
 
 

ABSTRACT 

ORANG, MARJAN. Three essays in International Economics and Industrial Organization.  

(Under the direction of Ivan Kandilov). 

 

The three essays in international economics and industrial organization empirically investigates 

three challenging economic questions regarding international capital movements and foreign 

investment. The unifying theme of all three essays is the panel data econometric modeling, which 

studies countries’ and firms’ response to economic and political changes over years.  

In chapter 1, I present an empirical analysis on the effect of economic sanctions on capital flight 

using a sample of 47 developing countries for the period of 1980-2000. Arellano-Bond 

Generalized Method of Moments (GMM) and Dynamic Panel Data methods (DPD) are employed 

to estimate the model. Overall, sanctions increase capital flight by about 3.5% of GDP in the year 

of the imposition of sanction. For the oil exporting countries that face a sanction, capital flight 

increases by more than 5.5% of GDP. 

Economic sanctions are defined as the restrictions on customary trade and financial relations 

imposed by one country toward another country with the purpose of achieving a political goal or 

agreement. Sanctions can increase the outflow of capital from the sanction targeted countries 

through legal and illegal channels by signaling risk and uncertainty in the target’s capital market. 

This outflow of capital from developing countries is known as a capital flight phenomenon.  

In chapter 2, I study the expansion decision of the top 35 global retailers to identify the key 

determinants of their FDI (Foreign Direct Investment) location choice. Retailers enter the global 

market to benefit from economies of scale and learn the best global practices, which can help 

increase their long term growth. 

 To analyze multinational retailers’ foreign location, I use data on retailers’ cross-border 

expansions from Deloitte and a Poisson, as well as a negative binomial, count model. The results 

show that a number of factors influence the number of multinational retailers located in a given 

country.  In particular, my estimates imply that the country’s GDP (higher local demand) and a 

retailer’s existing regional operations near the country (lower distribution costs) have a large and 

positive effect on the number of retailers located in the country.  The empirical analysis also 



 
 

 
 

indicates that the effects are quite heterogeneous.  I explore the heterogeneity across three different 

dimensions – retailer’s size, the degree of multinationality, and country of origin.  I find that 

existing regional operations are significantly more important for small retailers with few foreign 

subsidiaries.     

In chapter 3, the objective is to evaluate the effect of multinationality on performance in the global 

retail industry. In the face of an exogenous shock, e.g. the Global Financial crisis of 2007-2008, 

the multinationality level of retailers can help smooth demand shocks and it can have a positive 

effect on the firm’s performance. The current paper studies this questions – I empirically check if 

higher level of multinationality has a positive impact on the performance of large retailers, as 

measured by return on sales, in the years following the Global Financial crisis. My sample includes 

over 100 of the largest global retailers in the years 2002, 2005, 2008, 2011 and 2013. The results 

show that, overall, multinationality does not have a significant effect on performance. Yet, while 

inconclusive, the estimates suggest that higher level of multinationality is associated with better 

performance after the Global Financial crisis of 2007-2008.  
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CHAPTER 1: Economic Sanction and Capital Flight 
 

1.1. Introduction 

Consistent with the portfolio-choice theory, global investors typically diversify their portfolios by 

investing in their home market as well as foreign markets. When this foreign investment flows out 

from a developing country, it is called capital flight. The term flight is used to point out the often 

illegal and irreversible nature of this capital movement. Sanctions, war, bad regulation and 

institutional instability can stimulate capital flight by increasing political risk and uncertainty. 

Other economic events such as increase in inflation rate, foreign debt and exchange rate, or real 

GPD reduction are among other factors which can lead to capital flight from a developing country. 

In political science, sanctions are viewed as instruments to force a target country to agree upon a 

policy goal. The information asymmetry in the political arena puts governments in a better place 

than the general public to assess the risks associated with sanctions on any economy. Rational 

public will take the imposition of sanctions as a risk to their portfolio and fly their capital out to 

avoid any potential loss in investment.  

Capital flight is viewed as one of the major economic problems in many developing countries, 

especially after the debt crisis of the 1980s (Yalta & Yalta, 2012). Le & Zak (2006) emphasize the 

sensitivity of capital flight to instability and its effect on GDP per capita. For example, following 

the economic crisis and political instability of 1983 in Mexico, the country’s capital flight was 

estimated to be 8.7% of GDP. The following year, as the economy became more stable, the number 

declined to 3.1%.  

The high fluctuation of capital flight over time suggests that the contributing factors are not purely 

economic and probably investors are taking other risk factors into account. Over the past decades, 

massive amounts of capital have flown out from the sanctioned countries of the former Soviet 

Union, much of Middle East and sub-Saharan Africa, and from elites in Latin America and Asia 

at times of political upheaval. The current study is intended to sheds light on the relationship 

between the political environment, economic factors and capital flight.  
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Imposition of sanction has complex properties with opposing or multidirectional effects. For 

example, one can argue that the price of output in the face of unexpected conflict increases, the 

demand of goods for ordinary citizens becomes higher due to the conflict-induced uncertainty. 

Thus in the short run, investors have an incentive to increase their investment in order to benefit 

from the increased demand in the domestic market. On the other hand, the fall in the value of the 

domestic currency, due to the imposition of sanctions, may prompt investors to transfer their 

capital out of the country. This complexity of these issues encourages an empirical investigation 

on of the matter.  

This study uses a panel of 47 developing countries from 1980 to 2000, to conduct the first empirical 

investigation on the effect of sanctions on capital flight. The existing literature on the effect of 

sanction so far relates to the effect of sanction on FDI (Biglaiser & Lektzian, 2011), human rights 

(Peksen, 2009), and child labor (Jafarey and Lahiri, 2002); existing work also considers the 

determinants of sanction success (Dashti-Gibson et al., 1997). 

The increasing trend in the use of sanctions over the years 1980-2000 is shown in Figure 1-1. A 

full list of sanctioned and non-sanctioned countries in our sample is provided in appendix 1. 

Although the numbers of sanctions are growing globally, empirical studies often confirm the 

failure in the effectiveness of this instrument to alter the behavior of the target states (Pape, 1997).  

Figure 1-1 Increase in imposition of sanction in 5 continents (1980-2000) 

 

Note: South America includes Belize, Bolivia, Brazil, Colombia, Honduras, Mexico, Nicaragua, 

Panama, Paraguay, St. Lucia and Venezuela. Europe includes Czech Republic, Estonia and 

Romania.  Africa includes Algeria, Burkina Faso, Ethiopia, Ghana, Liberia, Nigeria, Sierra Leone, 

South Africa, Sudan and Zimbabwe. Asia includes India, Iran, Malaysia and Uzbekistan, and 

Pacific includes Fiji and Samoa.  
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The current study shows that there are likely negative effects of the imposition of sanctions on a 

target economy through the increase in capital flight out of the country. The theory behind the 

hypothesis is that sanctions not only signal risk and uncertainty to investors, but also, they 

encourage capital flight through political and economic weakening of the target country. The 

remainder of this paper is organized as follow. First, I go over the definition and measurement of 

sanctions and capital flight. Then, I explain the theoretical links between the two variables. 

Followed, is the empirical setup, methodology and estimation. Lastly, the results and conclusions 

will be presented.  

1.2. Sanctions and their measurement 

The Threat and Imposition of Sanctions (TIES) project defines sanctions as “actions that one or 

more countries take to limit or end their economic relations with a target country in an effort to 

persuade that country to change one or more of its policies”. The project collects information about 

all sanction cases from 1945-2005, using various sources such as, Lexis-Nexis Facts on File, 

Keesing’s Record of Contemporary Events, New York Times and London Times indexes. 

Sanction related words such as sanctions, embargo, trade wars, blockade, foreign aid reduction 

and several others have been searched in the above datasets and are narrowed down by re-

evaluating the fitness of the event to the definition of sanction.  

A sanction by definition requires at least one sender and one receiver, and is implemented by the 

sender in order to change the behavior of the target state. The TIES project categorizes sanctions 

as: Total and Partial Economic Embargo, Import and Export Restriction, Blockade, Asset Freeze, 

Termination of Foreign Aid, Travel Ban, Suspension of Economic Agreement and Others. The 

number of imposed sanctions in each category is shown in Figure 1-2. Several of the sanction cases 

in the data are labeled with 2 or 3 types, however, the graph below only depicts the primary 

category of the sanctions.  
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Figure 1-2 Number of Sanctions by type for years 1980-2005 

 
Note: Sanctions which were missing their types are excluded.  

 

As shown in the graph, import restrictions are the dominant type of sanctions. When a sender(s) 

refuses to allow, or places a restriction on a certain good or set of goods to be imported from the 

target state, the sanction is called import restriction. Similarly, export restriction disallows exports 

to the target state. Total and partial economic embargo, refer to the complete or partial stoppage 

of commerce and trade between the two parties. All types of sanctions are expected to negatively 

affect trade, increase prices, and increase portfolio risk, which will result in an increase in capital 

flight.  

In terms of length, sanctions can be short-term, defined as 1-3 years, medium-term, defined as 4-

14 years and long-term, defined as 15 or more years. In the short term, target countries are more 

able to make the necessary adjustments to offset the sanction barriers. In the medium-term, the 

shock from sanctions is more difficult to counteract. Over time, industries and producers will 

adjust to the restrictions imposed. For example, in the case of Iran, the country offsets the reduction 

in U.S. trade and investment in its refineries, oil and petroleum industry by engaging with India, 

Pakistan, Turkey and Venezuela. In long term, either the sanction devastates the target economy 

or it has become less effective in achieving its political goals.  

1.3. Capital Flight and its measurement 

Capital flight is a rational reallocation of capital from one country to another country in response 

to more favorable risk-return opportunities abroad and to investors’ desire for portfolio 

diversification (Buiter & Szegvari, 2002). What is the difference between Capital flight and capital 
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outflow? Capital Flight is normally considered as a subset of capital outflow. Capital flight is 

motivated by the risks and uncertainties that are typical to developing countries. Formally, Capital 

Flight has been defined as the transfer of assets denominated in a national currency into assets 

denominated in a foreign currency, either at home or abroad, in ways that are not part of normal 

transactions (OECD, 2012). 

Capital flight is sometimes referred to as the illegal or unreported portion of capital outflow 

(Epstein, 2005), as a result of, for example, smuggling of currencies or money laundering. As 

capital flight cannot be easily separated from capital outflows, regardless of being legal or illegal, 

reported or unreported, it is a lost resource that could have been utilized in the domestic economy 

to promote economic activity.  

Fear of wealth loss, increase in taxes or the imposition of regulations that limit the privileges of 

wealth holders, often government driven, may lead to outflow of capital. Capital flight is often the 

money that is trying to escape government controls. Figure 1-3 shows the dynamics between 

capital flight and GDP growth for years 1980-2000, averaged over the 47 countries in our sample. 

Capital flight appears to be a counter-cyclical for the most part, except for a short period between 

1986 and 1988.   

Figure 1-3 Capital Flight and GDP Growth (1980-2000) 

 

Capital flight is the outcome of complex interactions between social, political and economic 

changes that are country specific. Epstein (2005) reviews several case studies on the amount and 

determinants of capital flight in developing countries such as South Africa, Turkey, Thailand, 

Chile, Brazil, China and a group of Middle Eastern and North African countries. He argues that 

file:///C:/Users/morang/Documents/ref.docx


 
 

6 
 

capital flight is the cause of economic insecurities and that a decrease in capital flight promotes 

economic development. 

There are two methods to measure capital flight – a direct and an indirect method. The direct 

measure as suggested by the Bank of England (1989), and first used by Lessard & Williamson 

(1987), measures capital flight as the increase in cross-border bank deposits by private residents 

of a country (Fedderke & Liu, 2002). The direct measure suffers from underestimation of capital 

flight. As some deposits are held in institutions they can be misreported, the nationalities of 

depositors may not be known or not accurately reported. Moreover, bank deposits are not the only 

form of holding financial assets abroad.  

Cuddington (1986) proposes a few direct measures of capital flight. He defines capital flight as 

short-term “speculative” capital exports by private nonbank sectors. This is a restrictive definition 

because in many cases of capital flight banks and official entities are involved. This measure 

utilizes the difference between credit and debit entries in the balance of payments to proxy for 

concealed or unrecorded short-term capital outflows. 

The indirect method on the other hand utilizes the components and properties of the balance-of-

payments. The indirect approach is utilized by the World Bank (1985), Guaranty (1986), Cline 

(1987) and others. For example, the World Bank’s residual method calculates capital flight as a 

sum of four components of the country’s balance sheet: (1) the increase in debt owed to foreign 

residents, (2) the net outflow of foreign direct investment, (3) the increase in foreign-exchange 

reserves, and (4) the current-account deficit.  

The Guaranty measure adds the “banking system foreign assets” component to the World Bank 

measure. The Cline method modifies the Guaranty measure by subtracting the reinvested 

investment income on bank deposits and other assets already held abroad, and the income from 

tourism and border transactions from the current-account components of the residual measure. The 

income from tourism is traded in the free market and it should not be included in the official market 

financial activities. Table 1-1 lists the components of the balance-of-payments as well as the 

formulas to calculate the World Bank, Guaranty and Cline’s measures of capital flight.   
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The last measure to be considered in this study is the residual or the derived method proposed by 

Dooley (1988). This method captures the increase in the stock of foreign assets which do not yield 

a recorded investment income. Dooley makes more clear distinction between the official and 

unofficial capital holdings abroad, which is more of an interest of the literature on illicit capital.   

Schneider (2003) argues that the Dooley method is subject to large measurement errors because it 

is sensitive to factors such as the reliability of the recording of outstanding external claims, the 

level and structure of interest rates, and the reporting procedure for compiling investment income 

receipts. According to Davies (2008) all the above measures are highly correlated and the use of 

any of them would be sufficient for the purpose of this study. In the empirical section, we use the 

Cline measure of capital flight.  

