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The development of adequate performance evaluation 

techniques for appraising foreign subsidiaries and their 

managers in an environment different from their domestic ones 

has been suggested as an area where management accounting 

should be extended. 

This study concerned the performance evaluation of foreign 

subsidiary managers with the following objectives: (1) to 

examine the relationships among environmental factors and 

foreign subsidiary performance, (2) to develop a multinational 

enterprise (MNE) environmental model to evaluate the performance 

of subsidiary managers on the basis of controllable factors 

only, and (3) to test the model in American multinational 

enterprises for the existence of association among environmental 

factors and measured performance of foreign subsidiaries. 

The research method employed in this study was to test 

for association between noncontrollable environmental factors 

of a particular foreign country and measured performance of 

the foreign subsidiary (in terms of ROI) in that particular 

country. Major noncontrollable factor groups used were 



economic, political-legal, educational, and social environ-

mental constraints. 

In order to test the formulated hypotheses, a question-

naire was designed to gather data regarding the variables of 

the MNE environmental model. The analysis of data was based 

on usable responses from multinational enterprise executives 

representing 168 foreign subsidiaries of 56 different companies. 

Step-wise regression and correlation techniques were used to 

test the statistical hypotheses and to derive a model for 

individually assessing the effect of managerial performance 

after considering the noncontrollable environmental factors. 

This dissertation concludes that: (1) the economic, 

political-legal, educational, and sociological factors 

significantly affect the measured performance of foreign sub-

sidiaries (in terms of ROI) of particular industries operating 

in particular countries; (2) these factors have been found to 

have different degrees of impact from one country to another, 

and a different impact on one industry from another; and (3) 

the reported net income numbers, and consequently the measured 

performance, of foreign subsidiaries of the Oil and Gas and 

Fabricated Metal industries are more significantly affected by 

sociological factors than other American industries operating 

abroad. 

Some of the implications coming from the research are: 

(1) the model is useful for IlNEs in designing a system of 



performance evaluation which incorporates the distinction 

of each environmental factor into its design. This model 

may lead to improved systems and improved decision-making, 

and (2) after removing the effects of the noncontrollable 

environmental factors from the performance measure of the 

foreign subsidiary managers, the use of the model makes the 

measures comparable among foreign subsidiary managers. 
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CHAPTER I 

INTRODUCTION 

Background and Significance of the Problem 

One of the most significant economic phenomena since 

World War II has been the growth of multinational enterprises 

(MNEs). Most U. S. firms have expanded their operations from 

a purely domestic environment to a distinctly different and 

more complex international environment. Such an international 

environment has a set of problems all its own and quite 

different from those involved in a domestic environment.^ 

Different customs, different laws, different culture, 

different education, and different business practices, along 

with many other factors, present severe challenges to the top 

management of the U.S.-based firms operating abroad.2 

For the purpose of this study, a MNE is defined as an 

enterprise that maintains effective control over at least one 

foreign subsidiary, and that obtains and allocates financial, 

material, technical, and managerial resources in a way leading 

^Richard N. Farmer and Barry M. Richman, International 
Business, Third Edition, (Bloomington, Indiana: Cedarwood 
Press, T980), p. 9. 

2 . 
William Persen and Van Lessig, Evaluating the Financial 

Performance of Overseas Operations, The Financial Executives 
Research Foundation, (New York, 1978), p. v. 



to the achievement of the total enterprise objectives on a 

global basis. 

United States MNEs usually invest in foreign subsidiaries 

for many reasons in addition to profit maximization. These 

reasons include 

1. To improve their competitive positions in the world 

as a part of some long range strategy. When opportunities 

in a domestic market become relatively small compared to the 

expanding size of the manufacturing facilities and marketing 

strategies of the firm, it is rational for the top management 

to expand abroad. 

2. To meet tariff and quota restrictions in selling 

their products.4 Most developing countries impose legal 

restrictions on importing or exporting specific kinds of goods. 

These restrictions force American firms to acquire subsidiaries 

in foreign countries to avoid legal or political actions. 

3. To secure otherwise unobtainable raw materials even 

if this necessitates smaller profits.5 For example, the firms 

of the extractive industry go abroad for the purpose of se-

curing raw materials for other industries in the U. S. rather 

than simply to maximize profits. 

S. M. Robbins and R. B. Stobaugh, "The Bent Measuring 
Stick for Foreign Subsidiaries," Harvard Business Review. 51 
(September-October, 1973), 80. — 

4Paul S. Tse, "Evaluating Performance in Multinationalism," 
Management Accounting, 60 (June, 1979), 22. 

5Ibid., p. 22. 



A MNE has a distinctly different and more complex mode 

of operations than a domestic enterprise. One of the main 

reasons for international operations—in addition to the 

reasons indicated above—is to take advantage of existing 

economic differences among countries. Those differences in-

volve differences in taxation, financial markets, product costs, 

and product selling markets. To maximize profits, a MNE should 

produce in the least-cost production countries and sell in the 

best market countries.^ To achieve this, top-management must 

have an attitude of globalism which makes it as concerned 

and involved with each of its foreign operations around the 

world as with U.S. operations and which makes it attempt to 

rationalize and manage its operations on a global rather 

than domestic basis within the constraints of its economic, 

social, political-legal, and educational environment.7 

These economic, social, political-legal, and educational 

factors influence MNEs indirectly through their effects on 

the perceptions and behavior of outside participants. They 

also influence MNEs directly through their effects on the 

behavior of internal participants as they manage and operate 

the system.8 However, MNEs may have relatively little 

6American Accounting Association, "Report of the Committee 
on International Accounting," supplement to The Accounting 
Review, 43, (1973), 131. 

7Ibid., p. 122. 
O 
Gary M. Cunnxngham, An Accounting Research Framework for 

Multinational Enterprises, Research for Business Decisions, 
No. 5, University Microfilm International, 1978, p. 69. 



influence and no direct control over their environmental 

factors. Therefore, a MNE needs a substantially different 

set of measurements for planning, control, and evaluation 

from that set utilized by domestic enterprises. The MNE 

attempts to manage all operations together to maximize global 

returns. To do so, "the operations in all countries are 

integrated vertically and horizontally and coordinated on a 

world-wide basis to the extent that this is possible within 

the constraints imposed by national governments' policies and 

the limitations of managerial and information systems tech-

nology. This integration and coordination of the subsidiaries 

of the MNE means that they must be managed together, not 
g 

autonomously." 

One of the major managerial functions is the creation of 

a proper management control system tailored to the distinct 

objectives, organizations, and environment of its international 

operations. Management control systems may be defined as 

"processes aimed at the accomplishment of enterprise objectives 

in the most effective and efficient manner."10 A good manage-

ment control system provides top management with valuable 

9 
George M. Scott, "Planning, Control, and Performance 

Evaluation," Cost and Management, 51 (January-February, 1977), 
5. 

10Frederick, D. S. Choi and Gerhard G. Mueller, An Intro-
duction to Multinational Accounting, (Enalewood Cliffs. 
Jersey, 157a), p. 258. ~ 



assistance to evaluate the performance of its foreign 

subsidiaries and their managers at each level of responsibility, 

With the development of MNEs came an extension of the 

accounting function to record and report intracompany 

operations. Performance evaluation of foreign subsidiaries 

and their managers is a problem area that has evolved with 

this extension of the accounting function. Performance 

evaluation refers to "retrospective assessment of outcomes, 

e.g., profit measurement or standard cost variance anal-

ysis. 1111 Performance evaluation may be viewed as having 

four major purposes: 

1. To insure that actual performance of the subsidiary 

agrees with expected performance. 

2. To facilitate comparisons between subsidiaries in 

meeting some predetermined set of criteria, 

3. To assist top management in making resource alloca-

tion decisions so that corporate resources are directed to 

subsidiaries where expected profits are the highest.12 

4. To motivate decision-makers (foreign subsidiary 

managers) in a manner considered optimal by the top manage-

ment. 13 

-'••'-Joel Demski, "Optimal Performance Measurement," Journal 
of Accounting Research, 10 (Autumn, 1972), 244. 

12 
Tse,"Evaluating Performance in Multinationals," p..21. 

13Demski,"Optimal Performance Measurement," p. 244. 



However, performance evaluation measures, which are the 

critical elements of management control systems, have not 

been developed to the extent required for the proper evaluation 

and control of MNE managers and subsidiaries. Most multi-

national corporations use the same basic techniques to 

evaluate manager performance as they use to evaluate subsidiary 

performance. In addition they also use the same performance 

evaluation techniques domestically as they do abroad.14 These 

techniques are often used without regard for the environmental 

complexities facing MNEs. 

Almost without exception, a form of return on investment 

(ROI) is used by MNE officers as a basic measure of perfor-

15 

mance. Large multinational companies require their sub-

sidiaries to use standard domestic budgeting and financial 

planning techniques. These corporations use the profit center 

or the investment center concept with increasing emphasis on 

ROI as a performance measure.16 In some cases profit, as 

compared to budgeted profit, is the principal measure of 

profitability with ROI as the secondary measure.1^ 

14 
Helen G. Morsicato and Lee H. Radebaugh, "Internal Per-

formance Evaluation of Multinational Enterprises," The Inter-
national Journal of Accounting, 15 (Fall, 1979), 9. 

15 
Robbins and Stobaugh, "The Bent Measuring Stick for 

Foreign Operations," p. 82. 
16 
J. J. Mauriel, "Evaluation and Control of Overseas 

Operations," Management Accounting, 50 (May, 1969), 36. 
17 
Edward C. Bursk and others, Financial Control of Multi-

national Operations, Financial Executive Research Foundation, 
(New York, 1971), p. 43. 



Other measures used as indicators of internal performance 

in MNEs are: profit, budgeted sales compared to actual sales, 

cash flow potential from foreign subsidiary to U. S., return 

on equity, budgeted ROI compared to actual ROI, and residual 

18 
income. 

It is important to note that many management techniques, 

and a substantial portion of traditional management account-

ing thought, are oriented toward profit performance. Recently, 

these traditional viewpoints have been criticized because they 

do not reflect benefits to all of the MNE's participants. 

The feeling is that other objectives should be considered by 

the management accounting process. In addition, we may find 

many other factors affecting the usefulness of currently 

used techniques of performance evaluation. These factors are: 

1. Organizational structure and environmental factors 

interact in a complex network which might make profit measures 

as the prime criteria for evaluation of subsidiary performance 

misleading,I9 

2. Using a company-wide ROI criterion not only might 

neglect important aspects of subsidiary operations but may 

18 
Morsicato and Radebaugh, "Internal Performance Evalua-

tion of Multinational Enterprise Operations," p. 85. 

19 
Tse, "Evaluating Performance in Multinationals,'.' p. 2.2. 



also fail to consider the reasons for which the subsidiary 

20 
was establxshed, 

3. Specifying the appropriate investment base for use 

of ROI can yeild results which encourage undesirable actions 

by subsidiary managers, and 

4. Since MNEs conduct business in many countries, 

each using a different currency, top management must decide 

the extent to which managers of foreign subsidiaries are to 

be held responsible for foreign exchange losses.21 

The profit center concept has been used by many MNEs 

as the main basis of domestic performance evaluation. An 

entity manager, under this concept, makes the major decisions 

relating profit center costs and revenues. Since he is able 

to influence the results of operations, he is accountable 

for and evaluated on the basis of those results, which are 

the profits of the profit centers. However, the profit center 

concept for performance evaluation in MNEs may not work well 

for reasons indicated below. 

First, with the existence of different inflation rates 

and other economic, political-legal, educational, and social 

conditions among countries, top management may have trouble 

understanding each country's situation and so be less able to 

evaluate what is good or bad profit performance abroad. 

20 
Robbins and Stobaugh, "The Bent Measurement Stick," 

p. 81. 
21Ibid., p. 85. 



Profit centers are likely, therefore, to have less utility 

22 

for foreign than for domestic subsidiaries. 

Second, domestic company activities are often organized 

by independent profit or investment centers. Under these 

decentralized systems, subsidiary managers are given the 

authority to make decisions directly affecting their act-

ivities. Under these conditions ROI as a measure of perform-

ance is acceptable. However, such evaluation systems may 

not function well for MNEs because foreign operations are 

often established for strategic economic reasons rather than 

for profit maximization. Thus many of those operations cannot 
2 *3 

be measured precisely or quantitively by ROI. 

Third, transfer prices and transfer pricing policies 

are usually set in MNEs to facilitate cash movements where 

currency restrictions exist and to minimize taxes. There-

fore, transfer pricing policies are not complementary to the 

profit center concept. Consequently, performance evaluation 

cannot be achieved properly using the traditional management 

accounting techniques. 

