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Regional Multinationals and the Myth of Globalization

Abstract

A dialogue on globalization needs to be framed by informed commentary based on empirical evidence. I have presented data showing that the vast majority of world economic activity is organized within the triad regions and not globally. Yet many authors still fail to address this empirical evidence on the lack of globalization. I suggest that my fellow scholars need to confront the lack of evidence on globalization. More recently I have shown that the vast majority of the world’s 500 largest multinational enterprises operate intra-regionally. They average 75% of their sales in their home region and 85% of their foreign assets are also in their home region of the triad. Here I explore some unresolved aspects of the economic, social and business implications of the regional nature of the world’s multinationals. From a business school viewpoint, my main concern is to debunk the notion of global strategy and present a case for corporate level regional strategy. This implies that public policy should also reflect the observed empirical reality of regional business activity.

Regional Multinationals and the Myth of Globalization

Definitions and Data on Regional Multinationals


One of the puzzles of international business research is that the key actor, the multinational enterprise (MNE), appears to have a very unevenly distributed geographic dispersion of sales. The MNE is usually a regionalized rather than a globalized business. Three definitions matter:

(i) multinational enterprise: a firm with operations across national borders;

(ii) global business: a firm with major operations (at least 20% of its total sales) in each of the three regions of the “broad triad” of the European Union (E.U.), North America, and Asia-Pacific;

(iii) regional business: a firm with the majority of its sales inside one of the triad regions, usually its home region.

Given these definitions the following empirical observations can be made based on Rugman (2005):

(i) the world’s 500 largest MNEs account for over 90% of the world’s stock of foreign direct investment (FDI) and over half of world trade, the latter usually in the form of intra-firm sales;

(ii) of these 500 MNEs, only nine are “global” in the sense of having a substantial presence (at least 20% of sales) in each region of the triad;

(iii) the vast majority of the 500 MNEs (320 of the 380 for which data are available) have an average of 80% of their sales in their home region of the broad triad. See Table 1.

Table 1 here
These stylized facts suggest a new research agenda for the international business field, as requested by Buckley (2002). In Rugman (2005) I explored some aspects of this in terms of the regional solution. A somewhat similar point about the possible myth of globalization has been raised by Hirst and Thompson (1999). However, they do not develop the business-level focus of this paper. The observed empirical regionalization can be given a simple transaction cost economics (TCE) explanation. Host regions require substantial “linking” or “melding” investments (a form of asset specificity), in order to integrate the MNE’s existing firm-specific advantages (FSAs) and exogenous country-specific advantages (CSAs), whereas such investments, driven by cultural, administrative, geographic and economic distance, are much lower in the home region. This perspective on international business leads to a new “big question” for the field: why are we still teaching global business when much of it is actually regional?

Data on the Regional Multinationals

As a challenge to our thinking provided by the lack of evidence on globalization let us revisit the key data presented (Rugman (2005). As explained earlier this book is the first to report data on intra-regional sales of the 500 largest firms in the world. The data bank was constructed over the 2002-03 period based on basic listings in the Fortune 500 of August 2002, which reports the published data from the annual reports of the 500 firms for the year 2001. When these 2001 data were updated for 60 firms for 2002, the latest year available at the time of writing, the addition of 2002 data only caused reclassification of two firms: Nokia ceased being global; and GlaxoSmithKline became a host-region bi-regional.


As another final check on the reliability of the 2001 data, let us consider the main group of 320 home-regional firms identified in Rugman (2005). 


In Table 2 we report the 2002 sales data for this set of 32 home-region based firms. All the firms remain in the home-region classification based on 2001 data. The average intra-regional sales for the 32 firms actually increase slightly from 82.4% to 84.6%.

Table 2 here


Table 3 shows that the average intra-regional sales of the sample of 32 firms with 2001 data are 82.4%. The intra-regional sales increase, to 84.6%, for 2002 data. Far from a trend towards globalization; these home-region firms are becoming even more regional. Of the 32 firms in the sample, six have 100% of their sales in the home region. Twelve of the 32 experienced an increase in intra-regional sales between 2001 and 2002, whereas 11 experienced a decrease. However, the large increases in intra-regional sales of ConocoPhillips at 26.4%; Saint-Gobain, at 10.4%; Dynergy at 8.8%; and Volvo at 8% offset the much smaller decreases in intra-regional sales, with only Bank of Nova Scotia at 5.8%, Pemex at 5.7%; Eli Lilly at 4.8%; and Honeywell at 4%; showing significant increases in intra-regional sales.

Table 3 here

It can be concluded that the 2001 sales data provide reliable classifications of firms and that using data for a later year provides no changes. Indeed, Table 3 shows that firms became more intra-regional over the 2002 period than in 2001. Similarly, sales data for earlier periods is highly unlikely to provide much new information or cause us to reclassify more than a handful of the 380 firms of the top 500 for which a classification was possible. 


Yet some colleagues still seem to question these data. There must be a trend towards globalization over time they say. Well no—actually the aggregate data strongly suggests the opposite; over the last 25 years there is a trend towards increased intra-regional trade and investment, Rugman (2000). Naturally, these aggregate data trends are likely to be mirrored in the firm-level data. At the very least the latest data on sales present an up-to-date snapshot of the lack of globalization and the dominance of regional firm-level economic activity. It is now up to other scholars to advance on this research and to extend the debate on global versus regional strategy.

Some Comments on the Globalization Literature

There will be little progress in the debate on globalization unless we can agree on some basic definitions, as above, and then apply them. Here are five examples of unresolved issues:-

 1. My definition of globalization appears in Rugman (2000) pages 5-6 as “the worldwide production and marketing of goods and services by multinational enterprises (MNEs)”. In turn, I explain that the “economic” data actually reveal that MNEs operate regionally, so a global MNE is one defined as having a significant market presence in each of the three regions of the world. In Rugman and Verbeke (2004) we define significant as 20% or more. For purposes of strategic management, anything less than 20% is highly unlikely to be strategic.

