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Abstract
Rather than searching for a universal optimal level of multinationality for all firms,
we argue that firm-specific attributes should result in firm-specific optimal levels
of multinationality. Specifically, we draw upon transaction cost and internaliza-
tion theory to argue that there will be different optimal levels of multinationality
for individual firms, and if firms internalize foreign operations to an extent less
than or greater than their individual optimal levels, transaction costs will increase
and performance will decrease. To test this idea, we use transaction cost models
in the context of large US law firms during the time period from 1986 through
2008 to estimate firm-specific optimal multinationality. Next, we test relation-
ships between alignment with, or deviations from, firm-specific optimal levels of
multinationality and performance (MA–P). Consistent with the MA–P hypoth-
esis, insufficient and excessive levels of multinationality are both negatively
related to financial performance. In addition, excessive multinationality is
positively associated with downside performance risk. One key implication is
that an MA–P approach may offer greater theoretical validity and clarity than
traditional multinationality and performance (M–P) approaches.
Journal of International Business Studies (2014) 45, 211–226. doi:10.1057/jibs.2013.63
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INTRODUCTION
For approximately four decades, a large body of research has sought
to explore empirically the performance implications of multination-
ality. This multinationality and performance (M–P) literature has
often looked for linear and curvilinear relationships between firm
multinationality and performance. Yet results have been mixed. In
light of diverse and inconclusive empirical results, M–P literature has
evolved in two ways. First, many valuable advances have centered on
refining operational definitions of multinationality (e.g., Goerzen &
Beamish, 2003; Verbeke, Li, & Goerzen, 2009). And second, M–P
literature has increasingly used more complex statistical models to
test for general M–P relationships (Contractor, 2012). However,
any theoretical understanding of a focal M–P relationship remains
elusive (Hennart, 2007, 2011; Verbeke & Brugman, 2009; Verbeke
et al., 2009). Specifically, discussions in the M–P literature
have focused on opportunities to use intangible assets in foreign
markets (e.g., Hitt et al., 2006). However, foreign expansion to use
intangible assets does not by itself offer a clear link to financial
performance, because internalizing foreign operations may not
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always be the most efficient way to expropriate
value from intangible assets, and individual firms
may have opportunities to achieve greater financial
performance from domestic expansion. As a result,
M–P research has not yet offered a clear theoretical
argument on how or why absolute levels of multi-
nationality should influence performance. Yet it
is important for international business research to
communicate clearly how and why constructs
influence each other (Thomas, Cuervo-Cazurra, &
Brannen, 2011).
A number of authors have offered an alternative

direction forward by noting that there is a theoreti-
cally valid argument for relationships between align-
ment with firm-specific optimal levels of multi-
nationality and performance (Hennart, 2007, 2011;
Verbeke & Brugman, 2009). In particular, firms must
organize exchanges either through markets or
through the internalization of operations to limit
transaction costs and maximize financial perfor-
mance. Whether the most efficient overall configura-
tion of a firm’s international exchanges is through
markets, through the internalization of foreign opera-
tions, or through a combination of both, is depen-
dent upon individual firm attributes. When actual
levels of multinationality are above or below theore-
tically predicted levels of optimal multinationality for
individual firms, transaction costs will increase and
performance will suffer. From this perspective, there
is no general M–P relationship, because there is no
general optimal level of multinationality, as optimal
levels will depend upon individual firm attributes. To
illustrate this difference, Figure 1 presents a concep-
tual model of M–P research together with a concep-
tual model of the alternative multinationality

alignment and performance (MA–P) approach dis-
cussed in this study.
The advantage of the MA–P approach is that it

offers greater theoretical clarity on relationships
with performance, because it requires clear theoreti-
cal explanations to predict firm-specific optimal
levels of multinationality. On the other hand, much
of the M–P literature acknowledges the importance
of firm attributes, but emphasizes the need to con-
trol for such factors in an attempt to tease out focal
M–P relationships (e.g., Hitt, Bierman, Uhlenbruck,
& Shimizu, 2006; Thomas & Eden, 2004). The
problem with the M–P approach is illustrated when
we acknowledge that managers base international
strategy decisions on greatest expected returns given
firm attributes (Dastidar, 2009; Shaver, 1998). As a
result, M–P research may be misleading, because
absolute levels of multinationality are not random.
Consequently, there has been a subtle move toward
increasingly complex models that attempt to control
for all of the factors that influence performance and
moderate empirical M–P associations. However, the
move toward increasingly complex statistical models
does not offer greater clarity on a theoretical under-
standing of a focal M–P relationship. Additionally, if
M–P research could tease consistent relationships
out of data, this would mean that there is consis-
tency in what is observed, but no clear explanation
for why the patterns are there, or why we can expect
to observe similar patterns in other contexts.
The current study shifts from looking for a gen-

eral M–P relationship, where there is a “theoretical
missing link” between M and P (Hult, 2011), to
exploring MA–P relationships where there are clear
theoretical links with performance. To do this, we
argue that the transaction cost and internalization
theory literature offers an approach to understand-
ing firms’ overall make-or-buy decisions seeking to
maximize performance (Buckley & Casson, 1976;
Hennart, 1982). Consequently, the transaction
cost and internalization literature offers a theore-
tical link between alignment, or misalignment,
with firm-specific optimal levels of multinationality
and performance. In order to test MA–P relation-
ships empirically, we limit our analysis to the con-
text of large US law firms, because managers are
likely to make decisions that consider both firm and
industry attributes (Shaver, 1998). Within the speci-
fic context of large US law firms, we identify four key
transaction cost variables, whichmay relate to optimal
levels of multinationality: firm prestige, relation-
ships with domestic corporate clients, practice con-
centration, and size. As a result, we are able to estimate

Multinationality
(M)

Performance
(P)

Internal/External Factors

(Unclear theoretical link)

Transaction cost and
internalization factors

Firm-specific multinationality
alignment (MA)  

“Excessive”
(Actual M > Optimal M) (-)

Performance
(P)

“Optimal”
(Actual M = Optimal M)

(Optimal)

(-)

“Insufficient”
(Actual M < Optimal M)

a

b

Figure 1 Comparing conceptual models of (a) M–P and (b)
MA–P.
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firm-specific optimal levels of multinationality and
test the MA–P hypothesis.

