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ARTICLE INFO ABSTRACT

This study looks at the geographic distance that multinational enterprises add beyond the confines of their
existing country network when they expand internationally. It remains unclear why we observe great variation
in the amounts of geographic distance that firms add to their country networks even when they operate in similar
industries and face comparable challenges in overcoming physical distance. Drawing on experiential learning
theories and the literature on subsidiary network management, I argue that it is important to consider their
geographic expansion decisions in relation to the firm-level spatial dispersion of country networks and the size of
that network. Using Tobit models to analyse panel data that capture the expansion patterns of 217 large retailers
from 26 countries over a seven year period, this study reveals that such firms add higher levels of geographic
distance when they have experience in dealing with large networks and greater degrees of dispersion, but limit
the distance added when both of these network characteristics need to be combined. The important finding that
spatial network dispersion has divergent effects on added geographic distance, dependent on whether it is
considered in isolation or together with network size, sheds interesting new light on firms’ international ex-
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pansion decisions, and informs IB scholars as well as economic geographers.

1. Introduction

International business (IB) scholars continue to be especially inter-
ested in distance as an important antecedent of firms’ inter-
nationalization decisions and their foreign performance (Ghemawat,
2001; Ojala, 2015), despite often vocal criticism of the construct and its
measurement (Drogendijk & Slangen, 2006; Zaheer, Schomaker, &
Nachum, 2012). Some of that criticism was addressed by the in-
troduction of a new concept, added distance, when it was argued that
home-host country distance may not always be the most relevant aspect
of distance to consider (Hendriks, Slangen, & Heugens, 2018;
Hutzschenreuter & Voll, 2008; Jain, Pangarkar, Yuan, & Kumar, 2019),
as the portfolio of a multinational enterprise’s (MNE) operating loca-
tions matters (De Jong & Van Houten, 2014; Jimenez, 2010).

Added distance can be seen as the difference between the para-
meters of the country into which an MNE expands and the parameters
of the closest country already in that MNE’s portfolio (Hutzschenreuter
& Voll, 2008). This idea allows for conceptualization with respect to
distance that is added to an existing network of subsidiaries as opposed
to only considering the dyadic distance between the home and new host
country when firms expand internationally (Hutzschenreuter, Voll, &
Verbeke, 2011). Such a conceptualization may be more relevant as
newly established subsidiaries often source from the nearest affiliate,
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learn from them, and receive knowledge and inputs from regional
headquarters and proximate subsidiaries rather than from the firm’s
distant home country (Hutzschenreuter, Kleindienst, & Lange, 2014).
The nearest subsidiaries may thus provide substantial benefits to newly
established subsidiaries, because of their relative proximity (Schu &
Morschett, 2017; Hutzschenreuter & Horstkotte, 2013).

After having taken such benefits of proximity in consideration, it
remains unclear, however, why we observe a relatively large variation
in the added distance taken on by firms in studies such as those per-
formed by Hutzschenreuter & Voll, 2008, 2011, 2014) and Schu and
Morschett (2017). That is, some companies are observed to add rela-
tively small amounts of distance to their portfolio, while others take
much greater expansion steps. That holds true even when the proximity
benefits considered are relatively uniform for companies, as may be
expected in the case of added geographic distance, given that firms face
similar challenges in overcoming physical distance (Hutzschenreuter
et al., 2014; Schu & Morschett, 2017). What factors then explain dif-
ferences in firms’ capacity or their willingness to add geographic dis-
tance to their existing network of subsidiaries?

In order to find answers to that question, it is important to recognize
the spatial configuration of the MNE’s network, as it likely affects the
distance that firms opt to add to that network (De Jong, Binh Phan, &
Van Ees, 2011; Kafouros & Wang, 2015). This study constructs a spatial
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Fig. 1. The measurement of distance in a firm’s country network: home-host country distance (A), added distance (B) and the context of spatial dispersion (C).

dispersion measure of an MNE’s portfolio of country subsidiaries to
better account for a firm’s spatial characteristics when studying added
geographic distance decisions. That is, the spatial dispersion of a firm’s
country network is expected to have an important bearing on the
geographic distance that an MNE chooses to add when expanding in-
ternationally, in conjunction with another important network char-
acteristic, namely its size.

This study chooses the retail industry as its empirical context to
analyze firms’ geographic expansion decisions. Many prior studies have
stressed the importance of location and space for retail firms, as they
are often both territorially embedded (Wrigley, Coe, & Currah, 2005,
(Wood & Reynolds, 2014)) as well as internationally highly diversified
(Dawson, 2007; Mohr & Batsakis, 2018), thereby incurring important
geography-related costs across space when managing their interna-
tional network of subsidiaries (Coe & Hess, 2005; Coe & Wrigley, 2007).
A panel data analysis of the expansion patterns of 217 large retailers
from 26 countries over a seven year period lends support to hypotheses
which predicted that network size and its spatial dispersion both in-
dividually lead a firm to make larger geographic expansion steps.
However, if a network is both large and spatially dispersed, complex-
ities regarding the management of it imply that firms limit the geo-
graphic distance they add when they expand internationally.

This study aims to contribute to both the IB and economic geo-
graphy literature in at least two ways. First, the important finding that
spatial network dispersion has divergent effects on added geographic
distance, dependent on whether it is considered in isolation or together
with network size, sheds interesting new light on the ways in which
firms expand across geographic space. In both literatures, geographic
distance has been studied in relation to many different outcomes, in-
cluding the rate of firms’ international expansion (Ellis, 2007), and their
foreign market selection decisions (Blanc-Brude, Cookson, Piesse, &
Strange, 2014; Magnani, Zucchella, & Floriani, 2018). This study in-
dicates, however, that it is important to consider the geographic con-
figuration of a firm’s network, which determines how much distance
they are willing or able to incur, and thus how much distance they self-
select, in the first place. As such, scholars may have either over- or
underestimated the strength of the effect of geographic distance by
omitting that geographic network configuration from a first-stage re-
gression (cf. Hendriks et al., 2018). Second, having put the concept of
added geographic distance at the centre of inquiry, this study aims to
contribute to recent efforts aimed at creating a greater dialogue be-
tween IB and economic geography scholars, as exchanges have been
modest despite common interests (Buckley & Ghauri, 2004; McCann,
2011). This study thereby follows up on calls made by Beugelsdijk,

McCann, and Mudambi (2010) and Fuller and Phelps (2018), by en-
couraging scholars to examine distance in relation to the spatial orga-
nization of the MNE. The findings of this paper imply that the geo-
graphic configuration of a firm’s network, and particularly its spatial
dispersion, has a larger bearing on individual events of inter-
nationalization than often accounted for IB studies, adding to recent
studies which emphasize that configuration’s importance (Jiang,
Holburn, & Beamish, 2016; Kafouros & Wang, 2015; Kafouros, Wang,
Mavroudi, Hong, & Katsikeas, 2018).