 2. In Rugman (2000), Chapter 7 it is shown that regional economic activity is increasing over time and that economic globalization is decreasing over time. A high percentage of foreign-to-total operations is not robust evidence of globalization; only significant foreign operations in all three regions can be considered as generating a global firm. Wal-Mart is a home region firm with 94% of its sales in North America; its strategy is better explained by regional agreements, such as NAFTA, than by any globalization logic. The vast majority of the world’s 500 largest MNEs are like Wal-Mart, i.e. home-region firms. Absolute values are not as relevant as percentages in the formulation and operation of strategy; as most MNEs operate regionally they do not need a global strategy.

 3. Rugman (2000, Chapter 8) also has data demonstrating that the 500 largest multinational enterprises (MNEs) dominate world trade (over 50%) and FDI (over 90%). These large MNEs are the key instruments for economic integration, usually at the hubs of clusters acting as, what we call “flagship firms”, Rugman and D’Cruz (2000). Yet these 500 firms cannot be defined as global; most are regional. This point has been elaborated with theoretical and empirical rigor by Rugman and Verbeke (2004) and is the same finding as on semi-globalization, Ghemawat (2003). Authors who support globalization are swimming against the tide of recent empirical research and they are guilty of thinking which confuses internationalization with globalization. It should now be clear that we need to be much more careful in the definition and analysis of global and regional strategy. 

 4. As indicated in Rugman (2005), the data that I have assembled came from the annual reports of the 500 firms. In an appendix to Rugman (2005), I list the regional sales of the 380 firms for which data are available. I analyze the strategies of some 50-60 of these in some detail.


 However, I do believe that any serious scholar needs to take ownership of his/her data, so scholars are advised to go and read some annual reports and construct their own data bank. If they find any global firms that I have not identified (only 9 out of the largest 500) then please let me know. But until scholars undertake actual research, there cannot be an informed debate. 

 5:  Where is the evidence for globalization by anthropologists, sociologists, etc?  None is presented: it is just alleged that some people in their fields think that there is globalization. I am not at all adverse to data from other disciplines than economics; I am certainly opposed to unsupported opinion without any evidence, as in their reply. I would like contributors to this debate to do their homework by undertaking some basic empirical research and tests; the papers that I was invited to comment on failed to do so. As such, they are only useful as starter discussion pieces.


In order to advance the debate a little, the following section relates these issues to the empirical research otherwise discussed at more length in Rugman (2005).

The Social Implications of Regionalization 

The implications of MNE activity for social welfare and public policy have been the subject of a particularly large and varied literature in economics and political science, Rugman and Verbeke (1998). The topic of the integration impacts resulting from regional trade and investment agreements has been studied extensively, especially in the context of North American and European integration processes, see Pomfret (2001) for an extensive review. Much of the relevant literature has focused on two issues. First, the problem of trade creation versus trade diversion, whereby insiders and outsiders may be affected differently by a regional integration program. Second, the relative merits of regionalization vis-à-vis efforts toward multilateralism, such as through the General Agreement on Tariffs and Trade (GATT) and the World Trade Organization (WTO). 

Here, four contradictory perspectives have been formulated, Poon (1997). First, an emphasis on the economic inferiority of regional vis-à-vis multilateral integration outcomes, Bhagwati (2002). Second, the view that regionalism is an efficient substitute for ill-functioning multilateral institutions in terms of economic outcomes, Rugman (2005). Third, a focus on the comparative ease of conducting a regional integration process (with only a limited number of participants that are geographically close) vis-à-vis a multilateral integration process that could involve all the 144 countries in the WTO. Fourth, a focus on the organic nature of economic integration in regional clusters Krugman (1993). Here, regional integration is not driven primarily by the strategic intent of government agencies and powerful economic actors to increase or consolidate economic exchange within a region through new institutions in a top-down fashion. Rather, it reflects efforts by multiple sets of economic actors, who wish to expand their geographical business horizon, guided by immediate opportunities that are geographically close and associated with low transaction costs, as well as a high potential for agglomeration economies. In the long run, such agglomeration, in the sense of improved ‘regional diamond conditions’ may improve the MNEs’ capabilities to penetrate other triad markets, Rugman and Verbeke (2003).

 None of these four perspectives has paid much attention to the MNE as the appropriate unit of analysis, with some exceptions that include Rugman and Verbeke (1990), Rugman (2005). This is a fruitful avenue for future research, for five reasons. 

First, the role of individual MNEs in the institutional processes of regional integration could be investigated in more depth, without starting from the ideological assumption that all MNEs pursue a narrow and homogenous business agenda. Each firm’s regional integration preferences and role will depend upon its FSA configuration, much in line with its preferences regarding trade and investment protection at the national level, Milner (1988). These preferences may even vary from business to business in a single firm. As implied by earlier sections of this paper, the main question for the MNE is to assess how regional integration may reduce the need for location-specific adaptation investments in the various national markets, when expanding the geographic scope of activities. 

Second, rather than merely analyzing macro-economic or sectoral data, there is a rich avenue of work to be pursued on firm level adaptation processes to regional integration, with a focus on the region-specific adaptation investments needed to link the MNE’s existing FSAs (non-location-bound and location-bound ones) with the regional- location advantages, and on the nature of these investments (internal development versus external acquisition), Rugman and Verbeke (1990). An analysis of such new knowledge development in MNEs may be critical to understand fully the societal effects of increased regionalization. 

Third, the impacts of regional trading agreements have often been interpreted in terms of changes in entry barriers facing insiders and outsiders, at the macro, industry, and strategic-group levels. From a resource-based perspective, however, there is a real need to understand how regional integration processes affect the creation or elimination of isolating mechanisms, and thereby economic performance, at the level of individual MNEs and subunits within MNEs. 

Fourth, regional integration also has implications for knowledge exchange, as it is likely to increase the geographic reach of MNE networks in terms of backward and forward linkages, and even the MNEs broader flagship networks, Rugman and D’Cruz (2000). To the extent that such linkages and networks are associated with knowledge diffusion spill-overs, these should also be taken into account in any analysis of the regional integration welfare effects. 

Finally, regional integration can have an impact on the MNE’s internal distribution of resources and FSAs; more specifically, firm-level investments in regional adaptation often imply the relocation of specific production facilities to the most efficient subunits, in order to capture regional scale economies and a re-assessment of subsidiary charters. This implies to some extent a zero sum game with ‘winning’ and ‘losing’ subsidiaries. 

