
(2003) found an inverted U shaped relationship between scope of international diversification
and asset turnover. In addition, Dibrell, Davis, and Danskin (2005) found that international
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diversification reduces cycle time, thereby increasing efficiency, service, and profitability,
underscoring the importance of investigating the impact of international diversification on
operating performance.

Other research has shown risk exposure to be an important outcome of international diver-
sification. Consistent with the original, narrower view, early research demonstrated that
international diversification indeed led to lower risk for the firm (Agmon & Lessard, 1977; Al-
Obaidan & Scully, 1995; Brewer, 1981; Hughes & Sweeney, 1975; Kim et al., 1993; Rugman,
1976). The work of Reeb, Kwok, and Baek (1998); Siegel, Omer, Rigsby, and Theerathorn
(1995); and Bartov, Bodnar, and Kaul (1996), however, contradicted much of the early litera-
ture; they found risk exposure to be positively related to international diversification because
firms encounter increased uncertainty because of fluctuating exchange rates, institutional risks,
and agency problems.

Closely linked to risk, Lee and Kwok (1988); Chen, Cheng, He, and Kim (1997); Burgman
(1996); and Low and Chen (2004) suggest that international diversification is negatively
related to leverage because multinational firms encounter higher agency costs of debt. Kwok
and Reeb (2000) argued that the relationship between systematic risk, leverage, and interna-
tional diversification may depend on whether the diversifying firm is based in a more developed
country or a less developed one. The movement from a stable home economy to operating 
in a more dynamic economy may result in a positive relationship between international
diversification and risk and a negative relationship between international diversification and
leverage.

Synthesis of Research on International Diversification

Theories and Relationships

As our review suggests, a number of theoretical frameworks have been used to explain
the motives underlying international diversification, the conditions under which firms diver-
sify internationally, and the effects of international diversification on other firm strategies
and performance. Theoretical perspectives include various theories of FDIs (Buckley &
Casson, 1976; Dunning, 2003; Hymer, 1976), upper-echelon theory (Hambrick & Mason,
1984), and social network theory (Araujo & Rezende, 2003). Consideration of the environ-
ment and of moderating variables has been shaped by contingency theory (Henisz & Macher,
2004; Qian et al., 2003; Ramaswamy, 1995), but complex explanations of the environment
have also emerged out of institutional theory (Gimeno et al., 2005; Kostova & Zaheer, 1999).
Resources are critical antecedents to, and outcomes of, international diversification (Chang,
1995; Delgado-Gomez et al., 2004; Kotabe et al., 2002; Riahi-Belkaoui, 1998), thereby sug-
gesting the importance of the resource-based view for understanding this international strat-
egy. The organizational learning perspective has also been influential in helping to understand
both antecedents (Autio et al., 2000) and outcomes (Ruigrok & Wagner, 2003; Yeoh, 2004;
Zahra et al., 2000) of international diversification, along with the related notion of absorptive
capacity (Vermeulen & Barkema, 2002).

More recently, international new venture theory has addressed somewhat similar issues
with a view toward small- and medium-size enterprises (Acs et al., 1997; Oviatt & McDougall,
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1994). Finance research has added a real options perspective to the discussion of the effect on
performance (Riahi-Belkaoui & Picur, 1998). Collectively, the various theoretical frameworks
that have been advanced to explain why firms diversify internationally, and what occurs when
they do so, provide complementary understandings of a broad and complex phenomenon.
From the theoretical perspective, we expect the development of more advanced frameworks
focused on the integration of different perspectives and multiple levels, including managers,
firms, industries, and countries. Our review also indicates that the field would benefit from
investigations of alternative theoretical explanations within similar research settings.