Fourth, many times the unit of a MNE are integrated and 

managed as a coordinated whole, which means that the major 

22 
Scott, "Planning, Control, and Performance Evaluation," 

P • ̂ • 23 
Frederick D. S. Choi, "Multinational Finance and 

Management Accounting," Management Accounting, 58 (October, 
1976), 48. — 
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decisions affecting profit are made centrally for all units. 

Therefore, the profit center concept may be irrelevant.^ 

As indicated above, traditional management accounting 

approaches seem to be inadequate and often inappropriate in 

solving these problems, and MNEs are unable to achieve satis-

factory and desired levels of internal accountability. Manage-

ment accounting research to date has not adequately considered 

the distinct characteristics of MNEs. A management accounting 

framework for performance evaluation which (1) systematically 

recognizes environmental differences, (2) achieves goal con-

gruence in decision making by management, and (3) optimizes 

the utilization and allocation of resources, is badly needed. 

This study attempts to develop a model to help solve 

the performance evaluation problems associated with American 

MNEs operating in foreign countries by explicitly consider-

ing some environmental factors which are often ignored in 

traditional management accounting measurement and reporting 

systems. The researcher expects that the environmental model 

will be useful for MNEs in designing systems of performance 

evaluation. 

Statement of the Problem 

The development of adequate performance evaluation 

techniques for appraising foreign subsidiaries and their 

24 if 
Scott, "Planning, Control, and Performance Evaluation, 

pp. 8-9. 
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managers, in their completely different environment from 

that of domestic environment, has become a problem area 

where management accounting should be extended to find 

solutions. The economic, social, political-legal, and 

educational differences are expected to be of differing 

degrees of importance from one geographic area to another. 

Where this importance is greater, the influence on the design 

of a firm's system of managerial performance evaluation for 

MNEs is expected to be stronger. 

A realistic method for evaluating the performance of 

foreign subsidiaries and their managers is required for many 

reasons: (1) to judge how corporate strategies and policies 

need to be altered to improve performance, (2) to be capable 

of properly allocating limited corporate resources to new 

operations throughout the world market, and (3) to judge 

which foreign subsidiaries, which strategies, and which 

foreign subsidiary managers are doing their b e s t . 2 6 

The research to date on internal accountability issues 

of MNEs has been limited to very specific managerial 

accounting techniques. Evidence indicates that MNEs are 

unable to achieve desired and satisfactory levels of internal 

accountability. The 1972 Committee on International Account-

ing of the American Accounting Association indicated their 

25Morsicato and Radebaugh, "Internal Performance Evalu-
ation," p. 6. 

2 6 
Persen and Lessig, Evaluating the Financial Performance. 

p. 1. 
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belief that MNEs have been unable to achieve progress towards 

globally coordinated activities because of an absence of 

management technology and inadequate information and report-
27 

m g systems. 

For most MNEs, the valid way in which to treat the 

effects of environmental factors on foreign operations has 

not been reached. Yet, the performance measure (ROI or any 

other measure) includes the effect of these environmental 

factors which are not controllable by foreign subsidiary 

managers. Foreign subsidiary manager performance should not 

reflect how well a particular environmental factor and 

manager have done, but how well the manager has done his job 

within those environmental factors.28 To achieve this, the 

environmental factors which are noncontrollable by foreign 

subsidiary managers but which affect their performance must 

be considered in evaluating the performance of foreign 

subsidiary managers. 

This study will be limited to the performance evalua-

tion of foreign subsidiary managers with the objective to: 

(1) examine the relationship among environmental factors, 

27 
Introduction to Financial Control and Reports in 

Multinational Enterprises, (Austin: Bureau oFTusiness Re^ 
search, The University of Texas at Austin, 1973), p. 8. 

2 8 
William R. Kinney, Jr., "Environmental Model for Per-

formance Measurement in Multi-outlet Businesses," unpublished 
doctoral dissertation, Michigan State University, 1968, p. 9. 



13 

foreign subsidiary performance, and ROI as a measure of sub-

sidiary performance; (2) develop a MNE environmental model to 

evaluate the performance of subsidiary managers on the basis 

of controllable factors only; and (3) test the model in MNEs 

for the existence of association among environmental factors, 

foreign subsidiary performance, and ROI as a measure of sub-

sidiary performance. The result should provide a basis for 

the objective measurement of performance of subsidiary managers. 

It is expected that the MNE environmental model will be useful 

for MNEs in designing a system of performance evaluation which 

will incorporate the noncontrollable environmental factors 

into its design. It will also provide guides for resource 

allocation in selecting managers and locations. 

A distinction should be made between the performance 

of a foreign subsidiary manager and the performance of the 

foreign subsidiary as an investment by the corporation.29 

The manager should be evaluated on the basis of performance 

which he controls. The foreign subsidiary should be evaluated 

so that top management can determine whether it is a good 

investment or whether the investment should be altered or 

deleted. Costs which are noncontrollable by the foreign 

subsidiary manager may be logically assigned to the foreign 
. . 30 

subsidiary. Also Kinney has stated, "Only when the effects 

29 
^ Charles Horngren, Cost Accounting—Managerial Emphasis, 
(Englewood Cliffs, New Jersey, Prentice-Hall, Inc. , 1977), 
p. 713. 

30t1_ . , 
Ibid., p. 163. 
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of non-managerially controllable factors have been removed 

is it possible to determine the results peculiarly attribu-

31 

table to the manager's action." Therefore, the focus on 

foreign subsidiary managers' performance is entirely appro-

priate for the purpose of this study. 

Review of the Literature 

Several research studies have been conducted on the 

performance evaluation and control techniques of MNEs. Five 

of these studies are discussed separately with particular 

emphasis on their relationship to the proposed study. 

The Mauriel Study 

Mauriel (1969) examined the nature, scope, and effective-

ness of multinational performance evaluation and control 

systems. He conducted a survey of fifteen giant multinational 

companies whose overseas operations had sales of over $5 billion. 

He found that they placed heavy emphasis on financial control. 

They also required their subsidiaries to use standard domestic 

budgeting and financial planning techniques. These MNEs used 

profit or the investment center concept with increasing 

emphasis on ROI as a performance measure. 

Mauriel also found that currency differences require a 

careful approach to interpreting the meaning of financial 

31 . 
Kinney, "Environmental Model for Performance 

Measurement," p. 10. 
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measurements for overseas divisions. In most cases, the 

foreign subsidiary manager was given little control over 

many decisions made by the parent company, which may seriously 

affect his operating results. He also observed a lack of 

availability of foreign persons trained in management 

32 
accounting techniques. 

The Mclnnes Study 

Mclnnes1 (1971) research entailed a survey of the 

financial reporting and control procedures used by thirty 

moderately sized MNEs with sales in the $100 to $300 million 

range. This study focused on the design of financial report-

ing systems between corporate headquarters and foreign sub-

sidiaries, and the use by corporate executives of reported 

financial data in the evaluation of its foreign operations.^ 

The research findings give strong support to the view that 

there is very little difference in the design and use of 

financial reporting systems for foreign and domestic opera-

34 

tions. He also found that when currency devaluation is 

imposed under inflationary conditions, performance measurement 

faces some difficulties. 
32 
Mauriel, "Evaluation and Control of Overseas Opera-

tions," p. 38. 
33 
J. M. Mclnnes, "Financial Control Systems for Multi-

national Operations: An Empirical Investigation," Journal 
of International Business Studies, 2-2 (Fall, 1971), 12. 

34 
Ibid., p. 26. 
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The Financial Executives Research 
Foundation Study 

The Financial Executives Research Foundation (1971) spon-

sored a study on the financial control of multinational opera-

tions which was designed to codify the methods of financial 

control currently used by MNEs. The study reviewed the systems 

used by thirty four MNEs. Almost 94 percent of the companies held 

their foreign subsidiary managers responsible for profit per-

formance which was used as a measure of performance evaluation. 

Profit as compared to a profit budget was the principal measure 

of profitability and ROI was the secondary measure. They con-

cluded that a MNE control system should measure how well the 

foreign subsidiary manager has managed his operations in light 

of environmental conditions and foreign currency translations."^^ 

The Robbins and Stobaugh Study 

Robbins and Stobaugh (1973) studied evaluation practices 

used by MNEs in evaluating the performance of foreign sub-

sidiaries and their management. Financial executives of 39 

MNEs were interviewed and the published records of an addi-

tional 150 MNEs were studied. They found that foreign and 

domestic subsidiaries were evaluated on the same basis and that 

the basic measure of performance was a form of ROI with budgets 

used for supplemental information. The corporations reported 

that no separation between the evaluation of the subsidiary 

35Bursk and Others, Financial Control of Multinational 
Operations, p. 25. — — 

36Ibid., p. 43. 
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and managers was found. They concluded that the profit amounts 

reported by a foreign subsidiary are arbitrary and recommended 

that MNEs should drop a standard ROI criterion for the evalua-

tion of their foreign subsidiaries' performance.37 

The Morsicato Study 
3 8 

Morsicato examined the interaction of financial state-

ment transaction and MNE performance evaluation. She found 

that 63 of the corporations (90%) reported that they used the 

same basic techniques to evaluate subsidiary performance as 

they used to evaluate manager performance, and they apply 

the same performance evaluation techniques domestically as 

they do abroad.39 she also found that MNEs use more U. S. 

dollar information than local currency information when 

internally evaluating their foreign operations,39 although 

most of the international division executives believe that 

local currency financial statements provide better informa-

tion than U. S. dollars for the evaluation of subsidiaries 

and their managers. 4"*" 

37 
Robbins and Stobaugh, "The Bent Measuring Stick," pp. 80-88, 

38 
F~TT„T4.?nie?nGM ^°rsifato' — r r e n cy Translation and Performance 
^valuation in Multinationals, Research for Business Decisions, 

39 
Ibid., P- 38. 

40Ibid., P. 103. 

41Ibid., P- 99. 
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This study differs from the above research studies in 

the following ways: 

1. The objective of this study is to examine the rela-

tionships among environmental factors, foreign subsidiary 

performance, and profit measured in terms of ROI within a 

framework of management accounting in MNEs. 

2. An environmental model for MNE performance evaluation 

will be developed on the basis of controllable factors only. 

The effects of noncontrollable environmental factors will 

be extracted before evaluating the performance. This model 

will be a synthesis of Kinney's model42 and Farmer and 
43 

Richman's model. ' 

3. This study makes the first use of a MNE environmental 

model to test for the existence of association among environ-

ental factors, foreign subsidiary performance,and profit 

measures (in terms of ROI of foreign subsidiaries), and to 

identify and extract noncontrollable environmental factors. 

Implications of the Study 

A major problem facing MNEs is how to achieve satis-

factory and desired levels of internal accountability. 

42 
Kinney,"Environmental Model for Performance Measure-

ment," pp. 13-37. 

43 
Farmer and Richman, "International Business," pp. 90-93. 
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Traditional management accounting techniques, as will be 

indicated in Chapter II, have not adequately considered the 

distinct characteristics of MNE operations in foreign 

countries. Allocating the scarce resources efficiently is 

not an easy task due to the great impact of environmental 

factors, such as social, political-legal, economic, and 

educational constraints,on the performance of foreign sub-

sidiaries and their managers. Due to the complexity of this 

problem, a realistic model of evaluating the performance of 

foreign subsidiary managers should consider those environ-

mental factors and their effects. 

This study attempts to' develop, a model to help solve 

the performance evaluation problems associated with American 

MNEs operating in foreign countries by explicitly considering 

some environmental factors which are often ignored in tra-

ditional management accounting measurement and reporting 

systems. 

There are many implications of this study for foreign 

subsidiary managers and decision-making in allocating the 

limited resources of MNEs. One possible implication is that 

the results of this study will contribute to the development 

of improved performance evaluation systems to facilitate 

measurement and evaluation of foreign subsidiary managers in 

MNEs. Specifically, it is expected that the environmental 

model will be useful for MNEs in designing a system of per-

formance evaluation which will incorporate the distinction of 
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each environmental factor into its design. This model may 

lead to improved systems and improved decision-making. It 

should aid in developing transfer-pricing systems which are 

compatible with MNEs mode of operations and assist in 

separating the evaluation of the foreign subsidiary from 

that of the foreign subsidiary managers. 

Another implication is that after removing the effects 

of the environmental factors from the performance measure 

of the foreign subsidiary manager, the use of the MNE environ-

mental model makes the measures comparable among the foreign 

subsidiary managers. 

The MNE environmental model can be also used to maximize 

the profits of the MNE by examining the interrelationships 

among their environmental factors, explaining differences in 

performance among foreign subsidiaries. The specific environ-

mental factors and their relationships among themselves are 

of importance in planning foreign subsidiary locations. 

Statement of Hypotheses 

As previously stated, the primary objective of this study 

is to determine whether the performance of MNEs foreign 

subsidiary managers are significantly affected by environmental 

factors, such as economic, political-legal, sociological, and 

educational constraints. 