Interestingly, it has also been observed that regional integration may energize subsidiaries to start new initiatives and to develop new capabilities, which really implies a non-zero sum game, Birkinshaw (2000), again with macro-level welfare improvements as an outcome. Will the deepening of a regional trading block, even if it has positive net welfare effects inside the region and at the world level, strengthen the affected insider MNEs in other legs of the triad?  Or will it,  on the contrary, act as an incentive to focus these MNEs’ resource allocation processes and market expansion plans even more on intra-regional growth opportunities? The empirical data in Rugman (2005) indicate that regional integration during the past decade has had little effect on the abilities of MNEs to increase their globalization capabilities. 

Regional Strategies of Multinational Enterprises

An asymmetry may exist between the MNE’s downstream and upstream firm-specific advantages (FSAs). We have presented data above on sales, representing the downstream end of the firms. We need also to consider the possibility that the upstream end of production could be globalized, i.e. is there a global supply chain?  We shall consider the organizational structure of an MNE, whereby many tasks within R&D, sourcing, manufacturing, and logistics operations are structurally divorced from customer-related subunits. This explains why many MNEs have been able to develop internally efficient global operations, with a possible wide geographic dispersion across units of the upstream activities (and FSAs) involved, but have simultaneously been incapable of capitalizing on such strengths at the downstream end, in terms of sales achieved. 
Figure 1 constitutes a re-conceptualization of Bartlett and Ghoshal’s (1989) framework on the organizational structures of the MNE. We amend this to take account of the empirical and analytical insights on the pervasive nature of “regional” activities of MNEs. 

Figure 1 here
Figure 1 makes a distinction among the various generic roles of strategic business units within the company. The horizontal axis measures the strength of the FSAs, embedded in each strategic business unit, which may consist of either a single national affiliate, or a set of affiliates, possibly located in various nations and bundled into a geographic or product division. MNEs evaluate business operations at various levels; here, the relevant level is the one at which performance is assessed as the basis of company-wide capital budget allocation. The strategic business unit’s FSAs may be deployable at the national level, in the home region, in two triad regions, or in all triad regions, as reflected by business performance. Figure 1 also makes a distinction, on the vertical axis, between downstream or customer-end, and upstream FSAs. Strong upstream FSAs are required to create an efficient internal production system within the nation, one region, or inter-regionally. Strong downstream FSAs are necessary to achieve market success in the market considered, again at the national, regional, or inter-regional level. Conceptually, individual strategic business units may have both upstream and downstream FSAs, which would make them span two vertical cells in Figure 1.


When using Figure 1, we can identify the business units in MNEs that perform the role of global market leaders in the firm, as measured, not by their location inside a large national market per se, but by their ability to achieve a satisfactory market penetration in each of the three broad regions of the triad. This is a reflection of strong downstream FSAs. The reality for most MNEs is that they may lack even a single global market leader. In contrast, some MNEs have global production units, with upstream activities spread across continents, especially to take advantage of market imperfections in markets for raw materials, labor, components and other intermediate goods, and even to source final goods, but without an equivalent geographic distribution of sales. In addition, most of the large firms have units with the status of national or intra-regional market leaders but usually confined to the home region. Where interregional market success is achieved, namely by a strong position in at least a second triad market, this often occurs through a distinct strategic business unit. The strong market position in the second leg of the triad then usually reflects cooperative behavior, such as joint venture activity, mergers and acquisitions, etc. 


In a forthcoming paper, Simon Collinson and Rugman (2005) have applied this framework to analyze the operations of the 64 Japanese MNEs in the world’s 500 largest firms. Based on published information in annual reports we find that for 2003, the average intra-regional sales of these 64 firms is 81.1%, whereas their average intra-regional foreign assets is 83%.


In terms of Figure 1, 58 of the 64 Japanese MNEs are home-region firms in cell 1; three are in cell 3 (these bi-regionals are Toyota, Nissan and Bridgestone) while there are three global firms in cell 5 (Canon, Sony and Mazda). These data are for 2003, and the classifications confirm those with 2001 sales data in Rugman (2005). It again shows that the vast majority of MNEs are home-region based (58 of the 64 Japanese MNEs). Further, when data on foreign assets are compiled (for the first time), we find all of the 64 Japanese MNEs are in cell 2. There are no Japanese MNEs that operate bi-regionally or globally in terms of foreign production: all foreign production (as measured by foreign assets) is home-region based. We believe that these new findings on the regional nature of foreign assets generalize to the other large 500 MNEs.

Some Economic and Business Implications of Regionalization

This thinking on the regional solution to strategy can be applied to the case of UK based MNEs. Yip, Rugman and Kudina (2005) and Rugman, Kudina and Yip (2005) have conducted empirical analysis of the effect of intra-regional sales on the performance of UK MNEs.  Using the OSIRIS database of about 30,000 publicly listed companies, a set of UK firms can be identified and analyzed. The central independent variable in this analysis is a measure of regionalization (E/T), which is a ratio of sales in a home region (Europe) to the total sales of a multinational enterprise (Rugman 2005). Hence, this measure includes home country (UK) sales, subsidiaries’ sales in the region (Europe) and the UK firm’s exports to the rest of Europe. Inclusion of such export data is partly governed by data availability, but it is also appropriate as exporting obviously gives foreign sales. Both exports and foreign subsidiary sales are components of foreign sales. According to internalization theory, an internationalizing firm chooses the most cost-efficient way among all possible modes of foreign sales (Buckley and Casson 1976; Rugman 1981)).

As a performance measure, we use return on foreign assets (ROFA). We use ROFA as it measures the performance of the subsidiaries of the MNE, which is our main concern, and we set this against the regional measure, (E/T), for the first time. Usually return on total assets (ROTA) is used, or another firm-level metric. We also regress ROTA against (E/T), and compare the difference between ROFA and ROTA as dependent variables.

From the OSIRIS database we select the UK companies present in the top 100 across 89 sectors as classified by Dow Jones. This gives a total of 587 UK companies from the European total of 8,900 according to OSIRIS database. However, not all of these UK companies report the necessary regional segment data, so we found only 210 companies for which we are able to calculate both: 1) the regionalization measure (E/T), and 2) the return on foreign assets (ROFA). These companies constitute our sample (those companies that reported the data for only one of the years under consideration were excluded from the sample). The data was collected for four years: 2003, 2001, 1998 and 1993, this creating an unbalanced panel of 495 observations. 