Some aspects of the framework presented herein have received greater research attention
than others. The most heavily researched topic is the relationship between international diver-
sification and performance (the 2-4 relationship). Recent studies acknowledge the likelihood
of an inverted-U shaped relationship, whereas prior studies may have captured some portion
of the inverted-U, either the positive slope on the left side or the negative slope on the right
side. The empirical tests of this relationship have reached a critical mass, allowing meta-
analyses to be completed (Palich, Cardinal, & Miller, 2003). Our review of the literature indi-
cates that the relationship between international diversification and performance is likely to
be context dependent. Sample characteristics such as small firms or knowledge-based firms
may result in findings that cubic curves (horizontal-S shaped) explain the highest degree of
performance variance.

There is general agreement that technological learning and organizational learning are
important process outcomes (the 2-3 relationship) of international diversification that ulti-
mately lead to improved financial performance. Also, researchers have found that interna-
tional diversification produces greater operational efficiency, which in turn contributes pos-
itively to a firm’s financial performance. Although early research envisioned international
diversification as a means to diversify risk, more recent research suggests that international
diversification may increase firm risk because of increased exposure to uncertain environ-
ments. Many of the findings regarding process outcomes emerge from research in the finance
literature, suggesting that further work exploring strategic outcomes as mediators could
enhance the empirical body of work on international diversification.

Our review found the literature to be dominated by accounting-based performance mea-
sures as consequences of international diversification; however, limited research has exam-
ined other outcomes. It is likely that the focus on relatively narrow financial performance
indicators, such as ROE or return on assets (ROA), has directed researchers to seek more
complex statistical relationships rather than to extend their search for other indicators of
value creation. Although we expect continued research using accounting-based performance
measures, changes in organizational characteristics, organizational populations, and societal
outcomes all hold the promise of interesting research questions. First, increasing the scope of
international operations may lead to changes in several organizational characteristics owing
to higher levels of uncertainty, increased complexity, and exposure to new stakeholders. For
example, “international diversity can tax a firm’s resources, structure and management team.
It can also complicate the communication process within the organization and the relation-
ships the new venture establishes with other companies” (Zahra et al., 2000: 945). Although
some research exists in these areas, scholars might address questions such as the following:
How does international diversification affect corporate entrepreneurship and innovation?
How does it influence TMT decision making and cohesion? Does international diversifica-
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tion affect the ability to establish strategic alliances and joint ventures, or does it create stress
for current interorganizational relationships? In contrast to an earlier era of international busi-
ness, multinational firms are increasingly motivated to further diversify their operations inter-
nationally to acquire know-how, to renew their competitive skills, or to access managerial
talent. How does international knowledge acquisition affect the evolution of the multinational
firm?

Second, changes in organizational populations resulting from international diversification
also present an interesting arena for future research. As firms diversify internationally, their
production or service network(s) may also expand. Increased competition within supplier
and buyer networks may lead to additional, often unintended, international diversification by
other firms (Martin et al., 1998). Examination of the diffusion of international diversification
could provide interesting explanations for the development of different organizational pop-
ulations. Social network theory and institutional theory provide useful rationales for how
strategic phenomena diffuse throughout a population of firms. Does international diversifi-
cation into new markets begin with firms more central in their network, on the periphery of
the network, or at the junction between clusters within a network (e.g., Burt, 2006)? Which
firms are more likely to diversify early, and which are more likely to mimic or be late
adopters (Greve, 1998)?

Third, there are several societal implications of international diversification beyond mon-
etary rewards. Interestingly, early studies by developmental economists and sociologists
considered mostly the societal implications of international diversification (Wells, 1998).
However, perhaps owing to overwhelmingly negative conclusions about multinational firms
in early globalization research, we found limited management research on the societal out-
comes of international diversification. How do home and host country environments change
as a result of strategies by multinational firms? What are the institutional implications of
having several internationally diversified firms in home markets? How are norms exported
or imported by multinational firms and their stakeholders? Do institutions in different
nations converge or diverge with increased international diversification?