Table 1-1 Components of Balance of Payments  

Current Account surplus  A 

Net foreign Direct Investment  B 

Private short-term Capital Outflows  C 

Portfolio Investment Abroad: Bonds +Equities D 

Banking System Foreign Assets  E 

Change in Reserves  F 

Errors and Omissions  G 

Change in External Debt  H 

IMF Credit  I 

Capital Flight  CF 

Broad Measures  

a) World Bank:   

CF = H + B + A + F  

b) Guarantee Trust Company:  

CF = H + B + A + F + E  

c) Cline (1987):  

CF = H + B + A + F + E – travel expenditures – FDI incomes – other investment income 

Source: Schneider (2003) 

1.4. The link between Sanctions and Capital Flight 

In the following section I explain how sanctions may increase capital flight through, i) increase 

in risk, and ii) reduction in trade. 

 

 

 

http://www.sciencedirect.com/science/article/pii/S1059056011001092#bb0230
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i) Increase in Risk 

Portfolio choice theory relates capital flight to return differentials and risks. Capital flight is higher 

when the expected domestic return is low, domestic investment risk is high and the investors are 

risk averse. Le & Zak (2006) test the impact of risk on capital flight using an international asset 

allocation model and find a significant impact of risk on capital flight.  

Economic sanctions bring about a risky market environment in the target countries. Other than 

signaling (financial) instability, sanctions increase the risk of military conflict by adding credibility 

to a threat signal against the target state. Although diplomacy and economic sanctions are 

frequently employed without military force, military force is almost never employed without 

diplomacy or economic sanction (Baldwin, 1999). Since using military force requires higher cost 

and larger number of casualties, economic sanctions can be a relatively cheap communication 

device that conveys signals or threats to targets (Baldwin, 1985).  

Additionally, Collier et al. (2004) estimates a portfolio choice model of capital flight featuring a 

demand function for domestic assets as a function of wealth, risk aversion and the differential 

between the domestic and the world interest rates. Also, Hermes & Lensink (2001) show that 

macroeconomic uncertainty increases capital flight. 

ii) Reduction in Trade 

Following sanctions, the target country’s trade volume will likely drop leading to an increase in 

capital flight. In order to explain the sequential events following the imposition of sanctions, I 

utilize an open economy framework similar to Caruso (2003). Suppose that the target country is a 

price taker in the world market; therefore the aggregate supply curve is a flat line. If a sender 

country imposes an export embargo toward the target country, the supply curve will shift upward 

resulting in an increase in import prices and a decrease in trade volume. Figure 1-4 describes the 

impact of the sanctions on trade volume and prices. Following the upward shift in supply, the 

equilibrium changes from E to E* and consumer surplus decreases from area APE to area AP*E*.  

Typically, an export embargo is enforced through a system of licenses and it entails rents that go 

to either foreign exporters or the government. Hence, the rent or the transfer from consumer surplus 

to producer surplus (the trapezoid PP*E*B), either goes to the government of the exporting country 

if the exporting licenses were competitively auctioned off, or the rent will go to exporting firms 
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who manage to obtain permission to export. In either case, the target market loss is represented by 

the deadweight loss area (the triangle BE*E), and the rectangle PP*E*B.  

Figure 1-4 Equilibrium after the imposition of sanction  

 

 

 

 

 

 

Source: Caruso (2003)  

 

In addition to this simple illustration of the loss, Caruso (2003) empirically investigates the impact 

of economic sanctions on trade using a gravity model of bilateral trade between the U.S. and 49 

target countries from 1960 to 2000. According to his results, unilateral extensive sanctions have a 

large negative impact on bilateral trade, while limited and moderate sanctions only induce a slight 

positive effect on sender countries’ aggregate bilateral trade. Note that additional inefficiencies in 

trade caused by sanctions may accrue as a result of (2) discrimination against the target state; and 

(2) the cost of implementation and maintenance of the sanctions (Charnovitz, 2001). 

These higher barriers on trade reduce the return on investment in the target country, which results 

in capital flight. In addition, the reduction in trade leads to a devaluation of the target’s currency. 

The currency depreciation encourages investors to transfer their capital out of the target country 

to avoid any additional loss in the real value of their financial capital.    

  

1.5. Empirical Investigation 

1.5.1. Dynamic Model of Capital Flight 

Following Lensink et al. (2000) and Davies (2008) the capital flight equation is specified below.  

I include a number of economic and risk factors as determinants of capital flight.  They are selected 
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based on data availability, relevance and the dynamic properties of the model. The baseline 

equation I estimate can be written as: 

CF it = β0 + ρ CF i, t-1 + β1 Sanction it + β2 M it + β3 D it+ μi + eit 

where i and t are country and time indices. Capital Flight (CF) is measured in % of GDP. CFi,t-1 is 

the autoregressive (AR) component of the model to capture the dynamic effects of capital flight 

over time. Sanction is a dummy variable equal to one when country i faces any (economic) 

sanctions at time t. Mit includes all the relevant country-level characteristics such as GDP, GDP 

per capita growth, inflation, openness, polity, total investment, aid and the exchange rate. 

Moreover, Dit controls for several constructed binary variables such as military conflict (war), 

WTO membership and being an oil exporter.  μi are country fixed effects, and finally, eit is the 

remaining idiosyncratic error of the model. The above panel data model allows us to control for 

time-invariant country-specific effects when we examine the consequences of sanctions on capital 

flight.       

1.5.2. Data and Variables 

Primarily, the literature on capital flight identifies several macroeconomic factors – such as 

overvalued exchange rates, high inflation, interest rate differentials, and trade policies – as 

significant determinants of capital flight (Cuddington, 1986). Recently, the empirical literature has 

directed attention to non-macro variables such as political risk factors, war and measures of polity.  

The selected explanatory variables of the model are mainly based on Lensink et al. (2000). All 

variables are in flow value due to the higher sensitivity of flow variables compare to stock variables 

to periodical shocks such as sanctions or military conflict.  

Following the World Bank categorization of countries, I have initially identified 77 countries as 

developing, based on their GNI per capita. After dropping the countries with missing data, 47 

countries were left in the sample.  Table 1 in the Appendix lists the 47 countries under study.  

The measure of capital flight measure is identical to Davies (2008) and is constructed from data 

collected by the World Bank and the IMF. Even though the World Bank and the IMF data are 

among the most reliable, Michalski & Stoltz (2013) argue that countries with fixed exchange rate 

regimes and negative net asset positions or higher openness to capital flows have relatively high 
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incentives to misreport data. Therefore, when interpreting my results, one should remember this 

caveat.    

The variable Sanction is constructed as a binary response variable which is equal to 1 if the country 

is a target of any sanctions in any given year. All the sanction cases used in the study are imposed 

by developed countries toward developing countries. The data comes from the database named 

“Threat and Imposition of Sanctions (TIES)” by Bapat (2003) and contains sanction cases from 

1945-2005. In addition to the Sanction dummy variable, I have also created a variable named 

Sanction Intensity, which counts the number of sanctions in effect for country i in year t.  In some 

extensions to the baseline model, I also use (three) lags and leads of the Sanction dummy variable 

to test for the presence of any lead or lag effects (anticipation or delayed effects) of imposed 

sanctions.   

GDP per capita growth and GDP are used to proxy for economic growth and the level of economic 

development. Openness is the natural logarithm of the country’s total exports plus imports as a 

share of GDP sourced from the Penn World Tables (version 6.2). The variable indicates the level 

of integration in the world economy (Magee & Massoud, 2011). If a country is highly integrated, 

one would expect lower capital flight when it occurs.    

Polity IV indicates the government type in terms of level of democracy. Polity indices are among 

the most widely used indices (Gleditsch & Ward, 1997) in country level studies. The indicator 

ranges from -10 for autocracies to 10 for pure democracies (see Marshall & Jaggers, 2007 for the 

methodology of creating the index). Higher Polity values are associated with higher political 

stability, hence, lower capital flight.   

Oil dummy indicates whether the country’s oil income accounts for more than one-third of the 

country’s exports. The variable was first introduced by Fearon & Laitin (2003) and been used by 

Magee & Massoud (2011).  Collier & Hoeffler (2005) show that primary commodities such as Oil 

or Gas are often sources of finance for rebel groups inside and outside of a country. Capital flight 

is expected to be higher for oil exporting countries.  

The WTO dummy indicates whether the country is a World Trade Organization (WTO) member. 

WTO membership facilitates trade and stimulates the economy, hence it tends to decrease capital 

flight. War and Post-War dummies indicate if the economy is suffering from a military conflict or 
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if it is in a post-war depression. The coefficients of both variables are expected to be positive, 

reflecting that capital flight increases in times of military conflict.    

High inflation rate reduces the return to non-indexed domestic asset, thereby increasing capital 

flight. The real (Dollar) exchange rate (overvaluation) index is used to capture expectation on 

currency depreciation. By construction, the degree of overvaluation increases with the index 

(Dollar, 1992). Exchange rate overvaluation encourages devaluation expectations which could 

induce capital flight for hedging purposes (Davies, 2008).  

The variable Aid captures foreign aid inflow, specifically it measures the total amount of foreign 

official development assistance received by the target country. The effects if foreign aid and 

exchange rates on capital flight has been the subject of several studies, e.g. Lensink et al. (2000) 

and Collier & Gunning (1992). Foreign aid is expected to affect the exchange rate therefore capital 

flight.  

The variable Investment refers to gross fixed capital formation as a percentage of GDP. At the 

times of economic uncertainty and during recessions, investment typically declines. Because 

investment can be driven by the same forces (of uncertainty) to which capital flight responds, I 

preform a robustness check to show that the effects of sanctions on capital flight is robust to 

excluding investment from the econometric equation.    

Last, but not least, Davies (2008) argues that negative values of capital flight are ambiguous and 

they are either implying capital flight repatriation or unrecorded capital inflows. To fix this 

problem Collier et al. (2004) set a zero lower bound for the variable. However, I choose to keep 

the negative values so that (1) valuable information is not lost, and (2) to reduce information 

problems for countries that are more likely to misreport capital flight data (Michalski & Stoltz, 

2013). Appendix, Tables (2), (3) and (4) provide the summary statistics for the variables employed, 

their definitions, the sources for the data, and a table of cross-correlations.  

1.5.3. Estimation Methodology 

The data collected for a sample of 47 countries over a period of 21 years, from 1980 to 2000, 

provides enough observations, both along the country and along the time dimension to estimate a 

Dynamic Panel Data (DPD) model. I use Arellano & Bond (1991)’s Generalized Method of 



 
 

13 
 

Moments (GMM) estimator and instrument for the predetermined and endogenous variables with 

suitable lags. More specifically, Arellano-Bond GMM methodology provides a solution for the 

following concerns: (1) endogeneity; (2) time-invariant country characteristics (absorbed in the 

fixed effects) such as geographic, demographic and cultural factors which are unobserved and can 

be correlated with the explanatory variables, and (3) autocorrelation, which biases the standard 

errors and results into less efficient estimators. 

In the following sections I delve deeper into some of the most important considerations in the 

dynamic panel estimation.  

i) Stationarity 

Time-series macroeconomic variables can often be non-stationary, for example, per capita income 

as in Davies (2008) or human capital as in Yao (2006) are non-stationary macroeconomic variables 

which are treated by first differencing in order to achieve stationarity. By definition, a series is 

stationary if it has a constant mean and a constant finite variance. On the other hand, a non-

stationary series contains a clear time trend and has a variance that is not constant over time. If 

non-stationarity is present, the results obtained may be spurious in that they may indicate a 

relationship between two variables where one does not exist. In order to get consistent, reliable 

estimates, the non-stationary data needs to be transformed into stationary data.  

The Augmented Dickey Fuller (ADF) test is employed to test for stationarity of the variables. The 

null hypothesis (all panels contain unit roots, against the alternative of at least one stationary panel) 

is rejected (p-value = 0.000), indicating that variables of the model are stationary and no 

adjustment is required to run the panel data estimation.  

ii) Endogeneity 

Endogeneity is a broad problem that can refer to omitted variable bias, measurement error and 

simultaneity. To deal with omitted variable bias, the common solution is to use fixed effect or 

differenced estimators. However, the endogeneity caused by systematic cointegration of multiple 

variables determined by a common factor is harder both to detect and treat. In the current model, 

both the exchange rate and foreign aid are believed to be subject to endogeneity.  
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The exchange rate is potentially endogenous because as domestic currency declines in value, 

investors start exchanging their domestic assets for foreign assets. On the other hand, capital flight 

encourages demand for the foreign currency, which has a direct effect on the exchange rate. 

The main link between capital flight and foreign aid is via corruption (Collier et al., 2004). Foreign 

aid can feed corruption and the corrupted assets are more likely to be placed abroad. On the other 

hand, democratization is likely to decrease capital flight, but due to improved political openness 

the country may also receive more aid. Moreover, aid can cause an appreciation of the real 

exchange rate and thereby reduce the profitability of the tradable sector. For example, in the case 

of Nigeria, assuming that the oil boom of the 1970’s was analogous to an inflow of aid, the massive 

influx of oil revenue resulted in a collapse in non-oil exports and private investment (Bevan et al., 

1999). Such declines in domestic investment opportunities, shift portfolio allocations abroad, 

hence induce capital flight.  

The possible endogeneity of the above two variables, exchange rate and aid are examined using a 

Durbin-Wu-Hausman test, following Ali & Walters, 2011, and Arellano-Bond GMM estimation 

is then applied. Arellano-Bond GMM instruments for the predetermined and endogenous variables 

with their lags. Davies (2008) detects no endogeneity in a regression similar to the one I specify 

above. Other researchers, such as Lensink et al. (2000) and Collier et al. (2004), do not discuss the 

endogeneity problem in their work even though endogeneity can result in inconsistent estimates.  

1.6. Results 

Estimation results are reported in Table 1-2. Column (1) presents the results from the Dynamic 

Panel Data (DPD) model with year and country fixed effect (FE). Even though the DPD model 

provides a good base for comparison, the Durbin–Wu–Hausman test for the endogeneity of 

suspected variables (the exchange rate and foreign aid) indicates that the application of simple 

DPD FE model is inappropriate. Following this result, columns (2)-(5) utilize Arellano-Bond 

GMM estimation that tackles the endogeneity problem by including instrumental variables.      