A number of control variables allow us to moderate the effects of other factors which have been shown to have a significant impact on a firm’s performance according to earlier research. First, we control for a firm’s size effect by including a logarithm of company’s total revenues into the regressors (Tallman and Li 1996; Hitt et al. 1997; Gomes and Ramaswamy 1999). Second, recognizing the importance of industry effects in explaining firm performance in a multi-industry study (Schmalensee 1985, Grant et al. 1988, Montgomery and Porter 1991, Tallman and Li 1996), we use the corresponding Dow Jones industry’s average return on assets measured for all public companies 1) in the world in a particular industry, and 2) in the UK in a particular industry as additional controls (based on OSIRIS database again). Third, we also control for the global competitiveness of British companies in an industry by including the global market share of all British companies in each Dow Jones industry sector. Finally we include a time trend to mediate a year or temporal effect in profitability data, as the former was shown to have a significant effect in previous research (Cowley 1988, Mascarenhas and Aaker 1989, Haskel and Martin 1992, Li 2005).

We estimate the following two major specifications:

S1: ROFAit = (0 + (1 (E/Tit) + (2 (E/Tit)2 +( j (j Control Variableijt + (it,

S3: ROTAit = (0 + (1 (E/Tit) + (2 (E/Tit)2 +(3(E/Tit)3+( j (j Control Variableijt + (it,
where ROFAit is return on foreign assets of company i in year t, ROTAit is return on

total assets of company i in year t, E/Tit is a ratio of European sales to total sales of

company i in year t, Control Variableijt is a control variable j for a company i (or

industry k) in year t: (log(TRit) is a natural logarithm of total revenues of company i in

year t, ROTAWkt is an average return on assets of all public companies in the world of

industry k in year t, ROTAUKkt is an average return on assets of all public UK

companies in industry k in year t, and MSHUKkt is a market share of UK companies in

industry k in year t, YEARt is a time trend), and (it, is a corresponding error term. 


Since the time series is short in our dataset, we are not able to reliably estimate either fixed or random effects models. Therefore, in this paper we use a Feasible Generalized Least Squares (FGLS) estimator, which is more efficient than a pooled OLS estimator when the series exhibit heteroskedasticity (that is a concern in the analyzed data set). By downweighting estimated coefficients by an estimate of the cross-section residual standard deviation, FGLS allows assigning a smaller weight to observations coming from populations with greater variance and a larger weight to the ones coming from populations with smaller variance. In this way cross-sectional heteroskedasticity is addressed.

Additionally, we use White heteroskedasticity consisted covariances to obtain estimates which are robust to general heteroskedasticity, that is, we allow for inter-temporal differences in variances along with cross-sectional heteroskedasticity, which is traditionally addressed by FGLS. A similar estimation technique was used in studies by Gomes and Ramaswamy (1999), Contractor et al. (2003), and Li (2005). 

We found a significant quadratic relationship (inverted U shape) between our measures of multinationality (E/T) and performance (ROFA) in the two specifications we have tested. The difference between specifications is in control variables used that addresses a concern about the importance of moderator variables articulated in Grant (1987). We have also tested for a possible cubic relationship between (E/T) and ROFA, yet no significant association was found. However there is a significant cubic fit for ROTA, see S3 and S4 in Table 4. We also find significant size and industry effects, an overall competitiveness effect (measured by market share) and a time effect. 

In general, this analysis demonstrates that regional sales have a significant association with the financial performance of multinational’s subsidiaries. However, the relationship is not linear. At smaller regionalization levels (that is, with a high dispersion of the UK MNE’s international operations) there is a negative effect on the performance of foreign operations (due to, for instance, a strong liability of foreignness (Zaheer and Mosakowski 1997), and overexpansion problems (Contractor et al. 2003)). In contrast, a larger amount of regional sales has a positive effect on the subsidiaries’ performance (perhaps because the liability of foreignness is reduced once the company operates in a more familiar environment). Overall, this analysis shows that regional sales have a significant positive performance impact on the international operations of UK multinational enterprises.

Table 4 here
Table 4 reports the results from estimation of four models: the first two models (S1 and S2) have ROFA as a dependent variable, whereas the other two use ROTA for the same purpose. In this way we can easily compare the four specifications as we use the same sets of control variables for estimation. Whereas specifications 1 and 2 show an inverted U-shaped quadratic relationship between the ROFA and (E/T), the ROTA models (specifications 3 and 4) are considerably different as they reveal a significant cubic relationship between ROTA and (E/T).

This difference in fit with an inverted U-shape for ROFA and a cubic fit for ROTA can perhaps be better understood if we consider the nature of two of the key variables: ROTA and (E/T). ROTA is the overall profitability of a multinational enterprise (it includes domestic profitability) while (E/T) also includes a significant proportion of home sales. Hence, low levels of (E/T) indicate a highly (non-European) internationalized company, whereas a high (E/T) ratio is a sign of a more regionalized company, where there are also larger home sales. Consequently, a reported S-shaped relationship between (E/T) and ROTA confirm the earlier studies by Contractor et al. (2003). However, if we draw a chart depicting the relationship between ROTA and (E/T) at mean values of other variables for eligible values of (E/T) (that is between 0 and 100), we observe again only U shaped part of the S-curve (Figure 3). Hence, we can apply the same logic as we did for ROFA to rationalize this finding.

Figure 3 here

To further understand the results, consider Figure 2. This reports the mean value of the (F/T) and (E/T) variables from Table 4. The average (F/T) is 48 %, which gives an average home-market sales of 52 %. We also find that the average (E/T) is 64 %. This means that the ‘foreign; sales of UK firms in the rest of Europe, 1-(E/T) is 16 %. It also means that the ‘foreign’ sales outside of Europe. i.e. the rest of the world (ROW), amounts to an average of 36 %.


Given the evidence and insights confirming the regional nature of MNE activity in Rugman (2005) and Rugman & Verbeke (2004), we are able to use these regional sales (E/T) to address the issue of generating more accurate proxies for geographical configuration. Figure 2 confirms the existing theory and evidence of the regional multinationals, in that the majority of the largest UK MNEs are home region orientated, namely that they have over 50% of sales in the home region.