THEORYAND HYPOTHESIS

M–P Literature
The search for a general M–P relationship has been a
source of ongoing discussion (e.g., Hennart, 2007,
2011; Thomas & Eden, 2004; Verbeke et al., 2009). In
his critiques of the M–P literature, Hennart (2007,
2011) offers that researchers have tended to rely on
three separate theoretical arguments to predict a
positive association. First, having operations abroad
may allow firms to exploit economies of scale
(Grant, 1987; Hitt, Hoskisson, & Kim, 1997; Kogut,
1983). Second, foreign operations may allow firms to
secure flexible access to resources (Kim, Hwang, &
Burgers, 1993; Kogut, 1983; Lu & Beamish, 2001).
And finally, firms may learn from their experiences
abroad and redeploy acquired knowledge across
their operations (Hitt et al., 1997; Kogut, 1983;
Ronstadt & Krammer, 1982).
However, some studies have found positive M–P

relationships (e.g., Grant, 1987; Grant, Jammine, &
Thomas, 1988; Han, Lee, & Suk, 1998; Kim, Hwang, &
Burgers, 1989), while others have failed to find any
relationship (e.g., Collins, 1990; Gomez-Mejia &
Palich, 1997), or have found only very weak, incon-
clusive correlations (e.g., Tallman & Li, 1996). Some
authors have even identified negative relation-
ships (e.g., Michel & Shaked, 1986; Shaked, 1986;
Siddharthan & Lall, 1982). In addition, researchers
have frequently found curvilinear relationships (e.g.,
Contractor, Kundu, & Hsu, 2003; Geringer, Beamish,
& daCosta, 1989; Gomes & Ramaswamy, 1999; Hitt
et al., 1997). Within the increasingly complex
research exploring curvilinear relationships, some
authors have also identified an S-shaped relationship
(e.g., Contractor et al., 2003; Lu & Beamish, 2004;
Outreville, 2012; Thomas & Eden, 2004). Building
upon these arguments, research has even found
M-shaped (Almodovar, 2012; Lee, 2010) and
W-shaped relationships (Almodovar, 2012).
This wide array of findings has given rise to a new

question. Specifically, why has the literature identi-
fied such diversity in M–P relationships? Some
researchers have offered that there are problems with
the conceptualization of multinationality in empiri-
cal analyses (Li, 2007). For instance, measures of
multinationality have included the ratio of foreign
sales to total sales (Grant et al., 1988; Siddharthan
& Lall, 1982), composite measures (Contractor
et al., 2003), measures of geographic scope and asset

dispersion (Goerzen & Beamish, 2003; Thomas &
Eden, 2004), the intensity or depth of investments
in markets (Thomas & Eden, 2004), and a combina-
tion of latent subcomponents encompassing both
international asset dispersion and country environ-
ment diversity (Goerzen & Beamish, 2003).
In addition, M–P research has tended to treat

multinationality as the “accumulation of homoge-
neous resources” (Verbeke et al., 2009). However,
these resources reflect diverse strategic motives
embedded in environmental and organizational con-
texts with varying levels of complexity (Verbeke et al.,
2009). For example, firms invest abroad for horizontal
integration, vertical integration, or diversification
purposes, and types of performance associated
with each motive will vary. Vertical integration is
associated with efficiencies realized through the inte-
gration of value-creating activities, horizontal integra-
tion is associated with performance from economies
of scope, and multinationality for diversification
purposes is associated with stability, or risk reduction
(Verbeke et al., 2009). Hencemotives for internalizing
foreign operations should inform decisions on mea-
sures of performance. In addition, firm-specific pat-
terns of multinationality differ, with firms being
exposed to different levels of complexity across cul-
tural, regulatory, and economic environments experi-
enced. Similarly, Verbeke et al. (2009) point out that
diversity in the actual functional duties of foreign
subsidiaries also creates differences across firms.
Taken together, these realizations illustrate the pro-
blems with treating multinationality as the accumu-
lation of homogeneous resources. In a similar vein,
Wiersema and Bowen (2011) conclude that the lack
of consensus on an M–P relationship is a result of a
failure to grasp the complexity of multinationality,
and translate this understanding into empirical research.
Beyond the discussions on how we have presented

and measured M and P, Hennart (2007, 2011) offers
an insightful discussion that highlights a more
fundamental possibility for why research has identi-
fied such diversity in M–P relationships. Specifically,
there may not be a theoretical rationale for a general
link between absolute multinationality and perfor-
mance. To begin with, the ability to exploit scale
economies does not necessarily require international
expansion. Also, firms may gain efficient access to
resources on markets instead of through interna-
tional expansion, and knowledge may be accessed
without owning a foreign subsidiary. As a result,
Hennart is careful to emphasize that these are rea-
sons why there may not be a “general” theoretical
rationale for an M–P relationship.
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The difficulty in arguing for a general M–P rela-
tionship is illustrated when we consider transaction
cost economics (Williamson, 1975, 1979) and the
separate but complementary literature on transac-
tion costs and internalization (Buckley & Casson,
1976; Hennart, 1982), which is the dominant theory
explaining international expansion. The former
approach assumes that various arrangements to
organize interdependences, or transactions, between
different actors will differ in their costs (Williamson,
1975, 1979). The initial expectation is that organiz-
ing interdependences between independent actors is
more efficient than internalizing interdependences
under competitive conditions (Williamson, 1979).
However, markets are not perfectly efficient, and
managers make decisions under conditions of
bounded rationality, without perfect information,
limiting the ability to estimate the prices and values
of services and products accurately (Williamson,
1979). Additionally, actors face the potential for
opportunistic behavior on the part of those with
whom they transact, and a decrease in efficiency
from bargaining with a limited number of actors to
exchange with (Williamson, 1975). These market
imperfections are linked to the valuable trans-
action-specific assets associated with an exchange
(Williamson, 1979). In cases where managers cannot
efficiently identify accurate prices or monitor actors
that they exchange with, organizing interdepen-
dences within the firm may be more efficient than
organizing through interdependencies with external
actors (Williamson, 1975, 1979).
The complementary literature on transaction costs

and internalization of foreign operations (Buckley &
Casson, 1976; Hennart, 1982) was developed inde-
pendently of Williamson’s (1975) transaction cost
theory. This stream of research differs in that it
places less emphasis on the role of asset specificity
in explaining foreign expansion, and adopts a
broader emphasis on factors such as internalizing
markets for knowledge, or guarding against an ero-
sion of organizational standing as a result of free-
riding, among other factors (Hennart, 2001). As a
result, the transaction cost and internalization litera-
ture accommodates a greater range of possibilities for
market imperfections. In addition, where a narrow
focus on asset specificity limits transaction cost
analysis to individual transactions, a broader inter-
pretation allows transaction cost analysis to be
applied to firms’ overall combinations of make-
or-buy decisions. In essence, transaction cost and
internalization theory does not suggest any general
M–P relationship, but rather relationships between

firm-specific optimalmultinationality and performance.
An important note here is that this discussion seems
consistent with the resource-based view (RBV) (e.g.,
Barney, 1991), which argues that the configuration of a
firm’s idiosyncratic resources is related to competitive
advantage. However, the RBVprovides a link to compet-
itive advantage, but not necessarily to value appropria-
tion or financial performance (Foss & Foss, 2005). As a
result, in the current study we limit our discussion to
transaction cost and internalization theory.
After considering the M–P literature, and critiques

of the M–P literature, it appears that the major
advances from this body of research come from the
dialog seeking to better understand and measure
the M and P constructs (e.g., Verbeke & Brugman,
2009; Verbeke et al., 2009). However, difficulties in
offering valid theoretical arguments for a general
M–P link suggest that we need to address problems
with how we understand potential relationships.
Hennart’s (2007, 2011) commentary, and the above
discussion on transaction cost and internalization
theory, offer some direction on how to achieve this
by noting that there is a clear theoretical argument
for MA–P relationships.

