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Resumo

A performance empresarial tem sido apontada porowaautores como um
importante topico de pesquisa no ramo dos Negdnotesnacionais I(ternational
Businesy principalmente no que diz respeito as empresakinacionais. As
empresas, em geral, coordenam as suas actividadedjpctivos e competem para
alcancar vantagem competitiva através do desempéitgia dissertacdo investiga
se as empresas multinacionais estrangeiras (F®)deraésticas (DO) diferem em
desempenho comparativo. Especificamente, estecegiatende determinar se ha
diferencas de performance significativas entre alfimacionais estrangeiras e as
suas congéneres domésticas, e se essas diferamigas vonsoante as medidas de
performance. O enquadramento que subjaz a estdoebtiseia-se em teorias de
organizacdo industrial (I0) e de negocio internaaio(IB), e, na sua aplicacéo
empirica, analisa uma amostra recente (dados parsoale 2006) que inclui as
maiores empresas portuguesas retiradas da baseloe 8ABI Sistema de Analise
de Balancos Ibéricd€oface MOPE). Este estudo foi realizado utilizangdmdelos
econométricos estimados por método de minimos qdadr(OLS) com desvios
padrdo robustos e por regressdo de quantis. O#fadkssl sdo inequivocos: as
empresas FO tém um impacto positivo e significatimoperformance empresarial
em ambos os tipos de medidas de desempenho usadasg produtividade). Os
resultados deste estudo sugerem que ha uma diéesggificativa ao nivel do
desempenho entre as empresas FO e DO na indiatr&dormadora em Portugal.
Este estudo contribui também para o debate sobdida®e de politica publica
relevantes, nomeadamente aquelas relacionadas qguommcéo de investimento
directo estrangeiro (IDE), com externalidades, encos efeitos do IDE em

empresas domésticas.

Palavras chave:Empresas Multinacionais, Multinacionais EstrarggifEmpresas

Domésticas, Performance, Investimento Directo Bg&ao



Abstract

Firm Performance has been pointed by different@stlas an important research
matter in International Business, notably in mutional corporations (MNCSs).
Organisations in general coordinate their actigiti®yy objectives and compete to
seek competitive advantage via performance. Thssediation investigates if
foreign owned (FO) and domestic owned (DO) firmdfedi in comparative
performance. Specifically, this study seeks to meitee if there are significant
performance gaps between foreign MNCs and theiredtion counterparts, and if
those differences/gaps vary with different perfonceameasures. This study draws
on an underlying theoretical framework based omstidal organisation (I0) and on
international business (IB) theories, which is édsby examining a large scale
recent sample (for the year 2006) including thetiRpurese top largest firms
extracted from the SABI databastigtema de Andlise de Balancos IbériCagAce
MOPE). This study was done using econometric moetgisnated by ordinary least
squares (OLS) with robust standard errors and lantje regressions. The results
are unequivocal: FO firms have a positive and $icant impact in firm
performance in both types of performance measurssd uprofitability and
productivity). The findings of this study suggestatt there is a significant
performance difference between FO and DO firm$ienrhanufacturing industry in
Portugal. This study also contributes to the debhtsut relevant policy measures,
notably related to inward investment promotion, fg@nance externalities and

effects of inward investments in local economies.

Keywords: Multinational Corporations, Foreign Owned firmsprbestic Owned

firms, Performance, Foreign Direct Investment.
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Introduction

Multinational companies (MNCs) have an outstandialg in nowadays’ global
economy (Narula and Dunning, 2000). A vast numbiestadies analysed their
impact at multiple levels, all related to their edit influence on several key
variables (e.g., employment, exports, technologjusion, tax, revenue — see:
Dunning, 1993; Markusen, 1995; Caves, 1996) andh&r more indirect but

potentially significant impact on domestic firmsHhmaviour (Bellak, 2004a).

It is recognised that MNCs’ impact is related teitlperformance, both in absolute
terms and relatively to their domestic counterp@tdlak, 2004a). Performance has
been measured by many different variables — plofita (Lecraw, 1983; Geringer
and Hebert, 2001), return on assets (Geringfea)., 1989; Kim,et al, 1989; Qian,
1996; Boardmanet al, 1997; Delios and Beamish, 1999; Mathet,al, 2001),
return on investment (Douglas and Craig, 1983; Dagni1990; Chen, 1999; Khan,
et al, 2002), return on sales (Grant, 1987; Geringeml, 1989; Sullivan, 1994;
Tallman and Li, 1996; Lu and Beamish, 2001; Capak &otabe, 2003; Qiarmt al,
2003), gross margin (Christmanet, al, 1999; Elango and Prakash, 2007), among
others (Globermamt al, 1994). Even though performance is such an impbrta
issue, studies on MNCs and performance are sumghysscarce (Bellak, 2004a),
and even more when comparing the performance eigorowned (FOyis-a-vis
domestic owned (DO) (Williamson, 1977; Luo and Ta898). In spite of the fact
that there are relevant studies that compare FCD&hdirms (Michel and Shaked,
1986; Kim and Esmeralda, 1990; Aitken and Harrisb®99; Qian,et al, 2003;
Barbosa and Louri, 2005; Kimura and Kiyota, 20Qhgy are more oriented to
matters such as ownership, productivity, multinadidy, strategic perspectives,
international environmental factors and determisaritcapital structure rather than
to the analysis of the determinants of performareteveen FO and DO firms, and
that of performance gaps. The underlying theorktiGemework relies on (and
relates) two major strands: industrial organisafiin) and international business
(IB) theories. 10 Villiamson, 1975; Teece, 1985; Davies and Lyons, 1988;



Markusen, 1995; Bellak, 2004a) helps to explain tpeneral question of
performance differences between companies basechasket structure (industry
characteristics) and firm conduct (strategic bebawi creation of entry barriers
such as research and development expenditures, latdurn, IB [economic]
(Dunning, 1993; Hennart, 2001) and [managementd}éBartlett and Ghoshal,
1989; Buckley, 1990) theories allow us to understdre creation and exploration
of firm-specific advantages that explain potengiatformance differences between
DO and FO firms. Thus, we draw on a theoreticambwork that helps to
understand the determinants of performance and pibssible existence of
performance gaps between FO and DO firms. This dvaonk is tested against a
large scale cross-section data sample of manufagttirms located in Portugal, an
intermediate developed country (Molero, 1996). Saiclexercise enables to discuss
relevant policy implications, notably on inward @stment promotion, performance
externalities and effects of inward investment$oiral economies (Hanson, 2001;
Aitken et al, 1999; Markusewet al, 1999; Barbosat al, 2005).

To summarise, this dissertation seeks to addresollowing research questions:

1. Are there performance differences between for&itiNCs and domestic firms?

l.e., does foreign ownership have an impact on'sipperformance?

2. Do performance differences between foreign mationals and domestic firms

vary across different performance measures?

This dissertation is divided into five sections.eTiirst one presents the motivation
and object of the research. The literature revieeupies the second and third
sections. The second section contains a literaewew on FO/DO performance
gaps related to the main theoretical approachektrenthird one provides a review
of empirical literature addressing FO/DO performeangaps, and the distinct
performance measures and proxies used in the mapirieal studies on this theme.
The fourth section explains the empirical methodgloand makes some
considerations about the database and variablesll\;ithe last section includes the

conclusions and policy implications of this disa&dn.



Chapter 1. Theoretical foundations and theoretical literature

review

1.1. Initial considerations: Industrial Organisation (I O) and

International Business (IB) theories

The purpose of this section is to review the tweotletical literature branches
underlying this study (I0 and IB), after introdugisome brief considerations about
MNCs.

MNCs are key players in the global economy (Barkavadetti and Venables,
2004), and they are also often different when caegbavith DO firms: Dunning

(1993: 3), mentioned that a multinational can béinde as “an enterprise that
engages in foreign direct investment (FDI) and owenscontrols value-adding
activities in more than one countr¥/lt is clear that MNCs are different from purely
DO firms (Hanson, 2001). Several studies (e.g., ring 1993; Caves, 1996;
Aitken and Harrison, 1999; Blomstrom and Sjoholn®9%9; De Backer and
Sleuwaegen, 2003, 2005) emphasise this distinctibien considering that MNCs
are usually larger, have higher productivity and pagher wages, have more
skilled human capital, more intangible assets, raoee profitable and display a

higher propensity to export.

MNCs’ investments are regarded as a source of Wenbfinging capital inflows,
technology and job creation to host economies (Bloom and Sjoholm, 1999;
Markusen and Venables, 1999). Markusen and Ven&b899) mentioned that it is
possible for FDI to act as a catalyst for localusidial development and that the
entry of MNCs has a competition and a linkage effat domestic industry. By

taking advantage of the presence of FOs, DO fipmesformance may be improved

! According to Caves (1996: 1): “The multinationabfigpany] (MNC) is defined as an enterprise that
controls and manages production establishmentat§)lfocated in at least two countries”.

% |In the World Investment Report (UNCTAD, 2007:24%joreign direct investment (FDI) is defined as an
investment involving a long-term relationship aeflecting a lasting interest and control by a restcentity

in one economy (foreign direct investor or paremegrise) in an enterprise resident in an econothgr
than that of the foreign direct investor (FDI eptége or affiliate enterprise or foreign affiliate)



by business interaction and industrial linkagesg@a and Valentini, 2007). Other
authors (e.g. Bellak, 2004b: 35) argue that “fropoéicy point of view the sources
of an improvement of a host country’s performanegiveed from inward FDI

comprise two main effects: the presence effecttearsmission effect”.

From these statements, there is an expectation ¢hwahg to their specificity,

MNCs’ may have a superior performance than themektic counterparts.

There are two main theoretical approaches thaingpertant to explain the general
guestion of performance differences between firnisdustrial Organisation (10)
and International Business (IB). The 10 approactbased on market structure
(industry characteristics) and firm conduct (styatebehaviour, creation of entry
barriers such as research and development expessjietc) These two schools of
thought contribute to understand firms’ charactess as well as the structural
characteristics of the industry, from a neoclas<i€) perspective of the firm to a
more evolutionary one (IB). It is generally acceptéhat both theoretical
perspectives are crucial for understanding firmfqggerance (Christmanmet al,
1999).