In general, this analysis demonstrates that regional sales (E/T) have a significant positive association with the financial performance of a multinational’s subsidiaries (ROFA) and its overall performance (ROTA). However, the relationship is not linear, but quadratic for ROFA and cubic for ROTA. At smaller regionalization levels (that is, with a high dispersion of the UK MNE’s international operations) there is a negative effect on the performance of foreign operations (due to, for instance, a strong liability of foreignness (Zaheer and Mosakowski 1997), and overexpansion problems (Contractor et al. 2003)). In contrast, a larger amount of regional sales has a positive effect on the subsidiaries’ performance, and also on the firm, (perhaps because the liability of foreignness is reduced once the company operates in a more familiar environment). Overall, this analysis shows that regional sales (E/T) have a significant positive performance impact on the international operations of UK multinational enterprises.


Conclusions

The evidence is that most of the world’s largest firms are regional multinationals. The great majority of MNEs (320 out of 380 with available data) have, on average, 80% of all their sales in their home region of the triad. The world of international business is a regional one, not a global one. Only a handful of MNEs (a total of nine) actually operate successfully as key players in each region of the triad. For 320 of 365 cases of MNEs for which data are available and classifiable, the data indicate they operate on a home-triad basis. This is very strong evidence of regional/triad activity. There are 25 bi-regional MNEs and another 11 host-country based ones. Data on foreign assets suggest that production is even more intra-regional than sales. There are so few “global” MNEs as to render the concept of “globalization” meaningless. This research suggests that scholars of international business need to pay less attention to models of “global” strategy—as this is a special case. The “big question” for research in international business is: why do MNEs succeed as regional organizations without becoming global?

Transaction cost economics reasoning largely explains this regional phenomenon: market-seeking expansion by firms in host regions is often associated with high, location-specific adaptation investments to link the MNE’s existing knowledge base with host-region location advantages. Firm (FSAs) and country factors (CSAs) do not simply meld together without managerial intervention. As the required investments to meld FSAs and CSAs become larger, driven by the cultural, administrative, geographic, and economic distance between home country/region and host regions, the attractiveness of foreign markets declines, and regional, rather than global, strategies are needed to reflect the differential need for “linking” investments in each region. Only in a few sectors, such as consumer electronics, can a balanced, global distribution of sales be achieved. 


Based on preliminary tests of the logic of Figure 1, it is likely that the upstream end of the value chain can be globalized more easily than the customer end, because upstream location-specific investments are not one-sided (in the sense of lacking reciprocal commitments from the other economic actors involved, which is a critical problem at the customer end). Upstream globalization obviously need not be expressed in a balanced geographic distribution of R&D, manufacturing, etc., but rather in the MNE’s ability to choose and access locations around the globe where the firm’s upstream FSAs can easily be melded with foreign location-advantages, without the need for major, location-specific adaptation investments. Yet the available data on production also suggest the dominance of home-region based production clusters and networks, as in the automobile sector. This suggests that the hazards of cultural, administrative, geographic, and economic distance between the home country/region and host regions are often also present at the upstream side.


In terms of the definitions outlined in the introduction to this paper we can make the following conclusions:-

(i) The largest 500 firms are all MNEs as they operate across national borders, but about 120 of them are not reporting data on the geographic distribution of sales (these include the Chinese firms in the top 500).

(ii) There is evidence that only nine of 380 MNEs reporting sales data for 2001 are “global” firms defined as firms with a significant presence of 20% plus of sales in each broad region of the triad. There are up to 36 bi-regional firms.

(iii) The typical large MNE is an extremely home-regional based business, as 320 of the 380 firms reporting data have an average of 80% of their sales in their home region.

Recent data on foreign assets also show a strong home-region bias with 83% of the foreign assets of Japanese firms being in Asia. It has also been reported here that a regional sales variable (E/T) helps to explain the performance of UK MNEs. We expect that this is a generalized result, but further research is required. Overall, these firm-level data on regional MNEs strongly support the more aggregate, country-level data reported in Rugman (2000), where it was first shown that globalization is a myth and that regionalization explains world business activity.

Table 1 : Classification of the Top 500 MNEs

	 
	No.
	% of
	% of
	% intra-regional 

	Type of MNE
	of MNEs
	500
	380
	sales

	 
	 
	 
	 
	 

	Global
	9
	      1.8 
	      2.4 
	            38.3 

	Bi-regional
	25
	      5.0 
	      6.6 
	            42.0 

	Host-Region Oriented
	11
	      2.2 
	      2.9 
	            30.9 

	Home-Region Oriented (1)
	320
	     64.0 
	     84.2 
	            80.3 

	Insufficient Data 
	15
	      3.0 
	      3.9 
	            40.9 

	No Data
	120
	     24.0 
	
	 NA 

	
	
	
	
	

	Total
	500
	   100.0 
	   100.0 
	            71.9 

	 
	 
	 
	 
	 

	Data are for 2001, from the Fortune, Fortune Global 500, 2002.

Source: Alan M. Rugman, The Regional Multinationals (Cambridge: Cambridge University Press, 2005)

	
	
	
	
	


	Table 2  Geographic Sales of the World's Largest Home-Region Oriented MNEs, 2002

	
	2002

Fortune
	 
	 Revenues 
	 F/T 
	
	North America
	 
	Europe
	 
	Asia
	 

	
	 Rank 
	Company
	 in bn US$ 
	 Sales 
	
	% of total
	 
	% of total
	 
	% of total
	 

	
	
	
	
	
	
	
	
	
	
	
	