There is no shortage of potential moderators to the relationship between international
diversification and its outcomes. Product diversification has received a great deal of atten-
tion as a moderator (the 2-4[6] relationship). The effect of international diversification on
performance appears to be more positive in firms with higher product diversification, espe-
cially when those firms internationalize outside their core business. Also in this relationship,
other forms of diversity have helped to explain the relationship with performance. Cultural
diversity between divisions has been shown to act as a negative moderator, whereas diver-
sity within the TMT has the opposite effect; it positively moderates the relationship between
international diversification and performance.

Moderation is also found in the 1-2(5) and 2-4(5) relationships. Research has consistently
found that both competitive pressures and institutional pressures influence a firm’s likeli-
hood of diversifying internationally. Similarly, a body of research has found that the rela-
tionship between international diversification and performance is likely to depend on home
and host country environments. That is, complexity and dynamism negatively moderate this
relationship, whereas munificence is a positive moderator.

Another area that has received significant research attention is the influence of TMT and
governance variables on international diversification, as found in relationship 1-2. Findings
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consistently show that larger, younger, and more heterogeneous TMTs are associated with
higher levels of international diversification, which is explained in terms of risk propensity
and the ability to process more diverse information. International experience and significant
social capital within the TMT also lead to international diversification because these factors
hold the potential for reducing the uncertainty associated with diversifying internationally or
facilitate acquiring the resources to increase the likelihood of successful international diver-
sification. Although most of the previous studies relied on TMT demographic variables, future
studies are likely to use surveys of TMTs for richer measures and to gain a better under-
standing of the dynamics of international diversification decisions. Although firm ownership
variables have received somewhat less attention, agency theory arguments have been used to
explain why pressure-resistant institutional owners are likely to induce firms to diversify
internationally (Tihanyi et al., 2003). Our review indicates a growing interest in governance
mechanisms as antecedents of international diversification, including the influence of differ-
ent types of owners and other stakeholder groups. Agency-theoretic examinations can poten-
tially enhance prior technical and competitive explanations for international diversification.

This review also exposes some relationships that require further exploration because they
may be important for developing a comprehensive understanding of international diversifi-
cation. Whereas research on antecedents, the 1-2 relationship, has excelled in examining
structural and management variables, the resource-based view of the firm has contributed
less to the ongoing discussion of antecedents. That is, few studies have specifically sought
to identify the organizational processes and resource types that predict which firms diversify
internationally and why they do so, with Hitt et al. (in press) being one of the exceptions.

Most empirical research has considered one or two relationships in the framework, without
considering interdependencies in the larger set of relationships. For example, the relationship
between international diversification and process outcomes (the 2-3 relationship), such as
organizational learning, is likely to be closely connected to antecedents (the 1-2 relationship),
such as organizational structure and size. Similarly, divergent results regarding the relationship
between international diversification and performance, the 4-2 relationship, may be partially
explained by diverse motives for international diversification from the 1-2 relationship.

It is possible that a negative relationship between international diversification and perfor-
mance in some studies is determined by previous performance problems, as managers of
unsuccessful firms tend to search for diversification opportunities. In contrast, the positive
relationship between product and international diversification may be the result of the pos-
session of strategic resources. Considering interdependencies would help the field to isolate
correlations and establish causal relationships between international diversification and other
variables. Our collective understanding of international diversification would therefore ben-
efit from empirical research that considers interdependent relationships and effectively con-
trols for potential endogeneity (Hitt, Boyd, & Li, 2004).

Characteristics and Measurement of International Diversification

Our review of the research identified inconsistent and varied usage of international diversifi-
cation measures. Thomas and Eden (2004) explained that differences in terminology and proxies
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may be an important reason for mixed results in the international diversification-performance
relationship. Indeed, our review identified more than 25 different operationalizations of interna-
tional diversification, making it difficult to integrate the literature or compare results from diverse
fields.