1.2.Industrial Organisation theory and relevant conceps

1.2.1.Market structure

Market structure or industry structure refers teesientry barriers, firms’ cost
structure, etc. Such structure determines the belmawf firms which, in turn,
determines the performance of the industry (Port®81; Clarkson and Miller,
1982; Peltzman, 1991). According to Shepherd (1988), “each firm’'s
performance can influence in some degree its futmarket position”. The
traditional 10 paradigm (structure-conduct-perfonoa), developed by Bain (1956)

and Mason (1939), suggests that the structuralitonsl of the industry determines

% According to Clarkson and Miller (1982: 85), markéructure “formed the basis for conduct” and amid
“affects firm’s revenues and costs” that influeipeefitability and other performance indicators.



firm conduct (strategic behaviour) within the inttys Therefore, firm conduct

determines the performance of firms in the marketcan be seen in figure 1.

Figure 1 - The Traditional Bain 10 Paradigm

Source: Adapted from Porter (1981: 611)

The effect of a foreign entry on the market’s streee will change the “game
conditions” for the established DO firms, with amng/pe of competition that will

affect the conduct and performance of the doméstiembents (Bellak, 2004). We
argue, in line with letto-Gillies (2005), that thstructure of the industry
substantially affects its performance. However, fing and Lundan (2008:533)
evoke two conflicting hypotheses. The first onethat FO firms may increase
competition in their host countries and hence redadustrial concentration. The
second one is related to the ownership-specifi@athges (Dunning, 1993), i.e.,
those advantages FO firms tend to have (superfaniesfcy, aggressive business
practiceswhen approaching new markets and thus creatingebsmo competition

and to the operations of DO firms.

1.2.2.Concentration and Oligopoly Theory

The effect of concentration on firm and industryfpemance has been widely
studied in the literature. Bain (1956) and Masd®3d) view “concentration as the
starting point in the casual chain leading evehtual performance variables such
as profitability and productivity” (Davies and Ly®n1988: 92). According to
Harrigan (1981), studies have found that profiigbihcreases with concentration.
Dunning and Lundan (2008) go further and stress MMCs’ activities “are most
pronounced in sectors where the market structubess$ described as an amalgam

of oligopolistic and monopolistic competition”. Albugh a high concentration ratio



should not be put on the same level as the lacdoofpetition (Davies and Lyons,
1988: 73-117).

Developing a model based in oligopolistic markeacures, Knickerbocker (1973,

in letto-Gillies, 2005), defined oligopoly as a tkeir structure characterised by few
sellers, with close substitute products and witmketinterdependence. This author
defined oligopolistic equilibrium as a businesstestbetween sellers such as “all
rivals having roughly the same competitive captédi there is little reason for any
one rival to expect that it can, with impunity, iroge market position of others”

(Knickerbocker, 1973:7, in letto-Gillies, 2005). éther important point is related

with the uncertainty involved in foreign operatioasd with the learning of the

market. FO firms have disadvantages deriving froenforeign environment and the
costs of information when compared with DO firms.owever, firms in

oligopolistic industries have propensity to becamgtinationals (Caves, 1996:83).

1.2.3.Competition / rivalry among firms

Competition is an ongoing process (Shepherd, 12®j: and “[multinational]
ownership links can affect the competitiveness afkats” (Caves, 1996: 97). The
effect of MNCs on competition in local markets is anportant issue. Several
studies (e.g. Aitken and Harrison, 1999; Blomstrand Kokko 1998; Hanson,
2001) have found evidence that the presence ofHa3la positive effect on DO
firms’ productivity and on the development of exjgoactivity (Markuseret al,
1999). Blomstrom and Sjoholm (1999: 922), usingaiied data from Indonesia,
showed that “labor productivity is higher in estabinents with foreign equity than
in purely DO firms and that the latter benefit frapillovers from FDI”. Another
aspect is that workers employed by FO firms mayuexdate knowledge and
management experience which is an asset outsidefitimg increasing the
competition in the domestic sector (Aitken and $am, 1999). MNCs firms tend
to be larger than DO firms (Dunning, 1993:151; 42}l also geographically more
disperse (Dunning, 1993:73). This aspect is immbrés it enables them to be in a

better position to take advantage of economiescalesand scope (Spence, 1984;



Shepherd, 1986; Dunning, 1993). Barba Navaretti\&mdables (2004: 42) argued
that FOs perform better than DO firms, that beisgoaiated to their “ability of
[exploiting] ownership advantages and firm-levelomomies of scale through
horizontal FDI or accessing to competitive factafs production and through
vertical FDI”. Concerning an important matter fanepetition and foreign entry in
the domestic market, other authors (Driffield andinday, 1998) find that the
foreign entry leads to a stagnation of profitapilin the domestic market. De
Backer and Sleuwaegen (2003: 16), when analysimg éntry and exit in the
Belgian economy (Belgian manufacturing industriégsiynd evidence that “import
competition and FDI crowd out the domestic entrepues on both product and
labour markets”. However, they also found empifjcplositive effects of FDI on
domestic entrepreneurship as a result of learragionstration and linkage effects
between FO and DO firms. Empirical studies by Madwu and Venables (1999)
demonstrate in a three-stage model that the efitayF® firm (assuming that such
firms are more efficient) brings a competition effand forward linkage effects,
which may act as a catalyst for industrialisatiofhis rationale also implies that

FOs have usually better performance than domesitigpanies.

1.2.4.Barriers to entry

Barriers to entry (a concept related to economiesale) have a key importance on
the existence of non-competitive behaviour (Dems#882; Davies and Lyons,
1988: 26). The definition of barriers to entry i€@ntroversial matter in Industrial
Economics. Bain (1956: 3), in his Industrial Orgation framework, defines the
concept of entry barriers “as conditions that allestablished firms or incumbents
to earn abnormal profits without attracting entgiid he also considered four
elements of market structure: economies of scalsglate cost advantages, product

differentiation advantages and capital requirements

Other authors stressed that entry barriers are ikeystry-related structural

characteristics that can impact on performance ¢€and Porter, 1977; Robinson



and McDougall, 2001) and that can be related topmiitive strategies (Harrigan,
1981).

Entry barriers are associated with monopoly powel, according to Caves (1996),
there are five types of such barriers: advertisintiays, capital-cost barriers, scale
economies, research and development (R&D) and mai@onal complexity. Caves
(1996: 108) suggests that “the same features oketiarstructure that explain the
coming of [FO] firms also can give rise to barriesghe entry of new firms”. Caves
and Porter (1977) defend that the concept of dydryiers is extensible to subgroup
structures of industries, which act interdependgeintithe industry. High barriers to
entry impact negatively on new entrants, implying additional economic effort
when comparing with the established advantagehefincumbent firms (Bain,
1959; Caves and Porter, 1977). Benefitting fromrtivernational presence, FO
firms have advantages to reap economies of scal@aply in industries where
capital requirements, advertising and R&D are a@alti- compared to DO firms,

which tend to be more limited in size and investhoapacity.

1.3.International Business theory and relevant concepts

The IB literature has been greatly developed inléis¢ four decades (cf., among
others, Dunning, 1993; Markusen, 1995; Caves, 19963 multidisciplinary and
includes an eclectic set of related areas (e.gnfmgand Brewer, 2001; Dunning
and Lundan, 2008). The IO and IB strands are glosgér-related, since the IB
literature was influenced by a neoclassical apgroadhe 1960s and 70s, strongly
marked by “profit-maximisation models of the firm{Dunning and Lundan,
2008:126).

1.3.1.Firm-specific advantages: Hymer’s contribution andDunning’s Eclectic

paradigm

Certain IB approaches establish that MNCs invesitirer countries because they

have firm-specific advantages that are not availablpurely domestic firms, and



that this can make up for their costs (or liab)lity foreignness (Hymer, 1960/1976,
in letto-Gillies, 2005; Zaheer, 1998js-a-visDO firms. This argument stresses the
‘stylised’ fact that MNCs havper sea superior performance, as they display such
advantages over their domestic counterparts (Dgnnir®93; Markusen, 1995;
Caves, 1996).

Hymer, in his seminal work (Hymer, 1960/1976 indeGillies, 2005), argued that
the existence of market failure (structural impetifens) deriving from market

structure (e.g. oligopoly — firms operate under emfipct competition) is a key

element for understanding why firms engage on matonal production, thereby
becoming multinationals. He suggested three reasbgdVINCs invest abroad: the
existence of specific advantages, the removal aflicts and diversification. The

two first determinants are quite close to markepernfections and the last one is
more related to a strategy of risk diversificatioh products, markets or plant
locations. Even so, in later developments, Hymerlétto-Gillies, 2005: 62-63)

stated that MNCs enable the “planning and orgammzabf production on a

worldwide scale”, and implied that FO firms tendo® concentrated in knowledge-
intensive sectors (Teece, 1998: 353-390; Cave$)199

According to the Eclectic Paradigm (Dunning, 19DTinning, 1993), also known
as the OLI (Ownership, Location and Internalisatiéimamework ¢f. table 1),

MNCs have two types of ownership-specific advansdgehe first type relates to
proprietary assets detained by the firm — notakhated to property rights and
intangible assets (Oa), like firm-specific techmlpinnovatory capacity, etc. The
second type of ownership advantage (Ot) is the amaibn of Oa advantages with
complementary (transaction-related) assets — gmsjuct diversity and learning
experiences, such as economies of scope and sgettad. According to this

perspective, foreign MNCs (in order to be viablejeg the Hymerian concept of
‘costs of foreignness’) need to have better spe@8Bsets and the possibility of

benefiting from greater scale and scope econorhas purely domestic firms.

* The ownership-specific advantages concept defroms Hymer’s work. The author stressed that fomér
to own and control foreign activities, they neegtssess specific advantages (financial, marketiogt, and
innovation-related).