	
	1
	Wal-Mart Stores (q)
	             246.5 
	     16.7 
	
	              94.5 
	
	             4.6 
	
	        0.5 
	

	
	21
	Siemens
	               77.2 
	     77.0 
	
	              25.0 
	l
	           57.0 
	
	      12.0 
	

	
	26
	Hitachi
	               67.2 
	     32.0 
	
	              11.0 
	
	             7.0 
	
	      80.0 
	

	
	46
	Fiat
	               52.6 
	     64.0 
	
	              13.0 
	
	           74.0 
	
	 na 
	

	
	50
	Merck
	               51.8 
	     16.0 
	
	              84.0 
	
	 na 
	
	 na 
	

	
	na
	Dynegy
	                 5.6 
	     13.5 
	
	              99.5 
	a
	             0.5 
	
	 na 
	

	
	95
	Pemex
	               38.0 
	     34.3 
	
	              86.0 
	
	             2.1 
	
	 na 
	

	
	121
	Kmart
	               30.8 
	        -   
	
	            100.0 
	z
	               -   
	
	          -   
	

	
	36
	ConocoPhillips
	               56.7 
	     17.8 
	
	              84.0 
	a
	 na 
	
	 na 
	

	
	120
	United Parcel Service
	               31.3 
	     16.0 
	
	              84.0 
	z
	 na 
	
	 na 
	

	
	133
	Saint-Gobain
	               28.6 
	     68.8 
	
	              22.4 
	
	           74.3 
	
	 na 
	

	
	138
	Enel
	               28.3 
	       5.1 
	
	1.7
	
	           98.3 
	
	 na 
	

	
	153
	Lockheed Martin
	               26.8 
	     14.0 
	
	              86.0 
	z
	 na 
	
	 na 
	

	
	197
	Honeywell Intl.
	               22.3 
	     30.3 
	
	              69.7 
	z
	           18.8 
	
	 na 
	

	
	176
	America Express
	               23.8 
	     21.3 
	
	              78.7 
	z
	             7.9 
	
	        6.9 
	

	
	233
	Royal & Sun Alliance
	               19.7 
	     58.3 
	
	              26.5 
	l
	           63.1 
	 m 
	      10.4 
	

	
	188
	Best Buy
	               22.7 
	       7.2 
	
	            100.0 
	
	 na 
	
	 na 
	

	
	243
	Volvo
	               19.2 
	 na 
	
	              24.1 
	
	           59.6 
	
	        9.0 
	

	
	246
	Washington Mutual
	               19.0 
	        -   
	
	            100.0 
	z
	               -   
	
	          -   
	

	
	320
	U.S. Bancorp
	               15.4 
	        -   
	
	            100.0 
	
	               -   
	
	          -   
	

	
	67
	AmericansourceBergen
	               45.2 
	        -   
	
	            100.0 
	
	               -   
	
	          -   
	

	
	150
	Valero Energy
	               27.0 
	        -   
	
	            100.0 
	l
	               -   
	
	          -   
	

	
	376
	May Dept. Stores
	               13.5 
	        -   
	
	            100.0 
	
	               -   
	
	          -   
	

	
	432
	Bank of Nova Scotia
	               11.6 
	     43.7 
	
	              65.4 
	
	 na 
	
	 na 
	

	
	436
	Accenture
	               11.6 
	na
	
	              50.4 
	l
	           42.9 
	m
	        6.7 
	

	
	369
	Anheuser-Busch
	               13.6 
	       6.9 
	
	              93.1 
	z
	 na 
	
	 na 
	

	
	272
	WellPoint Health Netwks.
	               17.3 
	        -   
	
	            100.0 
	
	               -   
	
	          -   
	

	
	429
	British Airways
	               11.9 
	     52.7 
	
	              19.3 
	l
	           63.8 
	
	        7.4 
	

	
	456
	Eli Lilly
	               11.1 
	     41.0 
	
	              59.0 
	
	           19.5 
	
	 na 
	

	
	366
	Old Mutual (q)
	               13.7 
	 na 
	
	 na 
	
	 na 
	
	 na 
	

	
	323
	Sun Life Financial Services
	               15.3 
	     72.0 
	
	              80.0 
	a
	             8.0 
	 
	        3.0 
	

	
	479
	Manulife Financial (q) 
	               10.5 
	     67.2 
	
	              73.9 
	 
	 na 
	 
	      21.4 
	 


Notes: q. Wal-Mart: Estimated using number of stores. Pemex: Estimated using 1999 date (latest available); North America refers to Mexico and the U.S.;  Bank of Nova Scotia: Revenues are estimated using income figures as reported in the Annual Report;  Accenture: Includes information on India in its EMEA geographic segment; Old Mutual: Fortune Magazine reports Old Mutual as a British company because it is headquartered there. However, the company is South African. Data for 2002 is not available; Manulife Financial: The data are estimated using sales by division (U.S., Canada and Asia) as reported in the Annual Report. z. United States only; l. includes Latin America; a. Canada and the United States; m. Europe, Middle East and Africa.

Table 3 Intra-regional Sales of the World's Largest Home-Region Oriented MNEs, 2001-2002

	 
	 
	 Intra-regional Sales (%) 
	 
	 

	Company
	Region
	2001
	 
	2002
	 
	 Change 

	
	
	
	
	
	
	

	Wal-Mart Stores
	North America 
	         94.1 
	
	            94.5 
	
	         0.4 

	Siemens
	Europe 
	         52.0 
	
	            57.0 
	
	         5.0 

	Hitachi 
	Asia-Pacific
	         80.0 
	
	            80.0 
	
	         -   

	Fiat
	Europe 
	         73.3 
	
	            74.0 
	
	         0.7 

	Merck
	North America 
	         83.6 
	
	            84.0 
	
	         0.3 

	Dynegy
	North America 
	         90.7 
	
	            99.5 
	
	         8.8 

	Pemex
	North America 
	         91.7 
	
	            86.0 
	
	       (5.7)

	Kmart
	North America 
	       100.0 
	
	          100.0 
	
	         -   

	ConocoPhillips
	North America 
	         57.6 
	
	            84.0 
	
	       26.4 

	United Parcel Service
	North America 
	         86.3 
	
	            84.0 
	
	       (2.3)

	Saint-Gobain
	Europe 
	         63.9 
	
	            74.3 
	
	       10.4 

	Enel
	Europe 
	         98.6 
	
	            98.3 
	
	       (0.3)

	Lockheed Martin
	North America 
	         83.0 
	
	            86.0 
	
	         3.0 

	Honeywell Intl.
	North America 
	         73.7 
	
	            69.7 
	
	       (4.0)

	America Express
	North America 
	         75.3 
	
	            78.7 
	
	         3.4 

	Royal & Sun Alliance
	Europe 
	         64.8 
	
	            63.1 
	
	       (1.7)