Early studies concentrated on the scale, or degree, of international diversification, including
the ratio of foreign sales to total sales (FSTS), foreign assets to total assets (FATA), or foreign
employees to total employees (FETE) (Capar & Kotabe, 2003; Contractor et al., 2003;  Kwok
& Reeb, 2000; Stopford & Wells, 1972; Tallman & Li, 1996). However, these particular mea-
sures have been criticized for failing to capture the heterogeneity of international diversification
(Vachani, 1991). Other researchers measure the scope of expansion abroad, which reflects the
geographic dispersion of operations across countries (Barkema & Vermeulen, 1998; Kogut,
1985; Tallman & Li, 1996). To account for similarities between countries, Hitt et al. (1997)
proxied scope using an entropy measure to weight the level of diversification across different
geographic regions. More recently, international diversification in professional service firms has
also been captured using an entropy measure based on the number of foreign offices and the
number of professional employees in each office, an indicator of the relative importance of
these markets to the firm (Hitt et al., in press).

Focusing on one dimension of international diversification may not fully reflect the extent
of international expansion, so more researchers are using both scale and scope measures in
their studies. Sullivan (1994a), for example, argued for multidimensional measures that cap-
ture three dimensions: performance (activities overseas), structural (resources existing over-
seas), and attitudinal (top management’s international orientation). He proposed a measure
of the degree of internationalization (DOI) composed of (a) FATA, (b) number of foreign
subsidiaries to total number of subsidiaries, (c) top managers’ international experience, and
(d) the dispersion of subsidiaries among 10 psychic zones of the world. However, not all
researchers agree on the inclusion of an attitudinal component (Ramaswamy, Kroeck, &
Renforth, 1996). Another multidimensional measure, the transnationality index, is composed
of FATA, FSTS, and FETE and is published annually by the World Investment Report.

The structural indicators of international diversification may also be proxied by the gov-
ernance structures of the corporation, such as the number of foreign owners or the number
of foreign stock exchanges on which firms’ stocks are traded (Annavarjula & Beldona, 2000;
Hassel, Hopner, Kurdelbusch, Rehder, & Zugehor, 2003). Performance measures of interna-
tional diversification show the degree to which a firm’s performance is connected to foreign
operations. FSTS, in addition to other measures such as foreign profits to total profits
(FPTP), has been used to measure the performance attributes of international diversification
(Dibrell et al., 2005; Riahi-Belkaoui & Alnajjar, 2002; Riahi-Belkaoui & Picur, 1998). These
operationalizations, however, blur the distinction between international diversification and
its outcomes.

Although we applaud efforts to use multidimensional measures, the development of a uni-
versal measure of international diversification is a difficult goal to achieve because of prob-
lems of content validity across a range of firms, countries, and empirical settings. There is
some danger that any one measure may incorporate dimensions that do not change with the
degree of foreign activity (Hassel et al., 2003). Therefore, it is important for each study’s
measure of international diversification to fit with the study’s theoretical intent in order to
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maximize the measure’s content validity (Annavarjula & Beldona, 2000). Researchers also
should consider how their theory specifically applies to the scale and scope of international
diversification (Qian & Li, 2002).

Future Directions for Research

Our review identified several areas of future research for scholars interested in interna-
tional diversification. Most important, new theoretical perspectives can help to advance the
field. There are many additional variables to explore as potential antecedents, mediators,
moderators, and outcomes of international diversification. More in-depth investigation of the
international diversification phenomenon using multiple levels of analysis, inclusion of tem-
poral dimensions, and refined measures offers a promising future for this area of research.
Of the many potentially interesting directions, we focus on alternative motives for, and out-
comes of, international diversification, board and TMT roles, institutional environments,
level of analysis, longitudinal designs, and mediating processes.