2. Theory and hypotheses
2.1. Spatial dispersion of networks and added distance

To date, few papers have specifically studied the geographic dis-
tance that firms add to their network of subsidiaries during interna-
tional expansion (Hutzschenreuter et al., 2014; Schu & Morschett,
2017). However, the studies that do may have overlooked the spatial
configuration of the firm’s subsidiary network. As Fig. 1 suggests, the
added geographic distance associated with a specific international ex-
pansion decision may be experienced differently by some firms com-
pared to others.

The three scenarios depicted in Fig. 1 show three elements: (1) a
firm’s headquarters as colored circles, (2) its existing network of
countries represented by circles without fill, and (3) a new host country
that is entered, depicted as dotted circles. Scenario A shows the distance
measure most frequently adopted by IB studies, namely home-host
country distance. In certain cases this may not be the most relevant
aspect of distance to consider, as for example knowledge, resources or
goods can be leveraged or transported from the nearest existing sub-
sidiary in the firm’s network (Hutzschenreuter & Voll, 2008;
Hutzschenreuter et al., 2014). Hence, the added distance as incurred by
firms may be a conceptually more valid representation of the com-
plexities that firms experience because of distance. Although scholars
have argued this to be the case for the cultural dimension of distance
(Hendriks et al., 2018), it may paint an incomplete picture when other
dimensions are considered. In terms of added geographic distance, that
is, the novel conceptualization may fail to do justice to a firm’s con-
figuration across space and the extent to which this firm has put
(managerial) structures in place to overcome distance-related problems.
Scenario C shows a firm with a spatially more dispersed network of
countries than the firm in scenario B. Although extant added distance
studies would assume that the expansion move to a new country is
equally burdensome for both firms, Fig. 1 suggests that there are
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reasons to believe that this may not be the case. That is, firms likely
experience distance in different ways, in no small part due to the or-
ganizational configuration of their network across space (Dellestrand &
Kappen, 2012; Jiang et al., 2016). Specifically, for networks with
greater distance between subsidiaries, which implies that the nearest
entities are relatively less proximate, firms likely rely on two coping
strategies to manage distance in that network: (1) individual sub-
sidiaries turn to sources other than proximate entities for resources, and
(2) such subsidiaries become more locally embedded and put structures
in place to facilitate that embeddedness.

First, when the geographic distance is greater between entities in a
firm’s network, it is more difficult for individual subsidiaries to obtain
resources from the nearest locations in that network. Added distance
studies indicate that such resources include knowledge, directions, and
crucially, inputs for production processes as well as completed products
(Hutzschenreuter et al., 2014; Jain et al., 2019). Greater distance to
nearby entities likely makes it difficult for subsidiaries to engage in
face-to-face knowledge exchange, and it complicates travel for their
employees. In cases of geographic isolation, subsidiaries are then seen
to revert to local resource suppliers, as such isolation impedes the flow
of knowledge to and from other parts in the firm’s country network
(Harzing & Noorderhaven, 2006; Klopf & Nell, 2018). In a similar vein,
the shipping of goods and inputs is both more costly and more time-
consuming (Lorentz, Kumar, & Srai, 2018). Especially in an industry
such as retailing, where collective sourcing often is important, distance
makes it more difficult for firms to set up centralized distribution
centres from which goods are shipped to various countries, as the lo-
gistics costs are often high and foodstuffs may perish (Coe & Hess,
2005). As such, subsidiaries are likely to turn to other sources for their
critical resources, and do not necessarily rely on nearby entities in a
firm’s network such as assumed in some added distance studies. For
example, geographically more isolated subsidiaries will draw more
readily on knowledge that originated in the host country rather than on
information sent from nearby parts in the corporate network (Frost,
2001). Similarly, relatively isolated subsidiaries of retail firms typically
become more locally embedded as they source in host countries and
adapt their offering and marketing activities to local needs and de-
mands (Coe & Lee, 2013; Wood, Coe, & Wrigley, 2016).

Secondly, subsidiaries in spatially dispersed networks likely rely to a
lesser extent on other nearby entities for resources, but for the in-
formation and inputs that do need to be provided, facilitating structures
and procedures are put in place. Such measures allow these subsidiaries
to better deal with the adverse effects of distance and may be aimed at
channeling communication efforts and ensuring an effective transfer of
instructions and knowledge (Ghoshal & Bartlett, 1990). Frequently used
structures include global virtual teams (Maznevski & Chudoba, 2000),
which complement such procedures as sending managers on interna-
tional assignments (Reiche, Harzing, & Kraimer, 2009). Global virtual
teams may help a firm to bridge space through routinized interactions
of its members who rely on advanced communication systems. In a
similar vein, international assignees may act as boundary-spanners
between different organizational units, thereby tying social capital and
resources (Reiche et al., 2009). When firms manage a spatially dis-
persed network, it is likely that they make more intensive use of such
structures and procedures, as they view their network as an inter-
organizational system rather than one large organization (Ghoshal &
Bartlett, 1990). As for the structures and procedures to be put in place
to facilitate the transfer of inputs, components and completed goods,
firms may rely on a number of measures. In support of such transfers,
they tend to implement planning optimization procedures aimed at
reducing the number of shipments, as well as improve forecasting
systems, and centralize the procurement of logistics services (Ghauri,
Tarnovskaya, & Elg, 2008; Jia, Lamming, Sartor, Orzes, & Nassimbeni,
2014).