In order to accomplish the primary objective, the 

following research hypothesis was formulated: 
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There is no association between noncontrollable 

environmental factors of a particular foreign 

country and measured performance of a foreign 

subsidiary (in terms of ROI of the foreign subsidiary) 

in that particular country. 

This research hypothesis is subdivided into the following 

statistical null hypothesis (HQS) and alternative hypotheses 

(HjS) : 

With respect to Economic Factors: 

1. Hq: There is no association between the general 

economic framework of a particular country (as 

a noncontrollable environmental factor) and 

measured performance of a foreign subsidiary 

(m terms of ROI) in that particular country. 

That is Bjl = 0. 

There is an association between the general 

economic framework of a particular country 

(as a noncontrollable environmental factor) 

and measured performance of a foreign subsidiary 

(in terms of ROI) in that particular country. 

That is Bx ^ 0. 

2. Hq: There is no association between the organization 

and operation of the central banking system and 

measured performance. That is B2 = 0. 
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H : There is an association between the organization 

and operation of the central banking system and 

measured performance. That is ^ 0. 

3. Hq: There is no association between the economic 

stability and measured performance. That is 

B 3 = 0. 

H^: There is an association between the economic 

stability and measured performance. That is 

B3 * 0. 

4. Hq: There is no association between the existence 

of capital markets and measured performance. 

That is B4 = 0. 

: There is an association between the existence 

of capital markets and measured performance. 

That is ^ 0. 

With respect to Political-Legal Factors: 

5. Hq: There is no association between quality, 

efficiency, and effectiveness of the legal 

structure and measured performance. That is 

B 5 = 0. 

H1: There is an association between quality, 

efficiency, and effectiveness of the legal 

structure and measured performance. That is 

B 5 * 0. 
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6. Hq: There is no association between the impact or 

effect of defense policy on industrial enter-

prise and measured performance. That is B, = 0. 

Ĥ _: There is an association between the impact or 

effect of defense policy on industrial enter-

prise a n^ measured performance. That is Bg £ 0. 

7. Hq: There is no association between the impact or 

effect of foreign policy on industrial enter-

prise and measured performance. That is B^ = 0. 

There is an association between the impact or 

effect of foreign policy on industrial enter-

prise and measured performance. That is By ^ 0. 

8. Hq: There is no association between the level of 

political unrest and measured performance. 

That is Bg = 0. 

H]_: There is an association between the level of 

political unrest and measured performance. 

That is Bg ^ 0. 

With respect to Educational Factors: 

9. Hq: There is no association between the extent and 

degree of the fitness of formal education and 

training systems and measured performance. That 

is Bg = 0. 

H]_: There is an association between the extent and 

degree of the fitness of formal education and 

training systems and measured performance. That 

is Bg 7̂  0. 
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10. H0: There is no association between the extent and 

degree of technical training and quality of 

persons obtaining such training and measured 

performance. That is B =0. 
10 

: There is an association between the extent and 

degree of technical training and quality of 

persons obtaining such training and measured 

performance. That is B1Q f 0. 

11. Hq: There is no association between the extent and 

quality of management development programs and 

measured performance. That is = 0. 

H-̂ : There is an association between the extent and 

quality of management development programs and 

measured performance. That is B ^ f 0. 

12. Hq: There is no association between the percentage 

°f the total population and those employed in 

industry with post-high-school education and 

measured performance. That is B12 = 0. 

H^: There is an association between the percentage 

of the total population and those employed in 

industry with post—high—school education and 

measured performance. That is B 1 2 f °« 

With respect to Sociological Factors: 

13. HQ: There is no association between the dominant 

social attitude toward industrial and business managers 

and measured performance. That is B 1 3 = 0. 
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H
1: There is an association between the dominant 

social attitude toward industrial and business 

managers and measured performance. That is 

B13 ^ °* 

14. Hq: There is no association between the dominant 

cultural attitude toward authority and persons 

in subordinate positions and measured performance, 

That is = 0. 

H]_: There is an association between the dominant 

cultural attitude toward authority and persons 

subordinate positions and measured performance, 

That is B 1 4 ± 0. 

1 5. Hq: There is no association between the dominant 

cultural attitude toward industrial or collective 

achievement and productive work in industry and 

H 

measured performance. That is Bn_ = 0. 
15 

1: There is an association between the dominant 

cultural attitude toward industrial or collective 

achievement and productive work in industry and 

measured performance. That is B 1 5 ^ 0. 

16. Hq: There is no association between the social 

attitude toward the material gain and measured 

performance. That is B l g = 0. 

Hj: There is an association between the social 

attitude toward the material gain and measured 

performance. That is B l g jt 0. 
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Outline of the Research 

In Chapter Two is discussed the managerial performance 

evaluation of American MNEs. This chapter includes a discussion 

of the nature of MNEs, managerial performance evaluation of 

the MNE, measures of managerial performance evaluation, the 

international environment and its constraints, and the impact 

of environmental constraints on managerial performance 

evaluation of the MNE. 

Chapter Three describes the research methodology used in 

the study. In order to test the formulated hypotheses, a 

questionnaire was desiged to gather data regarding the variables 

of the MNE environmental model. This questionnaire was sent 

to a number of identified U. S.-based firms with subsidiaries 

abroad. This chapter also includes a discussion of the MNE 

environmental model and its strengths and limitations. A 

discussion of the measurement of the environmental variables 

is also presented. 

Chapter Four discusses the responses to the first section 

of the questionnaire which pertains to the financial measures 

and systems of internal performance evaluation in use. The 

statistical tests and their results are also tabulated, 

analyzed, and reported. 

In Chapter Five, the results of testing the statistical 

hyoptheses are discussed and evaluated. The MNE model is 

constructed and described 
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Chapter Six provides a descriptive analysis of the 

responses to the second section of the questionnaire. In 

this chapter is summarized the opinions of international 

executives concerning the importance of the environmental 

factors in affecting subsidiary performance. 

A summary of the study and conclusions reached are the 

subjects of Chapter Seven. 



CHAPTER II 

MANAGERIAL PERFORMANCE EVALUATION OF THE AMERICAN 

MULTINATIONAL ENTERPRISES 

As noted above, MNEs have been unable to achieve a 

satisfactory level of internal accountability because of a 

lack of appropriate management techniques to facilitate glo-

bal coordination and integration of their activities. To 

facilitate a better understanding of the problems facing MNEs 

when evaluating the performance of their foreign subsidiary 

managers, this chapter discusses the following: (a) the nature 

of multinational enterprises, (b) managerial performance 

evaluation of the multinational enterprises, (c) managerial 

performance evaluation measures, (d) international environment 

and its constraints, and (e) the impact of environmental con-

straints on managerial performance evaluation of MNEs. 

The Nature of Multinational Enterprises 

This section discusses the meaning of a "multinational 

enterprise and what attributes a particular company should 

posses to qualify as a MNE. Also presented is the typical 

organizational structure of a MNE. Since the way in which MNEs 

are organized bears an important relationship to their financial 

reporting responsibilities and to their approach to financial 

control, in this section is also discussed the development and 

design of the financial control systems of MNEs. 

28 
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Multinational Enterprise Defined 

No one generally accepted definition of MNE exists. The 

Committee on International Accounting of the American Account-

ing Association indicated in its 1973 report that the de-

finition of multinationalism is "a relative rather than an 

absolute concept, a particular company may possess several, 

but not all of the attributes of multinationals (and these 

which it possess may be to varying degrees), and still be 

properly considered to be a MNE."1 There are many attributes 

discussed in the literature. Those attributes are: (1) sales 

in terms of dollar amounts, (2) assets in terms of dollar 

amounts, (3) number of countries in which the MNE& operate, 

and (d) attributes of "globalism" by the top management.^ 

The difficulty in arriving at a generally acceptable 

definition comes from the fact that no firms possess a full 

measure of all of the atributes mentioned above. Scott has 

indicated the following four characteristics of a MNE: 

(1) Significant operations abroad and operations in 
several countries—arbitrarily, at least 20% of 
total sales abroad and operations in six or more 
countries; 

(2) Foreign operations which encompass the full range 
of domestic activities, including foreign sourcing, 
production, and marketing; 

(3) Activities which are integrated across national 
borders at the operations and financial levels, 
as well as in terms of managerial control; and 

American Accounting Association,"Report of the Committee 
on International Accounting," 1973, p. 122. 

Charles J. Woelfel, "Understanding the Multinational," 
T" e International Journal of Accounting, 11, (Sprincr. 1976). 
134—135• 
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(4) Coordination on a global basis—by means of a 
management system which forces the component parts 
of the total entity to cooperate rather than to go 
their separate ways."3 

Others define a MNE as "a cluster of corporations of 

diverse nationality joined together by ties of common owner-

ship and responsive to a common management strategy with 

sales above $100 million, operations in at least six countries, 

and overseas subsidiaries accounting for at least 20 percent 

of its assets."^ 

To assign discrete amounts or percentages as the minimum 

attributes for a company to be qualified as a MNE makes it 

more difficult to find an acceptable definition than if a 

range is used. Also, establishing arbitrary minima in terms 

of sales, assets, or countries in which MNEs operate cannot 

be justified as a basis for the definition, because MNEs are 

no longer limited to large-scale operations. Medium sized 

companies are now extending their activities across national 

boundaries. 

For the purpose of this study, a MNE is an enterprise that 

maintains effective control over at least one foreign subsidiary, 

and that obtains and allocates financial, material, technical, 

3George M. Scott, "Financial Control and Reporting in 
Multinational Enterprises," Accounting for Multinational 
Enterprises, edited by D. AlHashim and J. W. Robertson, 
(1978), p. 145. 

4Raymond Vernon, Harvard Business School, cited in 
Woelfel, "Understanding Multinationals," p. 134. 
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and managerial resources in a way leading to the achieve-

ment of the total enterprise objectives on a global basis. 

The Organizationa1 Structure of MNEs 

One of the most significant distinguishing characteristics 

of MNEs is their tendency to coordinate and integrate opera-

tions globally among their subsidiaries in different countries. 

Unlike domestic enterprises, operating subsidiaries of MNEs 

are specialized and highly interdependent.^ Foreign subsidiary 

managers are forced to coordinate their activities on a 

global basis to take maximum advantage of the economic dif-

ferences between countries. The coordination necessitates a 

central direction of subsidiary activities at all points on 
g 

the globe. Under the concept of global coordination, sub-

sidiary managers participate in activities which affect the 

operations of subsidiaries in other countries and on company-

wide coordination. 

As a result, MNEs are characterized by additional different 

types of management accounting problems. Traditional management 

accounting has been oriented toward decentralized management 

under the profit center concept. The profit center concept 

is well established in the U. S. A profit center represents 

"an operating subdivision which encompasses a sufficient scope 
5 

Cunningham, An Accounting Research Framework for Multi-
nationals, p. 82. 

g 
American Accounting Association, "Report of the Committee," 

1973, p. 135. 
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7 

of operations to permit the measurement of a profit." Under 

the concept of a profit center, an entity manager makes the 

major decisions which affect the profitability of his division. 

Since he is able to influence the results of operations, he is 

accountable and evaluated on the basis of those results, which 

are the profits of the profit center. 

However, the units of a MNE are integrated and managed 

as a coordinated whole, which means that many major decisions 

affecting profit are made centrally for all units. Therefore, 
g 

the profit center concept may be irrelevant for MNEs. 

The inadequacy of the profit center concept for MNEs has 

created difficulty in evaluating the performance of foreign 

subsidiary managers. Inasmuch as the entity's performance 

and profit center manager's performance, under the profit 

center concept, are measured by profits, in international 

operations profit is no longer an adequate performance 

measure for either. 

Financial Control Systems of MNEs 

Managerial functions must be controlled, in that managers 

must have some method of measuring actual performance and 

correct discrepancies between planned and actual performance. 

The need for control arises from the delegation of authority 

7 
Cunningham, An Accounting Research Framework for Multi-

nationals , p. 106. 
O 
Scott, "Planning, Control, and Performance Evaluation," 

1977, pp. 8-9. 
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and responsibility. As a consequence of this delegation, 

management has a continuing obligation to see that the re-

cipients of such authority and responsibility perform their 

jobs in accordance with MNE objectives. Control is defined 

as including planning, implementing, evaluating, and correcting 

performance by use of feedback so that the enterprise objectives 

9 
may be attained. 