The coefficients on both Sanction and Sanction Intensity are positive in all regressions, but they 

are always imprecisely estimated.  Hence, while not conclusive, the results lent support to the 

research hypothesis that sanctions increase capital flight. In order to calculate the overall economic 

effect of the sanctions on the increase in capital flight, one needs to add the coefficient on Sanction 
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(2.634) and the coefficient on Sanction Intensity (0.958) multiplied by the actual number of 

sanctions imposed. For example, if a country faces 3 sanctions in a given year, they will lead to a 

capital flight of 5.5% (= 2.634+3*0.958) of GDP.  

The coefficient on the interaction term between the Sanction dummy and being an oil exporter is 

positive, although is statistically insignificant. It implies that having a sanction imposed increases 

capital flight in oil exporting countries more than it does in other countries in our sample. 

According to results reported in column (3), the coefficient on Sanction is 2.579, and the estimated 

effect on an additional sanction (Sanction Intensity) is 1.018.  Additionally, the coefficient on the 

interaction term between the Sanction dummy and the dummy for an oil exporter is 2.285. Hence, 

assuming that a country faces only 1 sanction, capital flight increases by 5.882% (=2.579 + 1.018 

+ 2.285) for an oil exporting country on average. This result interestingly captures the multi-

dimensional effect of imposing sanctions on oil exporting countries. Sanctions could potentially 

cause depreciation in the target country’s currency, which could increase export, stimulate 

production and increase investment opportunities. However, since trade is restricted, opportunities 

are more limited which results in high percentage of capital flight (as a share of GDP).  

One can also test if there are any delayed effects of imposing sanctions – I do this by including 

lagged Sanction. The coefficient, even though positive, is not significant, suggesting that may be 

some delayed effects. The other hypothesis about the timing of the sanction effects relates to 

investors anticipation of sanctions and taking action (increasing capital flight) before the sanctions 

are actually imposed. The estimated coefficient on the lead Sanction dummy, however, is negative, 

albeit statistically insignificant.  This suggests that expectations of future sanctions does not have 

a positive effect on capital flight in the current period.  I have similarly used three lags and three 

leads of the Sanction dummy and results are consistent with those shown in Table 2 – none of the 

estimated lags and leads are statistically significant.    

The coefficient on the lagged capital flight is relatively small, positive and insignificant in all 5 

regressions.  This indicates that there may be some level of persistence in capital flight flows. The 

coefficient on foreign aid is negative and statistically significant at the 5 percent level, implying 

that as foreign aid grows, capital flight declines. Foreign aid often increases when a country is 

more globally integrated, which is typically negatively related with sanctions.  The coefficient on 

inflation rate is small, positive and insignificant. While in the short run, inflation can be attractive 
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to investors because local money supply grows and stimulates local demand, in long run, higher 

inflation results in a decrease in exports and an increase in capital flight due to lower local real 

return.  

The estimated coefficient on investment is negative and insignificant in all models, supporting the 

expectation that when investment grows capital flight is declines. To check for robustness, in the 

case that investment is endogenous to capital flight, in column (5) of Table 1-2, I report the A-B 

GMM estimation results without including investment on the right-hand side of the econometric 

model. The coefficient of the parameters of interest, Sanction and Sanction Intensity, is quite 

similar to our baseline specification in column (2).  

The Dollar real exchange rate overvaluation index is negative and insignificant in all the 

specifications, which does not support the hypothesis that higher exchange rate (devaluation of the 

domestic currency) is associated with higher capital flight. Neither the estimated coefficient on 

(the logarithm of) GDP nor the coefficient on GDP per capita growth show a consistent effect of 

these variables on capital flight.  This finding is similar to that reported by Davies (2008). One can 

interpret this lack of relationship between capital flight and GDP in favor of the hypothesis that 

capital flight is predominantly related to political reasons than purely economic reasons. This is 

contrary to Henry (1996), who suggests that there is a positive relation between outflow of capital 

and the GDP growth in Jamaica. 

War and post-war dummies were expected to have positive coefficients – as political risk increases, 

capital flight grows, as well, both during and after a military conflict. The coefficient on the post 

war dummy variable, in particular, is statistically significant at the 10% level.  Openness has a 

small, positive and insignificant impact on capital flight. Openness shows how well the target 

country is integrated in the global economy.  Better integration, i.e. higher openness is expected to 

lower capital flight by improving investment opportunities in the target country. However, the 

estimated positive sign contradicts this expectation.  But, the coefficient is economically small and 

statistically insignificant. Relatedly, membership in the WTO is expected to have negative effect 

on capital flight since it is associated with increased trade, global integration, and economic 

growth, which in turn reduce reduces capital flight. However the coefficient is estimated to be 

positive but highly statistically insignificant, likely because there is little variation in WTO 

membership in the sample of countries over the sample period.  
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Oil exporters are expected to have higher capital flight as they face larger economic uncertainty 

over oil prices. The coefficient on the oil exporter dummy is large and positive, but not statistically 

significant. Finally, the variable Polity is consistently negative, indicating that when I country’s 

level of democracy rises, it experiences a reduction in capital flight.     

Table 1-2 Regression Result 

Dependent Var: Capital 

Flight 

Dynamic Panel Data 

(DPD) FE 

Arellano-Bond GMM 

  Base Oil 

Exporters 

WTO 

members 

Excluding 

Investment  

 (1) (2) (3) (4) (5) 

Lag(Capital Flight) 0.023 0.023 0.021 0.023 0.033 

 (0.123) (0.17) (0.171) (0.17) (0.172) 

Sanction 1.079 2.634 2.579 2.727 2.161 

 (1.819) (4.531) (4.554) (5.235) (5.088) 

Sanction Intensity 0.046 0.958 1.018 0.964 1.033 

 (0.347) (0.737) (0.684) (0.738) (0.831) 

Lag(Sanction) -1.228 3.626 3.349 3.668 6.118 

 (0.99) (4.988) (4.914) (5.212) (4.802) 

Lead(Sanction) -0.833 -5.466 -5.405 -5.469 -5.250 

 (1.944) (5.487) (5.477) (5.481) (5.249) 

Aid -0.016 -0.269** -0.266** -0.269** -0.275** 

 (0.092) (0.13) (0.135) (0.128) (0.141) 

Inflation Rate 0.005 0.030 0.029 0.030 0.031 

 (0.011) (0.078) (0.078) (0.078) (0.074) 

Investment -0.129 -0.168 -0.183 -0.166  

 (0.087) (0.222) (0.176) (0.226)  

Ln(Per Capita Income) -2.148 -3.524** -3.425* -3.524** -3.784** 

 (2.338) (1.597) (1.774) (1.597) (1.678) 

Dollar Exchange Rate -1.231 -0.539 -0.543 -0.535 -0.097 

 (0.959) (1.207) (1.214) (1.198) (1.156) 

Ln(GDP) 2.188 -0.643 -0.642 -0.648 -0.808 

 (1.457) (1.03) (1.028) (1.05) (1.039) 

GDP per capita growth -1.779 -1.935 -1.96 -1.951 0.176 

 (5.446) (8.361) (8.421) (8.445) (8.190) 

War -0.84 3.503 3.62 3.505 3.430 

 (1.176) (5.214) (4.968) (5.221) (4.610) 

Post War 0.94 8.339* 8.231 8.345* 8.360* 

 (1.076) (4.839) (5.101) (4.844) (4.649) 

Openness 0.007 0.002 0.003 0.002 -0.001 

 (0.017) (0.019) (0.019) (0.019) (0.021) 

WTO -0.285 0.262 0.363 0.313 1.979 
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 (1.424) (3.707) (3.686) (3.875) (4.051) 

Polity -0.044 -0.0828 -0.0809 -0.082 -0.0147 

 (0.115) (0.292) (0.289) (0.293) (0.313) 

Oil -0.411 6.875 6.395 6.865 7.871 

 (2.16) (4.863) (6.37) (4.897) (4.984) 

Sanction*Oil Exporter   2.285   

   (12.85)   

Sanction*WTO Member    -0.194  

    (5.707)  

Constant 8.96 22.05* 21.47 21.97* 18.87 

 (16.41) (12.15) (13.78) (11.63) (11.87) 

      

Observations 781 781 781 781 789 

R-squared 0.184     

Number of Countries 47 47 47 47 47 

Hansen-Sargen test (p-

value)  0.000 0.000 0.000 0.000 

Durbin-Wu-Hausman test 0.012     

1st order serial correlation 

test (p-value)  0.001 0.001 0.001 0.001 

2st order serial correlation 

test (p-value)  0.139 0.139 0.139 0.139 

Standard Errors in parentheses; *** p<0.01, ** p<0.05, * p<0.1 

Note: Both regressions include year dummies. 

 

Table 1-2 presents two sets of diagnostics for the GMM estimators – the Hansen test for over-

identifying restrictions as well as test for both 1st and 2nd order serial correlation in the residuals.  

Given the results from the tests, I can reject the null-hypothesis of no first-order serial correlation, 

but cannot reject the null-hypothesis of no second order serial correlation.  Therefore, since the 

errors have only first-order serial correlation, I can use as instruments variables dated t-2 and prior 

to t-2.  Given the outcome of the Hansen test statistics, there may be lingering problems with the 

instruments, i.e. they may not satisfying the orthogonality conditions required for their use either 

because they are not truly exogenous, or because they are being incorrectly excluded from the 

regression. Note, however, that the Hansen test is not the most reliable as it is prone to weaknesses 

(Roodman, 2009). 
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1.7. Conclusion 

The effect of sanctions on global capital flows is an important topic in international economics. In 

this paper, I use a unique dataset on sanctions and capital flight for 47 developing countries 

between 1980 and 2000, to study the effect of sanctions on capital flight. Controlling for several 

economic and political variables, such as the inflation rate, the exchange rate, GDP and openness, 

the results suggest that sanctions tend to increase capital flight on average.  

The estimates from my empirical model also lend support to the hypothesis that oil exporting 

countries are disproportionately more affected by sanctions. In oil exporting countries a large 

portion of oil income is subject to corruption instead of being efficiently allocated toward home 

countries’ growth and development plans. WTO membership, however, does not show any 

significant effect on capital flight when a sanction is imposed. In order to lower the negative burden 

of sanctions, the target country should improve its domestic investment environment to prevent 

capital from leaving. The results of this paper would be valuable to policy makers and economists 

who seek to measure the economic costs of sanctions and to understand global capital movements.  
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CHAPTER 2: The determinants of FDI location in the global retail sector 
 

2.1. Introduction 

Over the past decades, the structure of the global retail industry has experienced dramatic changes 

due to reduction in trade barriers as well as decrease in transport and communication costs. These 

changes allow retailers to expand their foreign direct investment (FDI) in more countries than ever 

before. Retailer’s foreign expansion location choice is one of the most crucial decisions in their 

internationalization success. The current paper examines the determinants of location choice in the 

global retail industry. 

The determinants of foreign expansion is one of the core questions in the international business 

literature (Buckley et al., 2007). Opening a store in a foreign country not only requires considerable 

capital investment but it is also a decision that is costly to alter. The decision has a profound impact 

on the firm’s efficiency and its overseas return on investment (Li & Park, 2006; Wei & Liu, 2001). 

Retailers vary by size, industry of specialization, and country of origin, therefore, a large and 

diverse sample of retailers is preferable for designing an insightful empirical investigation. The 

current paper studies the location choice for a sample of 35 retailers during 2002-2011. To my 

knowledge, this is the first retailer-country level dataset compiled on retailer multinational 

expansion. The data is gathered from Deloitte’s “Top 250 Global Retailers” report. Retailer-level 

variables included in the analysis are size, country of origin and industry of operation. Country-

level variables include GDP, the exchange rate, the rule of law, and the inflation rate, which are 

sourced from the World Bank database.  

In an ideal empirical setting, some measures of regional retailer performance are needed to 

evaluate the effect of country characteristics. The challenge of this approach is the unavailability 

of detailed firm-level data across industries and locations. Facing this data constraint, researchers 

have generally used aggregate (across all regions/locations) or averaged performance measures for 

the entire firm (Hansen, 2001).  

In my empirical investigation, I use a Poisson and a negative binomial count models to analyze 

the number of foreign multinationals located in a given country.  The results show that a number 

of factors influence multinationals location choice.  In particular, my estimates imply that the 
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country’s GDP (higher local demand) and a retailer’s existing regional operations near the country 

(lower distribution costs) have a large and positive effect on the number of retailers located in the 

country.  The empirical analysis also indicates that the effects are quite heterogeneous.  I explore 

the heterogeneity across three different dimensions – retailer’s size, the degree of multinationality, 

and country of origin.  I find that existing regional operations are significantly more important for 

small retailers with few foreign subsidiaries.      

The remainder of the paper is organized as follows, in section (2) I provide the motivation for my 

research question; section (3) contains the literature review; section (4) lays out the theoretical 

framework, section (5) presents my empirical model and the results are discussed in section (6); 

section (7) concludes.     

2.2. Motivation 

Retailing refers to the activities involved in selling of goods to the ultimate consumers for personal 

and household consumption. With more than 5,500 retailers globally, the retail sector has been 

among the most competitive industries over the past decade, along with oil and gas, telecom, 

biotech, and the internet industry (see Table 1 below). 

With respect to growth rate, the retail industry is among the top 5 industries, as well, with revenue 

growth of 8% and income growth of 11%. Even though profitability is higher in industries such as 

biotech, internet, telecom, banking and the automobile industry, new technological advancements 

suggest a higher expected growth in retail for the next few decades.  