With such procedures in place, it is likely that firms which operate a
spatially dispersed network are in a better position to manage distance-
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related problems, and are more inclined to take on greater amounts of
distance during subsequent international expansion. That is, given the
built-up experience and the supportive formal arrangements that are in
place, firms with spatially dispersed networks are likely to have sub-
stantial knowledge about how to best deal with distance in an inter-
organizational system, which likely leads them to incur higher levels of
additional geographic distance at the time of the next foreign entry
(Frasquet, Dawson, Calderon, & Fayos, 2018). Local sourcing and the
implementation of supportive structures and procedures are then part
of a strategy that firms develop to make best use of geographically more
dispersed networks. Experience with such a strategy, and thus with
managing locally embedded subsidiaries, will likely lead firms to learn
how to coordinate their spatially dispersed network of subsidiaries
more effectively (Ghoshal & Bartlett, 1990). These experiences com-
bined likely leave a firm more confident when it comes to adding
greater amounts of distance at subsequent events of internationaliza-
tion. In other words:

Hypothesis 1. The more a firm’s country network is spatially dispersed, the
more geographic distance it adds to its network when expanding
internationally.

2.2. Size of country networks and added distance

Other characteristics of a firm’s network likely matter for geo-
graphic expansion steps too, in addition to that network’s spatial dis-
persion. Studies in the field of IB have suggested that firms overcome
the difficulties of taking larger expansion steps through experience
((Barkema & Drogendijk, 2007); (Johanson & Vahlne, 1977)). Firms can
be seen as learning how to manage distance in their network as they
build up valuable internationalization knowledge by adding more
countries to that network (Eriksson, Johanson, Majkgard, & Deo
Sharma, 1997; Kogut & Zander, 1993). This is because they develop
what has been described as higher-order advantages through repeated
experience with applying, leveraging, and melding knowledge across
country borders (Verbeke & Brugman, 2009). That is, when entering
foreign countries, MNEs recombine their firm-specific advantages
(FSAs) with the country-specific advantages (CSAs) of the host country
in order to successfully enter that market (Verbeke & Kano, 2016).
When performing multiple such entries at different stages in time, firms
likely learn how to best recombine FSAs and CSAs, and effectively make
new FSAs that encompass such internationalization knowledge (De
Vasconcellos, Garrido, & Parente, 2019; Riviere, Suder, & Bass, 2018).
Firms which operate in a larger amount of countries thereby draw more
easily from experiences elsewhere, are able to recombine more diverse
knowledge, and typically rely on more effective structures in support of
network management (Rugman & Verbeke, 2001; (Currah & Wrigley,
2004); Dau, 2013, 2016).

The cumulative internationalization knowledge that firms build up
by expanding their network of countries likely makes them more con-
fident to add geographically more remote subsidiaries to that network.
Such new country subsidiaries may act more independently as firms
build on their experience with setting up local supply chains and with
adapting to local market conditions in other countries. As a con-
sequence, firms that have successfully digested past internationaliza-
tion efforts are likely more willing to take on higher degrees of distance
at the time of the next expansion move. I therefore expect that:

Hypothesis 2. The greater the size of a firm’s country network, the more
geographic distance it adds to its network when expanding internationally.

2.3. How the spatial dispersion and size of a country network jointly shape
added distance

The combination of different network characteristics may present
the firm with complexities in terms of the management of that network.
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Specifically, combining a subsidiary network that is both spatially
dispersed and large in size likely presents a firm with several opera-
tional challenges that makes it more inclined to add relatively lower
levels of geographic distance to its network at the time of the next
foreign entry. Although greater spatial dispersion and a larger network
size may individually provide benefits of experience to a firm, allowing
it to add geographically more remote subsidiaries to its network, to-
gether they make high levels of added geographic distance more un-
likely, particularly because of the complexities associated with mana-
ging so-called multiple embeddedness. That is, firms which operate a
country subsidiary network need to find the right balance between the
internal embeddedness of these subsidiaries in the organization itself
and external embeddedness in local environments (Meyer, Mudambi, &
Narula, 2011; Yamin & Andersson, 2011). MNEs which manage a large
number of dispersed and relatively autonomous subsidiaries likely ex-
perience greater challenges as a result of imbalances, for example when
it is difficult to keep subsidiaries aligned in terms of the firm’s overall
strategy and when resources and experiences cannot be integrated be-
cause of information interpretation problems (Meyer et al., 2011).
Firms which aim to manage both a large and spatially dispersed net-
work of international operations are likely to encounter problems of
this kind, and especially two types in particular.

First, senior managers are likely presented with large amounts of
information that originated in different contextual settings. Whereas it
may still be manageable for a firm to share knowledge and experiences
in small but dispersed networks, in large such networks they likely face
the more difficult task of simultaneously bridging geographic remote-
ness and having to recombine and leverage inputs that originated in
wide variety of country settings (Beugelsdijk et al., 2010). This is pro-
blematic because senior managers need to deal with increasingly dis-
parate contextual information from lower-level managers about such
issues as market conditions, consumer preferences, growth rates, dis-
tribution channels and advertising activities. Information generated in
relatively remote subsidiaries will typically be harder for managers to
interpret, given their lack of embeddedness in the foreign environment
from which the information originates (Beugelsdijk, Nell, & Ambos,
2017; Ul Haq, Drogendijk, & Blankenburg Holm, 2017). In order to
accurately interpret information about a foreign context, managers ty-
pically need to be familiar with the intricacies of that context, such as
local consumer beliefs and customs, infrastructural challenges that may
hamper local distribution, and local supplier practices. They usually
need to be able to look beyond the hard data provided to them by
lower-level managers in order to fully understand the consequences of
these data for local operations and the realization of synergies with
operations in other countries. Moreover, because they are usually
firmly embedded in the local context, local managers may also take
certain pieces of information for granted and therefore omit them from
communication with parent executives (Andersson & Forsgren, 1996;
Garcia-Pont, Canales, & Noboa, 2009).