A management control system is defined as "processes 

aimed at the accomplishment of enterprise objectives in the 

most effective and efficient manner."10 Then, a financial 

control system is a quantitative measurement that facilitates 

control processes. The Committee on International Accounting 

of The American Accounting Association has indicated in its 

report that "the objective of financial control is to promote 

efficient and effective operations by creating and monitoring 

the various systems which direct the flow and utilization of 

all types of resources at all levels and locations in an 

organization and by measuring after the fact the performance 

of both entities and personnel."11 

If a MNE has a good control system, it will assist top 

management's evaluation of the performance of its foreign 

9 
Horngren, Cost Accounting-Manageria1 Emphasis, p. 6. 

10Choi and Mueller, An Introduction to Multinational 
Accounting, p. 258. 

^American Accounting Association, "Report of the Committee," 
1973, p. 139. 
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subsidiary managers at their responsibility levels within the 

enterprise. This will hold true when foreign subsidiary mana-

gers are not held responsible for events over which they have 

no authority or control. However, in MNEs, discrepancies are 

more difficult to pin down because the foreign subsidiary 

manager may not have complete control of his activities.^ 

Research studies have found that financial control systems 

employed by some MNEs to control their foreign operations are 

identical in many respects to those used domestically by the 
13 

same enterprise. The justification for using identical con-

trol systems internationally is that domestic managers assigned 

to manage new international activities are likely to feel more 

satisfied with a control system with which they are familiar.14 

However, as an enterprise goes international, its sytems of 

financial control and reporting need to be modified to fit the 

environmental differences in foreign countries. This opinion 

is supported by Hawkins1 conclusion that "those responsible 

foreign operations need to create management control systems 

tailored to the peculiar objectives, organization, and environ-

ment of their international operations rather than simply 
12 
Scott, "Financial Control and Reporting in Multinational," 

1978, p. 150. 

13 
Mclnnes, "Financial Control Systems for Multinational 

Operations," p. 26. 

14 
Choi and Mueller, An Introduction to Multinational 

Accounting, p. 260. " ~ 
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exporting their domestic control systems."15 Moreover, the 

conduct of operations in the completely different economic, 

political-legal, social, and educational environments on the 

basis of integration and coordination between all activities 

creates serious financial control problems.1^ 

The fact which should not be ignored is that a multi-

national environment is completely different from the U.S. 

environment, which requires careful consideration of the 

environmental factors involved before adopting an adequate 

and appropriate system for evaluating the performance of 

foreign subsidiary managers. The Financial Executives Research 

Foundation (FERF) has recommended the following modification 

for the financial control system to fit the nature of MNE 

operations: 

Identify those environmental factors that are 
peculiar to or more prevalent in their overseas 
activities (as compared to the domestic situation). 

Assess the significance of these factors for the 
multinational management control process and the 
operating success of the business. 

Modify the technical structure of the corporate control 
system, the style in which it is administered, and the 
way in which its output is interpreted and used, so 
as to reflect these critical environmental factors. 

15 
David F. Hawkins, "Controlling Foreign Operations," 

Financial Executive, 33, No. 2, (February, 1969), 25, 
cited in Mclnnes, "Financial Control Systems," p. 11. 

X 6 
American Accounting Association, "Report of the 

Committee," 1973, p. 139. 
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Monitor the overseas environment on a continual 
basis to determine the changing influence and sig-
nificance of the environmental priorities and 
implications upon which the control system was 
structured.17 

These four recommendations apparently have not been put 

into effect at this time as evidenced by the responses of the 

subjects used for this study. In addition, the second 

recommendation— to assess the significance of these factors 

does not show how we can solve the problem of measurement. 

However, for a control system to be adequate and appropriate 

for MNE operations, the environmental variables should be 

measured in a manner which helps the MNE to measure how the 

foreign subsidiary manager has performed his job on the 

basis of controllable factors only. Otherwise, evaluating 

his performance on the basis of direct accountability is 

difficult at best. 

Managerial Performance Evaluation of 
the Multinational Enterprise 

The performance evaluation system of an enterprise is an 

integral part of the financial control system. Performance 

evaluation is defined as the periodic surveillance of financial 

interests to ensure that the objectives of the enterprise are 

being accomplished to the fullest. With the development of 

17 
Bursk and others, "Financial Control of Multinational 

Operations," p. 104. 

18 
Choi and Mueller, An Introduction to Multinational 

Accounting, p. 266. ' 
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MNEs came an extension of the accounting function to record 

and report intracompany operations. Performance evaluation of 

foreign subsidiaries and their managers is a problem area that 

has evolved with this extension of the accounting function. 

The 1972 Committee on International Accounting of the 

American Accounting Association indicated that the traditional 

profit center concept for performance evaluation is inappro-

priate for MNEs because there is no clear distinction between 

operating subdivisions of MNEs. With integrated, centrally 

coordinated operations, foreign subsidiary management does not 

have authority for major decisions which affect its reported 

19 

profits. The 1973 Committee on International Accounting of 

the American Accounting Association agrees with the previously 

reported conclusions, and adds that differences between 

countries, such as social, economic, political-legal, and 

educational differences, have a considerable effect on manager 

performance. In conclusion, the Committee believes there is 

a need for further research to introduce additional elements 
20 

into traditional management accounting evaluation techniques. 

In evaluating performance, accounting data have tradition-

ally played a major role. However, there are five major pro-

blems that make performance evaluation imperfect and imprecise 
19 
An Introduction to Financial Control, pp. 71-73. 

20 . 
American Accounting Association, "Report of the Committee," 

1974, pp. 252-257. 
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as well as making the design of most accounting techniques 

difficult. First, neither managers nor accountants have 

developed comprehensive measures and standards of performance; 

therefore, not all the relevant dimensions of performance are 

included in accounting reports. Second, "even considering 

the economic aspects of performance, an organization's economic 

cost function is rarely known and an accounting system can 

only attempt to approximately represent its complexity, 
O I 

particularly for highly interdependent patterns of activity." 

Third, accounting data may be inadequate for managerial per-

formance evaluation. While accounting reports are basically 

concerned with showing the final outcome of the foreign sub-

sidiary's activities, managerial performance evaluation is 

concerned with the efficiency of the process resulting in 

the final outcome. There may be variables that affect the 

reported efficiency of the process but are not under the control 

of the manager. The isolation of these factors is a difficult 

task with domestic operations and becomes more difficult when 

concenred with multinational operations. Fourth, accounting 

reports emphasize short-term performance indices while managerial 

performance evaluation is concerned with more long-term con-

siderations. Fifth, accounting reports are mainly prepared 

21 
Anthony G. Hopwood, "Accounting and Human Behavior," 

(Englewood Cliffs, New Jersey, 1976), p. 106. 
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to provide information for multi-purpose uses and therefore 

may fail to provide information for any signle purpose, such 

22 

as performance evaluation. 

Moreover, evaluating the performance of foreign sub-

sidiaries of MNEs faces more problems than indicated above. 

Most, if not all, performance evaluation systems are designed 

without any regard for the organizational and environmental 

constraints which are present in the international operations. 

Accounting measurement of foreign subsidiary results and the 

choice of appropriate and adequate performance standards are 

difficult at best. A great challenge faces management 

accountants when dealing with performance evaluation of MNEs; 

therefore, they ought to improve their methodology and tech-

niques to encourage the use of all the scarce resources in 

the most effective ways. 

The Distinction Between the Foreign Subsidiary 
Performance and the Foreign Subsidiary 

Manager Performance 

In evaluating the performance of the foreign subsidiary, 

it is appropriate to evaluate its contribution to the objectives 

and goals of the whole MNE. It is also important to evaluate 

the contribution of foreign subsidiary managers to the per-

formance of the MNE. Solomons has stated, "In absence of 

evidence to the contrary, the presumption is that the success 

22Ibid., pp. 106-107. 
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of one implies the success of the other. But circumstances 

outside a manager's control may dictate success or failure 

of the venture."23 

It is important to distinguish between the performance 

of the foreign subsidiary and the performance of the foreign 

subsidiary manager because they seldom coincide, especially 

when international environmental conditions are distinctly 

different and more complex than domestic conditions. The 

manager should be evaluated on the basis of the performance 

which he controls. The foreign subsidiary should be evaluated 

so that top management can determine whether it is a good 

investment or whether the investment should be altered or 

deleted. Costs which are noncontrollable by the foreign sub-

sidiary manager may be logically assigned to the foreign 

subsidiary.24 Also, Kinney has stated, "Only when the effects 

of non-managerially controllable factors have been removed is 

it possible to determine the results peculiarly attributable 

to the manager's action."2^ 

The 1973 Committee on International Accounting of the 

American Accounting Association indicates that cultural 

differences cause differing attitudes toward work, loyaly, 

2^David Solomons, Divisional Performance, Measurement 
and Control, (Homewood, Illinois, 1976), p. 59. 

2 4 
^Horngren, Cost Accounting-Managerial Emphasis, p. 163. 

2^Kinney, "Environmental Model for Performance Measure-
ment," p. 10. 
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2 6 

honesty, etc. These cultural differences, along with 

other environmental differences, make comparisons among 

performance of foreign subsidiary managers in different 

countries meaningless, even though comparisons among foreign 

subsidiaries may be justifiable. 

Central coordinative and integrative organization of the 

MNE makes it more difficult to evaluate the performance of 

foreign subsidiary managers, because they do not make major 

decisions which affect their activities.27 As a result, we 

need a new system for performance evaluation that is responsive 

or sensitive to the specific environmental variables that have 

an important effect on the performance of foreign subsidiary 

managers. "Only in this way will headquarters management be 

able to separate the results for which subsidiary meanagers 

can be held responsible from those that are the result of 

decision or actions beyond their control."28 

However, traditional management accounting techniques are, 

indicated above, inappropriate and inadequate to find an 

operational, if not optimal, and valid solution for the foreign 

subsidiary manager's performance evaluation problem. 

In concluding this section, it is important to mention 

the five cautionary statements which have been stated by Choi 

26 
American Accounting Association,"Report of the Committee " 

1974, p. 254. 

27 
Morsicato, Currency Translation and Performance 

Evaluation, 1980, p. 18 . — 

2 8 
Choi and Mueller, An Introduction to Multinational 

Accounting, p. 271. ~— 



42 

and Mueller as guidelines for establishing a performance 

evaluation system to appraise the results of foreign operations: 

1. Foreign Subsidiaries should not be evaluated as 
independent profit centers when they are really 
strategic components of a multinational system. 
Company-wide return-on-investment criteria should 
be replaced by performance measures more attuned 
to the specific objectives and environments of each 
foreign subsidiary being evaluated. 

3. Subsidiary managers should not be held responsible 
for results that are beyond their control. 

4. Subsidiary managers whose performance is being 
measured should participate fully in the establish-
inent of subsidiary objectives. 

5. Multiple measures of performance, both financial 
and nonfinancial, should probably be employed in 
most cases for the evaluation of multinational 
subsidiary performance.29 

Managerial Performance Evaluation Measures 

This section discusses the various performance evaluation 

measures used by MNEs in their international operations. 

Almost without exception, MNEs use more than one criterion to 

measure the results of their international activities. However, 

they tend to place more emphasis on one over the others, with 

the use of the remainder for supplementary purposes.^ 

Return-On-1nves tment (RQI) 

ROI l s a fraction. Its numerator is the profit earned 

by a foreign subsidiary. Its denominator is the investment 

p. 64 

29 
Ibid., p. 272. 

30n 
Persen and Lessig, Evaluating the Financial Performance, 
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in the foreign subsidiary. ROI is a generally accepted measure 

of the long-run profitability of a business entity. Bursk and 

others have stated, 

ROI is supposed to have the following advantages: 

1. It is a single comprehensive figure influenced by 
everything that has happened which affects the 
financial status of a subsidiary—and that is a 
lot in the case of a foreign subsidiary. 

2. It measures how well the subsidiary manager 
uses the property of a company to generate 
profits. 

3. Rate of return is a common denominator that can 
be compared directly among subsidiaries, among 
subsidiaries and outside companies, or among 
subsidiaries and alternative investments—a 
very useful tool in multinational operations. 3-̂  

However, there are many difficulties in using ROI as the 

company-wide criterion for measuring performance in MNEs. 

First, "ROI over-simplifies a very complex decision-making 
•i 32 

process." ROI can give a picture of managerial performance 

only if top management intends to measure the utilization of 

assets controlled by managers rather than the performance of 

managers themselves. ROI tries to combine three major elements 

in one single measure planning, decision making, and con-
33 

trol. Using a single rate of return for each foreign 

31 _ 
Bursk and others, Financial Control of Multinational. 

pp. 17-18. — 
32 
Harold Bierman, "ROI as a Measure of Managerial Perfor-

^ance'" Accounting for Managerial Decision Making, edited 
by Don T. Decoster, Kavasser V. Ramathan, and G. L. Sundem, 
2nd.edition, (Santa Barbara, California, 1978), p. 403. 

33Ibid., p. 410. 
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subsidiary is too simple to be used as a base for all trade-offs 

between investments and profits in a MNE. 