Table 1- The OLI Paradigm

Ownership-specific Location-specific Internalisation
advantages (O) Factors (L) Advantages (1)

e  Property rights and/or e Possession of natural e Stability of supplies at right
intangible asset resources; price to control markets;
advantages; .

g e Transport and e Reduce transaction costs;

e Advantages of common communications; Protect v rights:
governance - organizing infrastructure; ¢ rotect property rignts,

0Oa) with complementar . . i
( )t ne p Y1e Tax incentives: e Economies of common
assets (Ot); governance;

: : | e Import controls; . .

e (e size, product Q|verS|t) P e Economies of vertical
and learning experiences 0fe  Economies of product or integration and horizontal
enterprise); process specialization and diversification

e Institutional assets (Oi). concentration; e Economies of common

e Low labour costs; governance;

e Legal and regulatory system.e Reduce or spread risks.

Source: Adapted from Dunning and Lundan (2008} 101

1.3.2.Internalisation theory

Another important contribution is the one provideg internalisation theory
(Buckley and Casson, 1976; Hennart, 2001). Buchlay Casson (1976) developed
internalisation theory as an alternative theory iofternational business.
Internalisation theory seeks to explain the reag@tause cross-border transactions
of intermediate products are organised by hieraschiather than orientated by
market forces. The main argument of internalisatiw@ory is related to the fact that
firms aim to maximise profits by internalising tletermediate markets across
national boundaries because of natural and strlatuarket imperfections (Buckley
and Casson, 1976).

In this approach, the main features are the inlisatoon of markets for
intermediate products and for knowledge — as bu#rinediates and knowledge are
hard to price in a regular spot market, therebyatong an extra incentive to
produce/develop them internally. This theory giwesonsiderable relevance to
R&D, because “MNCs tend to operate in knowledgesdasmdustries” (letto-
Gillies, 2005: 107). Hennart (2001: 145) suggedted “MNCs exist because the

combination of the assets more efficiently [mangethin an MNC than through
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spot markets or contracts”. Although, Dunning anohdan (2008: 94) argued that
internalisation theory “may be considered a genttrabry in so far as it is able to
predict the situations in which firms choose toeinalise foreign markets”.
Defenders of the internalisation approach recoghtie possibility that FO firms
“may increase profits through the restriction ofmpetition in final product
markets, and that may offset the generally supealtocation of resources
associated with MNCs activity” (Cantwell, 2000:)19

1.3.3.Network Theory

It is argued that FO firms, as they belong to dermational network, perform more
efficiently, achieve supra-normal profits and arerencompetitive than DO firms.
Cantwell (2000: 39) stressed that firms with weakéw fewest) ownership
advantages in general “hold their position mordlgas domestic markets than in
international markets” and have high unit costeeiation to other firms in industry.
We can bridge this argument with FO and DO firmgerms of size, efficiency and
profitability, arguing that it is more likely thd&O firms have superior network

advantages relatively to DO firms.

1.3.4.Resourced-based view

The resourced-based view (RBV) of the firm explahwvy firm resources and
capabilities may create competitive advantage @%nr1959; Barney, 1991). In
this approach (which derives from Penrose’s (19%&ninal work), firms with
valuable, rare, costly to imitate and non-substlilé resources can obtain larger
gains than their competitors. It considers thatlfahle resources are those that
competitors cannot immediately imitate” (Foss al, 1995: 11) and that those
“competences and capabilities lead to sustainee@rgupreturns” (Rugman and
Verbeke, 2002; Buckley and Casson, 2007; Tan anuoiey, 2007).

Performance gaps between FO and DO firms couldelsed to differences in
advantages at the firm level. According to Chieioal (2006: 478) the RBV

11



“reduces the conceptualization of firm-specific adtage to the level of the firm
itself, arguing that there is heterogeneity amangd and that it is the deployment
of their unique resources that allows them to aehisustainable competitive

advantages”.

1.4.Concluding comments

The IB and IO fields are complementary perspectivesegard to the analysis of
firm performance. All these theories help to untierd why FO firms may and

usually have superior performandgs-a-visDOs.

According to the above mentioned theories, theee emsential factors such as
competition, market structure, barriers to entmattend to lead to FO firms having
potentially superior performance than DOs, as enpthbefore. FOs tend to have
ownership-specific advantages that put them in aeniavourable position than
DOs, and they have greater incentives for intesatibn of some activities, as they
operate across borders and tend to have more cosydéems to manage. FOs also
benefit from belonging to a network and from theadages that this confers. All
these factors help to explain the expectation ofop@mance gaps between FOs and
DO firms. These factors are also relevant for ghecgication of the performance
model and of its variables, that include relategpeats such as firm specific
characteristics (such as size and age) and industayacteristics (such as the

concentration ratio).

Taking into consideration the fact that firm-speci€haracteristics are the main
source of firms’ heterogeneity, several empiridaldges investigated whether FO
firms performed better than their domestic courag®p The following section aims
exactly to review these studies, presenting a sumifarelevant factors and their

theoretical underpinnings.
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Chapter 2. Empirical literature on multinationals and

performance and research hypotheses

2.1. Initial considerations

The following section presents a summary of emairgtudies analysing FO and
DO firm’'s performance and the eventual existencepefformance gaps. This
review classifies studies according to several kiyensions, notably their
theoretical basis, their research focus, the wayshich performance is measured

and the proxies used and the period and countrsfoc

2.2. FO/DO performance gaps — main empirical studies

Table 1 shows a summary of empirical studies comegrFO and DO firms’
performance, highlighting different aspects andultss and so, in a clear and
synthetic way, contributing to this debate. Gergrahese empirical studies are
based in 10 and IB theories and they intend to aphe performance of FO and
DO in different contexts (e.g. in less developedntoes, Williamson, 1977; e.g.
emerging markets, Luo and Tan, 1998) and with mistapproaches (productivity,
ownership, profitability, etc). As can be seen iable 1, the referred empirical
studies that emphasised that DOs perform bettar B@s may suggest that the
comparison between these two groups of firms ignsehat ambiguous” (e.g.
Barbosa and Louri, 2005). Table 1 highlights thla¢ tdifferent performance
measures used in these studies may influence thampance gap between FOs and

DOs. This matter will be addressed in the nextisect
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Table 2 - Summary of empirical studies concerning® and DO firms performance

FO vs

Performance

Research Focus concerning
DO ] Theory C,S untry Period Reference
firms FO vs DO firms Measure ocus
o 1970- Williamson
FO (+) FO versus DO firms in LDCs 10 Sales LDCs
1973 (1977)
FO vs. DO firms: international Lee and
FO (*)  environmental factors and Debt, Asset 1964-
determinants of capital 10 Size us 1983 Kwok
(debt) p , (1998)
structure
po (+) FO and DO firms financial Risk-adjusted Michel and
. returns 1973-
performance and Finance us Shaked
o (Treynor and 1982
characteristics (1986)
Jensen)
DO (+) FDI Theories and the i :
performance of FO operating 10 and Profitability us 1980 Kim et al
! IB 1984  (1990)
in the U.S
Market performance Risk-adjusted LDCs .
: . Collins and
FO (+) comparison of U'.S. firms Finance returns & DCs 1976- Markham
active in domestic, developed (Treynor and 1985
i / (1990)
and developing countries Jensen)
Characterising relative Productivit .
FO (+) performance: the productivity 10 Y UK 1971- Ea(;/rgzs and
advantage of FO firms in the (Gross  Value 1987 1)/991
UK Added) (1991)
DO (+) A comparison of FO and DO
firms in an emerging market: a 0 and ROS, ROA China 1994 Luo and Tan
. . X IB (1998)
strategic choice perspective
) ) Productivity
FO (+) Comparisons of FO and DO in 10 and Asia 1970- Ramstetter
asian manufacturing over time 1B (Value Added 1996  (1999)
per plant)
Does multinationality affect ROS :
FO (+) profit performance? an IOIS nd us 1998 g'ggg')t al
empirical study of U.S. SMEs
na How DO and FO firms differ 10 and SR;\é';\gd of ) i Bellak
h and why does it matter? B ; (2004a)
studies
Corporate performance: does ROA, Net
FO(+) OWwnership matter? a I0and ROA, Greece 1992 Barbosa and
comparison of FO and DO B Louri (2005)
firmsp Gross ROA Portugal 1997
FO versus DO Firms: . I0and ROA, ROE, 1994- K!mura and
FO (+) economic performance in B VAP TEP Japan 2000 Kiyota
Japan ' (2007)

Source: Own elaboration
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2.3. FO/DO relevant performance proxies

Firm performance has been considered by differetttosis as an important research
matter in IB, notably whether FDI affects firm pmrhance (Ruigrok and Wagner,
2003). The concept of performance has been widéhdied (Gomes and
Ramaswamy, 1999; Contracter al, 2003), in particular concerning whether there
is a systematic relationship between the multimatity of firm and performance.
These studies have contributed to the understandintdpe development of the
concept of performance. As a result of these ssudieur models have been
developed: linear, U-shaped, inverted U-shapedhdped. The first one, the
positive and linear model (Grant, 1987; Tallman &ndl996) argues that, if a firm
increases its degree of internationalisation (D@hgre is a positive and linear
impact on its performance. Other researchers (@gmnes and Ramaswamy, 1999)
presented the positive but diminishing returns rholat states that the impact of
multinationality is greater in the beginning buatlover time this impact diminishes
the marginal returns. The second and the third msobave opposite theories,
because one shows evidence of a U-shaped relafobhstween multinationality
and performance (Ruigrok and Wagner, 2003; Capdrkotabe, 2003) and the
other presents an inverted-U relationship betwesltimationality and performance
(Gomes and Ramaswamy, 1999; Elango and Sethi, 200@¢ U-shaped
relationship model found evidence that firms iijidace a negative performance
in their process of internationalisation, but witie international experience this
situation tends to improve and become positive. inkierted-U relationship model
states a different behaviour. According to it, thex a positive performance in the
beginning that over time turns negative due to higéels of multinationality.
Finally, the sigmoid relationship model (Contraatbial, 2003) argues that there is
a multi-shaped curve, starting negative at low itpresales level that then turns

positive, and finally turns negative again as altes the foreign sales increase.
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Table 3 - Representative studies of the relationghibetween multinationality and performance

Effects Theory Main ideas Reference

U-shaped nonlinear relationship'vlathur(atall (2001)

between MNCs diversification andRuigrok & Wagner (2003)
financial performance Capar & Kotabe (2003)