Second, tactics aimed at alleviating monitoring concerns, such as
travel and frequent communication, are hindered by distance between
(regional) headquarters and the subsidiaries, more so if many of them
need to be brought under central management’s control. This is because
of a scarcity of resources that affects the firm in at least three ways.
Specifically, firms need to manage problems of attention allocation,
constraints with respect to communication and travel, as well as the
opportunity costs of time.

As for that first type of resource scarcity, attention allocation con-
straints, a firm’s senior management only has a limited supply of
available attention at their disposal, and such limits become more ap-
parent when they manage larger and more dispersed networks of sub-
sidiaries (Bouquet, Morrison, & Birkinshaw, 2009). That is, managerial
time and attention can be seen as scarce resources for which sub-
sidiaries compete (Bouquet & Birkinshaw, 2008). Whereas a bigger
network simply means that more subsidiaries compete for those scarce
resources, larger distances between subsidiaries in that network likely
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require greater efforts from senior managers to coordinate the affiliates
effectively, further intensifying attention allocation problems. As such,
a network that is both spatially dispersed and large in size may be more
difficult to monitor, thereby running the risk that information asym-
metries will be utilized (Benito, Lunnan, & Tomassen, 2011; Dellestrand
& Kappen, 2012). Managers in subsidiaries may pursue their own tar-
gets more readily when the corporate headquarters are distant, and
especially when they are left with considerable autonomy (Mudambi &
Navarra, 2004).

Communication, as the second area where resources may be con-
strained, is rendered more difficult by spatial dispersion between en-
tities in a firm’s network, particularly so when a large number of such
entities need to coordinate activities with one another (Ambos &
Ambos, 2009; Beugelsdijk et al., 2010). Given the frequency with which
each entity, whether a subsidiary or the corporate headquarters, en-
gages in communication with other entities inside a corporate system
(Baaij & Slangen, 2013), a large and dispersed network implies that
greater costs are made to set up and run more complex communication
systems. Moreover, operations across larger amounts of time zones may
further obstruct such communication (Baaij & Slangen, 2013). In ad-
dition to the communication difficulties that distance in a network in-
troduces, travel costs are similarly expected to increase when that
network is larger and more dispersed. That is, geographic dispersion
likely makes it more difficult to bring multinational teams together
(Joshi, Labianca, & Caligiuri, 2002), and both the time and money spent
on travel are expected to rise substantially for higher average amounts
of distance in the network, thereby increasing the opportunity costs of
travel (Benito et al., 2011).

As for the third type of resource scarcity, the opportunity costs of
time, firms need to be able to appropriate returns to local knowledge in
a timely manner (McCann, 2011). When their managers are pressed for
time, which likely is the case when a spatially dispersed and large
network needs to be coordinated, it may prove to be difficult for a firm
to reap full benefits of local knowledge.

Smaller geographic expansion steps may then be preferred which
will allow managers to make better use of time as a scarce resource.
Overall, both problems associated with managing a simultaneously
large and spatially dispersed network of international operations likely
make senior managers more inclined to limit the amount of distance
that is added to that network to keep these problems in check. It is
therefore expected that:

Hypothesis 3. The combination of greater spatial dispersion and larger size
of a country network will limit the geographic distance that a firm adds as it
expands internationally.

3. Methodology
3.1. Empirical setting

The empirical analysis of MNEs’ geographic expansion steps is set in
the retail industry for three main reasons. First, retailers have expanded
abroad rapidly over the last two decades, whereby larger such firms in
particular have set up or acquired operations in many countries,
sometimes on multiple continents (Dawson, 2007; Mohr & Batsakis,
2018). Second, location, space and distance play an integral role for
retailers in their international operations (Coe & Wrigley, 2007;
Wrigley et al., 2005). Although certain products are sourced locally,
retailers typically rely on regional procurement and an efficient logis-
tics network to distribute their products between adjacent subsidiaries
(Tokatli, 2008, Coe & Hess, 2005), rendering the concept of added
geographic distance all the more relevant. Third, as most international
expansion moves can be categorized as primarily market-seeking in the
quest for sales growth (Dawson, 2001; Mohr & Batsakis, 2017), sub-
sidiaries from different retailers are expected to play a relatively similar
role within their respective firm network.
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3.2. Data sources

Data on firms’ internationalization patterns and their network
composition were retrieved from Deloitte’s “Global Powers of
Retailing” reports, which list the Top 250 of global retailers on an an-
nual basis. The reports from 2002 to 2009 provided information about
the expansion moves undertaken by retailers over the 2000-2007
period. That is, Deloitte’s reports list for each of the retailers in which
countries they were active in a given year, so that a year-by-year
comparison of these reports provided information on their annual
country entry and exit behavior. As some retailers did not feature in all
of the report’s issues, due to bankruptcies, mergers and changes in size,
a total of 1,036 firm-year observations was analyzed." The Deloitte
reports provided other firm-specific information, in addition to data on
the composition of retailers’ country networks. Specifically, they list the
types of retail formats offered by firms out of a total of 13 different
formats, as well as the dominant format used by these companies. In
addition, financial information is provided for each retailer, including
their turnover, the amount of sales, and net profit. Retailers’ annual
reports and their corporate websites were consulted for information on
the year in which the company was founded, to establish their age in
years. As the retailers in the sample have internationalized from 26
different home countries, I controlled for characteristics of these
countries. Data on retail sales growth in firms’ home countries were
retrieved from Euromonitor’s Passport GMID database. World Bank’s
Development Indicators database provided information on the GDP per
capita in the home country, as well as that country’s rule-of-law score.
Lastly, UNCTAD’s International Investment database gave information
on the number of bilateral investment treaties (BITs) the retailer’s home
country had in place with other countries.

3.3. Dependent and independent variables

The dependent variable in this study is added geographic distance.
Following the two recent studies that have specifically looked at this
concept (Hutzschenreuter et al., 2014; Schu & Morschett, 2017), it is
operationalized by selecting the smallest distance from all geographic
distances between a new host country and all other countries in the
firm's network by using the great circle formula. The calculated geo-
graphic distance between all country pairs is based on the geographic
coordinates of the city where headquarters or subsidiaries were regis-
tered (e.g. Hakanson & Ambos, 2010), thereby drawing on the CEPIL
distance database (Mayer & Zignano, 2011). In line with prior studies,
the added distance is summed when firms enter two or more countries
in a given year, to account for the complexities associated with ex-
ecuting multiple expansion projects in the same time period (Hendriks
et al., 2018; Hutzschenreuter et al., 2011).