Second, with respect to the numerator, the measurement of 

foreign subsidiary income for rate of return calculation is 

complicated by intercompany transactions. The effect of one 

subsidiary on the return streams of other subsidiaries needs 

to be accounted for; however, such assessments are difficult 

to do.34 

Third, with respect to the denominator, it is difficult 

to obtain a satisfactory monetary basis for the value of the 

investment. For example, using the gross book value of the 

investment base may lead to suboptimal decisions, because it 

is possible for a manager to increase his ROI by scrapping 

perfectly useful assets that do not contribute profits 

equal to the foreign subsidiary's goal.3^ 

Fourth, foreign operations are often established for 

strategic economic reasons—as noted in Chapter I—rather 

than for profit maximization. However, top-management might 

forget this fact when evaluating the performance of foreign 

subsidiary managers. Therefore, using a company-wide per-

formance (ROI) criterion to evaluate the profitability of 

foreign subsidiaries and performance of their managers is 

inadequate and misleading as well. 

Accounting^ ~ Intr°ducti°" Multinational 

35 
p. 108 B U r S k a n d o t h e r s' Financial Control of Multinational. 
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Fifth/ the reported results of any foreign subsidiary is 

directly affected by many environmental constraints: (a) 

political—legal, economic, educational, and social policies 

and actions of host governments can drastically affect the 

reported results of a foreign subsidiary, (b) foreign exchange 

controls have a depressing effect on both a subsidiary's and 

3 6 

a manager s performance, and (c) since MNEs conduct business 

in many countries, top management must decide the extent to 

which managers of foreign subsidiaries are to be held 

responsible for foreign exchange losses.^ 

Operating Budget Comparisons 

Comparisons of actual results with operating budgets have 

been used widely for performance evaluation of overseas 
38 

activities. The main purpose of using the budget is to set 

up the objectives of the foreign subsidiary. In addition, 

it helps to forecast and compare the actual results of 

operations with the budget. Then, variances between budgeted 

and actual results can be analyzed for evaluating the perfor-

mance of foreign subsidiaries and their managers, and finally, 

corrective actions may be taken to improve the efficiency of 

future managerial performance. 
36 
Choi and Mueller, An Introduction to Multinational 

Accounting, p. 271 

37 
Robbins and Stobaugh, "The Bent Measuring Stick", 

p. 85. 
38 
Persen and Lessig, Evaluating the Financial Performance. 

p. 45. 
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In MNEs, the same budgetary procedures are used for both 

domestic and foreign operations. The budget has been used 

for supplementary information on foreign subsidiary performance; 

however, MNEs still select ROI as a key item in the budget.39 

The Committee on International Accounting of the American 

Accounting Association has indicated that when operating 

results of foreign subsidiaries are evaluated on the basis of 

their conformity with budgeted results, the performance evalua-

tion is often less than satisfactory, because the budget is 

prepared for only key factors such as profit and ROI; other 

variables which are beyond the foreign subsidiary manager's 

control are not considered for exclusion.40 in addition, 

this approach does not distinguish between foreign subsidiary 

performance and foreign subsidiary manager performance. 

Moreover, Bursk and others have indicated that if the 

profit budget of a foreign subsidiary does not provide an 

accurate measure of short-term profitability, we need to use 

other non-financial techniques to evaluate the performance.41 

39 
Robbins and Stobaugh, "The Bent Measuring Stick," 

p. 83. 
40 
American Accounting Association, "Report of the 

Committee," 1974, p. 253. 
41 
Bursk and others, Financial Control of Multinational, 

p. 126. 
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Other Performance Evaluation Measures 

Other measures are used in MNEs for performance evalua-

tion, such as cash flow potential from the foreign subsidiary 

to the U. S., residual income, contribution to earning per 

share, return on sales, return on investment (adjusted for 

inflation), and other ratios.^ These other performance 

evaluation measures have been well covered in the literature, 

and need not be considered here. 

The discussions in this section indicate that performance 

evaluation measures used in MNEs have often failed to consider 

adequately the environmental variables surrounding the inter-

national operations in designing their performance evaluation 

systems because of the difficulty of measuring and incorporating 

those variables into traditional management accounting tech-

niques. As a result, measuring the performance of foreign 

subsidiaries and their managers on the basis of ROI or any 

other measure of performance tends to encourage suboptimal 

decisions because of a lack of goal congruence between the 

foreign subsidiary and the parent company.43 

42 
Persen and Lessig, "Evaluating the Financial Performance," 

pp. 25-33. 
43 
Bursk and others, Financial Control of Multinational, 

p. 126. 
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The International Environment 
and Its Constraints 

A foreign subsidiary is not isolated from the world 

around it. Its future growth, the results it can achieve, 

and the constraints within which it operates are all functions 

of environmental factors.44 Differences in environmental 

factors are likely to be much greater between countries 

than within any one country, and these greater differences 

distroy the comparability among foreign subsidiary operating 

results in different countries. Because this comparability 

is the basis for performance evaluation systems, the validity 

of this system under different environmental factors is 
4 5 

questioned. 

For domestic enterprises, many of the economic, political-

legal, social, and educational variables are constants and 

managers can ignore them. However, for MNEs in their inter-

national operations, the constants become variables, causing 

significant variations in the results of foreign subsidiaries.46 

All these environmental variables function "independently of 

the manager's will."47 Therefore, they are not controllable 

44 
Yair Aharoni and Clifford Baden, Business in the Inter-

?Q^?n Environment, tBoulder, Colorado; West-View Press, Inc., 
1977) , p. vn. ' 

45 
American Accountmg Association,"Report of the Committee," 

iy/4, p. 253. 

, . 
Farmer and Richman, International Business, p. 77. 

47 u . 
_ _ Anaroni and Baden, Business in International Environment, 

p • VI1, ' ~ 
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by managers, who should not be held responsible for their 

effects on the results of their activities. 

Management accounting must be responsive to "ever-

changing needs and must reflect the cultural, economic, legal, 

social, and political conditions within which it operates. 

Its technical and social usefulness depends on its ability to 

mirror these conditions."48 Such environmental factors are 

inherent in multinational business operations, and must be 
49 

accepted. Therefore, traditional management accounting 

techniques which are appropriate for domestic operations may 

not fit the needs of MNEs. 

The noncontrollable environmental factors may be divided 

into four major categories which appear to have maximum 

direct impact on foreign operations. These factors are 

discussed below. 

Political-Legal Constraints 

For MNEs, it is important to know how legal constraints 

and political actions of a given country affect the foreign 

subsidiary s performance directly. Since each country is 

independent, "it is expected that each will have a somewhat 

different legal structure than others, and that politics of 

4 8_,. . 
Choi and Mueller, An Introduction to Multinational 

Accounting, p. 21. : — — 

49 
Cunningham, An Accountinq Research Framewn-rlc in 

Multinational. p. 116. ~ — 
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one country will also have different impacts than those of 
50 

other countries." 

There is a conflict in allocating resources. On one hand, 

the home office of the MNE wishes to exercise control measures 

over the utilization of its resources in foreign countries 

to assure that they are used efficiently and profitably. On 

the other hand, the host country seeks to control the re-

sources of MNE to make sure that they are used in the national 

51 

interest. As a result, the government of the host country 

may interfere to impose protective measures which affect a 

foreign subsidiary's performing its operations efficiently. 

If a MNE needs to understand the long-term political 

stability of a given country, it is necessary to look beyond 

the present government situation to the one that is expected 

if and when the leadership passes hands.52 

Even though less-developed nations are characterized by 

a high degree of political risk, MNEs still consider them 

for international activities, because they may: (a) be the 

only sources of certain resources, (b) have tariff restrictions 

which make direct investment the only way to reach a growing 

market, (c) have significantly cheaper factors of production, 
50 
Farmer and Richman, International Business, p. 185. 

i em American Accounting Association,"Report of the Committee," 
1973, p. 124. ' 

52, , 
Aharoni and Baden, Business in International Environment, 

p. 62. ' 
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or (d) have a very high profitability in the short-term and 

the payback period is therefore short.53 

The category of political-legal variables may include: 

the impact of both defense and foreign policies on foreign 

subsidiaries; the influence on foreign subsidiaries of 

revolutions, changes in regime, and stability or instability 

over protracted periods; the degree to which relevant barriers 

to the efficient management of industrial enterprises can be 

changed; and the impact of quality, efficiency, and effective-

ness of the legal structure on subsidiaries operating in 

foreign countries.5^ 

Economic Constraints 

This group of constraints involves degree of economic 

stability and growth, factor costs, product demands, the 

general economic framework of the foreign country, the 

organization and operation of central banking systems, 

capital markets and their impact on foreign subsidiaries, 

and other elements. 

MNEs invest in foreign countries to take advantage of 

economic differences, such as taxation differences, financial 

market differences, differences in product costs, and 

differences in product selling markets. Their strategy is 

53Ibid., pp. 62-63. 

54^ , . , 
Farmer and Richman, Internationa1 Business , pp. 81-82. 
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to produce in the least-cost production countries and sell 

55 

in the highest selling price countries. 

Inflation, fluctuating exchange rates, and transfer 

pricing are the most significant factors of economic con-

straints. Wide variations and rapid changes in inflation 

rates from one country to another seem to be an important 

factor when foreign subsidiaries and their managers are 

being evaluated.MNEs utilize resources more effectively 

than domestic enterprises by transferring idle or underutilized 

resources. Transfer pricing policies are usually set in MNEs 

to facilitate cash movements where currency restrictions 

exist and to minimize taxes. "Transfer pricing relates to 

both goods and services passing between related entities, 

and therefore includes the prices (which may be zero) charged 

for parts, components, finished products, management services 
57 

and central administration, and R&D." There is no ideal 

transfer pricing system found in MNEs. 

All of the above factors of economic constraints give 

rise to numerous problems when traditional management accounting 

techniques are being used for evaluating the performance of 

foreign subsidiary managers. 
55 
American Accounting Association,"Report of the Committee," 

1973, p. 131. 
5 6 
Persen and Lessig, Evaluating the Financial Performance, 

p. 109. 
57 . . 
American Accounting Association, Report of the Committee, 

1974, p. 255. 
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Sociological Constraints 

Sociological environmental constraints include cultural 

and religious mores, attitudes toward growth and stability, 

and many others. These international sociological constraints 

interact with legal-political and economic international 

environmental constraints. For example, emotional feeling 

of citizens of a country toward foreigners may lead to laws, 

rules, restrictions, or regulations which affect the business 

firms operating abroad significantly.58 Therefore, feeling 

and attitudes of people in a given country are reflected in 

the regulations and rules that country has with respect to 

foreign subsidiary operations. 

Some of these variables may have impact on the financial 

control systems of MNEs in different countries; each may 

affect the nature and degree of success of MNE control systems 

required in each host country environment.59 Therefore, MNEs 

must consider seriously all sociological variables and their 

impact on foreign operations. 

Educational Constraints 

Aharoni and Baden have stated, "As per capita income 

increases, as levels of education increase and as the growth 

in communications technology increases awareness of alternative 

58 
Farmer and Richman, International Business, p. 167 

59 . . ~ " 
African Accountmg Association, "Report of the Committee," 1973, p. 125 
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life-styles, there are rising expectations with regard to 

matters such as housing, welfare, recreation and medicare."60 

Education is one of the significant variables which affects 

the culture, attitudes, perceptions, and other economic, 

social, and political variables. 

Educational constraints may directly influence the types 

of control techniques the firm can utilize effectively. The 

extent and degree to which the types of formal education are 

available in a foreign country may influence the management of 

subsidiaries operating in foreign countries. This category 

may also include the extent and quality of management develop-

ment programs which are aimed at improving the skills and 

abilities of managers and potential managers working in 

foreign countries, and the extent, types, and quality of 

education of this kind not directly under the control or 

61 
direction of foreign subsidiaries. 

The Impact of Environmental Constraints on Managerial 
Performance Evaluation of MNEs 

Environmental constraints—as noted above—have signifi-

cant effects and impacts on international operations of MNEs. 

MNEs can be challenged internationally on the political impli-

cations of doing business under a certain regime and on the 

6 0 
Aharoni and Baden, Business in International Environment, 

p. 92. 

61Farmer and Richman, Internationa1 Business, p. 62. 



55 

economic implications of the allocation of national resources.62 

To understand the impact of one factor, it is necessary to 

examine all other environmental factors and their interaction 

in affecting the performance of foreign subsidiaries. For 

example, economic power has always been used for political 

stability; government intervention may be caused by social 

movement, etc. 