U U-shaped
relationship

Multinationality = was  positively
associated with superior profitability;
Interactions of international diversityGrant (1987)
Linear relationship and product diversity ir_ldicates_ a
_ weak effect from increasing

internationalization on the Tallman & Li (1996)
performance effect of product
diversity

Increasing levels of multinationality
imply positive performance, but up to
N Reverse U-shapeda optimum level, than it started to ~ G0mes & Ramaswamy (1999)
relationship decrease; Inverted U-shaped Elango & Sethi (2007)
relationship: larger economies with
moderate trade

S-shaped — Unified Multishaped curve: negative at low
~  three-stage theory foreign sales level; turns positive Contractoret al (2003)

o and turns negative (foreign saleghomas & Eden (2004)
(sigmoid model) increase)

Source: Own elaboration

Thomas and Eden (2004) provided a very importantriimution, as they thought of
a variable that all other theories had not consider the importance of the time
dimension in the performance measure. This, irr thy@nion, influences the impact
of multinationality. The empirical studies previbuspresented were relevant
because they contributed to the conceptualisatigeweral performance measures
and, although the main focus of these studiesewl&d foreign ownership and
performance, they allowed to propose two main tygi@s: an accounting based
typology, which reflects historical performancedagnting based measures such as
sales, margins, profitability ratios, etc.) and arket based one, which takes into
account and measures investment expectations aofefyterformance (such as
Jensen’sy and Tobin’s q). Table 4 shows the tendency indiighties and nineties,
marked by the appearance of other assessment ragasat only focused on
accounting matters, but also on return on valueedddotal factor productivity,

value added productivity, market-to-book, markeluga among others. Even so,
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there is a consensus that the majority of the measanalysed in empirical studies
(e.g. Mathuret al, 2001; Kotabeet al, 2002 Kharet al, 2002) indicates that the
conceptualisation of performance is in general@oanting based measure, as can

be seen below in Table 4.

Table 4 - Summary of Performance Measures, Countrifocus and Period

Performance Main Control
Y Reference Research Focus . Cou'?”y’
Measure Variables Period
o Williamson Multinational versus LDCs
R Local Corporations in Sales Egustry, Degree of
9 (1977) LDCs 1970-1973
Douglas g Performance of U.S. ROI New product, R&D ,
Samuel (1983) MNCs in foreign parket Sales,  Marketing US
markets Share/Mix expenditures
Market Share, R&D, LDC
Performance of o Tariffs, S
Lecraw (1983)  \Ncsin LDCs Profitability Capital/Advertising  1978-1979
intensity
Michel g MNCs &DMCs rReI';Sukr_r?sd Justed
financial performance - 1973-1982
Shaked (1986) and characteristics (Treynor and
Jensen)
Firm size R&D,
Domestic profit Assets, concentration
Benvignati st : - ratio (cr4),import and
(1987) adva.nta.ges Of' Profitability exports, market UsS 1975
3 multinational Firms share, advertising
S intensity
—
Relationship between
Grant (1987) multinationality and EggA ROE, Firm size 1972-1984
firm performance
MNCs vs. DMCs:
international us
I(‘fggg)& Kwok environmental factors - Debt, Asset Size
and determinants of 1964-1983
capital structure
Diversification
. strategy,
ggrég?er et al internationalization  ROS, ROA - 1982-1983
implications for
MNCs performance
Global diversification
Kim et al (1989) strategy and ROS, ROA - 1982-1985

corporate profit
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Performance Main Control Country/

Y Reference Research Focus ) .
Measure Variables Period
performance
FDI theories and the US
. performance of L . .
Kim et al (1990) foreign MNCs Profitability Firm size 1980-1984

operating in the U.S

MNCs performance

measures and their ROI, ROE, RI,
association with PROFIT
contextual variables

Demirag (1990) Firm size 1982-1984

Market performance
comparison of U.S.  Risk-adjusted
Collins & firms active in returns LDCs/DCs
Markham (1990) domestic, developed (Treynor and 1976-1985
and developing Jensen)
countries

Characterising
Relative
Davies & Lyons Performance: The Productivity Industry UK
(1991) Productivity GVA 1971-1987
Advantage of FO

firms in the UK

Strategy structure and
Habib & Victor performance of U.S. o\ ) us
(1991) service MNCs — 1987

comparative

1990s

Measuring the degree )

of R&D Intensity

) . L ROA, ROS 1990
internationalization Advertising Intensity

of a firm

Sullivan (1994)

The effect of
multinationality us
Qian (1996) measures upon the ROA, ROE Firm size
risk-return 1981-1990

performance

The effects of
: international diversity Firm size, Leverage
;I'lag;lgé?n &b and product diversity ROS g 1987
on the performance Industry Growth
of MNCs

The role of agency

costs in explaining

the superior ROA Firm size, Industry 1986-1991
performance of

foreign MNCs

Boardmaret al
(1997)

Debt, Firm size
R&D, Advertising,
Industry, Product
Relatedness

Cultural diversity and
the performance of ROA, MTB
multinational firms

Gomez-Mejia &

Palich (1997) 1985-1989
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Performance Main Control
Y Reference Research Focus ) Cour_ltry/
Measure Variables Period
The impact of size Productivity . . )
Majumdar and age on firm-level pycfitapilit Firm  size,  Age, |ndia
) y Advertising, Capital
(1997) performance: some Intensity. Debt. Sales 1988-1994
evidence from india  (ROA) Y, ’
International and
industl’ial Hong_Kong
Wan (1998) diversification and ROE Firm size, Industry
firm performance of 1990-1992
Hong-Kong MNCs
Luo & Tan A comparison of Firm size, Industr i
inati , Y, China
(1998) multinational and ROS,ROA  Market Position,
domestic firms in an Defender, Analyzer 1994
emerging market ’
Aitken & Do domestic firms _ _ Venezuela
. enefit from direc irm size, Industry
Harrison (1999) benefit f direct TFP F Indust
foreign investment? 1976-1989
International Fi 76 R&D
Performance of ROI, Market FIrmsize,
Chen (1999) MNCs: a Hybrid Share industry 1986-1993
model
Relative influence of |
. country conditions Development, .
Christmanret al. . ’ . Industry Size,
industry structure, Gross Margin . 1980-1984
(1999) . Population, TAX,
and business strategy Political
MNCs performance
Delios & Sr?doggar?:rlr%:ﬁggeof ROA, ROE, Industry, Leverage, 1996
Beamish (1999) P . ROS grow, concentration
Japanese firms
Gomes & The form of the
relationship between . .
Ramaswamy multinationality and ROA, OPSAL  Firm size, Industry 1990-1993
(1999) performance
Subsidiary
Anderssonet al performance in
(2001) MNCs: importance of Sales, AMV i 1990-1995
technology
Financial
Delios & performance of o Firm age, Firm size  1987-1996
. ] MNCs with research Profitability i )
I survival
o . “PAG?SUTMQ f Market Share,
e”nger errormance (0] - ars Techno'o _
Hebert (2001) International  Joint Profitability ) ¥ o 1988-1989
Ventures (1JVs) Quality, Productivity
Lu & Beamish Internationalization ROA, ROS R&D, SME size 1986-1997
(2001) and Performance of Product
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Performance Main Control
Y Reference Research Focus ) Cour_ltry/
Measure Variables Period
SMEs diversification
The evidence from
Mathur et al ﬁiﬂ?ﬂd{j‘lﬁggg{”s O ROE, ROA, Firmsize, Leverage 19921994
(2001) diversification and ~ OF ARG Growth, Efficiency ~ and 1997
performance
Foreign direct Firm size, Investment
Khan et al Investment and the ROA, ROI, . L
intensity of R&D, 1999
(2002) performance of AMV Industr
MNCs. y
. ) Firm size, R&D
Kotabe et al Multinationality and ROA, Intensity, 1988-1993

(2002)

Capar & Kotabe
(2003)

Contractoret al
(2003)

Goerzen &
Beamish (2003)

Qian et al
(2003)

Ruigrok &
Wagner (2003)

Bellak (2004a)

Thomas & Eden
(2004)

Firm performance. OPSALINV

Relationship between
international
diversification and
performance in
service firms

ROS

A three-stage theory
of international
expansion: Link
between
multinationality and
performance in the
service Sector

ROS, ROA

geographic scope andSharpe’s

multinational measure,
enterprise Jensen’s alpha,
performance ROA, MTB
Does multinationality
affect Profit ROS
performance? An
empirical study of
U.S. SMEs
Internationalization
and performance:
o ROA, OPSAL

an organizational
learning perspective
How domestic and .

L . Review of
foreign firms differ

. selected
and why does it -
studies

matter?
The shape of the
multinationality- ROE, ROA,
performance EMV, AMV
relationship

Marketing Intensity

Firm size, Industry

effects (industry 1997-1999
dummy’s)

Firm size, Sector

effect 1983-1990

Home country effect

Product diversity,
Industry, Firm age,
Capital structure,
R&D, Firm size

1999

Firm size, Firm age,
R&D, Advertising,
leverage

1998

Firm size, Industry

1993-1997
dummy

R&D/Sales, Firm
size, Debt/Equity,
Industry

1990-1994
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Performance Main Control
Y Reference Research Focus Country/

Measure Variables Period
Corporate ROA Net
. performance: does , el Firm size, Firm age,
?;ggg)sa & Lourt  vnership matter? A ROA, R&D, Industry, Debt 1992 / 1997
comparison of FO  gross ROA ,CR4
and DO firms
Performance
internationalization,
. and firm-specific Firm size, Debt Tajwan
gggg) et al advantages of SMEs ROS Ratio, R&D,
in a newly- Advertising, 1996
industrialised
Economy
Relationship between
Elango & Sethi ~ country of origin and OPMARG Firm  size, R&D, 1995-2000
the GPM ’ Debt Ratio, Firm,
internationalization- row, Exchange rate
(2007) i ionalizati Grow, Exch
performance
Internationalization
Glaum & a(re]?félrrnTance' more ROE,  ROA, - -
Oesterle (2007) P ' ROS

guestions than

answers?
Li (2007) Multinationality and ) i )
performance
Foreign-owned .
. versus domestically- Firm age, R&D, Japan
Kimura & uned firms. ROA, ROE, Survive, Industry, Jap
Kiyota (2007) economic ' VAP, TFP Capital labor » 1994-2000
. Average wage
performance in Japan
Firm, strategic group,
Shortet al and industry ROA, Tobin's Firm, Industry, US
(2007) influences on Q. Altman’s Z  Strategic group 1991-1995
performance
International
Gaur & Kumar diversification, ROS Firm age, Firm size  India
(2008) business Group
affiliation and firm ~ ROA Industry 1997-2001
performance

Source: Own elaboration

The above table summarises various performance uresasused in several
empirical investigations. Taking into account tbar data is based in accounting
and financial measures, we intend to set two tybgeerformance models, based in

profitability and productivity measures derivin@fin relevant empirical literature.
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The preceding discussion thus leads to the follgwiypotheses:

e Hypothesis 1 (hl): Foreign ownership has a positingact on firm’s

performance;

e Hypothesis 2 (h2): The magnitude of performancédihces between FO and

DO varies with the use of different performance soeas.