Firm-Specific Optimal Levels of Multinationality
A number of researchers have tested relationships
between alignment withmodels within a single indus-
try and performance, and these studies have sought a
middle ground between adaptationist and selectionist
perspectives (e.g., Anderson, 1988; Leiblein, Reuer, &
Dalsace, 2002; Nickerson & Silverman, 2003). Specifi-
cally, firms that make increasingly sub-optimal deci-
sions are likely to disappear from an industry (Hannan
& Freeman, 1977; Hirshleifer, 1977), and experienced
managers and firms are likely to accumulate valuable
knowledge and skills to increase prospects for survival
(Cohen & Levinthal, 1990). Additionally, the experi-
ential process of learning may incorporate mimetic
search processes (Mezias & Lant, 1994).
Drawing upon these arguments, authors have

offered that considering firm-specific attributes
within models in a single industry may result in
better estimates of optimal behavior than consider-
ing the behaviors of firms separately (e.g., Anderson,
1988; Leiblein et al., 2002; Nickerson & Silverman,
2003). This is not to say that considering firm-
specific attributes within a single-industry context
will always allow for specification of perfectly opti-
mal levels of multinationality for each firm. Addi-
tionally, our discussion of how firm-specific assets
must be linked to firm-specific collections of make-
or-buy decisions makes it less intuitively appealing
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to rely upon models within an industry to estimate
optimal levels of multinationality for individual
firms. However, looking at firm-specific transaction
cost variables within specific industries to identify
optimal levels of multinationality limits the need to
control for industry attributes that relate to interna-
tional expansion decisions, helps to separate out
other spurious effects, and increases the likelihood
that included firms will be faced with similar strate-
gic decisions (Delios & Beamish, 1999; Hennart,
2007; Li 2007). Firms within an industry are likely
to share many structural characteristics and compete
for similar resources (Baum & Mezias, 1992; Hannan
& Freeman, 1989). In turn, firm mortality from poor
decisions, the benefits of managerial experience, and
mimicry may allow for relatively good models that
account for industry attributes. These models can be
used to derive what Anderson (1988) called the
“industry rule’s recommendation” for individual
firms. In addition, the use of single-industry models
to estimate optimal levels of multinationality is
attractive, because transaction cost analysis has been
used in similar past empirical research (Anderson,
1985, 1988; Leiblein et al., 2002; Nickerson &
Silverman, 2003). This focus on transaction costs is
consistent with internalization theory, and may
allow us to assess performance in terms of “whether
firms have chosen the right scope for their transac-
tions” (Hennart, 2011). An example of a model of
multinationality will be developed in the methodol-
ogy section of the current study.
This discussion suggests that departures from firm-

specific optimal levels of multinationality would
result in sub-optimal performance, which is con-
sistent with the arguments of transaction cost and
internalization theory and discussions highlight-
ing alternatives to the existing M–P approach (e.g.,
Hennart, 2007, 2011; Verbeke & Brugman, 2009).
For example, if firm A’s optimal level of multi-
nationality is zero foreign offices, the normative
implication is that opening any number of foreign
offices should result in decreased performance.
Alternatively, if firm B’s optimal level of multi-
nationality requires a certain number of foreign
offices, then maintaining either fewer or more
foreign offices should result in lower performance.
This idea leads to the single hypothesis in this
study:

Hypothesis 1: The more a firm deviates from the
level of multinationality recommended by the
model of multinationality, the more its perfor-
mance will decline.

DATA AND METHODOLOGY

Data
There are few single-industry M–P studies, yet there
are diverse motives for international expansion and
diversity in subsidiary functions (Li, 2007; Verbeke et
al., 2009). Studies aggregating data across multiple
industries face more empirical obstacles (Delios &
Beamish, 1999; Hennart, 2007). Hence we limit our
sample to large US law firms, where expansion is
primarily for horizontal integration, and foreign
offices typically provide legal services as their func-
tion. Additionally, all of the foreign offices of firms
included in the current sample have partners as
members of the overall firm ownership, reducing
concerns about diverse ownership structures. And,
finally, the importance of services in the international
economy has led some scholars to call for more
research in this area (e.g., Contractor et al., 2003; Li,
2007). However, caution should also be taken in
generalizing findings to other industries. In particu-
lar, law firms are unique in that they offer knowledge-
intensive services, rather than capital-intensive ser-
vices. Specifically, capital-intensive service firms and
manufacturing firms may need to devote consider-
ably more capital to international expansions, as
would be the case with many greenfield investments.
Data were collected to create a longitudinal data-

base of observations over 23 years, from 1986
through 2008. Data sources included The American
Lawyer’s annual ranking of America’s 100 largest law
firms, legal industry trade journal articles, firm web-
sites, published histories, the yearly American Bar
Reference Handbook, issues of the National Law Journal
(NLJ), theNLJ’s annual list ofWho Represents Corporate
America,Chambers USA, the Lawyer’s Almanac, and the
Bar Register of Preeminent Lawyers. Additionally, yearly
observations were further confirmed through Lexis-
Nexis searches, issues of The American Lawyer, Of
Counsel, and the NLJ. And finally, when available,
documents on official letterhead in specific years were
used to double-check the number of offices and office
locations for a firm in the corresponding year. The
resulting sample consists of an unbalanced panel with
102 firms and 2037 firm-year observations.

Model of Multinationality
We rely upon a number of studies that highlight the
importance of firm-specific intangible assets as fac-
tors related to decisions on organizing international
exchanges through markets or within firms to
limit transaction costs and maximize returns (e.g.,
Grubaugh, 1987; Tong & Reuer, 2007). In particular,
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past research has identified a number of factors that
relate to multinationality, such as organizational
standing or goodwill, client relationships, product
or service diversity, firm size, R&D intensity, adver-
tising intensity, and industry effects. Given that this
analysis focuses on a single-industry empirical con-
text, our model does not include industry effects. As
a result, we identified four factors that may relate to
law firm multinationality: prestige, domestic rela-
tionships with US corporations, practice concentra-
tion, and firm size.
Prestigious organizations enjoy significant advan-

tages in industries centered on specialized knowl-
edge, where it is difficult to distinguish between
differences in quality. Under these conditions, cli-
ents may rely upon a firm’s prestige as a signal of
quality (Perrow, 1961; Shenkar & Yuchtman-Yaar,
1997). In addition, organizational prestige or reputa-
tion gained in one market may be valuable in other
markets (Hennart, 2010). However, prestige as an
ownership advantage does not, by itself, suggest that
the most efficient way to serve foreign markets will
be through internalization of foreign operations.
Instead, Hennart (2010) offers a model where presti-
gious firms must assess both

(1) the costs associated with free-riding on the part
of local agents who are not part of the firm but
are entrusted with the reputation of the firm,
and

(2) the costs of monitoring employees to constrain
shirking in the case where an office is established
in a host market, or in the case where a corre-
spondent is used in the market but no foreign
office is established.