Table 2-1 Size and growth rate of the top 10 leading industries globally, 2008-2013 

Size Rank Industry Name Number of firms Revenue Growth Income Growth  

1 Retail  5645 8.12% 11.07% 

2 Oil/Gas 2017 9.80% 4.08% 

3 Telecom 1171 7.11% 12.00% 

4 Biotechnology 707 11.03% 21.86% 

5 Internet  706 9.58% 13.68% 

6 Banking 580 8.98% 11.75% 

7 Metal  335 3.60% 2.57% 

8 Air Transport 157 7.67% 7.97% 

9 Utility  152 6.86% 5.50% 

10 Automobile 129 6.71% 11.58% 

Source: Capital IQ, 2014 
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Foreign expansion can benefit retailers through economies of scale and scope (Rugman & 

Verbeke, 2008), lower operation costs, and by sharing financial risks across multiple business 

units. Additional advantages include an increase in efficiency and bargaining power, leveraging 

brands and lowering advertisement expenditure. On the other hand, foreign expansion requires 

decentralization of decision-making power and high location-specific adaptation investment costs 

(Rugman, 2005). About one half of the top 250 global retailers operate in more than two countries 

with an average revenue growth of 8.12%. The single-country retailers on average experience 

1.8% lower revenue growth (at 6.32%) over the past 5 years.   

While an appropriate location choice is a necessary condition to facilitate high performance in 

foreign expansion, retailers’ strategy at the time of entry is complementary to their success. Figure 

1 provides a visual demonstration of a model of strategic international expansion with feedback 

loop in the retail industry. The model was first introduced by Vida & Fairhurs (1998).  

The first stage in the process is to define retailers and target country characteristics in addition to 

political and geographical relationship between retailer’s home and target countries. After 

evaluating these specifications, in the second stage, retailers make their entry decision. Then it 

comes to the choice of entry strategy as described in Gielens et al. (2012).  The entry strategy will 

define market selection, timing, mode, scale, and other international marketing strategies. Finally, 

the performances need to be reviewed and the return on investment to be evaluated. 

Figure 2-1 Model of Strategic International Expansion with feedback loop in Retail Industry 
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According to a recent survey of retail executives (Kearney, 2010), the BRICs (Brazil, Russia, India 

and China) are the highest priority markets for retail expansion, with nearly 80% of respondents 

citing one of these markets as part of their firms’ plans for short-term international growth.  

Most of the reports and analytics published by global consulting firms regarding determinants of 

foreign expansion are descriptive rather than predictive and lack advanced empirical analysis. The 

current paper is an attempt to fill the gaps in the literature on strategic management, the literature 

on international business, and the economics literature on the determinants of FDI location choice.  

The results in this paper will help shed light on country and retailer factors that are important for 

the decision to expand abroad.   

 

2.3. Literature Review 

This paper is closely related to the growing literature on the relationship between firm 

heterogeneity and participation in international markets. A series of important studies on the topic 

include Eaton & Kortum (2002), Yeaple (2009), Helpman et al. (2004), and Bernard et al. (2000), 

among others, and the major theoretical breakthrough of Melitz (2003).  Melitz’s (2003) and 

Helpman et al. (2004) models of heterogeneous firms and trade show that the higher the firm’s 

productivity, the more the firm gets involved in global engagement. The most productive firms 

utilize foreign direct investment as a mean of expansion, less productive firms employ trade, and 

finally the least productive ones limit their operation to the domestic market.  

The very early models of trade, such as the Heckscher-Ohlin model in the early 20th century, were 

inspired by high level of labor immigration from Europe to US.  These models utilized general 

equilibrium to predict trade flows based on relative endowments of production factors. The 

early models were criticized for their limited utility when it comes to empirical 

implementation – with many goods and factors of production, trade patterns in these 

models are indeterminant.    

The new trade models emphasize on the importance of firm heterogeneity. Bernard et al. (2000) 

introduces stochastic firm productivity into the multi-country Ricardian model of Eaton and 

Kortum (2002) to study the nature of market penetration by individual firms in different industries 

across national markets. Around the same time, a different approach presented by Melitz (2003), 
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introduces firm heterogeneity into Krugman’s (1980) model of intra-industry trade. In the 

following section I delve deeper into the determinants of expansion pointed out in the literature.  

 

2.3.1. Country Characteristics 

One of the latest models to identify the mechanisms through which country characteristics affect 

the structure of multinational activities is Yeaple (2009). Yeaple builds a model of expansion based 

on Helpman et al. (2004) with the key assumption that firms face trade-offs in serving foreign 

markets, and they differ in productivity. For each target country there is a productivity cutoff 

influenced by the country’s characteristics. Hence, only those firms whose productivity exceeds 

this cutoff will open an affiliate in the target country. A change in the country characteristic can 

encourage a greater number of foreign firms to open a local affiliate. In his framework, the least 

productive firms invest in only the most attractive locations while the most productive ones can 

invest in all countries.  

Chen & Moore (2010) propose a similar model based on Helpman et al. (2004) and Yeaple (2009), 

assuming cross-country differences in the productivity distribution and total factor productivity. 

They use GDP to proxy for market potential (see also, Head & Mayer, 2004 and Blonigen et al., 

2007) and the circular distance between subsidiary's largest city and the country of origin to capture 

trade and monitoring cost, as in the gravity equation literature. 

Trade and monitoring cost include transport costs, time difference, language and cultural barriers, 

and taste differences. Mitra & Golder (2002) assert that cultural distance (or geographical distance 

itself) between the country of origin and host country is not a significant factor, but what is more 

important is the knowledge about the target market.  

Specialist retailers tend to locate in areas with high per capita income and high population density 

(Karande & Lombard, 2005). China and India are among countries with larger populations which 

are interesting targets for retailers to explore because of their larger potential demand, even though 

current per capita income levels are not particularly high (Makino et al., 2002).  
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Finally, the target countries’ political risk may play an important role in the selection criteria. 

However, the existing empirical results are mixed (Edwards, 1990; and Hausmann & Fernandez-

Arias, 2000; Asiedu, 2002).  

 

2.3.2. Retail Characteristics and Heterogeneity  

Retailers are categorized by their size, level of multinationality (based on the number of foreign 

affiliates) and country of origin, following the literature as in Kinda (2010) and Raff et al. (2012). 

Several other firm characteristics have been considered in the literature, such as age, total factor 

productivity, percentage of global export and growth (Chen & Moore, 2010). I follow Rasciute et 

al. (2014) and use retailers’ total earnings to proxy for their size. The literature on retailer’s country 

of origin generally considers the matter from an economic and behavioral point of view. From an 

economic standpoint, the most important differences between the source and the host country are 

in their tax and tariff rates as well as in their corporate regulations. From a behavioral standpoint 

they vary in consumer tastes and the evaluation of the product supplied (Hu & Wang, 2010). The 

behavioral aspect is more important for novice consumers or new products. In other words, when 

there is perfect information about the products, the country specific behavioral differences become 

less significant (Maheswaran, 1994).  

 

2.4. Theoretical Framework  

We this section I present a simple framework and discuss how a retailer’s profit function and 

therefore its likelihood of entering a foreign market depend on the number of important factors.  

Retailer i’s profit function, 𝜋𝑖𝑗, in country j is given by following expression: 

𝜋𝑖𝑗 = 𝑅𝑖𝑗(𝑋𝑖,  𝑌𝑗) − 𝐶𝑖𝑗(𝑍𝑖 , 𝑊𝑗),                                                             (1) 

where 𝑅𝑖𝑗 is the total revenue that retailer i generates in country j; 𝑋𝑖 is a vector of firm-specific 

characteristics that affect revenue and 𝑌𝑗 is a vector of country-level characteristics that have an 

impact of the retailer’s revenue.  Similarly, total costs are denoted by 𝐶𝑖𝑗 and 𝑍𝑖 is a vector of firm-

specific characteristics that influence revenue whereas 𝑊𝑗  is a vector of country-level 

characteristics that have an effect of the retailer’s revenue.    



 
 

29 
 

In my empirical analysis, I model the number of retailers servicing a given foreign market, which, 

in turn, depends on the size of the expected profit for a given retailer.  I am able to obtain data on 

five country-level factors that are important in determining a retailer’s profit from foreign 

subsidiaries – local GDP, local corporate income tax, the exchange rate, local inflation, and local 

population.  Both GDP and population are expected to have a positive effect on revenue and profits 

as they proxy for local demand.  Higher taxes, naturally, lower income and consequently the 

probability of a retailer locating in country j.  Higher local inflation leads to lower revenue and 

profits in U.S. dollars, as higher inflation results in depreciation of the location currency.  Finally, 

depreciation of the local currency may happen for other reasons (productivity slow-down, or shifts 

in financial flows across the border) and I control for this explicitly by including the exchange rate 

(vis-à-vis the U.S. dollar) in the estimating equation. The higher the exchange rate (measured in 

local currency units per U.S. dollar). The lower the profits in U.S. dollars, and the lower the 

likelihood of the retailer locating in country j.   In my empirical work, I also control for the number 

of retailers present in country j that also have regional operations in the continent where j is located. 

Note that having regional operations makes it less costly for a retailer to operate in country j.   

In my empirical investigation, I estimate a Poisson count model separately for small vs. large 

retailer, for retailers with low- vs. high-multinationality level (few vs. many foreign subsidiaries), 

as well as for American vs. non-American retailers.  I do this because the retailer’s size, level of 

multinationality and American origin (retailer characteristics) are likely to affect the profits as well 

as the impact of the country-level characteristics on profits.  For example, having existing regional 

operations is likely to have a much larger positive effect on profits (costs) and the likelihood of 

locating in a given country j if the retailer is smaller or has low level of multinationality, i.e. it has 

few foreign subsidiaries.   

 

2.5. Empirical Investigation  

2.5.1. Econometric Model 

One of the traditional ways to empirically investigate the determinants of location choice for 

MNEs (Herger & McCorriston, 2013) to model the number of multinational retailers located in a 

given country (markets).  The discrete and non-negative nature of count data leads to the use of a 

Poisson regression or a negative binomial regression, where the dependent variable of interest is 
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the number of retailers located in a given country in a given year (Basile et al. 2006). The 

dependent variable in a count regression is a discrete non-negative integer equal to the number of 

firms in each country. The probability of choosing country j is modeled as P (njt| βZjt) = 
𝑒

−𝛾𝑗𝑡𝛾
𝑗𝑡

𝑛𝑗𝑡

𝑛𝑗𝑡!
, 

where γjt is the conditional mean, which we can write as γjt = exp (βZjt + δj), where Zjt is the vector 

of country characteristics and δj is the location fixed effects. In practice, the dependent variable is 

likely to exhibit over-dispersion, i.e. its variance is larger than its mean.  This results into consistent 

but inefficient estimates, so it is important to compute robust standard errors.  

 

Figure 2-2 Distribution of the dependent variable, number of retailers in a given country 

 

Even though the variance of the dependent variable is larger than the mean (variance = 25.2, mean 

= 4.97), as shown in Figure 2-2, the over dispersion is not due to existence of excess zeros, hence 

we do not need to use a zero-inflated Poisson model.  

 

2.5.2. Data and Variables 

The target country’s local demand (market size) is proxied by GDP (Purchasing Power Parity 

adjusted) and population. Using PPP adjustment provides a better measure of buying-power, 

especially in transitional economies (Janicki & Wunnava, 2004). When the GDP of one country 

measured in its own currency is converted to the other country's currency using market exchange 

rates, the value fails to reflect the real levels of production or consumption due to substantial 

fluctuations in the exchange rate, especially in developing countries, while local prices are often 
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fixed over the short and medium run. Naturally, the larger the host country’s GDP, the larger the 

probability of entry by retailers.  

The inflation rate and the exchange rate indicate price and currency fluctuations and measure 

overall economic stability of the country. High inflation can discourage entry because of the 

subsequent expected devaluation of host country’s currency reduces the real value of the earnings 

for the multinational retailer. Depreciation of the host countries’ exchange rate increases the 

attractiveness of the local market, as foreign currency denominated assets become cheaper and the 

entry costs decline. Campbell & Lapham (2001) show that when the exchange rate depreciates, 

entry does increase.  In my empirical specification, I also use income tax to account for the share 

of the profits form the target country that the retailer can keep. Importantly, to capture the size of 

local entry costs, I further include existing regional operations, i.e. the number of retailers located 

in a given country that also have existing operations outside the country but within the continent 

where the country is located.   

I use a sample of 35 retailers (listed in the Appendix). I obtain data on retailer’s aggregate sales, 

profit, revenue growth, country of origin and industry of operation. Retailer data are collected from 

Deloitte’s “Global Power of Retailing” report1. The sample includes retailers headquartered in 

America, Australia, Belgium, France, Germany, Japan, Mexico, the Netherlands and Portugal, 

with American retailers comprising 59% of the sample. Table 2-2 below provides the summary 

statistics. I analyze 44 countries (markets) over 2 years (2002 and 20111).  

Table 2-2 Summary Statistics, 44 countries (markets), 2 years (2002 and 2011) 

Variable Mean Std. Dev. Min Max 

Number of Retailers 4.31 3.98 0.00 23.00 

Regional Operations 3.31 2.48 0.00 13.00 

ln(GDP) 12.71 2.20 10.90 16.44 

Income Tax 27.02 13.85 0.43 63.65 

Population (in tens of millions) 8.31 22.15 0.06 134.41 

ln(Exchange Rate) 1.99 3.35 -1.29 23.34 

ln(Inflation Rate) 1.08 1.19 -4.06 3.62 

             Note: There are 88 observations of 44 countries over 2 years (2002 and 2011) 

                                                           
1 The 2002 data is publically available online at Deliotte’s website. The data on year 2011 has been provided to the 

author by Deloitte for the purpose of this study. The data for the years between 2002 and 2011 are not publicly 

available at the time of this study. 
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Table 2-3 below provides the sample correlations. 