The operating results of foreign subsidiaries are 

significantly affected by sociological, economic, political-

legal, and educational constraints affecting different 

countries in varying degrees. Where this importance is 

greater, the influence on the design of a firm's system of 

managerial performance evaluation for MNEs is expected to 

be stronger.6^ 

To this researcher's knowledge, there has been no 

comprehensive research effort to date to examine and assess 

the effects of environmental international constraints (as 

noncontrollable variables) on performance evaluation of 

foreign subsidiary managers using management accounting 

techniques. 

62 
Aharoni and Baden, Business in International Environment, 

p. 19. 

63 
Morsicato, Currency Translation and Performance 

Evaluation, p. 6. 



CHAPTER III 

METHODOLOGY 

This chapter describes the research methodology used in 

this study. It includes a discussion of the MNE environmental 

model and its strengths and limitations. In order to test the 

formulated hypotheses, as indicated in Chapter I, a question-

naire has been designed to gather data regarding the variables 

of the MNE environmental model. A discussion of the measurement 

of the environmental variables is also presented. 

Model Specification 

The environmental model is developed to measure the per-

formance of foreign subsidiary managers on the basis of 

operational performance standards after considering the effects 

of the noncontrollable environmental factors. Kinney (1968) 

structured a model for measuring and evaluating the performance 

of retail outlet managers. He tested his model in a national 

firm offering a wide range of goods and services by catalogue 

and retail stores. Farmer and Richman (1980)1 have developed 

a model which analyzes the relationships among environmental 

factors and managerial performance. This study is a synthesis 

of the two models into one which can be adopted by MNEs in 

developing performance standards. Such a model should be 

1Farmer and Richman, "International Business," pp. 90-93. 

56 



57 

viewed as an extension of responsibility accounting to make 

performance standards valid and operational. 

The MNE environmental model will measure and evaluate 

the performance of foreign subsidiary managers. In applying 

the method, a linear statistical model of foreign subsidiary 

performance is structured, in which it is assumed that measured 

performance of a foreign subsidiary can be described as the 

sum of: 

1. The effects of the levels of noncontrollable environ-

mental factors under which the foreign subsidiary is operated, 

2. The effects of the foreign subsidiary manager's 

actions after considering the effects of the noncontrollable 

environmental factors, and 

3. Other factors not explained by the model. 

The model is structured for a business which has m foreign 

subsidiaries and for which n noncontrollable environmental 

factors can explain significant variations in performance 

among the foreign subsidiaries. The objective of the model 

is to estimate the relative managerial performance among the m 

foreign subsidiary managers (after considering the effects of 

noncontrollable environmental factors) for a particular period 

of time. 

The levels of noncontrollable environmental factors, as 

indicated in Chapter II, are divided into four major categories: 

political-legal, economic, sociological, and educational. 

Each category is divided into four variables resulting in 
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sixteen noncontrollable environmental variables. The pro-

blem of measurement of these variables will be explained 

later in a separate section of this chapter. 

The performance of a typical foreign subsidiary (s) for 

a period of time (t) can be described as 

Y s t = A + B 1 X 1 + B 2 X 2 + + V n + M s + U s t 

where 

Yst = t h e measured performance of foreign subsidiary (s) 

for a period (t), in terms of return on investment, 

A = the overall regression constant or the Y-axis 

intercept, 

Bi>s= the regression coefficients which express the 

relationship between the noncontrollable environ-

mental factors and measured foreign subsidiary 

performance, 

Xi's= t h e l e v e l o f the noncontrollable environmental 

factors for a foreign subsidiary (s), 

Mg = the managerial contribution by the foreign sub-

sidiary manager, and 

Ust
 = the portion which is not explained by the model. 

It is assumed to have an expected value of zero and 

to be randomly distributed about that expectation. 

The measured performance (Yg^), as a dependent variable, 

could be any measure of foreign subsidiary performance for 

a given year, such as return-on-investment, return-on-equity, 

return-on-sales, return-on-assets, operating profit, operating 
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cash flow to subsidiary, operating cash flow to parent, or 

any other of those measures indicated in Chapter II. However, 

return-on-investment is selected to be used as a dependent 

variable for all MNEs who have participated in the sample. 

This selection of ROI as a dependent variable is justified 

on the basis that previous research studies have indicated 

the following: (a) almost without exception, ROI is used by 

MNE officers as a basic measure of performance,^ (b) the 

method of measurement, the type of analysis, and research de-

sign must be congruent.-^ Therefore, the measured performance 

must be measured on the same basis for all subsidiaries parti-

cipating in the study. Also ROI has wide application and is 

"a measure of success in earning a return on assets and success 

with respect to the nature and amount of capital employed.'"^ 

Thus the model may be restated as 

Y-,. = A + ^ L _ ( B i x i s )
 + M= st 

i=l 

For the MNE environmental model, a unique solution is 

determined by defining the managerial contribution, Ms, as the 

expectation of measured performance of a foreign subsidiary for 

period (t) minus the sum of the regression constant and the 

effect of the noncontrollable environmental factors. 

^Robbins and Stobaugh, "The Bent Measuring Stick," p. 82. 

-̂ Fred N. Kerlinger, Foundations of Behavioral Research, 
(New York: Holt, Rinehart and Winston, Inc., 2nd edition, 1973), 
p. 153. 

^Kinney, "Model for Performance Measurement," p. 6. 
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Thus: 

Ms = E (Ygt* ~ (A + ^ — BiXis) 
i=l 

where: 

E ^Yst^ = average of the observed measured past 

performance of a foreign subsidiary (s). 

Research Design 

The Population 

The universe was defined as all U. S.-based companies 

with subsidiaries abroad. Excluded are subsidiaries which 

deal primarily in marketing, transportation, insurance, enter-

tainment, and consulting activities. Those excluded activities 

are characterized by the difficulty in evaluating the perfor-

mance of their foreign subsidiary managers. The nature of 

their business would be expected to affect reported net income 

significantly. Difficulty in measuring these factors within 

the MNE environmental model makes their exclusion justified. 

The companies selected maintained effective control over at 

least one foreign subsidiary. 

The universe was identified in two different references. 

Dun and Bradstreet's Million Dollar Directory (1981) was used 

to identify all those firms with international divisions. Each 

firm listed was then identified in the Directory of American 

Firms Operating in Foreign Countries (1979). This reference 

includes only those companies with foreign operations in which 

American firms have a substantial direct capital investment. 
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The Sample 

A selected sample of 264 American MNEs with subsidiaries 

in at least one foreign country was identified as subjects. 

In order to test the formulated hypotheses, a questionnaire 

was designed to gather data regarding the variables of the 

MNE environmental model. A pilot study to validate the 

research instrument was performed. Of interest was the 

potential respondent's evaluation of the questionnaire con-

cerning its length, clarity, readibility, and completeness. 

The pilot study was performed using interviews in Dallas-Fort 

Worth area. Based on comments and suggestions made by the 

international division executives interviewed, minor adjust-

ments were made to the questionnaire. The dissertation pro-

posal was presented to the faculty and graduate students at 

North Texas State University, the questionnaire was extensively 

critiqued. On the basis of the suggestions made at the defense, 

several modifications were incorporated into the questionnaire. 

The revised questionnaire and the cover letter (Appendices 

A and B respectively) were mailed to specific officers. The 

name of the top executive officer of the international division 

of each firm was identified in either the Directory of American 

Firms Operation in Foreign Countries (1979) or Dun and Brad-

street's Million Dollar Directory (1981). 

After allowing three weeks for returning the completed 

questionnaires, a second letter (Appendix C) and questionnaire 
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were sent to those 183 MNEs which had not yet responded. 

At this point in the data collection, 29 MNEs had responded 

positively (completed the questionnaire), 36 firms had 

responded by answering that they were ineligible to partici-

pate (answered NO to the question asking if their firms main-

tain effective control over at least one foreign subsidiary), 

9 firms had responded negatively (refused to participate), 

and 7 firms had gone out of business. 

Twenty-seven American MNEs responded positively to the 

second questionnaire, forty-three responded No (not eligible 

for participation), 19 firms responded negatively (refused to 

participate), and 8 American MNEs responded positively but 

did not answer the question asking them to indicate the net 

assets, gross revenues, and income after taxes of the year of 

1980 for the top five countries where their firms control 

subsidiaries. Table I summarizes the response rates to the 

initial questionnaire and the follow-up. 

The final response rate of eligible firms was 31.5%. This 

rate was calculated by dividing the numbers of positive re-

sponses (56) by the number of possible responses from eligible 

firms (178). The 86 firms that never responded in any way were 

included in the total number of eligible firms since there was 

no way of determining that they were ineligible. 

The questionnaire asked the international division 

executives of American MNEs to indicate what measures were 
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TABLE I 

ANALYSIS OF THE RESPONSES OF THE SELECTED 
SAMPLE MULTINATIONAL ENTERPRISES 

Number of questionnaires mailed 
Ineligible enterprises 

Responded NO 79 
Out of Business 7 

Eligible American NMEs 

Positive response 56 
Negative response 28 
Positive response but incompleted 

questionnaires 8 
No response 86 

Percent of positive (usable responses to 
eligible corporations 56/178 

Percent of total returned responses to 
total possible responses 171/264 

264 

86 

178 

31.5% 

64% 

used by their firms to internally evaluate performance, and 

whether or not the firm applies the same techniques to evaluate 

the subsidiary performance as were used to evaluate the 

manager's performance. They were also asked to indicate the 

extent to which the firm's system of internal performance 

evaluation has been designed to reflect environmental 

differences that may have a different impact in one country 

than another. 

The section on environmental factors was included to 

determine the association between foreign subsidiary performance 



64 

and the environmental constraints. The international 

division executives were asked to indicate their opinions 

concerning the level of importance of each of the environ-

mental factors in terms of their impact on subsidiary per-

formance in particular countries. 

The general information section was included to pro-

vide financial information of the subsidiaries in the top-

five countries where each MNE maintains effective control. 

The Problem of Measurement and the Variables 
Employed in the Study 

Since the environmental factors, as independent variables 

of the MNE environmental model, were measured by using rank-

order measures, this rating scale (1) is ordinal, (2) does 

not possess the desirable characteristics of equal intervals 

or absolute zero, and (3) is not truly numerical. However, 

using the ordinal level of measurement would require a very 

large sample of 800 or more MNEs. Although independent 

variables are in reality ordinal data, they can be treated as 

interval data for purposes of this analysis. There is an 

adequate justification in the research literature for treating 

5 

the data as interval data: 

1. Using a finer scale (up to 100 points) approaches 

linearity. Thurstone constructed an attitude scale with 

5 
Norman H. Anderson, "Scales Statistics: Parametric and 

Non-parametric," Psychological Bulletin, 58 (1961), 306-316; 
Fred N. Kerlinger, Foundation of Behavioral Research, (New 
York: Holt, Rinehart and Winston, Inc., 2nd Edition, 1973), 
pp. 438-441. 
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values in order to measure the attitude of individuals. 

The Thurstone scale is called the method of equal appearing 

intervals, he concludes, "The essential characteristics of 

the present measurement method is the scale of evenly 

graduated opinions so arranged that equal steps or intervals 

on the scale seem to most people to represent equally 

noticeable shifts in attitude. 

2. Treating the independent variables as ordinal data 

within multiple correlation and regression techniques would 

require their conversion to dummy variables in a multiplica-

tive manner resulting in 64 variables rather than 16. This 

would require a sample of size 1600 to 2400 rather than a 

sample of size 200 to 300. The impossibility of obtaining 

more than 300 responses is the true limiting factor in choos-

ing the methodology. However, by treating the variables as 

an interval level of measurement, analysis is possible. 

In order to measure the independent variables of the MNE 

environmental model, each international division executive 

was asked to indicate his opinion concerning the level of 

each of the sixteen environmental factors in terms of their 

impact on subsidiary performance in particular countries. 

6L. L. Thurstone, "Attitudes Can Be Measured," The 
-J°U^n?1 Sociology, XXXIII, No. 4, (JanualyT 1928) , 

P. 554, cited m Francis J. Pribyle, "The Image of the New Car 
? i®L a S P ef c e i v e d by the New Car Buyer: A Comparative Study 

M Differential Attitudes," unpublished doctoral dissertation 
North Texas State University, 1975, p. 48. ' 
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Each factor was separately rated on a scale of 0 to 100 

with explanatory describers indicating various levels. The 

question arises, "By asking the subjects about their opinions 

concerning the level of each factor, is the level of that non-

controllable environmental variable actually (realistically) 

being measured?" This question is answered below. 

Two theories of measurement have been found in the 

research literature: classical and modern. Measurement, 

under the classical theory, "is restricted to the assignment 

of numerals to represent properties on the basis of physical 

laws that are discovered through the fundamental or derived 

processes."^ According to this theory, the assignment of 

numerals to objects other than by the procedures involved 

in the fundamental or derived measurement is not measurement 

at all. Only a limited number of properties, such as length, 

weight, and electric resistance are measurable in this 
O 

fundamental way. 