These hypotheses will be tested econometricalthemext chapter
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Chapter 3. Empirical investigation

3.1. Initial considerations

This section is focused on the methodology usedherestimation procedures of
the econometric model and on the analysis of thalt® contrasting them with the
relevant theoretical and empirical literature. Thsults of models’ estimation, by
ordinary least squares (OLS) with robust standamr® and by quantile regression
are presented in Table 9. The purpose of the daamstgression is to complement
the results estimated by OL& (tables 10, 11 and 12).

3.2.Methodology

3.2.1.Empirical model

The econometric model used to test the factors ¢t on performance has the

following general functional form:

Performance = B1 + B2 AGELi + P3 AGE2i + B4 SIZELi + B5 SIZE2i + 6 CRA4i
+ B7 RDSLAGI + B8 FOi + P9 INTERN i + B1OMLi ... p27 M18i + ui ,

(1)
Where
“I” represents the firm in the sample: with “I” =tb 5509 firms of manufacturing
sector

FO = foreign ownership dummy = value of 1 if the EQuity >= 50, 01% and 0
otherwise;

M = manufacturing sub-sector (j) dummies = Dj-1=91= 18 dummies (D) =
Do...D18, where j = 1...19 and Do corresponds to theebdummy of “other

manufacturing”

INTERN = international openness dummy = value d@fftms have export activity

and 0 otherwise.
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RDSLAG = represents the ratio of the 5 years [@222006) of R&D on sales of
2006. The use of the 5 year lag is related to tfugteof R&D during the period and

its impact in the year 2006's performante.

3.2.2.Proxies for the dependent variables

Dependent variables, proxied by several accourdimt) financial measures, allow
us to test the existence of performance gaps betw€eand DO firms and if those
gaps vary when different performance measures rapoged (McGowan, 2007).
Thus, a set of two types of performance modelssaggested, corresponding to
profitability and productivity models. The proposedbfitability models include
that with a margin based variable — profit margiaAM (Christmanret al, 1999;
Elango and Sethi 2007) and another with a retusedbaariable — return on sales /
ROS (Grant, 1987) The productivity model is based on gross valdded per
employee - GVAEMPL (Davies and Lyons, 1991). Theerapionalisation of all

variables included in the model is summarised iblg &.

3.2.3.Proxies for the explanatory variables
Main explanatory variable: foreign ownership (FO)

The main variable of interest (FO) is a dummy Malgahat assumes the value of 1
if the share of foreign ownership on the focal fgrequity is greater or equal to

50,01% (FO firms) and 0 otherwié&his assumption reflects majority ownership

® The R&D expenditure on sales results from a 5 J@gras the impact of a R&D effort in a certairmyées
not immediately felt. This methodology aims to eaptin a more realistic way the contribution of R&D
firm performance, and the fact that it is expedtet continuous investments planned along 5 yedrtave

an impact on performance. In short, 5 years seensta reasonable lag to approach and captureirnfis |
between R&D and performance.

® The set of two profitability measures (PM and R@p capture the effect of operating revenue salds
revenue.

" In our data we proxied foreign ownership with 8%01% criterion of share of foreign equity. Otbardies
focus on different levels of share of FO (Luo arahT1998; Bellak, 2004a; Barbosa and Louri, 2005;
Kimura and Kiyota, 2007) that can vary from 10%%@%. Even so, the OECD criterion of FO is the haidi

of 10% of equity (UNCTAD, 2007:245-247), but eveh the OECD level this threshold is proving
controversial. Thus, considering a threshold of 58%nore defensible (Tavares-Lehmann and Teixeira,
2007). In any case, in our dataset, most of thrasfithat have foreign equity have more than a 508&b6esh
belonging to foreign investors, and few have betwE@% and 50%, which makes the difference irreleiran
our case.
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(Tavares-Lehmann and Teixeira, 2007). It is exgethat FO firms have a superior
performance than DO firms, as explained earliethim theoretical and empirical

literature reviews.

Other explanatory variables

Firm’s age

The relation between the age of a firm and itsqggerhnce has no consensus in the
literature (Majumdar, 1997). Firm age is represeriig the log of the number of
years since the firm was founded and it is the migsd proxy for age in the key
literature (Delios and Beamish, 2001; Goerzen aednish, 2003; Barbosa and
Louri, 2005). It is expected that older firms haaesuperior performance than
younger firms. The impact of firm’'s age (AGE) onrfoemance is expected to be
significant (Jovanovic, 1982), though the directminthe effect has not yet been
unequivocally established in the performance liteea We introduced the variable
AGEZ2 (log of the number of years squared, sincabdéishment) in order to verify
the shape of the curve between age and performaheefollowing figure presents

the relation between AGE1 and Profitability.

Figure 2 - PM and Agé
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Source: Own elaboration based on STABAgic analysis

8 Firm age is represented by the log of the numbgears since the firm was founded.
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Firm size (SIZE1 and SIZE2) is a relevant measure affectpggformance
(Shepherd, 1986) and is often measured by thealdagarithmic function (log) of
the number of total employees (Gomes and Ramaswa@®98). Other studies use
the log of firm's assets (Grant, 1987) and the &dgtotal sales as alternative
measures of firm size (Thomas and Eden, 2004)rdardo test the significance of
this variable, we will operationalise size as tlog lof the number of total
employees. This operationalisation criterion isated to the fact that sales are
already proxied (or somewhat included or embeddedrofitability dependent
variables, and also because sales are a moreleataiasure than the number of

employees. Itis expected that firm size has #ipeseffect on firm performance.

Figure 3 - PM and sizé
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Source: Own elaboration based on STATA statistadyesis

Industry concentration (CR4)s a variable related to an industry-specific

characteristic, and it is measured consideringstiaze of employees included in the
manufacturing sub-sectors in the four largest firmsneasure very frequent in the

literature commonly known as CR4. The use of theasure aims to help analysing

® Firm size is represented by log of the numbeptfltemployees.
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the impact of concentration on firm performance. rAsntioned before, industry
concentration facilitates collusion practices amshsequently firms can exercise
market power and generate extra profits and al&diate against entrants. In this
vein, it is expected that industry concentratiors fz positive impact on firm

performance.

R&D (RDSLAG) intensity ratio is an important variable for the evaluatioh

differences in firm-specific resources (Penrose5919Barney, 1991). The ratio
results from a 5 years lag (2002-2006) of R&D expeme on sales of 2006. The
use of the 5 year lag is related to the effort &Ralong the period and its impact
on the performance in 2006. A positive relationwssn R&D intensity and firm

performance is expected

International openness (INTERN) a dummy variable aiming to proxy the

international openness of firms (that takes theixalf 1 if the firms have export
and import activity and 0 otherwise). It is expekctleat firms with international

openness have better performance (a positive effgudsited).

Industry effectsare controlled by a set of manufacturing sub-sectommy

variables (from M1 to M18, in accordance with TaB)e based on sector code of
activity (CAE-93 Rev.1).

Table 5 presents a synthesis of the effects exgppastth the model estimation,

having the literature review and the empirical s#gadhs a basis.
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Table 5 - Variables definition, measures and @ected signs of influence on performance

Variable Unit* Description and measures Expected
signs
Dependent
variables
PM % Operating profit margin = operating profit / opéngt
revenue
Return on sales
ROS % . .
(calculated: earnings before taxes / sales andcssiv
GVAEMPL Keur  Gross value added per employee
Main variable of interest
Dummy variable of foreign ownership: that takes vaéie +
FO - of 1 if the foreign share in the firm’'s equity isegter or
equal to 50,01% (FO firms), and 0 otherwise
Other variables
AGE1 - Log of the number of years since firm wasrfded +
AGE2 - Log of the number of years since firm wasrfded, squared -
SIZE1 - Log of the number of employees -
SIZE2 - Log of the number of employees, squared +
R&D intensity: R&D expenditure/total sales +
RDSLAG K eur The R&D results from a5 year lag (2002-2006) wite
assumption that missing values are equal to thestence
of R&D in the firms concerned
Share of employees included in the four largeshdirin +
CR4 % .
manufacturing sub-sectors
International openness of firms: dummy variabld thkes +
INTERN - the value of 1 if the firms have export and impawtivity,
and 0 otherwise.
Vi Sub-Sector code of activity (CAE-93 Rev.1):
| -

manufacturing sub-sector dummies =Di-1= 20-1 (i==19)

*K eur = 1000 euros unit

Source: Own elaboration

3.2.4.Data and descriptive statistics

For the econometric estimation, the firm-level dased were extracted from the
SABI (Sistema de Analise de Balancos IbéricdsCoface MOPE) database that

includes the top 30.744 largest firms in Portugéle reason for selecting the year
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2006 was related to data availability and data ityyahs recent years have less
missing values in the data. Our study focuses emthnufacturing industry, which
represents approximately 22% of the total poputatibthis database. The services
industry is not considered, because the numbebsémvations of the manufacturing
industry was already quite considerable and abledoantee sound econometric
modelling and exploration of the issues at stakéout need to introduce further

areas of focus.

The initial manufacturing industry sample include@d39 firms (6.424 DO firms
and 315 FO firms). After a preliminary analysisnoissing values for the relevant
variables, the sample was adjusted to 5.585 fisnether procedure executed was
the ID checking for each firm that was in the sampin order to detect
inconsistency or data duplicatiChAfter this procedure, the final sample included
5.509 observations, corresponding to 5.275 DO firamsl 234 FO firms, as

explained in Table 6.