Table 2-3 Sample Correlations  

 

Number of 

Retailers 

Regional 

Operations 

ln(GDP) 

 

Income 

Tax 

Population 

 

ln(Exchange 

Rate) 

ln(Inflation 

Rate) 

Number of Retailers 1       

Regional Operation 0.8872 1      

ln(GDP) 0.2799 0.2763 1     

Income Tax 0.3285 0.2842 0.4046 1    

Population 0.2725 0.1914 0.3401 0.1475 1   

ln(Exchange Rate) -0.1732 -0.2066 0.1103 0.1661 0.4029 1  

ln(Inflation Rate) -0.0652 -0.114 0.0517 -0.055 0.0566 0.2383 1 

 

2.6. Results 

As discussed earlier, I first estimate a Poisson model using the number of multinational retailers 

located in a given country as a dependent variable, and then I check for robustness using a negative 

binomial specification.  Moreover, to assess if location characteristics have different impact on 

small vs. large retailers or retailers with low- vs. high-level of multinationality, or American vs. 

non-American retailers, I have also estimated the count models using the different subsamples.    

Table 4 below presents the baseline results and the results from the subsample analysis.  In column 

(1), the baseline estimates suggest that a larger GDP is associated with a greater number of foreign 

multinational retailers, as one would expect.  The coefficient is statistically significant at the 10% 

level.  More importantly, the results in column (1) show that existing regional operations in the 

continent where the country is located (but outside the country), have a large positive effect on the 

number of retailers located in the country. The impact is statistically significantly different from 

zero at the 1% level of significance.  It implies that if a company has existing operation in a given 

region (continent), that increases the probability of entry in a country located in that region.  This 

is not surprising, given the importance of entry and distribution costs.  The estimated coefficient 

on population has the expected sign, i.e. larger population is associated with a larger number of 

foreign retailers located in a given country.  However, the coefficients is precisely estimated.   The 

effects of income tax and inflation rate appear to be positive, contrary to expectations, but they are 

both statistically insignificantly different from zero, and so is the coefficient on the exchange rate.            
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In columns (2) to (7), I present the results from the subsample analysis.  In columns (4) and (5), I 

consider the differences in the impact of country characteristics on the number of small (sales 

lower than the average) vs. large (sales higher than the average) retailers. The impacts of regional 

operations and local GDP are significantly larger for small retailers.  This suggests that smaller 

companies rely more heavily on local demand when selecting location for expansion and it also 

implies that smaller retailers are more sensitive to the existence of regional operations.  The last 

statement is also true when it comes to retailers with lower degree of multinationality (defined as 

having fewer than 8 subsidiaries abroad; see columns (2) vs. (3)) and retailers headquartered 

outside of the United States. It is interesting to note though that American companies are more 

sensitive to local GDP than non-American retailers.  These results are consistent with the notion 

that relatively smaller companies face more constraints and larger entry costs.  Hence, having an 

existent regional operations that can help reduce entry costs in a host country located in that region 

is more beneficial to relatively smaller retailers.   

Table 2-4 Poisson model with country fixed effects  

Dep. Var.:  

Count of Retailers 
All 

High 

Multi 

Low 

Multi 
Large Small American 

Non-

American 

  (1) (2) (3) (4) (5) (6) (7) 

Regional 

Operations 0.176*** 0.318*** 2.118* 0.341** 0.536*** 0.162 0.404*** 

 (0.065) (0.101) (1.225) (0.151) (0.202) (0.154) (0.149) 

ln(GDP) 1.010* 0.457 -3.832 1.478 2.22 6.864** 0.983 

 (0.597) (1.382) (5.634) (1.795) (3.651) (3.464) (1.340) 

Income Tax  0.633 0.059 11.090 0.058 2.865 -1.293 0.586 

 (0.393) (0.986) (9.267) (0.943) (2.260) (1.555) (0.930) 

Population  0.031 0.015 0.505 0.000 -0.002 -0.004 -0.038 

 (0.090) (0.118) (0.801) (0.123) (0.289) (0.182) (0.127) 

ln(Exch. Rate) -0.122 -0.013 -1.510 -0.007 -0.815 0.237 -0.113 

 (0.076) (0.192) (2.244) (0.184) (0.788) (0.306) (0.181) 

ln(Inflation) 0.031 0.015 0.505 0.000 -0.002 -0.004 -0.038 

 (0.090) (0.118) (0.801) (0.123) (0.289) (0.182) (0.127) 

Year_2011 0.013 -0.053 4.731 -56.450 -8.541 -138.400 -31.820 

 (0.238) (0.645) (4.361) (48.680) (156.300) (94.120) (45.770) 

Obs. 88 88 88 88 88 88 88 

Num. of countries 44 44 44 44 44 44 44 

Log Likelihood -60.60 36.11 -8.76 -36.69 -15.85 -21.57 -33.11 

Robust Standard Errors in parentheses; *** p<0.01, ** p<0.05, * p<0.1
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To check for robustness, I also estimate all the models presented in Table 4 using negative binomial 

specification instead.  The negative binomial specification is less restrictive than the Poisson 

model, as it does not impose the assumption that the mean is equal to the variance.  The results 

from the negative binomial are presented in Table 5 below.  It is easy to see that the estimated 

effects are quite similar compared to the Poisson model.  In particular the most important factors 

associated with the number of foreign retailers located in a given country are still existing 

operations in the region and local GDP.  The negative binomial model, similar to the Poisson 

model, also highlights the heterogeneity of different impacts.  As before, the effects of regional 

operations and GDP are significantly larger for smaller retailers with fewer foreign subsidiaries.   

Table 2-5 Negative binomial model with country effects  

Dependent 

Var.:  

Number of 

Retailers 

All 
High 

Multi 

Low 

Multi 
Large Small American 

Non-

American 

  (1) (2) (3) (4) (5) (6) (7) 

Regional 

Operations 0.182*** 

0.319*** 0.873*** 0.278* 0.464*** -0.009 0.392*** 

 (0.065) (0.101) (0.272) (0.150) (0.169) (0.133) (0.148) 

ln(GDP) 1.165** 0.622 1.235 0.576 2.065 4.038 0.677 

 (0.589) (1.281) (3.969) (1.687) (1.751) (6.010) (1.262) 

Income Tax  -0.028 0.0123 -0.165 -0.0223 0.066 0.0425 -0.035 

 (0.036) (0.0410) (0.194) (0.0504) (0.099) (0.353) (0.046) 

Population  -0.109 -0.001 -0.523* -0.0390 -0.279 0.273*** -0.134 

 (0.073) (0.189) (0.275) (0.287) (0.275) (0.017) (0.180) 

ln(Exchange 

Rate) 

0.567 -0.00420 2.255** 0.221 -0.330 -1.491 0.694 

 (0.376) (0.970) (1.075) (1.478) (0.679) (2.097) (0.921) 

ln(Inflation) 0.012 0.0244 0.129 -0.0232 -0.035 -0.024 -0.056 

 (0.089) (0.114) (0.285) (0.121) (0.232) (0.167) (0.125) 

Year_2011 -0.087 -0.133 0.598 -0.0972 -0.487 -0.958** 0.105 

 (0.24) (0.595) (0.526) (0.624) (0.393) (0.398) (0.518) 

Observations 88 88 88 88 88 88 88 

Number of 

countries 44 44 44 44 44 44 44 

Log Likelihood -60.57 -36.12 -9.90 -36.47 -16.86 -20.15 -33.12 

Standard Errors in parentheses; *** p<0.01, ** p<0.05, * p<0.1 

 



 
 

35 
 

2.7. Conclusion 

In this paper, I study global retailers’ expansion strategies abroad. In particular, I estimate the 

impact of country and retailer characteristics on the number of global retailers located in a 

country. To do so, I use data from 2002 and 2011 on 44 countries and top global retailers 

supplied by Deloitte.  To analyze the data, I use a Poisson model and a negative binomial model.  

The results suggest that local aggregate income (GDP) is positively associated with the number 

of global retailers in a country.  Further, I find that existing operations in the region where the 

country is located significantly boost the probability of a retailer locating in that country.  

Finally, I find that there is some heterogeneity in the effects of different country characteristics. 

In subsample analyses, I show that the positive effect of GDP as well as existing regional 

operations is larger for smaller retailers, for retailers that have lower degree of multinationality 

(fewer subsidiaries abroad), and for retailers that are headquartered outside of the U.S.   
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CHAPTER 3: Multinationality and Performance – Large Retailers’ response 

to the Global Financial Crisis 
 

3.1. Introduction 

Retailers enter the global market with various motives such as (1) to benefit from economies of 

scale; (2) to learn from foreign operations; or (3) to lower the effect of market saturation and 

competition. In addition to the decision to enter a foreign market, expansion or contraction in 

foreign operation is a key mechanism to cope with market trends in the retail industry (Hanner et 

al., 2011).  

The relationship between multinationality and performance is one of the fundamental questions in 

the international business literature with a large number of studies focused on the topic during the 

past two decades (Bausch & Krist, 2007). The current paper evaluates this relationship with regard 

to the Financial Crisis of 2007-2008. The empirical investigation employs a unique retailer-level 

dataset for over 100 of the world’s largest global retailers during 5 years – 2002, 2005, 2008, 2011 

and 2013.     

The Global Financial crisis of 2007-2008, which started as a subprime mortgage crisis in the U.S., 

was the largest global crisis since the Great Depression of the 1930s. Coulibaly et al. (2013) use 

firm-level data from six emerging Asian economies and find that following the financial crisis of 

2007-2008, firm sales decrease but the decline depends on the pre-crisis financial condition of the 

firm, which can be related to their level of multinationality and capital investment.  

I focus on the retail sector because it is the second largest industry in the US containing 11% of 

total employment, a higher share than manufacturing. The industry accounts for $3.9 trillion in 

annual sales in United States (US Bureau of Labor Statistics, 2009). Technological advancements 

in supply chain and logistics, as well as reduction in trade barriers across the world have recently 

transformed traditional retailing into a high-tech, highly dynamic industry. While the majority of 

the giant retailers are multinational enterprises with established presence in a number of countries, 

many still operate only domestically. For example, Kroger operates only in U.S., while Wal-Mart 

has presence in 27 countries as of 2015. My hypothesis is that in the face of an exogenous shock, 

the reduction in demand would force the least productive firms to exit (some) foreign markets. 
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Reduction in competition then allows the remaining giant multinational retailers to increase their 

profit. The availability of panel data that encompass the years before and after the financial crisis 

of 2007-2008, allows me to compare the effect of multinationality on performance before and after 

the crisis.  

The results of this study would beneficial to investors who need to assess the effect of 

multinationality on performance in the event of an exogenous shock, either demand or financial 

shock. Additionally, global retail managers can use these results in their capital investment 

decisions to optimize expected return on investment. 

Even though foreign expansion is a top priority for managers in over 90% of the top 250 global 

retailers (Global Retailing, 2013), the nature of the functional relationship between 

multinationalization and performance in the retail sector is not well understood (Assaf et al. 2012). 

International markets are very important for top retailers – according to Euromonitor, Apple Inc., 

the consumer electronics giant has up to 63% of its total sales in international markets. The 

international sales of Wal-Mart, the largest global retailer, in 2013 (Wal-Mart, 2013), account for 

about 30% of total sales.  

Surprisingly, 38% of the top global retailers only operate in their country of origin, 12% operate 

in only 2 countries and the remaining 50% of the sample of the top 250 global retailers operate in 

3 or more locations. Retailers’ approach to globalization is highly diverse and it is in part based 

on their size, country of origin and industry of operation. Graph (1) below shows the distribution 

of the top 250 global retailers across operational formats. Retailers specializing in e-commerce 

and specialty products such as jewelry and toys show higher rate of global expansion, and so do 

supercenters. 
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Figure 3-1 Multinationals versus total retailers by format, year 2013.  

 
Source: Created by author from Deloitte’s top global 250 retailers data. 

 

For example, Wal-Mart, the largest retailer had facilities in 11 countries (including the U.S.) in 

2001, with total revenue of $193 billion. At the same time, the second-largest global retailer, 

Kroger Co. had revenue of $49 billion, roughly 1/4 of Wal-Mart’s, and it operated solely in the 

United States. During the past 13 years, Wal-Mart’s revenue has increased to $476 billion, a 2.5 

fold growth accompanied with global expansion in 27 countries. Kroger’s revenue, on the other 

hand, has only doubled in the same time period from $46 billion to $98 billion. One interesting 

question to ask is how much of this difference in performance and growth is attributable to Wal-

Mart’s level of multinationality. In particular, does Wal-Mart’s global spread play an important 

role in its performance after the financial crisis of 2007-2008?  The current study attempts to shed 

light on these questions.  

3.2. Theory and literature review  

To construct my testable hypotheses, I bring together three economic concepts: (1) the 

characterization of economic crises, (2) the relationship between multinationality and 

performance, and (3) theories on firm-level heterogeneity and FDI expansion. Given that economic 

crises alter demand patterns, it is important for the retailers to diagnose economic crises early and 

to strategically approach these exogenous shocks. Next, the controversial literature on 

multinationality and performance is reviewed to address the channels through which a retailer may 

benefit from multinationality. And finally, the literature on firm heterogeneity and FDI helps us 

analyze the effect of firm and industry characteristics on foreign investment decisions.  
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3.2.1. Economic Crises 

Grewal & Tansuhaj (2001) characterize crises by the co-movement of several macroeconomic 

indicators, such as decrease in real output, increase in inflation and unemployment rate, and 

exchange rate instability. All the above factors can lower international and domestic demand and 

affect retail profitability. If retailers could predict economic crises, they may be able to navigate 

the downturn more successfully.  However, predicting the time and magnitude of a crisis is an 

extremely difficult task. 

Yang & Driffield (2012) conduct a meta-analysis of 54 published papers on the relationship 

between multinationality and performance during the period 1974-2008. They point out that given 

the magnitude of the 2007-2008 global financial crisis, there is a serious concern over the impact 

of multinationality on MNE’s performance, especially those multinationals who rely on overseas 

activity as their engine for growth. In their empirical analysis, they include a dummy variable for 

a financial crisis with a value of one if the sample period of the paper under study is during a period 

of financial crisis or one year after it, and zero otherwise. Their results show that on average, a 

crisis does not have a direct impact on the return to multinationality.  