Under the modern theory of measurement, "the process of 

measurement is the process of mapping empirical properties 

^Norman R. Campbell, What is Science, pp. 109-143, cited 
in Moustafa F. Abdel-Magid, "Toward a Better Understanding of 
the Role of Measurement in Accounting," Accounting Review, LIV. 
No. 2 (April, 1979), 348. 

O 
S. S. Stevens, "Measurement, Psychophysics, and Utility," 

Measurement: Definitions and Theories, edited by C. W. Churchman 
& Philburn Ratoosh, (1962), p. 22. 
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or relations into a formal model.9 This approach of measure-

ment is broader than the classical approach, and it overcomes 

the problem of quantifying psychological and psychophysical 

properties and sensory events, such as achievement, loudness, 

and brightness.10 

The major difference between the two theories of measure-

ment is that the classical theory insisted on the concept of 

additivity,11 while the modern theory is based on two criteria: 

(1) the concept of mathematical invariance, and (2) the appli-

cation of consistent rules in the assignment of numbers.12 

Under the second criterion, "numerals... assigned under 

different rules leads to different kinds of scales and different 

kinds of measurement, not all of equal power and usefulness. 

Nevertheless, provided a consistent rule is followed, some 

form of measurement is achieved."13 In addition, Kerlinger, 

in supporting the modern theory of measurement, has stated 

that the measurement of such characteristics of individuals 

and groups as intelligence, cohesiveness, agressiveness, and 

anxiety involves essentially the same thinking and procedures 

of weight, length, and electric resistance. Also, if rules 

9Ibid., p. 20. 

10Abdel-Magid, "Toward a Better Understanding," p. 349. 

URussell L. Ackoff, Scientific Method: Optimizing Awlied 
Research Decisions, (New York: John Wiley & Sons, 1962')Tp7~I?9. 

12Abdel-Magid, "Toward a Better Understanding," p. 349. 

13Stevens, Measurement, Psychophysics. and Utility, p. 19. 
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can be set up on some empirical basis, measurement of 

anything is theoretically possible.14 

Thus, the level of each environmental factor does not 

have to be measured in terms of physical properties of 

objects such as length or weight to qualify as measurement. 

Rather, it can be measured in terms of the opinions of inter-

national division executives, who are presumed to have exper-

tise with respect to international operations, concerning 

the level of each factor on a scale from 0 to 100. Given 

a consistent rule to be followed in answering the questions 

related to the levels of environmental factors, a form of 

measurement is justified. 

In other words, the responses of the international 

division executives were taken as valid measures of the attri-

butes of environmental factors for inclusion in the main 

model. 

Besides using these responses as a basis for measuring 

the impact of the factors on subsidiary performance for use 

in the model, the responses themselves were analyzed separately. 

This separate analysis is described in Chapter VI. 

Methodological Strengths and Limitations 

To test the hypotheses of this study, the multiple corre-

lation and regression technique was used. Like all statistical 

14Kerlinger, Foundation of Behavioral Research, p. 427. 
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techniques, multiple regression has strengths and weak-

nesses. One of the most important strengths is that it 

offers a fuller explanation of the variance of ROI as a 

dependent variable by estimating the contributions to this 

variance of environmental factors as independent variables. 

It may be considered as an efficient and powerful hypothesis-

testing and inference-making technique.^ 

Second, multiple regression analysis is able to handle 

any number and kind of independent variables.16 It can 

include continuous as well as categorical variables. 

Third, multiple regression yields many statistical 

interpretations of the available data. Measures of the over-

all relation between the environmental factors and ROI, r2, 

an estimate of the proportion of variance accounted for by 

all independent variables are provided. Also, F tests of 

the statistical significance of different r2ls can be com-

puted, and regression coefficients, b's, are calculated with 

t or F test of their statistical significance. 

However, there are some weaknesses which limit the use 

of the results of multiple regression analysis. First, when 

more independent variables are added to a regression equation, 

1 5 Ibid., p. 631. 

16Fred Kerlinger and Elazar J. Pedhazur, Multiple Re-
gression in Behavioral Research, (New York: Holt, Rinehart 
and Winston, Inc., 1973), p. 444. 



70 

all the regression coefficients change, especially so when 

independent variables are intercorrelated. 

Second, regression coefficients may change from sample 

to sample as a result of sampling fluctuations, particularly 

when the environmental factors and many other factors, such 

as industries and countries, are highly correlated.17 As 

a result, if another study is to be conducted on the basis 

of a different sample, the b's, r's, and r2ls may be 

different. 

Third, as the number of independent variables increases, 

r2 increases, approaching 1.0, especially when the number 

of independent variables approaches n (the number of data 

points.) This may result in a problem of choosing the best 

regression model. Therefore, the highest adjusted r2 (or 

lowest error) rather than the highest unadjusted r2 was used 

for the analysis of the statistical tests. 

Fourth, when the independent variables are correlated, 

"the relative amount of variance of the dependent variable 

that each independent variable accounts for can change dras-

tically with different orders of entry of the variables. 

Therefore, the order of entry has a significant effect on the 

regression coefficients, b's, especially when the independent 

variables are correlated. 

17Richard B. Darlington, "Multiple Regression in Psycholo-
gical Research and Practice," Psychologica1 Bulletin, 69 (1968), 
161-182. 

18 Kerlinger, Foundations of Behavioral Research, p. 625. 
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In addition to the above limitations of the multiple 

regression technique, the collection of data at one point 

in time by the research instrument, the questionnaire, may-

create limitations because ROI as dependent variable repre-

sents past performance of a foreign subsidiary. For 

decision-making purposes, the future, neither the past nor 

the present, is more relevant. Consequently, using the 

measured past performance limits the use of the environmental 

model for prediction. 



CHAPTER IV 

FINDINGS 

The objective of this and the following chapter is to 

present, analyze, and discuss the data generated by the 

research instrument with the objective of indicating the 

impact of environmental factors (as independent variables) 

on the performance of foreign subsidiaries (as dependent 

variables). This Chapter discusses the responses to the 

first section of the questionnaire which pertains to the 

financial measures and the systems of internal performance 

evaluation. The statistical tests and their results for 

these variables are tabulated, analyzed, and reported in 

terms of the selected sample group. The following chapter 

discusses and evaluates the results of testing the statistical 

hypotheses. It also includes the construction of the MNE 

environmental model. 

The Statistical Package for the Social Sciences-*- was 

utilized to generate the various statistical tests presented 

in this chapter. 

Norman H. Nie and Others, Statistical Package for the 
Social Sciences, 2nd. Edition, (New York: McGraw-HilT~BooF~ 
Company, 1975); C. Hadlai Hull and Norman H. Nie, "SPSS 
Update 7-9," (New York: McGraw-Hill Book Company, 1981). 

72 
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Managerial Performance Evaluation 

The first section of the questionnaire has been 

divided into the following subject areas: (a) an analysis 

and discussion of the financial measures currently used to 

evaluate the performance of foreign subsidiaries and their 

managers, (b) a discussion of the use of different internal 

performance evaluation systems for domestic operations than 

for foreign operations, and (c) an analysis and discussion of 

the relationship between the firm's environmental constraints 

and the firm's evaluation systems. 

The Financial Measures Currently Used by MNEs to 
Evaluate the Performance of Foreign 
Subsidiaries and their Managers 

The purpose of the section of the questionnaire on 

financial measures was to provide information about the measures 

American MNEs currently use to internally evaluate the per-

formance of their foreign subsidiaries. An additional purpose 

was to determine whether they use the same basic techniques to 

evaluate manager performance as they use to evaluate sub-

sidiary performance. 

The questionnaire requested the international division 

executives to indicate the measures their firms use to intern-

ally evaluate the performance of the foreign subsidiaries and 

their managers and to rate each measure in terms of its 

importance. 
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Table II shows the percentages of respondents indica-

ting the use of the particular evaluation measure of both 

the performance of foreign subsidiaries and the foreign sub-

sidiary manager performance. Almost without exception, MNEs 

use more than one criterion to evaluate the results of opera-

tions for both foreign subsidiaries and their managers. 

Return-on-investment, profit, budgeted ROI compared to actual 

ROIr and budgeted profit compared to actual profit are the 

measures used frequently to evaluate the performance. Other 

measures include: cash flow, return-on-total-assets, return-

on-operating-assets, return-on-net-assets, sales strategic 

objectives, share of market improvement, and remittance 

versus plans. 

TABLE II 

FINANCIAL MEASURES USED TO EVALUATE THE 
PERFORMANCE OF FOREIGN SUBSIDIARIES 
AND FOREIGN SUBSIDIARY MANAGERS 

Financial Measures Percent of the total 64 MNEs 

Foreign 
Subsidiary 

Foreign 
Subsidiary 
Manager 

Return-on-investment 
Profits 
Budgeted ROI compared to 

actual ROI 
Budgeted profit compared to 

actual profit 
Other measures 

67% 
66% 
64% 

87% 

36% 
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Almost 86% of the sample group (55 firms out of a total 

of 64 MNEs which answered the first four questions on the 

questionnaire) uses budgeted profit compared to actual profit 

as the primary measure of performance. Figure 1 presents in 

the form of a bar chart comparing the four measures in terms 

of their importance in evaluating the performance of foreign 

subsidiaries. 

With respect to foreign subsidiary managers, 87% of the 

sample uses the budgeted profits compared to actual profits 

as the primary measure of performance with ROI (67%) as a 

secondary measure. Figure 2 provides comparisons between the 

ROI, profits, budgeted ROI compared to actual ROI, and budgeted 

profits compared to actual profits as a measure of foreign 

subsidiary managers' performance. 

In addition, it was found that 82% of the sample group 

use the same basic techniques to evaluate foreign subsidiary 

manager performance as they use to evaluate foreign sub-

sidiary performance. 

T h e U s e Different Internal Performance Evaluation 
Measures for Domestic Operations 

Than for Foreign Operations 

The questionnaire asked the international division 

executives whether they use an internal performance evaluation 

for domestic operations different from the one used for foreign 

operations. As expected, the actual results show that fifty-

one of the firms (81%) report that they use the same performance 
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Fig. 1—Comparison of the More Frequently Used Financial 
Measures to Evaluate the Performance of Foreign Subsidiaries in 
Terms of Their Importance. 
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Fig. 2—Comparison of the More Frequently Used Financial 
Measures to Evaluate the Performance of Foreign Subsidiary 
Managers in Terms of Their Importance. 
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evaluation measures domestically as they do abroad. These 

findings give strong support to the view that most MNEs use 

the same performance evaluation systems for foreign and 

domestic operations. 

The Relationship between the Firms' Environmenta1 
Constraints and the Performance 

Evaluation Systems 

The questionnaire requested the respondents to indicate 

whether their systems of internal performance evaluation have 

been designed to reflect environmental differences that may 

have a different impact in one foreign country than another. 

Table III indicates a percentage tabulation with respect to 

the above question. 

TABLE III 

CONSIDERATION OF ENVIRONMENTAL DIFFERENCES 
IN PERFORMANCE EVALUATION SYSTEMS 

Number of MNEs Percentage 

1. Not at all 9 14 
2. To a very little extent 15 23 
3. To a little extent 23 36 
4. To a great extent 16 25 
5. To a very great extent 1 2 
6. Completely 0 0 

64 100 

Nine MNEs (14%) report that their systems do not reflect 

any impact of environmental factors at all. Twenty-three MNEs 
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(36%) report that their systems have been designed to reflect 

environmental differences to a little extent. However, no 

firm of the sample group has designed its system to reflect 

environmental factors completely, while only one firm (2%) 

reported that its system reflects environmental factors to 

a very great extent. The environmental differences are 

usually included in the performance evaluation systems on 

a judgmental basis, with little mathematical precision.2 

The Statistical Tests 

Multiple Correlation and regression is used to test the 

hypotheses of this study. It is the statistical method which 

attempts to explain a process that generates data by deriving 

a certain type of linear relationship from that data. It is 

a technique widely used in the behavioral and social sciences, 

economics, business, and among others. Not only is it useful 

in itself but it also provides the background for other forms 
O 

of analysis. In this study, regression and correlation are 

used to determine whether the internal performance of MNE 

foreign subsidiaries is affected by environmental constraints. 

The null hypotheses state that there is no association between 

environmental constraints and measured performance of foreign 

2Persen and Lessig, Evaluating the Financial Performance, 
p. 113. -

3George Wesolowskey, Multiple Regression and Analysis of 
Variances, (New York: John Wiley & Sons, 1976), p. iii. 
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subsidiaries of MNEs. Mathematically, the null 

hypotheses were stated in the following terms: 

H : B- = 0 o i 

Where B^ = the change in Y (measured performance in terms 

of ROI) when X^ (an environmental factor) is 

changed by one unit, other X variables in the 

regression held constant. 