Table 6 - Characterisation of the sample — SABI maufacturing classification

DO FO Total
D Manufacturing (n=5 % (n= % 5 %
275) 234) 509)
M1  Manufacture of food products and beverages 690 13% 24 10% 714 13%
Manufacture of fabricated metal products, except
M2  machinery and equipment 589 11% 16 7% 605 11%
Manufacture of wearing apparel; dressing and
M3  dyeing of fur 389 7% 5 2% 394 7%
Publishing, printing and reproduction of recorded
M4 media 258 5% 11 5% 269 5%
M5  Manufacture of machinery and equipment n.e.c. 403 % 8 15 6% 418 8%
Manufacture of furniture; others manufacturing
M6 activities, n.e.c. 320 6% 8 3% 328 6%
M7  Manufacture of textiles 485 9% 9 4% 494 9%
M8  Manufacture of pulp, paper and paper products 96 2% 11 5% 107 2%
Tanning and dressing of leather; manufacture of
M9  luggage, handbags, saddlery, harness and footwear 97 2 6% 5 2% 302 5%
Manufacture of medical, precision and optical
M10 instruments, watches and clocks 31 1% 7 3% 38 1%

10 Each ID referenced in the database correspondsuttique ID matching with a Portuguese corporate ta
number.
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DO FO Total

D Manufacturing (n=5 % (n= % 5 %
275) 234) 509)
Manufacture of other non-metallic mineral
M11 products 442 8% 24 10% 466 8%
M12 Manufacture of rubber and plastic products 273 5% 6 3% 279 5%
Manufacture of motor vehicles, trailers and semi-
M13 trailers 94 2% 25 11% 119 2%
M14 Manufacture of basic metals 83 2% 7 3% 90 2%
M15 Manufacture of chemicals and chemical products 209 4% 37 16% 246 4%
Manufacture of electrical machinery and apparatus
M16 n.e.c. 87 2% 11 5% 98 2%
M17 Manufacture of other transport equipment 48 1% 3 1% 51 1%
Manufacture of radio, television and
M18 communication equipment and apparatus 30 1% 7 3% 371%
Others manufacturing* 451 9% 3 1% 454 8%
Total 5275 100% 234  100% 5509 100%

*QOthers manufacturing includes the following: reaygl tobacco products, coke, refined petroleum pectsl and
nuclear fuel, wood and of products of wood and cexcept furniture and manufacture of articlestadvs and plaiting
materials.

Source: Own elaboration based on SABI datalmakestry classification

Descriptive statistics and correlations for theiafales estimated are presented as
follows. Table 7 shows a summary of the descripsitaistics of the dependent and
independent variables. When comparing DO with F@diwe have noticed that
there are relevant performance differences, ant tti@ profitability of FOs is
higher than DOs. The performance gap is relatihédyner comparing productivity
as measured by gross value added per employee firfR® are more productive
than DO firms. FOs tends to be in more concentratduisectors and they have

more propensity to develop export and import afstivi
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Table 7 - Descriptive Statistics by type of ownersh

Type Pm Ros Gvaempl Agel age2 sizel size2 cr4 Rdslag Intern
Mean 1.0440 1.559 30.007 2971 9320 3.734 1.492 0.1399 0.347 0.609
Median | 1.3900 1.577 23.115 3.042 9.252 3.714 1.379 0.109 0 1

PO Sd 11.582 13.072 44684 0.700 3.929 0.991 7.675 0.106 2.355 0.488
Var 134.15 170.89 1996.67 0.4903 1.544 0.981 5.890 0.0113 5.547 0.238
Count 5275 5275 5275 5275 5275 5275 5275 5275 5275 5275
Mean 3.552  4.2484 58.837 2.987 9.517 4.530 2.257 0.200 0.321 0.777
Median 3.375 4112 42.241 2915 8496 4.639 21.523 0.129 0 1

FO sd 16.480 177.729 87.383 0.772 4548 1.434 1.280 0.160 1.518 0.416
Var 271.59 315.88 76358 0596 2.068 2.055 1.639 0.025 2.303 0.174
Count 234 234 234 234 234 234 234 234 234 234
Mean 1.1505 1.6735 31.294 2972 9.328 3.769 15.254 0.142 0.346 0.616
Median 1.43 1.6304 23.606 3.037 9.224 3.714 13.791 0.109 0 1

All Sd 11.841 13.315 47.623 0.704 3957 1.026 8.105 0.110 2.326 0.486
Var 140.20 177.29 2268.5 0.495 1567 1.052 65.704 0.012 5.409 0.236
Count 5509 5509 5509 5509 5509 5509 5509 5509 5509 5509

Source: Own elaboration based on STATA statistalysis

It shows on average that FO firms are three timeserprofitable than DO firms
(PM 3.552 vs. 1.0440, and ROS 4.2484 vs. 1.55%thEtmore, on average, FO
productivity is almost the double of that in DOSME&EMPL 58.827 vs. 30.007).

Table 8 contains the correlation matrix for theiatalles, allowing for an overview

of their interrelationships.
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Table 8 - Correlation matrix

1 2 3 4 5 6 7 8 9 10 11
Pm Ros gvaempl agel Age2 sizel Size2 cr4 rdslag Ifwern
Pm 1.0000
RosS 0.8687  1.0000

gvaempl 02413  0.2518 1.0000

agel -0.0414 -0.0173  -0.0447  1.0000
age2 -0.0505 -0.0227  -0.0359  0.9819  1.0000

sizel -0.0454 -0.0239  -0.1294  0.2925  0.3008  1.0000

size? -0.0347 -0.0149  -0.0490 02621  0.2761  0.9744  1.0000

Cra 0.0477 0.0399 00853 -0.0544 -0.0452  0.0240  0.0509.0000

Rdslag 01187 -0.1474  -0.0115 -0.0142 -0.0099  0.0432 104 0.0598  1.0000

Fo 0.0427  0.0407 01218 00045 00100 0.1564  0.1901 1108. -0.0069  1.0000
Intern 0.0263 0.0325 -0.0216 0.3285 0.3086 0.2609  0.2486.02909  0.0065  0.0698 1.0000

Source: Own elaboration based on STATA statistadyais

As presented in the below table, the correlatiortrimahow a high correlation
between PM/ROS and the low correlation between RMYEMPL and between
ROS/GVAEMPL. It must be also noted the correlatmtween FO/GVAEMPL as

well as between FO/Size. Finally Size is correlatgt Age.

3.2.5 Estimation procedures

Preliminary performance models were estimated tjinoOrdinary Least Squares
(OLS). Before analysing the results presented blet®, it is pertinent to make

some considerations on cross-section dafBhere is a classical concern about

M The empirical work was performed using STATA (versiL0.0.), an interactive data analysis programme.
STATA provides also a wide statistical packageadatinagement facilities and a wide array of upéte af
statistical techniques. Detailed information abth# STATA, including Tutorials and textbooks can be
found in the website: http://www.stata.com/linksrarces.html. Another helpful source is the STAT& s

of UCLA, which includes a set of learning modules:

http://www.ats.ucla.edu/stat/stata/modules/defatuit.
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empirical studies that use cross-section data, bhotathe presence of
heteroscedasticity in the error terms. A White t@&hite, 1980) indicated the
presence of heteroscedasticity in the data. In #iigation, the presence of
heteroscedasticity implies that the OLS estimateshe standard errors will be
biased. In order to obtain consistent estimateghef standards errors on the
coefficients, we corrected the regressions by uiegheteroscedasticity—consistent

covariance matrix estimation (White, 1980).

In the model estimation, besides using the OLS awkthith robust standard errors,
we undertook a quantile estimation (quantile regjoeg in order to complement the
results provided by the OLS estimations, analyshwy effect of the explanatory
variables on firm performance, both in firms thategent a high level of

performance as well as in those that present arlpergormance.

This quantile estimation (Koenker and Bassett, 1978 been used in some
empirical studies about firm performance (e.g. Bagb and Louri, 2005). The
guantiles consist on a measure of location thatlds/the sample in equal shares, in

a group organised by size.

However, the existence of heteroscedasticity igjueat in models with cross-

section data, as previously explained. In this ceeregression lines are no longer
parallel and here lies the interest in estimativgrhodel by quantile regression. The
same independent variables of the model influermod euantile of the dependent
variable differently. Quantile regression techngjadow a better understanding of

the underlying relationship between foreign owngrsgimd firm performance.

In this way, the model to estimate each of the tjlesnis the following:

Qq (Performance)i = B1(q) + p2(q) AGE1i + B3(q) AGE2i + B4(q) SIZE1li +
B5(q) SIZE2i + p6(q) CR4i + B7(q) RDSLAGI + 8(q) FOIi + B9(q) INTERNi +
BLO(g)M1i ...p27(q)M18i + ui, (2)
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The quantile regression model (Koenker and Bas$6#8) is operationalised as

follows'*
yi = X156 + uéit with Quard(yi|xi) = X'i p6 (3)
Where

yi are the performance (dependent) variablés a vector of regressors afids the

vector of parameters to be estimated, amla vector of residuals.

Q can assume any value of the interval (0,1). Wenase¢d the model for Q,10,
Q.,25, Q,50, Q,75, Q,90, to find out the differencéseffect of the independent
variables over the dependent variables (PM, ROSAEBINPL).

As introduced by Koenker e Basset (1978), the d&fm of the gth regression

guantile fth regression quantile, © 6 < 1) solves the following problem:

Min Zi | ui| hi )
C.p
Where
2q if pi >0,
hi=
2(1-q) jfi < 0. (5)

The pseudo R-squared of quantile regressions isdmettly comparable across

estimators or quantiles.

Considering the large number of observations aad/ést number of factors which
influence firm performance (profitability and pradivity), R-squared coefficients

are usually low because of the cross-sectionalr@aitithe data, and the fact that

21n the quantile estimation the SQREG command iABA was used, specified by STATA default, and
setting 100 replications for the standard errotisregions by bootstrapping.
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firms are very distinct units among themselves.wWtbistanding, the result for the
STATA global significance test (F-test) supporte thlobal significance of the

overall estimated performance models.