It is difficult to specify and monitor quality in
complex legal services, which means that there is a
high probability that local agents who are not part of
the firm will free-ride on the reputation of the firm,
and correspondents who are associates in the firm
and serve a market without establishing a local office
may shirk (Caves & Murphy, 1976; Hennart, 2010).
On the other hand, the costs of monitoring employ-
ees to constrain shirking in a local office are low,
because US law firms are organized as partnerships.
As a result, for prestigious firms, the costs of curbing
free-riding on the part of local agents or shirking by
correspondents should be greater than the costs of
monitoring employees to constrain shirking in the
case of establishing a local office. Hence we expect
prestigious firms to open more foreign offices.
Firms with domestic opportunities that are

comparatively more attractive than international

opportunities are more likely to pursue con-
figurations that focus on domestic expansion
(Hutzschenreuter & Voll, 2008). It follows that, in
professional service industries, domestic relation-
ships may relate to decisions on the optimal config-
uration of a firm’s activities. These relationships are
opportunities to build relational capital, or the gra-
dual and iterative strengthening of trust, informa-
tion sharing, and joint problem solving, which can
help firms to serve clients more efficiently over time
(Hitt et al., 2006; Uzzi, 1997). As a result, firms with a
large number of domestic relationships with cor-
porations may prefer to focus on greater internaliza-
tion of domestic interdependences, instead of
foreign operations, to further build relational capital
that increases efficiency and lowers transaction costs
over time. In other words, some firms may be less
likely to internalize foreign operations if investing
domestically offers lower transaction costs and the
ability to appropriate the maximum value from
relationships. Consistent with this idea, Hitt et al.
(2006) identified a strong negative association for
the main effect of corporate relational capital with
domestic companies on the international expansion
of US law firms.
Next, firms with a broader set of industry practice

areas may be able to realize greater levels of efficiency
through synergies among, and referrals between,
practice areas. In a sense, actors exchanging informa-
tion within a single firm, even located across different
national markets, realize rewards from the efficient
and effective sharing of knowledge, rather than realiz-
ing rewards from cheating one another, as might be
the case for exchanges between independent actors
(Hennart, 1982). This idea is consistent with argu-
ments offered by Hymer (1976), and empirically
tested using product diversity (e.g., Grubaugh, 1987;
Tong & Reuer, 2007). Hence we anticipate that law
firms with highly concentrated practices will inter-
nalize foreign operations to a lesser degree, because
there will be fewer opportunities to decrease transac-
tion costs through internalization.
And, finally, firm size may be an important factor

to include in a transaction cost model of multination-
ality. Specifically, size has been used as a proxy for a
variety of firm-specific transaction cost factors, such
as relationships with suppliers and clients (Kirca,
Hult, Deligonul, Perryy, & Cavusgil, 2012), or knowl-
edge and routines developed through R&D and pro-
cess development efforts (Cohen & Klepper, 1996).
These ideas are consistent with past empirical
research in the context of large US law firms, which
has identified positive relationships between size and

From M–P to MA–P K Skylar Powell
216

Journal of International Business Studies



multinationality (Hitt et al., 2006). As a result, we
include firm size as a factor in our model, with the
expectation of a positive relationship with multi-
nationality.

Variables

Dependent variables
To measure multinationality, we use the count of
host countries where a firm maintains offices in an
observation year, divided by the sample maximum
number of host countries across all observation
years. The number of host countries has been used
by a number of researchers (e.g., Goerzen & Beamish,
2003; Tallman & Li, 1996; Tong & Reuer, 2007), and
captures the breadth of international operations, but
not the depth of international commitments. In
comparing the numbers of lawyers in foreign offices
across multiple data sources, there were large incon-
sistencies, with many foreign offices listing associates
who were based in domestic offices. As a result, the
total count of host countries may offer the most valid
measure of multinationality in the legal industry
context, given the ability of firms to commit human
resources to foreign offices, even if those lawyers are
not permanently based in the host countries.
Next, we use four measures of performance. The

first measure is Profits-Per-Partner (PPP), or a firm’s
net income divided by the total number of equity
partners. We selected PPP because it is a measure of
efficiency for a firm’s equity partners (Galanter &
Henderson, 2008; Sherer, 1995). The second mea-
sure is Revenue-Per-Lawyer (RPL), or the firm’s gross
revenue divided by the total number of lawyers.
With a tradition of partners shepherding less experi-
enced associates (Hitt et al., 2006; Sherer, 1995), RPL
is a measure of managerial efficiency. Together, PPP
and RPL are relevant measures of performance for
international expansion for horizontal and vertical
integration purposes. Both of these measures of
performance are adjusted to 2008 price levels using
consumer price index data.
Past research has noted that there are likely to be

multiple relevant measures of performance when
considering the consequences of internalizing for-
eign operations (Verbeke et al., 2009). In particular,
Verbeke and Brugman (2009) note that risk and risk
reduction were key outcomes in early research, but
have been neglected in more recent studies, with a
few notable exceptions (e.g., Tong & Reuer, 2007).
Given the importance of risk and risk reduction in
investment decisions, we also include downside
performance risk as a dependent variable in case law

firms pursue horizontal international expansion for
diversification motives. Past research has viewed
downside risk as shortfalls in actual performance
relative to aspirational levels of performance (e.g.,
Miller & Leiblein, 1996; Miller & Reuer, 1996; Tong
& Reuer, 2007). In this analysis, the average PPP for
firms in the preceding year divided by the sample
maximum was used as a proxy for aspirational levels
of performance (Tong & Reuer, 2007). Next, a firm’s
PPP divided by the sample maximum was used as
actual performance in a focal year, and the squared
difference between aspirational performance and
actual performance was used as a measure of down-
side risk in years when actual performance fell below
aspirational levels of performance. When actual
performance was greater than or equal to aspira-
tional levels of performance, the downside risk
measure equaled zero. The same approach was used
to calculate downside risk on RPL.