Alfaro and Chen (2011) study a large panel dataset of worldwide establishments to investigate 

how multinational subsidiaries around the world responded to the financial crisis relative to local 

establishments. They find that the linkage between multinationality and performance is significant 

during crisis but insignificant in non-crisis years. Alfaro and Chen (2010) also examine the 

differential response of establishments to the global financial crisis, with particular emphasis of 

the role of FDI in determining performance. They investigate how multinationals around the world 

responded to the financial crisis relative to local firms. They find that multinationals located in 

countries that experienced sharper declines in aggregate output, demand, and credit conditions 

displayed a greater advantage over local firms. In contrast, multinationals headquartered in 

countries that were affected more adversely by the financial crisis performed less satisfactorily 

abroad. The above studies motivate the hypothesis to be tested in the empirical section: 

Hypothesis: The return from multinationality on performance is higher following the financial 

crisis of 2007/2008.  
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3.2.2. Multinationality and Performance 

The literature on multinationality and performance does not provide consistent results on the 

direction of this effect. Assaf et al. (2012) and Coe & Wrigley (2007) emphasize that little is known 

about factors that mediate the relationship between multinationality and performance, even though 

it is one of the most critical questions in international business. A positive relationship between 

the two variables is reported in earlier work (e.g., Grant, 1987; Grant et al., 1988; Han et al., 1998; 

Kim et al., 1989), while subsequent studies report either no relationship (e.g., Collins, 1990; 

Gomez-Mejia & Palich, 1997), very weak, inconclusive correlations (e.g., Tallman & Li, 1996) or 

even a negative relationship (e.g., Click & Harrison,2000).  

More recent studies propose a non-linear relationship between the two variables. Evidence of an 

S-shaped relationship is found in Contractor et al., (2003), Lu & Beamish (2001), Outreville 

(2012), and Thomas & Eden (2004), while evidence of an M-shaped or a W-shaped relationship 

is found in Almodovar (2012), Lee (2010). M-Shaped relationship, for example, suggests that at 

the early stage of internationalization, firms experience high growth and profit. As the firm 

expands across more countries, the increase in diversification costs results in a decline in 

performance.  As the firm continues with multinational expansion, it gains comparative advantage 

and higher profit as a result of learning and economies of scale of the existing operation. Finally, 

entering too many markets abroad increases the complexity of operations and eventually leads to 

ineffective governance. This over-internationalization can negatively impact performance 

(Tallman & Li, 1996).  

The Multinationality-performance relationship can also be different in the short-run compared to 

the long-run. Global expansion can potentially lower efficiency in short run. However, in the long 

run, learning and brand recognition can increase efficiency.  

Several studies such as Hennart (2007, 2011), Thomas & Eden (2004), Verbeke et al. (2009) offer 

a critique of the diversification motive for multinational expansion. For example, Hennart 

criticizes the application of portfolio choice theory to justify the positive effect of multinationality 

on performance. The existing argument is that retailers expand across countries to diversify 

revenue and minimize expected risk.   
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More applicable concepts to justify retailers’ benefit from multinationalization lies in theories 

related to i) economies of scale (Grant, 1987; Hitt et al., 1997), and ii) learning (Kim et al., 1993; 

Lu & Beamish, 2001).  

i) Economies of Scale 

Economies of scale can be achieved as sales and production increase. For retailers, market access, 

location and home country size can facilitate economies of scale. The smaller the home country 

the higher the expected return on multinationality. Elango and Sethi (2007) empirically investigate 

the influence of the country of origin effect on the internationalization-performance relationship. 

In particular, they find a positive linear relationship between internationalization and performance 

for relatively small economies. While, an inverted U-shaped relationship is found for larger 

economies. When the home market is large, the retailer has higher chance to benefit from 

economies of scale at home and over-multinationalization may result in diseconomies of scale.  

In the current study we divide the sample of retailers into two categories of American and non-

American retailers, with the assumption that the US market is the only large enough market for 

retailers to reach economies of scale at home. In fact, the American retailer Kroger states in its fact 

book that they identify the growth potential of their home market to be higher than foreign 

countries and the company is still benefiting from high economies of scale at home. Kroger plans 

to grow their profit margin by increasing operations and supply chain efficiency within American 

borders (Kroger Co., 2011). Hence, one has to control for home market size to be able to accurately 

assess the effect of mutinationality on performance.  In the empirical investigation, I do that by 

including the population of the retailer’s home country and also by including an American 

indicator variable.    

The other important factor associated with the benefit from economies of scales is the form and 

structure of the retailer’s cost function. The average cost can be increasing or decreasing depending 

on the technology in use. For example, the American e-commerce giant, Amazon, invests in the 

development of new supply chain and logistics technologies (distribution centers, delivery, etc.) 

as well as digital advertisement and marketing. The development of these new technologies lowers 

the marginal cost; hence, a better service at a lower price can be offered at a larger scale.  
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On the other hand, the average cost for a book seller, e.g. Barnes and Noble, may not respond to 

economies of scale as much, since the company is specialized in a narrower field of operation and 

the products need to be customized for each country at the time of entry. A book seller most 

probably has a constant or decreasing return to scale. In addition, in many developing countries 

the book prices are subsidized by the local government, which makes the market more difficult to 

enter. As of 2013, Barnes and Noble operates solely in U.S. with a negative growth rate of 3.5%.  

Hennart (2007) compares the average cost curve for a car manufacturer (AC1), and a bread 

manufacturer (AC2) as shown in Graph (2). Firms that invest in intangibles, such as R&D, 

predictive analytics or new technologies will need, ceteris paribus, a larger output to amortize their 

investments compared to firms with less intangible investments. Such firms often have to go 

abroad to benefit from scale economies. In Graph 2 below, the bread manufacturer can reach the 

minimum efficient scale without having to leave home, whereas the car manufacturer has to 

expand abroad.  Hence, to accurately assess the effect of multinationality on performance, we need 

to control for the retailer’s industry of operation, which we do in the empirical model by including 

industry and operation format dummy variables.      

Figure 3-2 Scale Economies and Multinationality, Two firms in two industries.  

 

Source: Hennart (2007) 

ii) Global Learning 

Firms gradually learn from existing operations to minimize cost and hazard of failure in the high-

commitment investment of international expansion (Barkema et al., 1996). As retailers learns from 

foreign operations abroad, they redeploy this acquired knowledge across all operations and 

increase performance. Learning is an intangible asset that provides a technological and managerial 
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know-how advantage to retailers and can be applied to multiple markets. Dunning (1988) 

associates learning with economic rents in the case when firms gain ownership advantage through 

the uniqueness of their resources and capabilities. As firms accumulate knowledge and information 

(Grossman & Helpman, 1994), they gain competitive advantage (Kaufman & Schneider, 2004) 

which can then increase their performance in the global market.  

Other scholars study the relation between the speed of foreign expansion and firm performance. 

In the case of rapid expansion, the quality of knowledge a firm can use when it undertakes FDI 

may be inferior to that of a firm that accumulated its stock of relevant knowledge over a longer 

period (Vermeulen & Barkema, 2002; Barkema & Drogendijk, 2007).  

On the other hand, rapid expansion can result in “first comer’s advantage” especially for brand 

retailers. “Born global” retailers are another generation of retailers which are, by nature, involved 

in rapid FDI. Chang and Rhee (2011) make a distinction between conventional retailers and born-

global firms which pursue international expansion soon after their founding. Many of these born-

global firms are in industries where products can be replicated at a low marginal cost on a global 

scale and the access to global markets by rapid expansion outweighs the associated inefficiency 

cost (Knight et al., 2004; Lopez & Fan, 2009). Hence, the gain from learning by doing is less 

significant in these industries. 

Wal-Mart is one of the conventional retailers in our sample which is facing the trade-off between 

rapid expansions and learning if there is any. The retailer has more than 11,000 stores under 69 

banners in 27 countries and e-commerce websites in 10 countries (Wal-Mart, 2013). Wal-Mart 

spent $4.5 billion on global expansion in 2015, adding an estimated 12 million net retail square 

feet in its 26 existing markets (Wal-Mart, 2013). Future studies on the performance of this retailer 

over the past decades would shed more light on the existence of the trade-off between rapid 

expansion and learning.  

3.2.3. Retail heterogeneity and FDI 

Retail heterogeneity refers to differences in size, productivity and operation format. A 

macroeconomic crisis will likely affects different retailers differently as they can absorb shocks 

differently depending on their size, management and operational flexibility and capital investment. 

Recent studies on firm heterogeneity and FDI often employ theoretical framework of Melitz 
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(2003). According to the theory, trade liberalization induces reallocations between heterogeneous 

firms such that the most productive firms are the ones that engage in exports and FDI; the less 

productive ones participate in the domestic market alone.  

Raff & Schmitt (2012) build a simple model of international trade with heterogeneous retailers 

based on Melitz and Ottaviano (2008) to study the effects of trade liberalization on the structure 

and performance of retailers, and to further study how the structure of the retail market affects the 

transmission of external shocks. They neutralize the effects of trade liberalization on the 

production side of the economy by holding producer prices fixed. The results show that trade 

liberalization favors retail sales, mark-ups and profits for big retailers which engage in direct 

imports at the expense of small retailers who source domestically. 

In the presence of a negative shock similar to the financial crisis of 2007-2008, demand will 

decrease, leading to lower prices and sales. The least productive retailers exit the market, whereas, 

the most productive ones remain in the market and maintain profitability. The advantage of 

Melitz’s theoretical framework compared to the models of scale economies and learning is that in 

Melitz’s framework the cut-off points for export participation and exit are endogenously 

determined.      

3.3. Empirical Model 

The empirical model I employ, investigates whether the effect of multinationality on performance 

is higher after the financial crisis of 2007/2008. The model follows Yang & Driffield (2012)’s 

multinationality-performance relationship as below:  

Yit = β0 + β1Mit + β2 D_Mit + β3 Xit + β4Ii + β5 Yeart + β6 At*Mit + eit
                                        (3.1) 

where Yit is the performance measure (profit as a share of revenue, or sales growth) of firm i in 

year t. The dummy variable D_Mit is equal to one if the retailer is a multinational corporation or 

zero otherwise. Mit represents the multinationality level of retailer, i.e. it is the number of foreign 

markets serviced. Xit includes retailer-level characteristics, such as size. Ii is a set of dummy 

variables controlling for the retailers’ operational format and country of origin. Yeart is a full set 

of year dummies. The variable of interest is At*Mit, which is an interaction term between the 
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multinationlaity level of the retailer and a dummy variable, At, for the period following the 

financial crisis. Finally, eit is the idiosyncratic error term.  

3.3.1. Data and variables 

The data I use in this study comes from the “Top Global Power of Retailing” report by Deloitte 

for the 5 available fiscal years of 2002, 2005, 2008, 2011 and 2013. Table 1 in the Appendix 

provides details on each global retailer in terms of data coverage – data on some retailers for some 

years are not available for various reasons (e.g. the retailer was not among the top global reatilers 

in that year). The data for the missing years (e.g. 2003, 2004, 2006) were not provided by Deloitte 

to the author at the time of this study. According to Deloitte, companies’ financial reports are 

collected from company press releases, fact sheets or websites. Much of the data for non-U.S. 

retailers is gathered from Planet Retail (www.planetretail.com) who is a leading provider of global 

intelligence, analysis, news and data with the coverage of  9,000 retailers across 211 markets 

around the world (Delloitte, 2014). Below I explain each variable in details.  

Dependent Variable 

I measure retailer performance as return on sales or as sales growth as customary in this literature 

(Capar & Kotabe, 2003; Contractor et al., 2003, Siddharthan & Lall, 1982). Other measures of 

performance in the literature include return on investment (Vernon, 1971), return on assets (Hitt 

et al, 1997), and return on equity (Grant et al., 1988), Tobin’s Q (Kim & Lyn, 1987). I use both 

return on sales and sales growth to compare the results and study any differences that may arise in 

the estimates from employing the two different measures of performance in retail sector.  

The variable, return on sales, indicates how much profit a retailer makes after deducting cost. The 

measure is simply calculated by dividing profit by revenue. Revenue and income (profit) of the 

non-U.S companies are converted into U.S. dollars to provide a common base for the analysis. 

Exchange rates, therefore, have an impact of the results. 

Deloitte’s data report group (retailer) net income (profit from all operations across the globe) and 

group revenue, which are used to construct return on sale and sales growth. 
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Independent Variables 

Multinationality is defined as the number of overseas countries where a firm has subsidiaries (Lu 

& Beamish, 2001; Tallman & Li, 1996). Hennart (2011) criticizes this measure because 

subsidiaries can significantly vary in size and the measure may not reflect the true effect of 

economies of scale. Sullivan (1994) calls for a multidimensional measure of the variable to account 

for any potential bias in the measurement. Following Sullivan, in a meta-analysis of the 

relationship between multinationality and performance, Contractor et al (2003) combine three 

existing measures to build the degree of internationalization. This three-component index includes: 

(1) the eigenvector-weighted sum of foreign sales over total sales, (2) the number of foreign 

employees over number of total employees and (3) the number of foreign offices over number of 

total offices. He then uses the principal component analysis to test whether one single component 

is fully representing the three dimensions or the components eigenvectors need to be treated as 

weights to adjust the index. 

While the above approach is valuable in correcting for any potential bias in measurement of 

multinationality, for the current sample, the only available data was the number of overseas 

countries. Hence, in my analysis, I use the number of overseas operations to proxy for 

multinationality. Other control variables include size, measured by retailer’s total sales.    

3.3.2. Statistics and Data Visualization 

Table (2) shows the summary statistics of the variables included in the model. Nearly 50% of all 

retailers are American. Retailers with any other country of origin are categorized as non-

American and they come from Australia, Belgium, Chile, France, Germany, Japan, Netherlands, 

Portugal, and the UK. 