3.3.Empirical results and discussion

3.3.1. OLS regression results

Considering the OLS regression results (with theit¥V/borrection, presented in
model 2 in table 9), we confirm the first hypottsegil), that is, in all estimations
after controlling for firm and industry charactéigs, the impact of foreign

ownership on firms’ performance is positive andngigant. In what concerns the
second hypothesis (h2), and considering what wee lsen in the descriptive
statistics, FO firms show a superior performancembompared to their domestic

counterparts, even when using different measurpgidérmance.

The impact of foreign ownership is considerable profitability and on
productivity. FO firms’ impact increases on averdige profit margin in 2.13 p.p.
and 2.04 p.p. in return on sales. The impact okifpr ownership on firm

performance is on average approximately three timggser.

The results suggest relatively less significant antpof foreign ownership on
performance when productivity is employed as a pfox performance. Hence, the
strength of the impact of foreign ownership is mprenounced when this proxy for

performance is employed.

As we suspected in our preliminary analysis of dpsee statistics, it is confirmed
that the impact was still considerable as regarddyztivity, for which on average
FO firm’s impact on performance is 17.09 (K Eurdssuggests the importance of
multinationality of firmsper seas a determinant of superior productivity. Morapve
it must be kept in mind that the existence of fgpecific advantages can be

additive to (the already confirmed) superior parfance of FO firms.
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The empirical evidence supports the idea that gorérms perform better that their
domestic counterparts. However, the role of multomeal firms in our economy

may have different interpretations for stakeholdewsch as managers and
politicians. For managers, the profitability may the most important objective in
short term, but, for politicians, productivity mag well be the right stimulus for the

economic structure and for economic competitiothalong run.

When MNCs establish abroad they differ from locaing because they bring
technology and other proprietary assets (O-speeaiflcantages), allowing firm-
specific advantages to compete with local firmsichithave a better understanding
and knowledge of local market (Hymer, 1960/197&eitto Gillies, 2005; Dunning,
1993; Blomstrom and Kokko, 1998).

The results are in line with the evidence foundther studies, such as the findings
of Davies and Lyons (1991). When characterising tblative performance of
manufacturing firms in the UK, they stressed thaste FO firms had a productivity
advantage over DO firms. Furthermore, evidence lop&manet al. (1994) shows
that FO firms enjoy higher value-added per workantDO Canadian firms. These
findings may corroborate that foreign firms havetdreaccess to foreign markets

that allows operating in a more profitable manrex karger scale

One question that may arise is related to theivelsthigher productivity of FO
firms, that may cause stronger competitive pressore the portuguese
manufacturing and may also lead to the crowdingadu®O firms by the entry of
FO firms (De Backer and Sleuwaegen, 2003; RutkowXX6).

Another important issue is the size of the gapswéen foreign-owned and
domestic-owned firms. If the gaps were larger, tbeal government would
orientate public policies (budgeting more publipenditure to local infra-structure)
and FDI policies (such as tax incentives or grafs}he end, if simple policies are
implemented, most certainly it would not be soidifft to improve the attractivity
conditions for FDI, increasing the share of FO 8rand consequently increasing

the performance of the economy, even with lowefgoarance of DO firms.
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Table 9 - Regression Results — OLS White and Qualgiregression

Pe,r\fA%rg;?Snce OLS White Correction (1) OLS White Correction (2) Quantile Regression
Variables Pm Ros Gvaempl Pm Ros Gvaempl Ros Pm gvaempl
Agel 3.76%** 2.38 -0.78 3.49%** 216 1.48 1.53%* 1.83= -0.28
(1.21) (2.08) (6.66) (1.23) (2.16) (6.38) (0.31) .30 (1.49)
Age2 -0.80***  -0.50 0.53 -0.74=*  -0.47 -0.15 -0.31%7*  (Q.38*** -0.07
(0.23) (0.41) (1.12) (0.23) (0.42) (1.05) (0.06) .0 (0.26)
Sizel -2.17%* -1 .95 -72.74%+ -2.62%* 2. 33%kk 7] 98+ -0.84%x  _1.07** -27.22%%
(0.68) (0.80) (15.67) (0.69) (0.81) (15.68) (0.18) (0.20) (0.87)
Size2 0.22* 0.21* 8.50*** 0.28**  0.27**  8.52%** 0.11* ** 0.13*** 3.20%+*
(0.09) (0.10) (1.85) (0.09) (0.10) (1.85) (0.02) .00 (0.11)
Cr4 5.31*** 5.31%*  18.21* 5.40* 7.48** 57.63*** 3.79%* 3.37%* 26.67***
(1.54) (1.79) (8.09) (2.55) (3.37) (21.47) (0.80) 0.85) (3.73)
Rdslag -0.61**  -0.85*** -0.11 -0.60***  -0.85*** -0.15 -0.18**  -0.30*** -0.02
(0.16) (0.32) (0.14) (0.17) (0.33) (0.17) (0.02) .00 (0.08)
Fo 2.16* 2.17* 20.26*** 2.13* 2.04* 17.09%** 2.05%* 181 %+ 14.42%*
(1.17) (1.25) (6.10) (1.14) (1.22) (5.91) (0.21) .20 (1.00)
Intern 1.15%* 1.22%*  1.26 1.19%* 1. 40%*  3.08*** 0.10 0.13 2.91%*
(0.40) (0.44) (0.90) (0.40) (0.45) (0.96) (0.10) .10 (0.45)
Constant 1.01 2.17 168.88** 2.44 291 152.55%** og* 1.06* 73.32%**
(1.91) (2.88) (36.79) (1.98) (2.98) (35.77) (0.57) (0.62) (2.69)
Sub-sector
dummies No No No Yes Yes Yes Yes Yes Yes
Observations 5509 5509 5509 5509 5509 5509 5509 5509 5508
R-squared 0.03 0.03 0.14 0.04 0.04 0.16 0.05 0.04 0.32
Adj. R-
squared 0.03 0.03 0.14 0.04 0.04 0.17 0.05 0.05 0.32

Robust standard errors in parentheses

Level of significance: *** p<0.01, ** p<0.05, * p<Q

Source: Own elaboration based on STATA regressiatyais
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As mentioned in the literature review, firm-specitharacteristics armter alia

important determinants of performance gaps, narsglg effects and efficiency.
Taking AGE into account, such variable appears rlueénce performance
significantly. In this situation, age has an inedrtU-shape relationship with
performance (in the PM and in the ROS models). rBselts for the age variables
give evidence of a positive sign in coefficient AGEnd a negative sign in
coefficient AGE2. This suggests that firms in tlaglye stage of their life cycles have

a better performance than advanced and more erpeddirms (Qiaret al, 2003).

The results for firm size revealed a negative sigroefficient SIZE1 and a positive
sign in coefficient SIZE2. This interpretation pitiyg indicates that large firms may
reap economies of scale and have better industowlenige than small firms.
Another interpretation is that firm size may be retated with market power
(Shepherd, 1986). However, it is important to refat the theory is equivocal on

the “precise relationship between size and perfac@a(Majumdar, 1997: pp.233).

Observing that firm size was statistically sigraiit and had a negative coefficient
(SIZE1), we assume that there is some tendency theatlarger the firm size
(measured in our models by the total number of eysgds), the lower the firm

performance (in overall estimated models: profitgband productivity).

In our first regressions CR4 has a positive anchiBaant impact on firm

performance for all the profitability (PM and RO&\)d productivity (GVAMPL)

performance models. Results highlight the positelationship between industry
concentration and firm performance (Hay and Morfi891; Caves, 1996).This
result is the evidence that in more concentratetios® the tendency for market
power increases and consequently extra profite,aaisd higher performance exists.
Because MNCs tend to be presence in concentratletimes, this may encourage
entry of more FO firms in the portuguese manufactusubsectors (De Backer and
Sleuwaegen, 2003). As mentioned before, this gfi@teehaviour (I0 approach)
may result in the creation of excess capacity (avestment) in incumbent FO
firms, thus hindering market entry by competitocydns, 1987). However, there

are specific sectors that, by their structural reand associated with large capital
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investments) are naturally concentrated. Althougbs¢ sub-sectors have high
concentration ratios, it is not necessarily truegt they are characterised by the lack

of competition.

Concerning R&D intensity on sales (RDSLAG), our dimgs indicate that
RDSLAG has a negative or non-significant effecfiom performance. This finding
is contrary to general literature (Kim and Lyn, 098egels and Thirumurthy, 1996;
Loof and Heshmati, 2002; Hanel and St-Pierre, 20820 so contradicts the
expectation of a positive impact on performance. piical studies about
technological capability and performance have fotirat R&D intensity on sales
had a negative impact on performance and that soms measure R&D in a
different way (Coombs and Bierly, 2006). The samug\g stresses that some firms
develop and experiment new products and processesra of the manufacturing

process.

The results for the variable INTERN show a positingpact of international
openness on performance. The variable has a signifimpact, notably on the
models using PM and ROS as proxies for performafibe. import and export
activity enables firms to have more experiencenternational markets and to be
able to extend operations or to develop internatigartnerships with other firms.
Another important yet related aspect is the morenogn economy is, the more
diversified is its product composition. DO firms ynatrengthen their activity by
increasing and diversifying their sales rangesreasing profit stability and

diminishing the performance gaps to FO firms (Katal, 1989).

3.3.2. Quantile regression results

In order to complement the results estimated by OWE& decided to estimate
guantile regressions for overall performance measurOther studies have
compared both results (Barbosa and Louri, 2005). déonparison purposes, we
maintain in each model the OLS results. Quantitgassion (Koenker and Bassett,

1978), as already mentioned, allows to model firmgerformance (i.e.
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underperforming or overperforming firms) and is usb to the presence of

outliers®,

When analysing the impact of FO in performance gltme quantiles we verify
differences across the lower to the higher quamtiteseems to show that, as we
move from the lower to the higher quantiles, théinested effect of FO on
performance (profitability and productivity modeld)ecomes positive and

significant.