Independent variables
In Step 1 we assume that clients are able to assign
rankings to firms based upon the collective affilia-
tions of their partners. Authors have argued that
prestige is a function of the average status of an
organization’s affiliates (Podolny & Phillips, 1996),
and educational affiliation may signal membership
in core and peripheral strata of managerial elite
(e.g., D’Aveni, 1990; Useem & Karabel, 1986). Addi-
tionally, educational affiliation has been used in
past operational definitions of prestige (e.g., Hitt,
Bierman, Shimizu, & Kochhar, 2001; Hitt et al.,
2006; Phillips & Zuckerman, 2001; Useem &
Karabel, 1986). Hence we average the reverse-coded
US News law school rankings for all available years
divided by 100 to calculate prestige levels for various
law schools. Next, each partner in a firm’s main office
was assigned the score corresponding to the institu-
tion where he or she received his or her qualifying
legal training. The average score across all of the
partners in a firm’s main office is the prestige score
for the firm. To check the validity of this mea-
sure, we compare the mean prestige scores for white-
shoe firms, which are traditionally prestigious firms
with elite affiliations, and non-white-shoe firms. In
order to generate a list of white-shoe firms, we
consulted a large number of articles appearing in
trade journals such as The NLJ and The American
Lawyer. Firms repeatedly referred to as white shoes
were included in the list.1 Consistent with expecta-
tion, white-shoe firms had significantly higher pres-
tige scores (p<0.001). Furthermore, our firm prestige
scores were highly correlated (p<0.001) with the
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Vault prestige rankings published between 2006 and
2008, increasing our confidence in the use of educa-
tional affiliation to operationalize prestige. The Vault
prestige rankings are published by Vault Career
Intelligence, and are produced by surveying practi-
cing law associates to rank firms based upon prestige.
Additionally, interviews with partners and associates
at large firms suggest that prestige is most strongly
related to the types of transactions that firms are
involved in and the affiliations of partners. However,
to partially address the potential for an endogenous
prestige–multinationality relationship, we use an
instrumental variable (IV) for white-shoe firms.
To operationalize a firm’s share of US corporate

relationships, we use each firm’s share of the domes-
tic corporate clients listed in the NLJ’s annual list of
Who Represents Corporate America, by calculating the
number of relationships for each firm divided by the
sample total in a given year. The NLJ list was selected
because it is the most comprehensive list of law firm
relationships available. Next, we operationalize prac-
tice concentration using data from the NLJ’s annual
list of Who Represents Corporate America. Listed cli-
ents represented by a firm were categorized by
industry, and the number of clients in the top two
industries divided by the total number of clients
indicated how heavily concentrated a firm’s practice
was. And, finally, firm size was the total number of
lawyers in a firm divided by the sample maximum
for total lawyers.
After generating individual yearly predictions of

optimal levels of multinationality for each firm based
upon estimates in Step 1, we calculated alignment
with these predictions in terms of extent of multi-
nationality below or above optimal levels. Specifically,
we include a spline function (Greve, 2010) to estimate
separate slopes for misalignment where firms main-
tain insufficient multinationality, and misalignment
where firms maintain excessive multinationality.

Control variables in Step 2
Next, we control for firm age using the log of the total
number of years since a firm was founded (Qian, Li,
Li, & Qian, 2008). Age could result in deeper knowl-
edge stocks and improved performance. However,
such a relationship might be contingent upon a
history of experience with various types of operations.
As a result, we control for age without expectation on
its relationship with performance. Similarly, we control
for firm size (Contractor et al., 2003; Hitt et al., 2006).
However, size does not imply better performance
at PPP or RPL levels, unless firms manage human
resources effectively and leverage their overall size.

As a result, we use two size-related control variables.
First, the log of the total number of a firm’s domestic
offices is included, because a professional service firm’s
domestic footprint may be related to performance
(Hitt et al., 2001, 2006). Yet we include this variable
without expectation on the nature of any relationship,
because empirical evidence does not suggest a specific
direction for this association (Hitt et al., 2001, 2006).
Next, we control for the log of the total number of
equity partners, because having many experienced
lawyers may have a positive relationship with perfor-
mance (Hitt et al., 2006; Kirca et al., 2012), and having
more top managers may result in better information-
processing capabilities (Sanders & Carpenter, 1998).
Additionally, we control for the ratio of associates to
partners, with the expectation of positive estimates in
models that use PPP as an outcome. However, the
relationship with RPL is less obvious, and this ratio is
included without expectation on directionality. The
inclusion of an associates-to-partners control is also
consistent with past research looking at law firm
performance (Hitt et al., 2001, 2006). Next, the log
of the total number of years since a firm opened its
first foreign office plus one was used as a control for
international experience, as firms may benefit from
greater experiential knowledge of foreign markets and
operations (Johanson & Vahlne, 1977).
Finally, to control for environmental complexity

as an element underlying multinationality, we
include GDP per capita range, or the log of the
difference between the highest and lowest GDPs per
capita among the host nations that a firm operates in,
using data from the Penn World Table (Tong & Reuer,
2007). This control was included because there are
likely to be significant differences between the busi-
ness environments of host markets with significant
differences in GDP. Additionally, we follow the
approach of Hutzschenreuter and Voll (2008), by
controlling for added cultural distance.2 The advan-
tage of this variable is that it assesses cultural dis-
tance with reference to a firm’s existing network of
foreign offices (Verbeke et al., 2009). We anticipate
that environmental complexity from GDP range and
added cultural distance will be negatively associated
with financial performance (Verbeke et al., 2009), and
associated with decreases in downside risk as a result
of diversification.

Analysis
Table 1 includes a correlation matrix with the first
step variables, and shows a moderate-to-high corre-
lation between practice concentration and corporate
relationships. As a result, variance inflation factors
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Table 1 Correlation matrix

Mean Standard deviation Minimum Maximum 1 2 3 4 5

Step 1 variables
(1) Size 0.14 0.09 0.02 1.00 —

(2) Practice concentration 0.61 0.16 0.30 1.00 −0.33 —

(3) US corporate relationships 0.19 0.20 0.00 1.00 0.37 −0.44 —

(4) Prestige 0.71 0.11 0.29 0.91 −0.01 −0.08 0.14 —

(5) White shoe (IV) 0.14 0.35 0.00 1.00 −0.07 0.05 −0.02 0.29 —

(6) Multinationality 0.07 0.12 0.00 1.00 0.72 −0.20 0.15 0.11 0.12

Step 2 variables 7 8 9 10 11 12 13 14 15 16 17 18 19
(7) Domestic Offices 1.56 0.65 0.00 3.29 —