	Best Buy
	North America 
	       100.0 
	
	          100.0 
	
	         -   

	Volvo
	Europe 
	         51.6 
	
	            59.6 
	
	         8.0 

	Washington Mutual
	North America 
	       100.0 
	
	          100.0 
	
	         -   

	U.S. Bancorp
	North America 
	       100.0 
	
	          100.0 
	
	         -   

	AmericansourceBergen
	North America 
	       100.0 
	
	          100.0 
	
	         -   

	Valero Energy
	North America 
	       100.0 
	
	          100.0 
	
	         -   

	May Dept. Stores
	North America 
	       100.0 
	
	          100.0 
	
	         -   

	Bank of Nova Scotia
	North America 
	         71.2 
	
	            65.4 
	
	       (5.8)

	Accenture
	North America 
	         54.8 
	
	            50.4 
	
	       (4.4)

	Anheuser-Busch
	North America 
	         94.7 
	
	            93.1 
	
	       (1.6)

	WellPoint Health Netwks.
	North America 
	       100.0 
	
	          100.0 
	
	         -   

	British Airways
	Europe 
	         64.8 
	
	            63.8 
	
	       (1.0)

	Eli Lilly
	North America 
	         63.8 
	
	            59.0 
	
	       (4.8)

	Old Mutual
	Europe 
	         93.4 
	
	  na 
	
	 na 

	Sun Life Financial Services
	North America 
	         83.5 
	
	            80.0 
	
	       (3.5)

	Manulife Financial
	North America 
	         71.1 
	
	            73.9 
	
	         2.8 

	
	
	82.4
	
	84.6
	
	2.2


TABLE 4

Regional Sales and Performance of UK Multinationals

	Dependent Variable
	Return on Foreign Assets (ROFA)
	Return on Total Assets (ROTA)

	Independent Variables
	S1
	S2
	S3
	S4

	European/Total Sales 
	0.095***

(0.000)
	0.014

(0.411)
	-0.147***

(0.000)
	-0.153***

(0.000)

	European/Total Sales2
	-0.001***

(0.000)
	-0.001***

(0.000)
	0.003***

(0.000)
	0.003***

(0.000)

	European/Total Sales3
	
	
	-0.00002***

(0.000)
	-0.00002***

(0.000)

	Total Revenues (log)
	0.560***

(0.000)
	0.697***

(0.000)
	0.633***

(0.000)
	0.738***

(0.000)

	Industry Return on Total Assets (World)
	0.326***

(0.000)
	0.345***

(0.000)
	0.302***

(0.000)
	0.412***

(0.000)

	Market Share
	
	-0.085***

(0.000)
	
	-0.029***

(0.000)

	Time Trend
	-1.149***

(0.000)
	-1.994***

(0.000)
	-0.929***

(0.000)
	-1.000***

(0.000)

	Constant Term
	17.002***

(0.000)
	22.648***

(0.000)
	5.607***

(0.000)
	4.484***

(0.000)

	Adjusted

R-Squared
	0.689
	0.912
	0.751
	0.990

	F-Statistics
	5333***
	1623***
	249***
	7202***

	Number of observations
	495
	495
	495
	495




Figure 3

ROTA and (E/T) at the mean values of the control variables
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Sheet1