Country network size was measured by the number of countries in
which a firm had operations in year,;, in line with many studies of
international business (e.g., Barkema & Vermeulen, 1998; Tallman & Li,
1996; Barkema and Drogendijk, 2007). Data on the number of countries
in which the firm operates have been retrieved from Deloitte’s annual
“Global Powers of Retailing” report.

Inspired by IB and economic geography studies that look at geo-
graphic concentration, either in relation to industries (Marcon & Puech,
2010), employment (Wéjcik & MacDonald-Korth, 2015) or economic
activities in regions (Arregle, Beamish, & Hébert, 2009; Kandogan,
2014), this study developed a spatial dispersion measure of a firm’s
country network. It is measured as the average geographic distance

! The sample firms’ home countries are, in decreasing order of observations:
United States, Japan, United Kingdom, Germany, Canada, France, Spain,
Mexico, Sweden, Australia, South Africa, Netherlands, Switzerland, South
Korea, Belgium, Portugal, Finland, Brazil, Italy, Chile, Norway, Denmark,
Ireland, China, Russia, and Turkey.
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between all of the entities in the firm’s portfolio, including the corpo-
rate headquarters and all host country subsidiaries in year, ;. Similar to
the added distance measure, the main source of data is CEPII’s distance
database (Mayer & Zignano, 2011).

3.4. Control variables

To rule out that alternative explanations apply to my findings, this
study controls for several firm-specific as well as industry- and country-
level factors. Firm size is taken into account as larger firms may digest
larger steps more easily, or could operate bigger networks on average
already. It is measured by the firm’s annual amount of total sales (e.g.,
Lu & Beamish, 2004), which is taken from Deloitte’s “Global Powers of
Retailing” report. Firms characterized by higher degrees of product di-
versification may experience difficulties in combining this form of di-
versity with international diversification (Hitt, Hoskisson, & Kim,
1997), so that I control for this by entering in my models the number of
different retail formats adopted by a firm (Gonzalez-Benito, Munoz-
Gallego, & Kopalle, 2005). Retail firms that successfully combine in-
ternational diversification with product diversification seem to be rare,
and they typically choose to either roll out a greater number of formats
over a given timeframe, or expand to a greater number of countries
(Dawson, 2007). Greater product diversification may therefore limit the
capacity of these firms to add geographic distance to their network.
Information on the amount of retail formats operated by a firm is also
taken from the Deloitte reports. According to these reports, firms may
operate thirteen different formats, among which the supermarket, cash-
and-carry, department store and electronics store format. Firm profit-
ability may indicate that the MNEs have more financial slack available
to finance larger expansion moves. I thus enter a firm’s return-on-sales,
or net profit divided by total sales, in my models (e.g., Trevino &
Grosse, 2002). Furthermore, I control for brand value, as it could allow
a firm to take on higher levels of distance during expansion. Brand
value is measured by means of a dummy variable, based on whether the
firm is listed in any given annual edition of rankings published by In-
terbrand (Best 100 Global Brands) or BrandFinance (Best Global Retail
Brands)? (Johansson, Dimofte, & Mazvancheryl, 2012). I also control
for whether a firm is a large franchisor, as it could facilitate entry into a
country (Petersen & Welch, 2000). I base this measure on whether a
firm features in rankings of the largest 200 franchisors, published by
Franchise Times (Top 200 Global Franchises). For both the brand value
and franchising measures, a value of “1” indicates that the firm is in-
cluded in the rankings.

At the industry level, I control for a firm’s dominant retail segment, to
address possible differences in the way retailers approach new markets
(Leknes & Carr, 2004). As Deloitte’s “Global Powers of Retailing” also
list firms’ dominant operating formats, I use these reports to create four
categories: (1) grocery retailers, (2) department store and DIY retailers,
(3) high street retailers (e.g., electronics and apparel stores), and (4)
other specialty retailers. I also control for country-level differences,
because of the large number of home countries (26) in my dataset.
Firms may expand internationally more readily when retail sales growth
in the home country is stagnant (Dawson, 2007), or when demand is
volatile (Alexander, 1990). I therefore take data from Euromonitor’s
Passport GMID database and enter the year-on-year retail sales growth
of a firm’s home country in my models. Demand volatility was measured
by taking the standard deviation of home-country retail sales over a
five-year period (cf. Ghosal & Loungani, 2000). This study also controls
for the level of economic development of the home country, measured by

2 BrandFinance provides more detailed information on a limited set of com-
panies. Findings are qualitatively similar in two subsample analyses involving
50 companies from my dataset for which more information is available. Brand
value is measured by the amount value in millions of USD in one analysis, and
by a rank order in the other.
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the GDP per capita, as well as for the development of legal institutions,
which is operationalized by the home country’s score on World Bank’s
rule-of-law indicator (Liu, Feils, & Scholnick, 2011). Next to demand
volatility, other types of home country uncertainty may affect (the
probability of) expansion moves (Grosse & Trevino, 1996). I control for
home-country political uncertainty by entering in my models the POLCON
I1I score of a firm’s home country, a frequently used country-level index
of political uncertainty in studies of international business (Henisz,
2000). Lastly, I control for the extent to which a home country facil-
itates foreign expansion by entering its number of BITs with other
countries (Egger & Pfaffermayr, 2004; Elkins, Guzman, & Simmons,
2006). This number was obtained from UNCTAD’s Database of Inter-
national Investment Agreements.