(8) Age 4.40 0.49 2.07 5.37 0.09 —

(9) Leverage 3.50 1.13 1.71 28.18 0.06 0.04 —

(10) Partners 4.87 0.47 2.39 6.64 0.61 0.12 −0.11 —

(11) International experiences 1.82 1.46 0.00 4.83 0.10 0.21 0.21 0.34 —

(12) Multinationality 0.07 0.12 0.00 1.00 0.19 0.04 0.24 0.49 0.58 —

(13) GDP range 4.48 4.56 0.00 10.65 0.20 0.22 0.22 0.44 0.74 0.60 —

(14) Added cultural distance 0.15 0.26 0.00 1.97 0.15 0.03 0.06 0.16 0.18 0.18 0.43 —

(15) Excessive 1.00 1.00 0.00 5.00 −0.00 −0.00 0.07 0.06 0.16 0.36 0.14 0.01 —

(16) Insufficient 2.00 2.00 0.00 13.00 0.47 0.09 0.16 0.64 0.21 0.18 0.34 0.20 −0.15 —

(17) PPP (000s) 923 580 235 5,142 −0.33 0.04 0.38 −0.05 0.28 0.14 0.21 0.01 0.01 0.08 —

(18) RPL (000s) 688 250 330 2,948 −0.34 0.01 0.20 −0.04 0.23 0.06 0.19 0.01 −0.00 0.06 0.91 —

(19) Downside risk–PPP 0.002 0.003 0.00 0.03 0.37 0.06 −0.12 0.22 −0.09 −0.04 −0.05 −0.05 0.05 −0.05 −0.32 −0.26 —

(20) Downside risk–RPL 0.001 0.002 0.00 0.02 0.38 −0.08 0.01 0.20 −0.05 0.14 −0.06 −0.05 0.18 −0.06 −0.31 −0.37 0.69

Correlations with absolute values of 0.05 and above are significant at p<0.05.
N=2037.
Notes: (1) PPP and RPL adjusted to 2008 levels, (2) The sample maximum for total foreign countries was 38, and (3) Excessive and Insufficient multinationality are expressed in terms of foreign countries
above or below optimal levels of multinationality.
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(VIFs) were calculated using Ordinary Least Squares
(OLS) versions of our model, and the largest VIF was
1.36 on corporate relationships, reducing concerns
about multicollinearity. Given that our dependent
variable can include values between 0 and 1, we use
Tobit regressionmodels for our industry models. As a
robustness check, OLS versions of the models were
estimated, and two-stage least-squares (2SLS) regres-
sion was used with the white-shoe dummy variable
as an IV to assess the threat of endogeneity for the
prestige variable.
The second step in this analysis includes multiple

regression models to estimate relationships between
deviation from the industry model’s recommended
level of multinationality and our measures of perfor-
mance. Table 1 includes descriptive statistics and
correlations for these variables, and shows high
correlations between several variables. Hence VIFs
were calculated for models used to test our hypoth-
esis, and the largest VIF was 3.21 on GDP range. This
value is below the commonly used thresholds of 10
and 4 (O’Brien, 2007).

RESULTS
Table 2 includes models for Step 1 of our analysis.
Model 1 is a Tobit model without year effects, and
Model 2 is a Tobit model that incorporates year
effects. All of the estimates are consistent in direc-
tionality and levels of significance across both of the

models. As expected, prestige results in positive and
significant estimates (p<0.001), US corporate rela-
tionships results in negative and significant esti-
mates (p<0.001), and firm size results in positive
and significant estimates (p<0.001). However, prac-
tice concentration does not result in significant
estimates, which is not consistent with our expecta-
tions, but is consistent with past research in the
empirical context of large US law firms (Hitt et al.,
2006). In addition, all of the results are consistent
across Models 3 and 4, which are OLS models, and
Model 5, which is our 2SLS model. This suggests
that, among US law firms, the optimal level of
multinationality may be greater for large and presti-
gious firms, but smaller for firms with more US
corporate relationships. As a result, the level of
multinationality recommended by the Step 1 model
is calculated for each firm, in each observation year,
based upon the actual values for independent vari-
ables and their estimated coefficients in Model 2.
Next, Table 3 presents six models for the second

step of this analysis. Models 1–3 use PPP as a
dependent variable and Models 4–6 use RPL. The
estimate for age results in negative estimates across
all six models at varying levels of significance
(p<0.10–0.05), suggesting that older firms are less
efficient in terms of PPP and RPL. Next, the control
for domestic offices is negatively associated with
PPP (p<0.001), but does not result in significant

Table 2 Step 1: Industry model of multinationality

Expected Tobit Tobit OLS OLS 2SLS

1 2 3 4 5

Constant −0.243*** −0.267*** −0.154*** −0.166*** −0.475***
(0.020) (0.022) (0.014) (0.015) (0.044)

Prestige (+) 0.220*** 0.216*** 0.158*** 0.157*** 0.597***
(0.021) (0.020) (0.015) (0.014) (0.059)

US corporate relationships (−) −0.093*** −0.091*** −0.100*** −0.095*** −0.139***
(0.013) (0.013) (0.010) (0.009) (0.012)

Practice concentration (−) −0.010 0.009 −0.003 0.020 0.012
(0.016) (0.016) (0.012) (0.011) (0.014)

Size (+) 1.137*** 1.254*** 0.987*** 1.129*** 1.036***
(0.027) (0.030) (0.020) (0.022) (0.024)

Year dummies No Yes No Yes No
0.568 0.605 0.576

Adjusted R2 0.567 0.600 0.575
F-statistics (d.f.) 669.10 118.7 689.80
Log likelihood 746.21 801.11

†p<0.10; *p<0.10; **p<0.01; ***p<0.001.
Notes: (1) Unstandardized coefficients, (2) Standard errors in parentheses, (3) The white-shoe law firm variable is used as an IV in an unreported first-stage
model used to estimate the parameter for prestige in Model 5, (4) Results are consistent when multinationality is operationalized as total foreign offices
rather than host countries.
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estimates on RPL. This suggests that a large domestic
footprint does not reduce the efficiency of individual
lawyers, but costs from maintaining additional
offices may reduce returns to equity partners. In
addition, as expected, both the number of equity
partners and the ratio of associates to partners are
positively associated with PPP ( p<0.001), yet the
results are mostly not significant on RPL. Interest-
ingly, international experience resulted in positive
estimates only in Models 2 and 3 ( p<0.05), which
was consistent with expectation for PPP, but this
control was less robust on models looking at RPL.
Next, the range in GDP per capita across a firm’s
operations was negatively associated with PPP in
Models 1–3 (p<0.001), and added cultural distance
resulted in positive estimates in Models 2 and 3
(p<0.05). However, in Models 5 and 6, which look

at RPL, the control variables for environmental com-
plexity among host countries were not significant,
with the exception of a negative estimate for GDP
range in Model 5 (p<0.05).
Next, as a matter of interest, Models 1 and 4 are

consistent with the dominant approach to testing
M–P relationships, in that they present the specifica-
tion of M that results in the best model fit for anM–P
relationship. In both of these models, the M–P
relationship with the best model fit appears to be
consistent with the sigmoid relationship identified by
Contractor et al. (2003). However, comparisons of fit
between the M–P models and MA–P models may not
be meaningful, because they are not nested. Also as a
matter of interest, Models 2 and 5 test MA–P relation-
ships while controlling for absolute multinationality.
In both models, excessive multinationality is