Great strides have been made in understanding the relationships surrounding international
diversification; examination of additional motives and outcomes will help to identify new
explanations for international business activities. For example, the behavior of outlier firms
may explain irregularities in previously studied relationships. Hitt et al. noted that “future
research may benefit from determining when the effects of international diversification
become negative and how outlier firms are able to manage high levels of international diver-
sification” (1994: 320). Furthermore, international diversification is often associated with
risk. Sometimes firms are unprepared when they enter new countries, resulting in negative
performance and eventual discontinuance of operations in these countries. As a result, future
studies might consider divestment of international operations and the possible antecedents of
divestitures (Turcan, 2003). Similarly, although researchers have devoted significant atten-
tion to studying the modes used by firms to enter international markets, more research is
needed to explore the antecedents and outcomes of subsequent mode changes (Pedersen,
Petersen, & Benito, 2002). Investigating alternative motives for international diversification
also holds the potential for bringing new insights into the body of literature. A firm’s motive
for international diversification may influence its primary antecedents and outcomes.
Surveys of, and interviews with, executives may improve our knowledge of the performance
outcomes of international diversification and the motivations behind it.

Another area for future research is the intersection of the TMT, governance, and interna-
tional diversification. Matters concerning TMT compensation, board structure, and institu-
tional investors have received attention in recent years (Carpenter & Sanders, 2004; Tihanyi
et al., 2003), but there are opportunities for scholars to further examine the effects of own-
ership on international diversification, the influence of the board of directors (Bloodgood,
Sapienza, & Almeida, 1996), or the impact of the market for corporate control on this strat-
egy. How do institutional ownership and board structure affect the scope of international
diversification? What resources do owners and directors bring the firm that might shape the
timing and nature of its international diversification? Does the market for corporate control
discipline company officers and directors for poor or late decisions to enter international
markets or expand the presence in them?
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Our review showed little prior work on the executive decision-making process of interna-
tional diversification. Even though early studies noted the roles of uncertainty and cognitive
limitations (e.g., Aharoni, 1966; Johanson & Vahlne, 1977), additional research could uncover
how the process of internationalizing occurs in organizations (e.g., Malnight, 2001). How do
managers and boards of directors interact in making significant international expansion
decisions? What is the origin of these decisions in a multinational firm? What are the role of
politics and power in making and implementing international diversification decisions?

Future research should be directed at the role of institutional environments in decisions to
enter particular international markets. There is much to learn about the antecedents and con-
sequences of international diversification on firms with different home country environments.
Knowledge and innovation are being outsourced across national boundaries (Engardio &
Einhorn, 2005; D. Li, Holmes, & Hitt, 2005), and firms from emerging market countries are
increasingly diversifying into international markets (Kuada & Sorensen, 2004; Nachum,
2004). The generalizability of existing findings is partially limited by the research focus on
large manufacturing firms based in the United States (Lu & Beamish, 2001; Vermeulen &
Barkema, 2002). Consequently, questions remain about whether the results generalize to
firms diversifying internationally from emerging market contexts and other developed coun-
tries as well (Thomas & Eden, 2004) or from other areas where there is high institutional
distance between home and host countries.

Grounded in institutional theory (DiMaggio & Powell, 1983; Scott, 1995), researchers have
recognized how the performance of firms going abroad is affected by their ability to gain legit-
imacy. Firms entering foreign institutional environments may suffer from liability of foreign-
ness (Zaheer, 1995), and “psychic distance” that often constrains knowledge transfer when
doing business abroad (Johanson & Vahlne, 1977). Providing impetus for this work, Kostova
and Zaheer (1999) defined institutional distance as the differences or similarities between
MNE home and host country institutions. Understanding and explaining the role of institu-
tional distance in the process of international diversification holds significant opportunity.

Future research can add several methodological advancements to the existing body of
empirical studies. The majority of international diversification research has focused primar-
ily on a single level of analysis—the firm—leaving significant opportunity for research at the
network, industry, and country levels. Research exists suggesting the importance of different
levels of analysis. For example, Carpenter and Fredrickson (2001) found that industry-level
uncertainty moderated the relationship between TMT characteristics and international diver-
sification. In addition, industry characteristics possibly affect performance or the ability to
diversify internationally. Given that extant research favors manufacturing firms, contrasting
various industry characteristics (including service industries) as moderators is likely to pro-
vide unique insights.