There are 8 categories of retail format defined by Deloitte. They are 1) Department Store and 

Apparel, 2) Auto, 3) Food, Convenience Stores, 4) E-commerce, 5) Electronics and Home, 6) 

Hypermarket, 7) Supermarket, and 8) Others. The base category in the model to be excluded in 

the regression is Supermarkets. The difference between a supermarket and a hypermarket is that a 

hypermarket is a combination of a department store and a grocery supermarket with a large variety 

of products such as appliances, clothing, and groceries. 
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Table 3-1 Descriptive statistics  

Variable  Description Obs Mean Std. Dev. Min Max 

Dep. Var.       

Performance Return on Sales 460 0.03 0.05 -0.46 0.38 

Indep. Vars.       

Multinational  =1 if multinational, 0 otherwise 460 0.62 0.49 0 1 

Multinationality Number of countries of 

operation - 1  

460 4.89 7.99 0 51 

%Growth in Sales 5 year CAGR % 460 0.09 0.12 -0.24 1 

Sales  Total Retail Sales ($10billion) 460 22.26 45.05 2.41 476.29 

Multinationality*After Crisis Multinationality level after 

crisis 

460 2.19 5.93 0 32 

Retail level binary Vars.       

American =1 if American origin, 0 

otherwise 

164 0.49 0.50 0 1 

Apparel Industry binary 164 0.21 0.26 0 1 

Auto Binary 164 0.04 0.19 0 1 

Food, Convenience and Discount Binary 164 0.13 0.21 0 1 

E_commerce Binary 164 0.04 0.19 0 1 

Electronics and Home Binary 164 0.15 0.28 0 1 

Hypermarket Binary 164 0.16 0.36 0 1 

Supermarket Binary 164 0.13 0.33 0 1 

Other Binary 164 0.10 0.30 0 1 

 

A few examples of the retailers in different categories are: Amazon and Lagardere groupe in E-

commerce; Compass and McDonald’s in Food service; as well as the Spanish Inditex, the Swedish 

H&M and the American Gap in Apparels. The category “Other” refers to retailers who specialize 

in one product or format of operation such as the American companies Staples, Toys‘R’Us, or the 

the German company Douglas which retails perfumes and jewelry. A complete list of the retailers 

under study is provided in Appendix, Table 3-1. 

After I drop out outliers, the dependent variable, return of sales (ROS) ranges from -0.46 to 0.38 

with mean value of 0.03. The variable multinationality is defined as total number of operating 

countries minus 1 (i.e. it counts the number of foreign countries in the company’s portfolio of 

locations), which ranges between 0 and 51. Foreign operations include the location of franchised, 

licensed and joint venture operations in addition to corporate-owned distribution channels 

(Deloitte, 2014). 
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Table 3-2 reports the correlation coefficients among the dependent variables and multinationality 

and Sales. Multinationlity is positively correlated with return on sales but the correlation is very 

small at 0.05. Similarly, sales have positive but very small correlation with performance.  

Table 3-2 Pearson Correlation Coefficient  

  Multinationality CAGR%  Sales  Return on Sales 

Multinationality 1    

Sales Growth  -0.079 1   

Sales 0.321 -0.011 1  

Return on Sales 0.050 -0.059 0.034 1 

 

3.4. Estimation Result 

To estimate the empirical model, I use an unbalanced panel. The panel of firms and countries is 

not balanced because the retail performance and sales data is not available for every year and every 

retailer throughout the entire sample period (2002-2013). The model is estimated using OLS with 

time and industry dummies. I use both the return on sales and sales growth as alternative dependent 

variables.  The results using the return on sales (profits as a share of sales) are presented in table 

(4). In columns (2), (3), and (4), I use the entire sample of retailers, including those with domestic 

operations only.  In column (1), I use only the sample of multinational retailers.   

Starting with column (2), I estimate the regression model using OLS and the entire sample of both 

multinationals and domestic retailers.  The coefficient of multinational dummy indicates that the 

performance of the multinational retailers are higher relative to domestic ones. The estimated 

parameter, however, is not statistically significant. As discussed in the theoretical section, 

multinationality is supposed to benefit firms through global learning and economies of scale, 

however, none of the multinationality related variables in the models estimated in Table 3-3 are 

significant, and some are even negative. The three variables, multinational dummy, 

multinationality level and interaction term of multinationality with the after financial crisis dummy 

were expected to have positive effect on performance. Yet the data does not support these 

hypotheses. In fact, while not statistically significant, the impact of being multinational following 

a financial crisis is systematically estimated to be negative.    
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Table 3-3 Regression results with return on sales as a dependent variable   

Dep. Var.: Performance  Multinational Sample Global Sample 

 Fixed Effect (FE) Model 

(1) 

OLS 

(2) 

FE Model 

(3) 

OLS with Industry Dummy 

(4) 

Multinational  0.435 -0.265 0.386 

  (0.597) (0.757) (0.599) 

Multinationality -0.060 0.031 -0.020 0.003 

 (0.082) (0.047) (0.065) (0.049) 

Multinationality*After Crisis -0.051 -0.061 -0.044 -0.058 

 (0.063) (0.043) (0.047) (0.043) 

Country of Origin’s Population -2.750 -0.323 -0.261 -0.358 

 (4.771) (0.258) (0.301) (0.259) 

Sales 0.143 0.020 0.050 0.085 

 (0.170) (0.088) (0.133) (0.090) 

American  2.083**  1.287 

  (0.975)  (1.029) 

Apparel    4.792*** 

    (1.795) 

Auto    3.916 

    (2.681) 

Food, Convenience, Discount     1.649 

    (1.397) 

E_commerce    2.597 

    (2.309) 

Electronics and Home    1.616 

    (1.44) 

Hypermarket    -0.194 

    (1.183) 

Other    1.244 

    (1.6) 

y_2002 -1.4 -1.367** -1.043 -1.295** 

 (1.337) (0.632) (0.705) (0.634) 

y_2005 -0.99 -0.547 -0.459 -0.527 

 (1.163) (0.594) (0.629) (0.594) 

y_2008 -1.975* -2.104*** -2.089*** -2.105*** 

 (1.048) (0.586) (0.61) (0.585) 

y_2011 -0.26 -0.298 -0.272 -0.3 

 (0.748) (0.503) (0.516) (0.501) 

Constant 9.954 3.217*** 4.639*** 2.549** 

 (9.435) (0.847) (0.98) (1.141) 

Observations 286 460 460 460 

Number of companies 114 164 164 164 

R-squared 0.035  0.059  

Robust standard errors in parentheses. (*** p<0.01, ** p<0.05, * p<0.1) 
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More specifically, our testable Hypothesis states that the return from multinationlity on 

performance is higher following the financial crisis of 2007/2008. This hypothesis is tested by the 

coefficient of interaction term between multinationality and after crisis dummy. The coefficients 

in all four regression models are negative yet economically small and statistically insignificant and 

range between -0.04 and -0.06. This lack of empirical support can be due to multiple reasons. First, 

the sample size of my study may be too small to representative of the diversity among global 

retailers. Second, the model may suffer from potential omitted variables problem. Variables 

expected to affect performance but not included in the model are retailer management strategies 

and retailer’s capital structure. Unfortunately, these omitted variables are difficult measure and 

observe, and no data is available for them. Furthermore, some of these variables are time-varying 

so retailer fixed effects would adequately control for them.        

Total sales are also positively associated with performance, suggesting that larger companies tend 

to have higher return on sales. The coefficient on the indicator variable for American companies 

is positive and statistically significant in column (2), implying that retailers headquartered in the 

U.S. experience better performance. While one would expect the coefficient on the home country 

market size, as proxied by home country population, is positive, the estimated coefficient is 

actually negative but statistically insignificant.   

Retail format (industry) dummies compares the performance level between the 8 retailing 

categories. The base category is supermarket, hence any positive coefficient implies that the 

respective category is performing better than supermarkets. All formats but hypermarkets have 

positive coefficients and estimated coefficient on Apparel is statistically significant implying that 

performance in the Apparel sector is higher than in the supermarket industry. Finally, the 

coefficient on year dummy for 2008 is negative and statistically significant, suggesting that 

performance in year 2008 was significantly lower than performance in year 2013, which is the 

base year in our model. 

In Table 3-4 below, I perform a robustness check where I use sales growth as a dependent variable 

measuring retailer’s performance. There are a number of differences in the estimated coefficients 

between Table 3-3 and Table 3-4, however in almost all cases when the coefficients in the two 

tables differ in sign, they are not statistically significantly different from zero.   
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Table 3-4 Regression results with sales growth as a dependent variable 

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

Dep. Var.: Growth Rate% Multinational Sample Global Sample 

 Fixed Effect (FE) Model  

(1) 

OLS 

(2) 

FE Model 

(3) 

OLS with Industry Dummy 

(4) 

Multinational  0.694 -1.151 0.762 

  (1.351) (2.040) (1.356) 

Multinationality 0.037 -0.105 0.073 -0.143 

 (0.209) (0.104) (0.175) (0.108) 

Multinationality*After Crisis 0.083 0.030 0.071 0.030 

 (0.159) (0.118) (0.125) (0.118) 

Country of Origin’s Population -17.30 -0.106 -1.742** -0.334 

 (12.17) (0.617) (0.811) (0.621) 

Sale -0.543 0.000 -0.521 0.122 

 (0.435) (0.167) (0.358) (0.175) 

American  0.178  -0.268 

  (1.861)  (1.951) 

Apparel    2.011 

    (3.038) 

Auto    1.186 

    (4.288) 

Food, Convenience, Discount     1.633 

    (2.385) 

E_commerce    5.056 

    (3.845) 

Electronics and Home    4.471* 

    (2.396) 

Hypermarket    -3.1 

    (1.985) 

Other    -0.448 

    (2.694) 

y_2002 9.101*** 7.582*** 10.87*** 8.108*** 

 (3.411) (1.689) (1.9) (1.692) 

y_2005 4.955* 5.686*** 7.084*** 5.946*** 

 (2.966) (1.659) (1.694) (1.656) 

y_2008 8.788*** 8.289*** 8.277*** 8.247*** 

 (2.672) (1.659) (1.644) (1.65) 

y_2011 3.059 2.772* 2.846** 2.685* 

 (1.907) (1.445) (1.39) (1.437) 

Constant 37.99 3.863** 7.683*** 3.988* 

 (24.06) (1.874) (2.642) (2.228) 

Observations 286 460 460 460 

Number of companies 114 164 164 164 

R-squared 0.195  0.215  
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Perhaps, the most important example is the coefficient on the interaction between multinationality 

and the after crisis dummy, which is estimated to be positive in Table 3-4, while it was negative 

in Table 3-3.  Consistent with our main empirical testable Hypothesis, this implies that higher 

degree of multinationality increases performance (as measured by sales growth).  The coefficient 

on this interaction term in Table 3-4 is statistically insignificant, just as it was in Table 3-3.    

3.5. Conclusion 

The current study contributes to the literature on firm performance in the aftermath of economic 

crises. To my knowledge this is the first study to investigate the effect of multinationality on 

performance in retail sector using a sample of global retailers over a decade from 2002 to 2013. 

Yang & Driffield (2012) point out the need for further investigations on this core question in 

international business literature.  

In my empirical investigation, I focus on the global retail industry. While the results are generally 

inconclusive, I find some evidence to suggest that the degree of mutinationality (as measured by 

the number of foreign markets served) may help improve performance (as measured by sales 

growth) in the aftermath of a financial crisis. This could be a result of economies of scale or global 

learning, or perhaps because of diversification. The results do not provide evidence that, in general, 

higher level of multinationality in the retail industry increases performance. Further investigation 

of this question is needed to deliver sharper results. Importantly, the empirical model I estimated 

did not include information on capital investment strategies for retailers, as well as risk aversion 

and managerial characteristics because such data were not available. These variables may help 

shed light on the relationship between firm performance and multinationality in the aftermath of 

an economic crisis in future work.    
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Appendix to Chapter 1 

 

Table-Apx 1-1 List of 27 sanctioned countries and 20 non-sanctioned countries, 1980-2000 

Number Country  Years under Sanction 

Africa   

1 Algeria 1 

2 Burkina Faso 1 

3 Ethiopia 11 

4 Ghana 1 

5 Liberia 1 

6 Nigeria 7 

7 Sierra Leone 1 

8 South Africa 9 

9 Sudan 7 

10 Zimbabwe 6 

America   

11 Brazil 13 

12 Colombia 16 

13 Honduras 6 

14 Mexico 20 

15 Nicaragua 16 

16 Panama 16 

17 Paraguay 6 

18 St. Lucia 1 

19 Venezuela 13 

Asia   

20 India 20 

21 Iran 20 

22 Malaysia 11 

23 Uzbekistan 2 

Europe   

24 Czech Republic 3 

25 Estonia 3 

26 Romania 14 

Pacific   

27 Fiji 3 

The 20 non-sanctioned countries out of 47 countries in sample during 1980-2000: 

Bulgaria, Cameroon, Central African Republic, Comoros, Congo Rep., Equatorial Guinea, Guinea, Guinea-

Bissau, Jamaica, Korea, Macedonia, Malta, Mauritius, Mongolia, Somalia, Suriname, Tanzania, Tunisia, 

Uganda, Uruguay 
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Table-Apx 1-2 Summary Statistics 

Variable Mean Std. Dev Min Max 

Cline Capital Flight -2.16 10.73 -156.65 62.28 

Sanction 0.17 0.38 0.00 1.00 

Sanction Intensity (with zero) 0.51 1.56 0 14 

Sanction Counts (without zero) 2.43 2.81 1 14 

Aid 7.17 9.29 0.00 95.00 

Inflation Rate 0.93 8.62 -0.13 237.73 

Investment 20.97 8.26 -2.42 66.38 

Ln(Per Capita Income) 6.71 1.11 4.48 9.29 

Dollar Real Exchange Rate 1.14 0.54 0.19 5.39 

Ln(GDP) 3.16 2.18 -1.27 8.02 

GDP per capita growth 0.01 0.08 -0.42 1.26 

War 0.18 0.39 0.00 1.00 

Post War 0.11 0.32 0.00 1.00 

Openness 79.17 53.81 1.98 425.34 

WTO 0.65 0.48 0.00 1.00 

Polity 1.12 7.65 -10.00 10.00 

Oil Exporter 0.13 0.34 0.00 1.00 

Sanction*Oil Exporter  0.03 0.17 0.00 1.00 

Sanction*WTO Member 0.15 0.36 0.00 1.00 

Note: After dropping the missing values, N=820 

 

 

Table-Apx 1-3 Variable Definition and Data Sources 

Name of variable  Definition  Source 

Cline capital flight  see text (% of GDP) IMF/ Davies (2008) 

Sanction   Dummy equal to 1 if sanction is imposed on a 

country  

Calculated using TIES data 

Guaranty (2005) 

Sanction Intensity Number of sanctions a country faces at any 

year: {0, 1, 2, 3,  …} 

Calculated using TIES data 

Guaranty (2005) 

Aid  Official development assistance (ODA) and 

official aid % of gross national income. 