Table 10 - Regression Results £®White and Quantile regression (PM)

gc_)rsr(;/(\:/tri](i)tr? Quantile Regression PM
VARIABLES Pm ql0 q25 50 q75 Q90
agel 3.49%+* 6.32** 2.98%* 1.83%* 1.20 -1.53
(1.23) (2.54) (0.61) (0.32) (0.98) (2.16)
age2 -0.74%* -1.39%** -0.65*** -0.38*** -0.25 0.27
(0.23) (0.44) (0.11) (0.06) (0.17) (0.39)
sizel -2.62%** -1.13 -0.51* -1.07*** -1.79%* -4.83*
(0.69) (0.77) (0.26) (0.39) (0.56) (1.61)
size2 0.28%+* 0.04 0.04 0.13%+* 0.24%+* 0.62%+*
(0.09) (0.11) (0.04) (0.05) (0.07) (0.20)
cr4 5.40** -1.91 0.92 3.37* 6.85 14.90***
(2.55) (6.42) (1.15) (1.88) (4.87) (5.39)
Rdslag -0.60*** -2.07** =111 -0.30** -0.18** -Q27%*
(0.17) (0.93) (0.26) (0.15) (0.08) (0.08)
Fo 2.13* -0.36 0.67 1.81%* 3.89%+* 6.22%+*
(1.14) (1.45) (0.58) (0.56) (1.04) (1.84)
Intern 1.19%** 1.77%* 0.34* 0.13 -0.14 0.31
(0.40) (0.58) (0.15) (0.11) (0.25) (0.53)
Constant 2.44 -4.96 -1.67* 1.06 4.88** 16.12%**
(1.98) (3.61) (0.81) (0.81) (2.15) (4.47)
Observations 5509 5509 5509 5509 5509 5509
Adj. R-squared 0.04
R-squared 0.04
Pseudo R-squared 0.0797 0.0314 0.0177 0.0310 £.049

*x 0<0.01, ** p<0.05, * p<0.1

Robust standard errors in parentheses

Source: Own elaboration based on STATA regresaiatysis

13 cf. Appendix I, tables 13-15.
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The same tendency of the previous profitabilityresgion (PM) was observed.
Again, foreign ownership tends to have a positimd aignificant impact on firm
performance in the upper quantiles (q50, q75, gP@reover, foreign ownership
appears to have an increasingly larger impact tloee mestrictive the quantile

becomes.

Table 11 - Regression Results — OLS White and Qualg regression (ROS)

8(';5(;’;?!:? Quantile Regression ROS
VARIABLES Ros q10 425 50 q75 q90
agel 2.16 7.00%+* 2.14%* 1.53%* 1.10 -3.60
(2.16) (2.22) (0.61) (0.31) (0.89) (2.29)
age2 -0.47 -1.60**  -0.45**  -0.31*** -0.21 0.67
(0.42) (0.40) (0.12) (0.06) (0.15) (0.42)
sizel -2.33%** -0.79 -0.29 -0.84** -1.63**  -5.18*
(0.81) (0.78) (0.22) (0.37) (0.63) (1.59)
size2 0.27%+* 0.02 0.02 0.11* 0.25%+* 0.67**
(0.10) (0.12) (0.03) (0.05) (0.08) (0.19)
cr4 7.48** -2.33 0.67 3.79* 7.69 26.40**
(3.37) (6.63) (1.19) (1.88) (4.90) (13.23)
Rdslag -0.85*** -1.95%*  -1.29** -0.18 -0.15%*  -028***
(0.33) (0.60) (0.50) (0.15) (0.05) (0.06)
Fo 2.04* -0.65 0.64 2.05%* 4.46%** 7.55%**
(1.22) (1.62) (0.63) (0.59) (1.14) (1.90)
Intern 1.41%* 1.29* 0.29%+* 0.10 -0.26 -0.13
(0.45) (0.59) (0.11) (0.12) (0.25) (0.56)
Constant 2.91 -5.48* -1.17 0.98 4.24* 17.85%**
(2.98) (2.96) (0.81) (0.78) (2.08) (4.83)
Observations 5509 5509 5509 5509 5509 5509
Adj. R-squared 0.04
R-squared 0.04
Pseudo R-squared 0.083 0.0191 0.0175 0.0310 0.0484

** p<0.01, ** p<0.05, * p<0.1
Robust standard errors in parentheses

Source: Own elaboration based on STATA regjoasanalysis

In contrast with the two previous profitability meld (PM and ROS), the
productivity model (GVAEMPL) allows us to witneshat FO is positive and
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significant in almost all quantiles, both in lowend in upper quantiles (925, 950,
g75 and q90).

Table 12 - — Regression Results — OLS White aguantile regression (GVAEMPL)

oL white Quantile Regression GVAEMPL
VARIABLES Gvaempl ql0 q25 q50 q75 q90
agel 1.48 4,93%+* 2.09* -0.28 -1.22 5.16
(6.38) (1.65) (1.19) (1.54) (2.45) (4.65)
age2 -0.15 -0.85%** -0.40* -0.07 0.06 -1.09
(1.05) (0.29) (0.21) (0.27) (0.42) (0.78)
sizel -71.98%** -7.35%** -14.52%+* -27.22%+* -47. 79 -94.66***
(15.68) (1.51) (1.42) (2.48) 4.77) (9.70)
size2 8.52%+* 0.78%* 1.64*** 3.20%* 5.78%* 11.53***
(1.85) (0.18) (0.17) (0.30) (0.61) (1.19)
cr4 57.63*** -1.15 16.80** 26.67** 85.72** 181.76%
(21.47) (10.31) (7.50) (10.82) (38.11) (57.68)
Rdslag -0.15 -0.17 -0.15* -0.02 -0.00 0.03
(0.17) (0.20) (0.08) (0.16) (0.19) (0.23)
Fo 17.09%** 2.98 7.65%* 14.42%* 24.66*** 36.71%+*
(5.91) (2.05) (1.74) (2.03) (4.50) (9.07)
Intern 3.98%+* 1.75%* 2.05%+* 2.91%* 4.39%* 4.62 ***
(0.96) (0.32) (0.29) (0.42) (0.64) (1.20)
Constant 152.55%* 22.91%* 41.39%* 73.32%** 111.0%** 188.89***
(35.77) (4.28) (3.32) (5.35) (10.57) (20.94)
Observations 5509 5509 5509 5509 5509 5509
Adj. R-squared 0.16
R-squared 0.17
Pseudo R-squared 0.0667 0.10117 0.1262 0.1654 8D0.22

*** p<0.01, ** p<0.05, * p<0.1
Robust standard errors in parentheses

Source: Own elaboration based on STATA regressiatyais

The three former quantile estimations allowed tmplement the OLS results (with
White correction and robust standard errors) arablenus to conclude that foreign
ownership impacts on firm performance for the higipgantiles (upper to g50) for

all performance measures.
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Even using different performance measures, the ¢inpé foreign ownership on
firm performance is still evident and significaatthough the quantile regression is

a median based estimator.
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Chapter 4. Conclusions and policy implications

4.1.Conclusions

This dissertation tested the existence of perfonaaifferences between foreign
MNCs and domestic firms (i.e., does foreign owngrstave an impact on firm’'s
performance) and if those differences between dgorenultinationals and domestic

firms vary with different performance measures.

The main contribution of this dissertation is tiiaepresents a novelty, large scale
and robust empirical examination of the relatiopdbetween foreign ownership and

firm performance in the portuguese manufacturirdygtry.
The impact of foreign ownership on firms’ perforneans positive and significant.

The findings of this study suggest that there ssgaificant performance difference
between FO and DO firms in the manufacturing inguist Portugal. FO firms have
a positive and significant impact on firm performann both types of performance

measures used (profitability and productivity).

The variables related to dimension (size), markehcentration (CR4) and
international openness (INTERN) presented a sicamfi and positive impact on
overall performance measures models. FO firms éxplources of competitive
advantage not available to DO firms. The findingaynsuggest that FO firms
exploit economies of scale better than their doicast owned counterparts. This
may be explained because, in addition to a sizargdge, FO firms benefit from a
better access to foreign markets and they have mameagement capabilities to

operate in more complex environment.

MNCs’ specific characteristics (such as size, R&Kpenditure, management
capabilities, among others) are an advantag&-visdomestic firms. At the same
time, FO firms contribute to the improvement of theerage performance of
portuguese manufacturing industry.
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4.2.Policy implications
The results of this study point to some relevardicgomplications.

First of all, they suggest that it is rational tract foreign multinationals, as these
are more productive than the domestic sector. Sinperior performance generates,
as Markusen and Venables (1999) noted, a competdiod a demonstration

(benchmark) effect.

Secondly, and related to the fact that not all mationals have the same quality or
potential impact, these results indicate that gprése authorities should, when
proactively seeking new foreign investors, thinkowatb trying to attract those
companies whose performance levels are higher ér ttespective industries.
Thirdly, when betting on attracting new project®nfr foreign MNCs already
established in Portugal, such authorities shoulkbi#emore effort to those firms

that exhibit more considerable performance levels.

Fourthly, and considering the performance gap lyladentified between FOs and
DO firms, specific programmes aiming to transfesthgractices from FOs to Dos
should be implemented. Such a programme could fdousnstance, on promoting
linkages between domestic companies and FOs (apmplys linkages — as the
foreign MNCs would impose standards and transfactmes to their suppliers, as
well as other mechanisms of sharing knowledge aadagerial practices — for
instance, the current strategy aiming to set ufpuster policy, enhancing linkages

between domestic and foreign actors, SMEs andidirges).

More specific policy implications deriving directlyom the present results are as
follows. The higher profitability of FO firms im@s higher tax returns per unit of
input used, therefore meaning a higher tax efficyeaf FOsvis-a-vis DOs. The
result of higher GVA per employee is related totdretvorking conditions and
higher compensation packages for local employeesngbhn, 2001), therefore
meaning that FOs, in this regard, contribute to glemeral welfare of the host
economy. The combination of the results of high€ #ms’ profitability with
higher GVA per employee and the larger size of p@sts to the creation of more,

better and more sustainable employment.
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Appendix |

Table 13 — PM statistics analyses
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Source: Own elaboration using Stata 10.0
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Table 14 — ROS statistics analyses
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Source: Own elaboration using Stata 10.0
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Table 15 - GVAEMPL statistics analyses
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