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The Relationship-between the Degree of
Internationalization and Financial Performance
of Manufacturing Firms in Taiwan
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The Relationship between the Degree of Internationalization
and Financial Performance of Manufacturing Firms in Taiwan
Student: Wan-Yi Shih Advisor:  Dr. Jin-Li Hu
Institute of Business and Management
National Chiao Tung University

ABSTRACT

Internationalization is an important strategy for firms to seek sustainable
competitive advantage. However, one may wonder whether or not
internationalization indeed improves finanacial performance of Taiwan’s firms.
Many exsiting literature has examined the impact of internationalization on a
firm’s performance. Unfortunately, their findings are usually inconsistent.

From the Taiwan Economic Journal database, we construct a panel data set
of 319 listed manufacturing companies.in Taiwan during 1999 to 2003. Return
on assets (ROA) is the dependent variable. - ‘Internationalization indices include
export sales as a percentage:of total sales (ESTS), foreign assets as a percentage
of total assets (FATA), psychic dispersion of international operations (PDIO).

Selected by the Hausman test, a fixed-effects model is used to test whether
there is a horizontal S-curve relationship berween the degree of
internationalization and ROA. According to our comparative statistic analysis,
the major results can be summarized as follows:

1. There is an inverted horizontal S-curve relationship berween ESTS and ROA.
It is optimal for firms to export all their products to the foreign market.

2. There is a horizontal S-curve relationship berween FATA and ROA. In
average, it is optimal for a firm to have 30% overseas assets.

3. The higher PDIO is, the lower ROA will be.

Keywords: Internationlization, Financial Performance, Panel Data
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