		ft				s1		s3		s2		s4

		0		0		19.28009		7.23868		20.47115		7.01772		5.4337		7.0169

		0.01		1		19.40809		7.20468		20.29011		7.04973		5.28369		6.99685

		0.02		2		19.53409		7.17268		20.12283		7.0778		5.13962		6.9767

		0.03		3		19.65809		7.14268		19.96907		7.10199		5.00143		6.95645

		0.04		4		19.78009		7.11468		19.82859		7.12236		4.86906		6.9361

		0.05		5		19.90009		7.08868		19.70115		7.13897		4.74245		6.91565

		0.06		6		20.01809		7.06468		19.58651		7.15188		4.62154		6.8951

		0.07		7		20.13409		7.04268		19.48443		7.16115		4.50627		6.87445

		0.08		8		20.24809		7.02268		19.39467		7.16684		4.39658		6.8537

		0.09		9		20.36009		7.00468		19.31699		7.16901		4.29241		6.83285

		0.1		10		20.47009		6.98868		19.25115		7.16772		4.1937		6.8119

		0.11		11		20.57809		6.97468		19.19691		7.16303		4.10039		6.79085

		0.12		12		20.68409		6.96268		19.15403		7.155		4.01242		6.7697

		0.13		13		20.78809		6.95268		19.12227		7.14369		3.92973		6.74845

		0.14		14		20.89009		6.94468		19.10139		7.12916		3.85226		6.7271

		0.15		15		20.99009		6.93868		19.09115		7.11147		3.77995		6.70565

		0.16		16		21.08809		6.93468		19.09131		7.09068		3.71274		6.6841

		0.17		17		21.18409		6.93268		19.10163		7.06685		3.65057		6.66245

		0.18		18		21.27809		6.93268		19.12187		7.04004		3.59338		6.6407

		0.19		19		21.37009		6.93468		19.15179		7.01031		3.54111		6.61885

		0.2		20		21.46009		6.93868		19.19115		6.97772		3.4937		6.5969

		0.21		21		21.54809		6.94468		19.23971		6.94233		3.45109		6.57485

		0.22		22		21.63409		6.95268		19.29723		6.9042		3.41322		6.5527

		0.23		23		21.71809		6.96268		19.36347		6.86339		3.38003		6.53045

		0.24		24		21.80009		6.97468		19.43819		6.81996		3.35146		6.5081

		0.25		25		21.88009		6.98868		19.52115		6.77397		3.32745		6.48565

		0.26		26		21.95809		7.00468		19.61211		6.72548		3.30794		6.4631

		0.27		27		22.03409		7.02268		19.71083		6.67455		3.29287		6.44045

		0.28		28		22.10809		7.04268		19.81707		6.62124		3.28218		6.4177

		0.29		29		22.18009		7.06468		19.93059		6.56561		3.27581		6.39485

		0.3		30		22.25009		7.08868		20.05115		6.50772		3.2737		6.3719

		0.31		31		22.31809		7.11468		20.17851		6.44763		3.27579		6.34885

		0.32		32		22.38409		7.14268		20.31243		6.3854		3.28202		6.3257

		0.33		33		22.44809		7.17268		20.45267		6.32109		3.29233		6.30245

		0.34		34		22.51009		7.20468		20.59899		6.25476		3.30666		6.2791

		0.35		35		22.57009		7.23868		20.75115		6.18647		3.32495		6.25565

		0.36		36		22.62809		7.27468		20.90891		6.11628		3.34714		6.2321

		0.37		37		22.68409		7.31268		21.07203		6.04425		3.37317		6.20845

		0.38		38		22.73809		7.35268		21.24027		5.97044		3.40298		6.1847

		0.39		39		22.79009		7.39468		21.41339		5.89491		3.43651		6.16085

		0.4		40		22.84009		7.43868		21.59115		5.81772		3.4737		6.1369

		0.41		41		22.88809		7.48468		21.77331		5.73893		3.51449		6.11285

		0.42		42		22.93409		7.53268		21.95963		5.6586		3.55882		6.0887

		0.43		43		22.97809		7.58268		22.14987		5.57679		3.60663		6.06445

		0.44		44		23.02009		7.63468		22.34379		5.49356		3.65786		6.0401

		0.45		45		23.06009		7.68868		22.54115		5.40897		3.71245		6.01565

		0.46		46		23.09809		7.74468		22.74171		5.32308		3.77034		5.9911

		0.47		47		23.13409		7.80268		22.94523		5.23595		3.83147		5.96645

		0.48		48		23.16809		7.86268		23.15147		5.14764		3.89578		5.9417

		0.49		49		23.20009		7.92468		23.36019		5.05821		3.96321		5.91685

		0.5		50		23.23009		7.98868		23.57115		4.96772		4.0337		5.8919

		0.51		51		23.25809		8.05468		23.78411		4.87623		4.10719		5.86685

		0.52		52		23.28409		8.12268		23.99883		4.7838		4.18362		5.8417

		0.53		53		23.30809		8.19268		24.21507		4.69049		4.26293		5.81645

		0.54		54		23.33009		8.26468		24.43259		4.59636		4.34506		5.7911

		0.55		55		23.35009		8.33868		24.65115		4.50147		4.42995		5.76565

		0.56		56		23.36809		8.41468		24.87051		4.40588		4.51754		5.7401

		0.57		57		23.38409		8.49268		25.09043		4.30965		4.60777		5.71445

		0.58		58		23.39809		8.57268		25.31067		4.21284		4.70058		5.6887

		0.59		59		23.41009		8.65468		25.53099		4.11551		4.79591		5.66285

		0.6		60		23.42009		8.73868		25.75115		4.01772		4.8937		5.6369

		0.61		61		23.42809		8.82468		25.97091		3.91953		4.99389		5.61085

		0.62		62		23.43409		8.91268		26.19003		3.821		5.09642		5.5847

		0.63		63		23.43809		9.00268		26.40827		3.72219		5.20123		5.55845

		0.64		64		23.44009		9.09468		26.62539		3.62316		5.30826		5.5321

		0.65		65		23.44009		9.18868		26.84115		3.52397		5.41745		5.50565

		0.66		66		23.43809		9.28468		27.05531		3.42468		5.52874		5.4791

		0.67		67		23.43409		9.38268		27.26763		3.32535		5.64207		5.45245

		0.68		68		23.42809		9.48268		27.47787		3.22604		5.75738		5.4257

		0.69		69		23.42009		9.58468		27.68579		3.12681		5.87461		5.39885

		0.7		70		23.41009		9.68868		27.89115		3.02772		5.9937		5.3719

		0.71		71		23.39809		9.79468		28.09371		2.92883		6.11459		5.34485

		0.72		72		23.38409		9.90268		28.29323		2.8302		6.23722		5.3177

		0.73		73		23.36809		10.01268		28.48947		2.73189		6.36153		5.29045

		0.74		74		23.35009		10.12468		28.68219		2.63396		6.48746		5.2631

		0.75		75		23.33009		10.23868		28.87115		2.53647		6.61495		5.23565

		0.76		76		23.30809		10.35468		29.05611		2.43948		6.74394		5.2081

		0.77		77		23.28409		10.47268		29.23683		2.34305		6.87437		5.18045

		0.78		78		23.25809		10.59268		29.41307		2.24724		7.00618		5.1527

		0.79		79		23.23009		10.71468		29.58459		2.15211		7.13931		5.12485

		0.8		80		23.20009		10.83868		29.75115		2.05772		7.2737		5.0969

		0.81		81		23.16809		10.96468		29.91251		1.96413		7.40929		5.06885

		0.82		82		23.13409		11.09268		30.06843		1.8714		7.54602		5.0407

		0.83		83		23.09809		11.22268		30.21867		1.77959		7.68383		5.01245

		0.84		84		23.06009		11.35468		30.36299		1.68876		7.82266		4.9841

		0.85		85		23.02009		11.48868		30.50115		1.59897		7.96245		4.95565

		0.86		86		22.97809		11.62468		30.63291		1.51028		8.10314		4.9271

		0.87		87		22.93409		11.76268		30.75803		1.42275		8.24467		4.89845

		0.88		88		22.88809		11.90268		30.87627		1.33644		8.38698		4.8697

		0.89		89		22.84009		12.04468		30.98739		1.25141		8.53001		4.84085

		0.9		90		22.79009		12.18868		31.09115		1.16772		8.6737		4.8119

		0.91		91		22.73809		12.33468		31.18731		1.08543		8.81799		4.78285

		0.92		92		22.68409		12.48268		31.27563		1.0046		8.96282		4.7537

		0.93		93		22.62809		12.63268		31.35587		0.92529		9.10813		4.72445

		0.94		94		22.57009		12.78468		31.42779		0.84756		9.25386		4.6951

		0.95		95		22.51009		12.93868		31.49115		0.77147		9.39995		4.66565

		0.96		96		22.44809		13.09468		31.54571		0.69708		9.54634		4.6361

		0.97		97		22.38409		13.25268		31.59123		0.62445		9.69297		4.60645

		0.98		98		22.31809		13.41268		31.62747		0.55364		9.83978		4.5767

		0.99		99		22.25009		13.57468		31.65419		0.48471		9.98671		4.54685

		1		100		22.18009		13.73868		31.67115		0.41772		10.1337		4.5169
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