3.5. Estimation method

Tobit models were used to analyze the geographic expansion moves
of the firms in my sample. For most of the 217 retailers in my sample,
the Deloitte reports provided information for the full seven year period.
Some retailers internationalized more rapidly than others, thereby
performing more than one internationalization move, while many
others expanded to only one new country. Hence, a relatively large
share of firm-year observations takes the value of zero. In line with
other scholars who study international expansion while dealing with
the problem of left-censoring, I estimate random-effects Tobit models as
a remedy for this (Tobin, 1958; Fernandez & Nieto, 2006). Residual
analysis tests indicate that my models are not affected by non-normality
or heteroscedasticity (Chesher & Irish, 1987). Furthermore, all time-
varying independent and control variables were lagged by one year.

4. Results

Table 1 shows the descriptive statistics of my sample. The correla-
tion matrices and variance inflation factor (VIF) test scores do not
suggest that the models are affected by multicollinearity, as the highest
VIF is 3.9, well below the commonly accepted threshold of 10 that is
used to assess multicollinearity (Hair, Black, Babin, Anderson, &
Tatham, 2006). Table 2 shows the random-effects Tobit regression re-
sults. Model 1 only includes the control variables. The level of product
diversification is strongly and positively related to the geographic dis-
tance added by firms during expansion throughout all models. Fur-
thermore, more profitable firms take larger expansion steps in terms of
added geographic distance. Model 1 also shows that retailers which
frequently adopt franchising as a mode of entry are in better position to
add distance. Model 1 also indicates that there are important differ-
ences between firms in distinct segments of the retail industry, in line
with previous findings (Burt, Dawson, & Sparks, 2004; Leknes & Carr,
2004). That is, grocery retailers tend to add lower levels of geographic
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distance to their networks than all other types of retailers when they
expand internationally.

Model 2 introduces my first independent variable, the spatial dis-
persion of a firm’s country network, and can be used to test Hypothesis
1. This hypothesis suggested that firms with spatially more dispersed
networks tend to add greater amounts of geographic distance to that
network when expanding internationally. I find strong support for that
hypothesis (p < 0.001). Model 3 is used to test Hypothesis 2, which
stated that firms with larger country networks tend to add greater
amounts of geographic distance to that network when expanding in-
ternationally. This model also lends support to that hypothesized rela-
tion, as the country network size measure is strongly significant at the
p < 0.001 level. Both independent measures continue to be significant
in Model 4 when they are entered simultaneously, although at different
significance levels (at least p < 0.05). Model 5 is estimated to test the
interaction effect between both independent variables. As predicted by
hypothesis 3, the coefficient of this interaction is significantly negative
(p < 0.001). Figs. 2 and 3 are used to provide a better understanding of
the interaction effect between the size of a firm’s network and that
network’s spatial dispersion. In both figures one of these variables is
held constant at one and two standard deviations above and below the
mean. Both figures reveal the same trend in that firms limit adding
geographic distance when both network size and spatial dispersion are
greater, although the effect is stronger when the size of a firm’s country
network is held fixed. These graphs therefore provide support for this
study’s theoretical framework, as individually both of these network
characteristics seem to allow firms to add more distance, presumably
because MNEs set up structures to effectively deal with the size and
dispersion of their subsidiary networks. Complexities arise when MNEs
try to combine both of these characteristics when managing their
country networks, thereby leaving little room for them to add geo-
graphic distance.

4.1. Additional analyses

Several additional analyses were performed to establish the ro-
bustness of these findings. First, I reran the analyses by using Poisson
fixed effects models instead of the Tobit models that were used pre-
viously. Second, the spatial dispersion of a firm’s network was mea-
sured by the standard deviation of the geographic distance between all
country pairs in that network, rather than the average geographic dis-
tance between those pairs. Third, rather than consolidating the firms
into four broader categories to control for their dominant operating
format, and thus taking into account that they may operate highly re-
lated formats such as the supermarket and discount supermarket
format, I include dummy variables that correspond with the thirteen
different formats listed in Deloitte’s reports. Fourth, in addition to
controlling for whether firms are U.S. or Japanese retailers, I include

Table 1
Descriptive statistics and correlations.
Variable Mean S.D. 1 2 4 5 6 7 8 9 10 11 12
1. Added geographic distance 601.1 2048.1
2. Spatial dispersion of network 2366.2 2901.8 0.15
3. Country network size 4.61 7.86 0.22 0.16
4. Firm size 15613 28314 0.07 0.26 0.18
5. Firm profitability 2.89 4.05 0.10 0.09 0.13 0.01
6. Firm’s product diversification 2.64 2.03 0.04 0.16 0.13 0.21 —0.06
7. Firm is a large franchisor 0.04 0.19 0.16 0.27 0.23 0.11 0.00 0.10
8. Home country demand volatility 1746.7 785.6  0.05 0.05 0.14 0.11 0.10 -0.03 0.13
9. Home country policy uncertainty —0.44 0.09 —0.06 0.10 0.02 —-0.02 -0.14 0.26 0.01 —-0.11
10. Home country supportive investment policy 43.80 29.76 0.10 0.13 0.43 0.12 0.11 0.10 0.12 0.37 -0.16
11. Home country economic development 36459 8921 0.00 -0.06 -—0.07 0.12 -0.04 -0.26 -0.01 0.41 0.06 0.10
12. Home country institutional development 1.42 0.42 0.01 —0.02 0.06 0.11 -0.01 -0.10 -0.02 0.43 0.13 0.32 0.59
13. Home country retail sales growth 0.05 0.07 0.02 0.02 0.12 0.01 0.09 0.15 0.03 0.11 -0.11 0.23 -0.24 -0.08

Correlations greater than |0.06|are significant at p < 0.05, while those greater than |0.08| are significant at p < 0.01.
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Table 2
Random-effects Tobit regression analyses of added geographic distance.
Variables Model 1 Model 2 Model 3 Model 4 Model 5
Spatial dispersion of country network - 0.55 (0.18)** - 0.51 (0.23)* 0.40 (0.20)*
Country network size - - 0.87 (0.18)*** 0.83 (0.19)***
Spatial dispersion x Network size - - - -
Firm size 0.38 (0.17) 0.19 (0.15) 0.21 (0.15) 0.14 (0.14) 0.15 (0.13)
Firm profitability 0.43 (0.20)* 0.41 (0.19)* 0.39 (0.19)*
Firm’s degree of product diversification 0.80 (0.26)** 0.76 (0.25)"