Table 3 MA and financial performance (P)

y= PPP y= RPL

1 2 3 4 5 6

Age −0.135* −0.132† −0.113† −0.161** −0.154* −0.129*
(−1.973) (−1.947) (−1.664) (−2.644) (−2.542) (−2.126)

Domestic offices −0.230*** −0.223*** −0.207*** −0.010 −0.001 0.018
(−9.373) (−9.043) (−8.533) (−0.476) (−0.079) (0.842)

Partners 0.142*** 0.168*** 0.144*** 0.022 0.039 0.007
(5.255) (5.033) (4.390) (0.949) (1.308) (0.256)

Associate/partners 0.125*** 0.134*** 0.122*** −0.018 −0.013 −0.028*
(9.276) (8.752) (8.160) (−1.508) (−0.961) (−2.143)

International experience 0.025 0.071** 0.066* −0.014 0.042† 0.036
(0.872) (2.680) (2.499) (−0.560) (1.774) (1.511)

Multinationality 0.162† −0.098*** 0.212** −0.127***
(1.952) (−3.428) (2.861) (−4.943)

Multinationality2 −0.536** −0.713***
(−2.945) (−4.388)

Multinationality3 0.267* 0.369***
(2.381) (3.680)

GDP range −0.097*** −0.065*** −0.079*** −0.043* −0.003 −0.022
(−4.868) (−3.560) (−4.479) (−2.432) (−0.196) (−1.389)

Added cultural distance 0.011 0.020* 0.019* −0.006 0.006 0.004
(1.075) (2.065) (1.967) (−0.660) (0.696) (0.558)

Alignment:
Excessive (Hypothesis: negative) −0.033*** −0.036*** −0.030*** −0.034***

(−3.852) (−4.205) (−3.954) (−4.446)
Insufficient (Hypothesis: negative) −0.044* −0.043* −0.037* −0.036*

(−2.425) (−2.401) (−2.269) (−2.230)
Firm dummies Yes Yes Yes Yes Yes Yes
Year dummies Yes Yes Yes Yes Yes Yes
R2 0.899 0.899 0.899 0.920 0.919 0.918
Adjusted R2 0.892 0.892 0.892 0.914 0.913 0.912
F-statistics 126.90 127.20 127.40 163.20 162.30 161.30

†,*,**, and *** significant at p<0.10, 0.05, 0.01, and 0.001, respectively.
Notes: (1) Standardized coefficients, (2) t-statistics in parentheses, and (3) results are consistent when insufficient and excessive multinationality are
calculated based upon foreign offices rather than host countries.
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negatively associated with performance ( p<0.001),
and insufficient multinationality is also negatively
associated with performance ( p<0.05). And, finally,
Models 3 and 6 test MA–P relationships without
controlling for absolute multinationality. Again,
excessive multinationality is negatively associated
with both measures of performance ( p<0.001), as is
insufficient multinationality ( p<0.05). These results
offer support for our hypothesis.
Finally, Table 4 includes versions of the models

with downside performance risk as the dependent
variable. In Table 4, the estimates for our control
variables are largely consistent with the estimates in
Table 3, with two notable exceptions. First, in Model
4, which presents the traditional M–P approach with
downside risk on RPL, there is an inverted U-shaped

relationship between multinationality and downside
risk. Second, in Models 5 and 6, the range in GDP per
capita across a firm’s international operations is nega-
tively associated with downside risk on RPL, as
expected. And finally, in models that test MA–P
relationships on downside risk, excessive multina-
tionality is positively associated with downside risk
on PPP (p<0.01) and RPL (p<0.001), but insufficient
multinationality does not result in significant esti-
mates. These results partially support our hypothesis,
and offer further insight, whichwe will discuss below.

DISCUSSION
International business scholars have produced an
enormous volume of empirical research looking for
general M–P relationships. However, results have

Table 4 MA and downside risk (P)

y=Downside risk/PPP y=Downside risk/RPL

1 2 3 4 5 6

Age 0.228† 0.192 0.203† 1.148*** 1.220*** 1.169***
(1.889) (1.595) (1.692) (9.972) (10.447) (9.977)

Domestic offices 0.194*** 0.192*** 0.201*** 0.006 −0.003 −0.044
(4.491) (4.406) (4.690) (0.157) (−0.072) (−1.051)

Partners −0.176*** −0.088 −0.102† −0.041 −0.010 0.054
(−3.692) (−1.494) (−1.771) (−0.912) (−0.184) (0.954)

Leverage −0.151*** −0.117*** −0.124*** 0.014 0.033 0.065*
(−6.364) (−4.346) (−4.727) (0.624) (1.278) (2.537)

International experience 0.001 −0.087† −0.090† 0.056 −0.046 −0.034
(0.012) (−1.847) (−1.906) (1.232) (−1.022) (−0.746)

Multinationality −0.650*** −0.056 −0.295*** 0.259***
(−4.441) (−1.104) (−3.968) (5.249)

Multinationality2 1.280*** 0.633***
(3.989) (10.446)

Multinationality3 −0.682***
(−3.447)

GDP range 0.138*** 0.075* 0.066* −0.013 −0.100** −0.061*
(3.913) (2.330) (2.130) (−0.422) (−3.200) (−2.008)

Added cultural distance −0.011 −0.033† −0.034† −0.007 −0.025 −0.023
(−0.609) (−1.920) (−1.950) (−0.428) (−1.517) (−1.365)

Alignment:
Excessive (Hypothesis: positive) 0.044** 0.042** 0.101*** 0.109***

(2.902) (2.805) (6.871) (7.384)
Insufficient (Hypothesis: positive) −0.042 −0.042 0.014 0.013

(−1.326) (−1.320) (0.466) (0.437)
Firm dummies Yes Yes Yes Yes Yes Yes
Year dummies Yes Yes Yes Yes Yes Yes
R2 0.687 0.686 0.685 0.713 0.704 0.700
Adjusted R2 0.665 0.663 0.663 0.693 0.683 0.679
F-statistics 31.26 31.02 31.24 35.63 33.82 33.40