The preponderance of international diversification research in the strategic management
and international business fields has focused on firm-level moderators, whereas economics
researchers more frequently consider country-level moderators. One exception is the work
of Wan and Hoskisson (2003), who found that the munificence of the home country envi-
ronment moderates the relationship between international diversification and performance.
The potential “fit” between home and host cultures, capabilities, and resource endowments
can be better understood with further exploration. In addition, researchers might also con-
sider their samples in view of the regional context, contrasting relationships across regions.
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We anticipate increasing interest in interorganizational perspectives of international diver-
sification, which are likely to introduce new levels of analysis. The role of social networks
can be investigated as an antecedent to international diversification or perhaps as a modera-
tor of the relationship between international diversification and performance. Gimeno et al.
(2005) found that when firms internationalize, they tend to cluster in certain geographic areas
because of competitive forces. This competitive mimicry contributed to international diversi-
fication such that firms could benefit from information spillovers and positive externalities.

Our review of the literature indicates the need for more extensive longitudinal studies. In
fact, Thomas and Eden (2004) suggested that future research should explore the temporal
dimension of the international diversification–performance relationship. Recently, temporal
elements have been incorporated into measures of international diversification to gauge the
impact of rhythm and speed of international expansion (Vermeulen & Barkema, 2002;
Wagner, 2004). Rhythm refers to the regularity of pattern with which firms diversify interna-
tionally. Vermeulen and Barkema (2002) found that speed of international diversification neg-
atively moderates the relationship between international diversification and performance. The
inclusion of time into theoretical explanations of international diversification is likely to
produce new research questions related to speed, pace, rhythm, and sequence of entry (George
& Jones, 2000).

The relatively long history of international diversification by MNEs in many countries
sets the stage for longitudinal studies. Although some have used longitudinal data to inves-
tigate the outcomes of diversification (Geringer et al. 2000; Lu & Beamish, 2004; Thomas
& Eden, 2004), few have used longitudinal data to investigate the process of international
diversification. Overall, there is a challenge for scholars to continue to address the external
validity of theories by applying them to diverse samples over long periods of time.

Another future research avenue involves exploration of the processes serving as media-
tors between antecedents and outcomes. Research on the process of international diversifi-
cation is becoming increasingly necessary to advance our knowledge of this strategy. Prior
research has emphasized content variables. How do firms diversify internationally? How are
firms constrained from diversifying internationally? How do managers, firms, and alliances
increase the success of international diversification? Longitudinal data can help identify and
understand these processes as well as highlight the importance of both short-term and long-
term effects of international diversification.

Our review of the work on international diversification provides several contributions.
First, we develop and describe an integrative model of the relationships among international
diversification, its antecedents, and outcomes and moderators of these relationships based on
the extant research. Second, we have identified important gaps in our knowledge of the inter-
national diversification strategy. Third, we have provided guidance for future research
needed to advance our knowledge of the international diversification strategy and thereby
facilitate further development of the international management field.

In sum, we suggest that international diversification research to date has covered significant
intellectual ground. Foundational relationships have been explored in detail, and new rela-
tionships have been advanced to explain existing phenomena. We expect the field to move
toward consolidation to examine and understand relationships with sufficient depth of empir-
ical research and via the development of more complex theoretical models that simultaneously

860 Journal of Management / December 2006

 at SAGE Publications on January 5, 2011jom.sagepub.comDownloaded from 

http://jom.sagepub.com/


consider multiple relationships. Several mediating and moderating variables require additional
replication research to validate existing ideas. Last, the field is expected to develop new theo-
retical explanations on the how and why of international diversification.
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