WDI 2006/ Davies  

Inflation Inflation rate % WDI 2006 Davies 

Investment % of 

GDP 

Gross fixed capital formation % GDP WDI 2006 

Ln(Per capita 

income) 

Natural Logarithm of Per capita GDP ($m 

USD) 

WDI 2006 

Dollar real exchange 

rate overvaluation 

index 

An index of real exchange rate distortion 

constructed by Dollar (1992) 

GDN/ Davies  
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Ln(GDP) Gross Domestic Product (($m USD)  

GDP per capita 

growth  

% growth rate of real GDP  WDI 2006/ Davies  

War =1 if the country is engaged in war Davies 

Post War = 1 if the country were engaged in war over the 

past 5 years 

 

Openness natural log of a country’s total exports plus 

imports as a share of GDP  

Penn World Tables 6.2 

WTO War dummy  Davies 

Polity Government type in terms of the level of 

democracy, ranging from -10 for 

autocracies to 10 for pure democracies 

WDI 2006 

Oil Exporter =1 if the country’s oil income accounts for 

more than one-third of the country’s export 

WDI 2006 

Sanction*Oil 

Exporter  

= 1 if the country is an oil exporter and is 

subject to sanction at any given year  

 

Sanction*WTO 

Member 

= 1 if the country is an WTO member and is 

subject to sanction at any given year 

 

 

 

 

Table-Apx 1-4 Correlation Coefficient  

  CF l.CF Snct Aid Invst Inflt E.Rate l.GDP GDP.G War P.War WTO Oil 

CF 1                         

Lag.CF 0.44 1                       

Sanction -0.05 -0.05 1                     

Aid -0.03 -0.04 0.07 1                   

Invest -0.14 -0.11 0.26 -0.17 1                 

Inflation 0.05 0.05 -0.01 -0.04 -0.08 1               

Exch rate 0.06 0.09 -0.12 -0.01 -0.12 -0.02 1             

Ln(GDP) 0.14 0.17 0.18 0.05 0.11 0 -0.15 1           

GDP pc 0.05 0.01 -0.03 -0.01 -0.04 0.03 -0.01 0.12 1         

War 0.05 0.07 0.02 -0.04 0.01 0 -0.16 0.14 -0.04 1       

Post War 0.1 0.09 -0.1 0.02 -0.02 -0.02 -0.14 0.11 0.07 -0.13 1     

WTO 0.11 0.1 0 0.1 -0.12 0.02 -0.06 0.32 0.1 0.02 0.06 1   

Oil  0.03 0.03 0.03 -0.07 0.17 -0.04 -0.13 0.08 -0.1 0.18 -0.05 -0.11 1 

WDI: World Development Indicator, World Bank 

IMF: International Financial Statistics, IMF 
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Appendix to Chapter 2 

 

Table-Apx 2-1 List of the Retailers used in the study 

No. Origin Retailer (CompuStat names) No. Origin Retailer  

1 Australia WOOLWORTHS LTD 17 US ADVANCE AUTO PARTS 

INC 

2 Belgium DELHAIZE GROUP - ETS 

DLHZ 

18 US AMAZON INC 

3 France CARREFOUR 

SUPERMARCHE 

19 US AUTOZONE INC 

4 France CASINO GUICHARD-

PERRACHON SA 

20 US BED BATH & BEYOND INC 

5 Germany METRO AG 21 US BEST BUY CO INC 

6 Netherlands KONINKLIJKE AHOLD NV 22 US BIG LOTS INC 

7 Portugal SONAE SGPS SA 23 US COSTCO WHOLESALE 

CORP 

   24 US CVS CAREMARK CORP 

   25 US FOOT LOCKER INC 

8 Japan AEON CO LTD 

9 Japan FAST RETAILING CO LTD 26 US LOWE'S COMPANIES INC 

10 Japan HEIWADO CO LTD 27 US OFFICE DEPOT INC 

11 Japan ISETAN MITSUKOSHI HOLD 28 US OFFICEMAX INC 

12 Japan IZUMIYA CO LTD 29 US PETSMART INC 

13 Japan MARUI GROUP CO LTD 30 US RADIOSHACK CORP 

14 Japan TAKASHIMAYA CO LTD 31 US  SAFEWAY INC 

15 Japan YAMADA DENKI CO LTD 32  US STAPLES INC 

   33 US WALGREEN CO 

16 Mexico GRUPO GIGANTE SAB 34 US WAL-MART INC 

   35 US WHOLE FOODS MARKET  
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Appendix to Chapter 3 

 

Table-Apx 3-1 List of the 164 Retailers included in the sample, grouped by their specialization. 

Specialty  Name  Data Availability 

Apparel/Footwear and Department Store 2002 2005 2008 2011 2013 

1 ABERCROMBIE & FITCH  -CL A  x x x x 

2 BURLINGTON COAT FACTORY INVS x     

3 CHARMING SHOPPES INC x x    

4 COACH INC    x x 

5 FAST RETAILING CO LTD x x x x  

6 FOOT LOCKER INC x x x x x 

7 GAP INC x x    

8 HENNES & MAURITZ AB x     

9 LVMH MOET HENNESSY L VUITTON x x    

10 NEIMAN MARCUS INC x x    

11 ROSS STORES INC x x x x x 

12 SHIMAMURA CO LTD  x x x x 

13 DAIEI INC x     

14 DEBENHAMS PLC x x    

15 DILLARDS INC  -CL A x x x x x 

16 EL PUERTO DE LIVERPOOL SA  x x x  

17 FEDERATED NATIONAL HLDG CO x     

18 H2O RETAILING CORP     x 

19 HANKYU HANSHIN HLDGS INC x     

20 ISETAN MITSUKOSHI HOLDINGS x x   x 

21 KINTETSU DEPARTMENT STORE CO x x    

22 KOHL'S CORP x x  x x 

23 KONINKLIJKE VENDEX KBB x     

24 MACY'S INC   x x x 

25 MARUI GROUP CO LTD x  x x x 

26 MATSUZAKAYA HLDGS CO LTD x     

27 MAY DEPARTMENT STORES CO x     

28 NORDSTROM INC x x x x x 

29 PENNEY (J C) CO x     

30 SAKS INC x x    

31 SEARS HOLDINGS CORP  x x x x 

32 SEIBU ELECTRIC & MACHINERY x     

33 TAKASHIMAYA CO LTD x x x x x 

34 TARGET CORP x x x x x 

35 TJX COMPANIES INC x x    

36 TOKYU CORP  x x x x 

37 TOKYU DEPARTMENT STORE CO x     

Auto      

38 ADVANCE AUTO PARTS INC x x x x x 
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39 AUTOZONE INC x x x x x 

40 CIRCUIT CITY STORES INC x x    

41 O'REILLY AUTOMOTIVE INC   x x x 

Food, Convenience, Discount Store      

42 COMPASS GROUP PLC x     

43 DARDEN RESTAURANTS INC x     

44 MCDONALD'S CORP x     

45 SKYLARK CO LTD x     

46 STARBUCKS CORP x     

47 CASEYS GENERAL STORES INC  x x x  

48 CP ALL PCL   x x x 

49 EAST JAPAN RAILWAY CO  x x x x 

50 FAMILY MART CO LTD    x  

51 ITO-YOKADO CO LTD x     

52 LAWSON INC    x x 

53 SAFEWAY PLC x     

54 SAINSBURY (J) PLC x     

55 SEVEN & I HOLDINGS CO LTD    x x 

56 SOMERFIELD PLC x     

57 UNY GROUP HOLDINGS CO LTD x     

58 BIG LOTS INC x x x x x 

59 BIM BIRLESIK MAGAZALAR   x x x 

60 DOLLAR GENERAL CORP x x  x x 

61 DOLLAR TREE INC  x x x x 

62 DON QUIJOTE HOLDINGS CO LTD   x x x 

63 FAMILY DOLLAR STORES x x x x x 

64 JERONIMO MARTINS SGPS SA  x x x  

65 LOJAS AMERICANAS   x x x 

66 SHOPKO STORES INC x     

E-commerce      

67 AMAZON.COM INC x x x x x 

68 BERTELSMANN SE & CO KGAA x x    

69 COMCAST CORP x     

70 DELL INC x x x x  

71 LAGARDERE (GROUPE)   x x  

72 LIBERTY MEDIA  x x x x 

Electronics and Home Improvement      

73 APPLE INC   x x x 

74 BEST BUY CO INC x x x x x 

75 BIC CAMERA INC  x x x x 

76 DIXONS RETAIL PLC x     

77 EDION CORP   x x x 

78 GAMESTOP CORP  x x x x 

79 JOSHIN DENKI CO LTD  x x x x 

80 KOJIMA CO LTD x x x x  

81 K'S HOLDINGS CORP   x x x 
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82 RADIOSHACK CORP x x x x  

83 SUNING COMMERCE GROUP CO LTD   x x x 

84 YAMADA DENKI CO LTD x x x x  

85 BED BATH & BEYOND INC x x x x x 

86 HOME DEPOT INC x x    

87 HORNBACH HOLDING AG    x x 

88 HORNBACH-BAUMARKT AG  x x   

89 KOMERI CO LTD    x  

90 KOMORI CORP    x  

91 LOWE'S COMPANIES INC x x x x x 

92 PRAKTIKER AG    x  

93 SACI FALABELLA  x x x x 

Hypermarket/Supercenter/Superstore      

94 AEON CO LTD x x x x x 

95 BJ'S WHOLESALE CLUB INC x x x   

96 CARREFOUR SUPERMARCHE SA x x x x x 

97 CASINO GUICHARD-PERRACHON SA  x x x x 

98 CHINA RESOURCES ENTERPRISES   x x  

99 COLES GROUP LTD x x    

100 COLRUYT SA x     

101 CONTROLADORA COMERCIAL MEX x x x x  

102 COSTCO WHOLESALE CORP x x x x x 

103 FOODLAND ASSOCIATED LTD x     

104 FUJI CO LTD (CHAIN STORE)  x  x  

105 GALERIES LAFAYETTE SA x     

106 GRUPO COMMERCIAL CHEDRAUI SA    x  

107 HEIWADO CO LTD x x x x x 

108 IZUMI CO LTD x  x x x 

109 IZUMIYA CO LTD x x x x  

110 JOHN LEWIS OF HUNGERFORD PLC x x    

111 KESKO OYJ x x    

112 METRO AG x x x x x 

113 ORGANIZACION SORIANA SA DE C x x x x  

114 SHINSEGAE CO LTD x x    

115 SONAE SGPS SA x   x x 

116 TESCO PLC x x    

117 WAL-MART STORES INC x x x x x 

Other Specialty      

118 BARNES & NOBLE INC x x x x x 

119 BEST DENKI CO LTD x x x   

120 BORDERS GROUP INC x x x   

121 DOUGLAS HOLDING AG  x x x  

122 KINGFISHER PLC x x    

123 LUXOTTICA GROUP SPA  x x   

124 MICHAELS STORES INC x x    

125 NITORI HOLDINGS CO LTD    x  
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126 OFFICE DEPOT INC x x x x x 

127 OFFICEMAX INC x x x x  

128 PETSMART INC x x x x  

129 SHERWIN-WILLIAMS CO x x    

130 SIGNET JEWELERS LTD    x x 

131 STAPLES INC x x x x x 

132 TOYS R US INC x     

133 TRACTOR SUPPLY CO    x x 

134 WILLIAMS-SONOMA INC  x x x x 

135 ALLIANCE BOOTS PLC    x x 

136 CELESIO AG  x x x x 

137 CVS CAREMARK CORP x x x x x 

138 MATSUMOTO YUSHI SEIYAKU CO   x   

139 MATSUMOTOKIYOSHI HLDGS CO  x x x  

140 RITE AID CORP x x x x x 

141 SUGI HOLDINGS CO LTD    x  

142 SUNDRUG CO LTD    x  

143 TSURUHA HOLDINGS INC    x x 

144 WALGREEN CO x x x x x 

Supermarket      

145 ALBERTSON'S INC x     

146 AXFOOD AB  x x x x 

147 CENCOSUD SA  x x x x 

148 DELHAIZE GROUP - ETS DLHZ FR x x x x x 

149 GRUPO GIGANTE SAB x x    

150 GRUPO URALITA SA    x  

151 KONINKLIJKE AHOLD NV  x x x x 

152 KROGER CO x x    

153 MARUETSU INC x     

154 MORRISON (WM) SUPERMARKETS x     

155 PATHMARK STORES INC x     

156 POSLOVNI SISTEM MERCATOR   x x  

157 SAFEWAY INC x x x x x 

158 SUPERVALU INC x x x x x 

159 VALOR CO LTD   x x x 

160 VALUE HR CO LTD    x  

161 WESFARMERS LTD   x x x 

162 WHOLE FOODS MARKET INC x x x x x 

163 WINN-DIXIE STORES INC x x x   

164 WOOLWORTHS LTD  x x x x 

 

 