†,*,**, and *** significant at p<0.10, 0.05, 0.01, and 0.001, respectively.
Notes: (1) Standardized coefficients, (2) t-statistics in parentheses, (3) in Model 4, the quadratic function of multinationality is used because it resulted in a
better model fit than a model including the cubed term, and (4) results are consistent when insufficient and excessive multinationality are calculated based
upon foreign offices rather than host countries.
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been mixed, to say the least, and there are two
emerging views on the way forward. The first view
is that we must continue to explore M–P relation-
ships with increasingly complex statistical models
that account for a host of contextual factors. From
this perspective, absolute levels of multinationality
are presented without fully accounting for the ante-
cedents of, or theoretical explanations for, interna-
tional expansion. Instead, the antecedents and
factors described in theoretical explanations of inter-
nationalization are viewed as control variables and
moderators of an unclear relationship between abso-
lute multinationality and performance. The second
view is that the search for general M–P relationships
may not improve our understanding of the perfor-
mance implications of multinationality, because there
may not be valid theoretical reasons to anticipate a
general relationship. Drawing upon transaction cost
and internalization theory, this second view has been
offered along with the idea that there is a valid
theoretical argument for firm-specific MA–P relation-
ships. From this perspective, the intangible assets of
individual firms relate to optimal configurations of
international activities via markets and hierarchy to
decrease transaction costs and maximize the value
that can be appropriated from intangible assets and
translated into financial performance. This approach
does provide a theoretical link to performance, but
because optimal levels of multinationality differ by
firm, it is not a general link. For example, the optimal
level of multinationality for one firm may be zero
foreignmarkets, and the optimal level of multination-
ality for another firm may include offices in a certain
number of foreign markets. In either case, deviations
from firm-specific optimal levels of multinationality
should relate negatively to performance.
The results in this analysis suggest that exce-

ssive and insufficient levels of multinationality rela-
tive to theoretically predicted optimal levels for
individual firms are negatively associated with finan-
cial performance. In addition, our results also sug-
gest positive relationships between excessive firm-
specific multinationality and downside performance
risk, but do not find significant relationships
between insufficient firm-specific multinationality
and downside performance risk.
These results support the idea of MA–P relation-

ships, as anticipated by Hennart (2007, 2011). Figure 2
graphs the relationships between excessive or insuffi-
cient multinationality and financial performance in
terms of PPP and RPL. Interestingly, Figure 2 shows
that the magnitude of the relationships within our
sample appears to be greater for excessive

multinationality. In addition, the sample maximum
for excessive multinationality was 5 countries,
whereas the sample maximum for insufficient multi-
nationality was 13 countries. These results are poten-
tially enlightening when we consider them along
with the results on downside performance risk. Spe-
cifically, Cyert and March (1963) argue that risk is
partially a function of actual performance vis-à-vis
aspirational performance. In addition, Miller and
Reuer (1996) discuss the importance of magnitude
of losses, where small deviations from aspirational
levels of performance are less important than large
deviations. Hence, given the differences in magni-
tude between excessive and insufficient M–P, we
might speculate that there was not a significant
relationship between insufficient multinationality
and downside risk, because negative performance
implications of insufficient multinationality are less
intense than those resulting from excessive multi-
nationality. If this explanation is correct, it offers one
reason why firms might deviate from their optimal
levels of multinationality. That is, risk-averse man-
agers may accept sub-optimal levels of performance
if the deviations from aspirational levels of perfor-
mance are not great. Of course, there are numerous
additional explanations for why firms might deviate
from optimal levels of multinationality, and there-
fore the MA–P approach offers avenues for further
exploration. This point is highlighted by Hennart’s
(2011) suggestion that, instead of looking for M–P
relationships, researchers should ask why firms
would systematically deviate from firm-specific opti-
mal levels of multinationality.
It is important to note that this analysis is a

starting point, and is limited in scope. In particular,
our focus on a single industry limits our ability to
offer broad generalizations. Additionally, researchers
tend to use differing approaches to applying trans-
action cost analysis (Hennart 2001), and this study
is no different. Research could potentially use a
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different approach to applying transaction cost ana-
lysis to developing models of multinationality. For
example, research could integrate elements of the
RBV into transaction cost analyses to identify opti-
mal multinationality. In the current research we
focus on transaction cost and internalization theory
for theoretical clarity. However, Foss and Foss (2005)
offer that an integration of transaction cost econom-
ics and the RBV may be an approach to clarifying
processes within the RBV. These authors note that
the RBV pays little attention to value appropriation,
which is why it is not incorporated in the current
study. However, decisions on organizing interdepen-
dences in a positive transaction cost world can both
create value and make it possible to appropriate value
from firm resources (Foss & Foss, 2005). Consistent
with this idea, RBV concepts could eventually be
more directly integrated with transaction cost and
internalization theory to offer theoretically valid
MA–P links. Beyond the possible integration of RBV
concepts, there are numerous opportunities and
points of integration between an MA–P approach
and some of the factors pursued in M–P research. For
example, attempts to explain why firms might sys-
tematically deviate from their firm-specific levels of
optimal multinationality could look at top manage-
ment characteristics andmotives, organizational iner-
tia, and a host of additional factors. Additionally,
research could look at the role of environmental
uncertainty in MA–P relationships, following the
theoretical arguments of Anderson (1988). This ave-
nue of exploration seems especially interesting when
we consider that some industries are more dynamic
than others. Similarly, many of environmental con-
tingencies explored in the M–P literature could be
applied to theoretically sound MA–P analyses.

CONCLUSION
Calls formore complex statistical explorations ofM–P
relationships suggest that researchers may continue
with the current trajectory, and it is too early to tell
whether calls for a shift in how we approach this area
of research will result in a parallel body of MA–P

literature. However, the theoretical advantages of an
MA–P approach suggests that M–P studies seeking to
explore more complex statistical models could be
better positioned by presenting their results alongside
MA–P models as a point of interest and rigor, in the
absence of strong theoretical arguments for a general
M–P relationship. This is especially true given that the
current study empirically supports the idea that
deviations from firm-specific optimal levels of multi-
nationality are negatively associated with financial
performance in the context of large US law firms. If
research identifies consistently negative associations
between excessive or insufficient multinationality
and performance across empirical contexts where
diverse M–P relationships are identified, then this
would indicate that an MA–P approach is more
appropriate.
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NOTES
1The list of white-shoe firms included: Arnold & Porter;

Cadwalader, Wickersham & Taft; Chadbourne & Parke;
Covington & Burling; Cravath, Swaine & Moore; Davis,
Polk & Wardell; Debvoise and Plimpton; Dewey &
LeBoeuf; Goodwin Proctor; Hogan & Hartson; Hughes,
Hubbard & Reed; Milbank, Tweed, Hadley & McCloy;
Ropes & Gray; Shearman & Sterling; Simpson, Thatcher
& Bartlett; Sullivan & Cromwell; White & Case; Willkie,
Farr & Gallagher; Wilmer, Cutler, Pickering, Hale & Dorr.

2We directly followed the approach of
Hutzschenreuter and Voll (2008), using the Kogut
and Singh (1988) measure of cultural distance,
incorporating Hofstede (1980) cultural dimension
scores, to calculate yearly added cultural distances
within a 5-year period.
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