Firm is a large franchisor

Firm is a department store retailer”
Firm is a high street retailer”

Firm is a specialty retailer”

Firm is a U.S. retailer 0.32 (0.42) 0.31 (0.41) 0.41 (0.41) 0.39 (0.39) 0.29 (0.38)
Firm is a Japanese retailer —0.20 (0.40) —0.38 (0.40) —0.15 (0.40) —0.28 (0.39) —0.42 (0.38)
Home country demand volatility 0.28 (0.21) 0.05 (0.21) 0.02 (0.21) 0.04 (0.21) 0.03 (0.21)
Home country policy uncertainty —0.09 (0.28) —0.16 (0.28) —0.34 (0.29) —0.25 (0.28) —0.22 (0.27)
Home country supportive investment policy 0.90 (0.35)** 0.72 (0.32)* 0.37 (0.33) 0.40 (0.31) 0.08 (0.32)
Home country economic development —0.00 (0.51) —0.35 (0.49) —0.33 (0.50) —0.31 (0.48) —0.06 (0.47)
Home country institutional development —0.21 (0.44) 0.11 (0.44) 0.19 (0.45) 0.13 (0.43) —0.06 (0.42)
Home country retail sales growth 0.09 (0.19) 0.03 (0.21) 0.00 (0.21) 0.02 (0.21) —0.02 (0.21)
Log likelihood —701.0 —657.4 —655.1 —646.5 —640.3
Likelihood ratio test — focal model vs. prior 87.2 91.9""P 17.1 12.4%*

Wald ? 67.2%%* 80. 85.7%** 98. 106.2%**

Intercept included but not presented in this table; Standard errors in parentheses; Number of observations: 1036 (851 left-censored, 185 uncensored).

& Reference category: grocery retailers.
b Compared to Model 1.

T p<o.l.

* p < 0.05.

** p < 0.01.

**% p < 0.001 (two-tailed).

Added Geographic Distance

Spatial dispersion of country network

== Small country network (1 SD below)
== Very small country network (2 SD below)

Large country network (1 SD above)
=>&=Very large country network (2 SD above)

Fig. 2. Interaction effect between the spatial dispersion of a firm’s country network and that network’s size (latter held fixed).

country dummies for all 26 countries represented in our sample. All of
these analyses generated results that were qualitatively very similar to
those from the main regression models.

Additionally, two further analyses were performed whereby I first
excluded the 10 percent smallest firms by country network size, after
which a second analysis was done on a sample that excluded the 10
percent largest firms. These analyses were done to explore whether the
findings continue to hold if my sample does not include firms with a
small international footprint, and when it excludes those with a
“global” reach, such as the French retailer Carrefour, which may have
more limited options to expand internationally. Again, these analyses
generated results that were highly similar to the main findings of this
study. This, however, may have been expected when we take into ac-
count that most MNEs are regional in nature (Rugman & Oh, 2010;

Rugman & Verbeke, 2004). That is, even the largest retailers generate a
large amount of their sales in their home region, operate mainly in
relatively nearby countries, and are thus expected to have a wide range
of options left when they opt to internationalize further (Rugman &
Girod, 2003)° .

5. Discussion
5.1. Findings, implications and contributions

The findings of this study highlight that it is important to consider

3 The results of all of these additional analyses are available from the author
upon request.
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7

Size of country network

=&—Low spatial dispersion (1 SD below)
== Very low spatial dispersion (2 SD below)

High spatial dispersion (1 SD above)
=>¢=Very high spatial dispersion (2 SD above)

Fig. 3. Interaction effect between a firm’s country network size and its spatial dispersion (latter held fixed).

the interplay between both the size and spatial dispersion of an MNE’s
country network when analyzing its international expansion decisions.
Although individually each of these network characteristics allow a
firm to incur more geographic distance at a given stage of inter-
nationalization, jointly they represent a constraint to the firm, resulting
in smaller steps at subsequent stages of expansion. Furthermore, this
study also reveals that those firms which frequently adopt franchising
as a mode of entry into a new country tend to take bigger steps in terms
of spatial network expansion. This also seems to hold for firms with
higher levels of product diversity and higher profitability. The findings
also indicate that differences exist within the retail industry itself, as
grocery retailers tend to add lower levels of geographic distance to their
networks than department store, specialty, and high street retailers.
This study contributes to both the IB as well as economic geography
literature in at least two ways. First, by considering added distance
rather than home-host country distance it contributes to the recent
literature stream that highlights the multi-faceted nature of distance,
and advocates moving away from seeing it as a purely dyadic re-
lationship (Beugelsdijk, Ambos, & Nell, 2018; Hutzschenreuter et al.,
2011). The effects of geographic distance have been widely studied in
various settings, including firms’ internationalization decisions (e.g.,
Ellis, 2007), headquarters-subsidiary relations (e.g., Baaij & Slangen,
2013), and knowledge flows in MNEs (e.g., Eriksson, 2011), whereby
the effects are often judged to be sizeable (Beugelsdijk et al., 2010;
Rodriguez-Pose, 2010). Moreover, the geographic distance that firms
add to their country network plays a central role in a number of key IB
debates, including discussions on the ‘global’ or ‘regional’ nature of
MNEs (Verbeke, Kano, & Yuan, 2016), deliberations on the manage-
ment and monitoring of (peripheral) subsidiaries (De Jong, Van Dut,
Jindra, & Marek, 2015), and those that scrutinize how MNEs organize
global supply chains (Mol, Van Tulder, & Beije, 2005). However, the
geographic distance to the home country is not always the most re-
levant aspect of distance to consider, as new subsidiaries can source
from the nearest affiliate and can be coordinated by regional and spa-
tially disaggregated headquarters (Baaij & Slangen, 2013; Valentino,
Schmitt, Koch, & Nell, 2019). Hence, the consideration of home-host
country distance in empirical models could have generated findings
that do not accurately reflect how firms actually manage their net-
works. The findings of this study may inspire scholars to re-examine
existing conceptualisations of that network in both the IB and economic
geography literature. In both fields, scholars tend to emphasize the
centre point of a network, whether it relates to the MNE as a lead firm
in global production networks (Yeung & Coe, 2015; Neilson, Pritchard,
Fold, & Dwiartama, 2018), or the headquarters in a network of

subsidiaries (Andersson, Bjorkman, & Forsgren, 2005; Paterson &
Brock, 2002). However, as demonstrated by this study, such thinking
downplays the relational nature of global networks of international
business, which are themselves comprised of much more complex and
geographically dispersed linkages at global and regional levels* . Var-
ious fields, IB and economic geography in particular, may thus benefit
from evaluating firm networks in more detail and thereby assess whe-
ther dyadic or added distance is best used to understand how they make
organizational decisions across space.

Moreover, the findings of this study imply that it may be necessary
to first estimate which factors affect a firm’s decision to take on distance
during expansion, before the effects of that distance on such outcomes
as firm performance can accurately be identified (Hendriks et al.,
2018). That is, these findings highlight the importance of the size and
spatial dispersion of a firm’s portfolio for its network expansion deci-
sions; factors overlooked in prior studies. It may be the case that these
two factors also shape organizational performance or country exit de-
cisions, two examples of frequently used dependent variables in prior
distance studies, so that their exclusion may have led to incorrect model
estimations (Hendriks et al., 2018). In other words, scholars may have
either over- or underestimated the strength of the effect of geographic
distance by omitting variables that capture geographic network con-
figuration from a first-stage regression.

Second, this study hopes to encourage a stronger dialogue between
IB and economic geography scholars, which to date can only be de-
scribed as modest, despite common interests (Buckley, 2004). Whereas
economic geographers have typically adopted perspectives at the
country or regional level to study the spatial distribution of business
activity (Beugelsdijk et al., 2010; Phelps & Fuller, 2000, 2016), valuable
contributions in the IB domain have primarily looked at industrial
clusters and location decisions from a firm’s perspective (Cook, Pandit,
Loof, & Johansson, 2012; Majocchi & Presutti, 2009; McCann, Arita, &
Gordon, 2002; Taube, Karna, & Sonderegger, 2019). This study follows
up on Beugelsdijk et al.’s (2010) call for more research on the relation
between spatial aspects of MNEs and their organizational decisions,
thereby further linking the fields of economic geography and IB
strategy (Buckley & Ghauri, 2004; Hervas-Oliver & Albors-Garrigos,
2009). By looking at the interplay between the size and spatial dis-
persion of an MNE’s country network, I draw attention to the impact
that these network characteristics have on internationalization deci-
sions in the firm’s expansion trajectory. The findings of this study imply

“I am grateful to an anonymous reviewer for making this excellent point.
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that country network characteristics, and spatial dispersion in parti-
cular, have a larger than assumed effect on individual events of inter-
nationalization, thereby highlighting the importance of geography-re-
lated aspects in a firm’s internationalization trajectory (Dau, 2013;
Kafouros et al., 2018; Kim, Delios, & Xu, 2010). The spatial dispersion
of a firm’s network could be an equally important factor in decisions
about corporate headquarter disaggregation (Baaij & Slangen, 2013), or
headquarter relocation (Birkinshaw, Braunerhjelm, Holm, & Terjesen,
2006), as it may complicate intra-network communication and mon-
itoring, possibly rendering such events less likely. In a similar vein,
foreign location choices and decisions about where to source inputs
may be affected by that dispersion, as firms seek to optimize the flow of
goods and knowledge throughout their network (Mariotti, Piscitello, &
Elia, 2014; Mariotti, Piscitello, & Elia, 2010; Tokatli, 2008). Lastly, how
firms territorially embed their activities in places may also relate to
their network’s degree of spatial dispersion. Conceptualized as the ex-
tent to which firms ‘anchor’ at different spatial scales, from the nation
state down to the local level, higher levels of this territorial embedd-
edness could possibly be observed when the standardization of opera-
tions across a firm’s network is rendered more difficult because of
spatial dispersion (Coe & Lee, 2013; Wrigley et al., 2005).

5.2. Limitations and future research

Several limitations apply to this study. First, Deloitte’s “Global
Powers of Retailing” reports, as the main source of data, state which
countries are part of a retailer’s network, but do not specify the exact
nature of the activities developed in each of these countries. Hence, it is
not exactly known what role the subsidiaries play in the firm’s overall
strategy. However, because the retail industry is studied, it is likely that
each entity in a firm’s network plays a relatively similar role, since
retailers primarily enter foreign countries in their quest for sales growth
(Dawson, 2007; Mohr & Batsakis, 2017). Yet, the retail industry itself is
heterogeneous, and the role of subsidiaries and their relationship with
MNE headquarters could vary across different sectors. Even though this
study has empirically controlled for differences between grocery re-
tailers, department store retailers, high street retailers, and other spe-
cialty retailers, more research is needed to establish whether possible
differences with respect to network roles affect geographic expansion
patterns. Second, little information is available about the importance of
each entity in the network of the sample MNEs, so that frequency and
intensity of communication patterns also remain unknown. I therefore
used the average distance between all firm entities as the input for my
spatial dispersion measure. Future research could incorporate these
patterns of communication to arrive at a measure that corrects for the
centrality of the network. In addition, this first measure of firm-level
spatial dispersion can be improved further by taking the subnational
concentration of activities into account (Blanc-Brude et al., 2014; Ma &
Delios, 2007).

Future research opportunities also relate to a more detailed ex-
ploration of the level of spatial dispersion and network size that MNEs
still successfully combine. The analyses as outlined above reveal that, at
a certain stage, firms limit adding geographic distance when it becomes
too difficult to manage a network that is both large in size and dispersed
across space. For the sample of retail firms used in this study, Fig. 2
indicates that firms with a greater than average network size (one
standard deviation above the mean) substantially limit adding distance
in response to geographic dispersion. Fig. 3 reveals that dispersion
values about one to two times higher than the mean are associated with
firms reducing the geographic distance in response to country network
size. Future studies can help to establish more precisely what size and
dispersion is still manageable, by taking different samples and ex-
amining industries other than retailing.
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