The alternative hypotheses then became: 

Hx : B± f 0. 

The overall interpretation of these hypotheses is that, 

if the null hypothesis of a specific independent variable 

is rejected, then the raw score partial regression coefficient 

for each MNE environmental constraint is significantly differ-

ent from zero, and environmental constraints do have some 

explanatory power. "Significantly" here means that the 

likelihood that B^ is different from zero purely by chance 

is less than the stated probability level used to test the 

hypothesis. 

The proposition that the foreign subsidiary performance 

is affected by environmental factors is investigated using 

the multiple correlation and regression technique. The six-

teen environmental factors described in Chapter II are included 

in the investigation. In addition, industries and countries— 

as dichotomous or dummy variables using l's and o's—are added 

to the regression equation. It is of interest to determine 
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whether the knowledge of the industry or country in which a 

foreign subsidiary is operating will significantly reduce 

errors or prediction as compared to errors made when this 

information is not used. More importantly, the coefficient 

of determination, r2, or adjusted r2 will indicate the pro-

portion of variance in the dependent variable (ROI) accounted 

for by the categorical independent variables (industry or 

country). The F-ratio associated with the r2 will indicate 

whether the proportion of variance accounted for is statisti-

cally significant at .05, the traditional probability level. 

The following section includes the results of applying multiple 

regression and correlation to (a) the sixteen environmental 

factors, (b) different industries, (c) different foreign 

countries, and (d) the environmental factors, industries, 

countries, and their interactions. 

An Analysis of the Multiple Regression 
of the Environmental Factors 

Multiple regression was performed for the sixteen vari-

ables shown in Table IV using ROI as the dependent variable. 

The coefficient of correlation, r, is an index of the direc-

tion and magnitude of a relation, while the coefficient of 

determination, r2, expresses the proportion of variance of 

y, ROI, determined by X's, environmental factors. Adjusted r2 

"is an r2 statistic adjusted for the number of independent vari-

ables in the equation and the number of cases. It is a more 
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conservative estimate of the percent of variance explained, 

especially when the sample size is s m a l l . " 4 Due to the 

small sample size and the large number of independent 

variables, it is appropriate to use adjusted r2 rather than 

unadjusted r2. 

Table IV indicates the simple coefficients of correlation, 

r, between each two variables. It measures the correlation 

between ROI, as reported for fiscal year 1980, and each of 

the independent environmental variables. As examples, 

rXl.Y=*099 s h o w s the correlation between ROI (Y) and general 

economic framework (Xx)and rXi5>Y=-'130 shows that the 

relationship between ROI(Y) and the dominant cultural attitude 

(Xis) is negative. The other columns (X's) indicate the 

correlation between each two independent variables (X's), 

rX2.Xl=*301 showing the correlation between the central 

banking system (X2) and the general economic framework (X-j_) . 

The results of 15 steps of the multiple regression are 

shown in Table V. Table V indicates the coefficients of corre-

lation, multiple r, the coefficients of determination, r2, the 

adjusted r2, change in adjusted r2, and the F-values of each 

independent variable. It is important to note that the vari-

ables are entered into the regre 

first independent variable is th 

Nie and Others, SPSS, p. 3 

ssion on the basis that the 

one which has the largest 

58. 
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contribution to multiple r2 as a result of using a step-

wise multiple regression technique. 

As can be seen from Table V, adjusted r2 using all 16 

independent variables is .011. Testing the statistical signi-

ficance of the whole model, the F-value (1.12) with 15 and 

152 degrees of freedom is not statistically significant at 

the .05 level. That is, any relationship between ROI as 

measured performance of a foreign subsidiary and the linear 

least squares combination of the sixteen environmental factors 

could have occurred by chance. Because the F-ratio is not 

statistically significant, there is no need to ask about the 

magnitude of the relation. Thus, by the F-test, we can 

accept the primary null hypothesis that is B± = o. As noted 

from Table V, r2 increased with each additional factor. 

However, adjusted r2, which takes the sample size and the 

number of independent variables into the consideration, in-

creased for the first six variables then decreased for the 

last ten variables which did not contribute significantly 

to the regression. It may be concluded that there is no 

association between ROI and the environmental factors. 

There are four reasons which may lead to the conclusion 

reached above: (1) the model was misspecified; (2) a non-

linear relationship exists between the dependent variable 

(ROI) and the independent variables (environmental factors)-

therefore the model is not appropriate for solving the problem; 
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TABLE V 

MULTIPLE REGRESSION DEPENDENT VARIABLE: ROI, 
INDEPENDENT VARIABLES: ENVIRONMENTAL 

FACTORS 

Zoefficient of 
Correlation 

r 

Coefficient of 
Determination 

(r2) 

Adjusted 
r2 

Change in 
Adjusted 

r2 
F 

X15 .130 .0170 .011 .011 2.87 

o
 

1—1 
X

 .211 .0446 .033 .022 3.85 

xi .240 .0553 .038 .005 3.20 

X5 .259 .0671 .044 .004 2.93 

X12 .273 .0745 .046 .002 2.61 

i—1 
i—1 

X
 .294 .0862 .052 .006 2.53 

X16 .298 .0889 .049 -.003 2.23 
i—1 

X
 .302 .0912 .046 -.003 1.99 

X6 .305 .0930 .041 -.005 1.80 

X8 .309 .0956 .038 -.003 1.66 

X13 .312 .0973 .034 -.004 1.53 

X2 .314 .0985 .029 -.005 1.41 

X3 .315 .0991 .023 -.006 1.30 

X9 .316 .0996 .017 -.006 1.21 

X4 .316 .0999 .011 -.006 1.12 
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(3) other variables ought to be included in the model to 

measure the relationship between the dependent variable 

(ROI) and the independent variables more accurately; or 

(4) the effects of the independent variables are not additive, 

or (5) the inability to accurately measure both the independent 

and independent variables as mentioned in Chapter 3. The third, 

fourth, and fifth reasons are believed to be the main cause of 

obtaining a very low r2 using the sixteen environmental 

variables. 

An Analysis of the Multiple Regression Using 
Industries as Dichotomous Variables 

Different industries were assumed to explain some of 

the variations of ROI as a dependent variable. Therefore, a 

set of dummy variables is assigned by treating each industry 

as a separate variable and assigning l's and O's for all 

cases depending upon their presence or absence in each of 

the industries. 

As shown in Table VI, the selected sample of American 

MNEs was classified according to the nature of their business 

activities into 9 different industries and a tenth category 

representing all others. This was included in the analysis 

by defining 9 dummy variables. Since the exclusion of one 

of the dummy variables does not result in a loss of data,5 

the 10th category which represents other industries is coded 

by zeros. 

5Ibid., p. 374. 
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TABLE VI 

INDUSTRIES AS DUMMY VARIABLES 
AND THE NUMBER OF FOREIGN 

SUBSIDIARIES OF EACH 

Types of Industry Variable Number of Foreign 
Subsidiaries 

Oil and Gas X17 15 

Electric and Electronic CO 
1—1 
X
 23 

Chemical Industry X19 28 

Paper and Allied X20 14 

Machinery & Equipment i—1 
CN 
X
 20 

Rubber and Plastic X22 5 

Fabricated Metal X23 20 

Measuring, Analyzing, and 
Control Instrument 

X24 15 

Steel Industry X25 5 

Others X26 23 

168 

Multiple regression was performed for the 9 industries' 

dummy variables. The results of 9 steps of the multiple re-

gression are shown in Table VII. It is important to note that 

the variables are entered into the regression on the basis that 

the first independent variable is the one which has the largest 

contribution to multiple r as a result of using a step-wise 

multiple regression technique. 



TABLE VII 

MULTIPLE REGRESSION DEPENDENT VARIABLE: 
ROI,INDEPENDENT VARIABLES: DIFFERENT 

INDUSTRIES AS DUMMY VARIABLES 

88 

Coefficient of 
Correlation 

r 

Coefficient of 
Determination 

r2 

Adjusted 
r2 

Change 

in 
Adjusted 

r2 

F 

x17 .22 .050 .044 .044 8.64 
x22 .30 .087 .076 .032 7.89 
X21 .31 .099 .082 .006 5.99 
x24 .33 .107 .085 .003 4.88 
x23 .33 .109 .082 -.003 3.97 

x18 .33 .111 .078 -.004 3.35 
x20 .34 .114 .075 -.003 2.93 
x19 .343 .118 .074 -.001 2.66 
x25 .342 .120 .070 -.004 2.39 

To test for statistical significance, the adjusted and 

the F-value are needed. As can be seen from Table VII, adjusted 
2 

r using all 9 variables is .07, the F-value (2,39) with 9 and 158 

degrees of freedom is statistically significant at the .05 

level. That is, the probability that an F-ratio (2.39) this 

large will occur by chance is .05, which means the relation 

between Y (ROI) and the least squares combination of different 

industries as independent variables probably could not have 

occurred by chance. 
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Adjusted r2, the coefficient of determination, is equal 

to .07. This means that only 7 percent of the variance of Y (ROI) 

is accounted for, or determined by, the different industries 

as independent variables in combination. It may be concluded 

that the relation between the ROI and the industry category 

is significant. Stated differently, the information about 

industries enhances the prediction of ROI. 

Table VIII shows the regression coefficients, b's, and 

the t ratios by industry. The regression coefficient, b^y 

for example, is defined as the difference in predicted Y, 

ROI, for foreign subsidiaries that are classified as Oil and 

Gas industry as compared to those that are classified as 

others. The t-tests are the tests of the b's which are 

partial regression coefficients. The regression coefficients 

for the independent variables (industries) indicate the 

difference between the mean ROI of one industry and others. 

To test for statistical significance of each b, the t ratios 

of the regression coefficients of industries are shown in 

Table VIII. We see that the average ROI of Oil and Gas industry 

is not significantly different (at the .05 level) from average 

ROI of any other industry. Likewise, the average ROI of 

Rubber and Plastic industry is also not significantly different 

at .05 level from the average ROI of any other industry. It 

may be concluded that, given only the industry classification, 

there is no substantial effect on ROI of one industry over others, 
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TABLE VIII 

THE REGRESSION COEFFICIENTS OF INDUSTRIES 
AS INDEPENDENT VARIABLES 

INDUSTRY The Regression 
Coefficients, b 

t ratio 

X17 (Oil and Gas) .118 1.762 

X22 (Rubber and Plastic) .165 1.793 

X21 (Machinery and Equipment) .070 .114 

X24 (Measuring, analyzing & -.121 1.817 
Control) 

X23 (Fabricated Metal) -.082 1.298 

X]_g (Electric and Electronic) -.071 1.206 

X20 (Paper & Allied Industry) -.074 1.082 

Xjg (Chemical Industry) -.058 1.025 

X25 (Steel Industry) -.059 .590 

X26 (Other Industries) .247 NA 

As discussed in the previous section, the exclusion of 

other variables and the effects of the nonadditivity of the 

independent variables are believed to be the main cause of 

obtaining a low r2 and insignificant regression coefficients 

of independent variables. 
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An Analysis of the Multiple Regression of 
Foreign Countries as Dummy Variables 

Different countries were assumed to explain some of the 

variations of ROI as a dependent variable. Stated another 

way, ROI as a dependent variable may differ significantly 

from one country to another. A set of categorical or dummy 

variables is assigned by treating each country as a separate 

variable and assigning l's and O's for all foreign subsidiaries 

depending upon their presence or absence in each of the for-

eign countries. 

As shown in Table IX, the sample of American MNEs was 

classified according to the existence of their activities 

in a specific country into 14 different countries and country 

groups and a fifteenth category representing Liberia. This 

was included in the analysis by defining 14 dummy variables. 

Since the exclusion of one of the dummy variables does not 

result in a loss of data, the fifteenth country which represents 

Liberia is coded by zeros. Four country groups are shown in 

Table IX; they represent Latin America (X3?), Europe (X38), 

Far East (X39), and Middle East (X40). Each country group 

is believed to have similar environmental conditions in terms 

of economic, social, political-legal, and educational constraints, 

Multiple regression was performed for the 14 countries 

and country groups. The results of the 14 steps of the multiple 

regression are shown in Table X.. As can be seen the variables 



TABLE IX 

COUNTRIES AND GROUP OF COUNTRIES AS 
DUMMY VARIABLES AND THE NUMBER OF 
FOREIGN SUBSIDIARIES IN EACH 

92 

Countries Number of Foreign 
Subsidiaries 

The U. K. 

Canada 

South Africa 

Australia 

Germany 

Brazil 

France 

Mexico 

Italy 

Japan 

Latin America (Columbia, Puerto-
Rico, Caribbean, Argentina, 
Venezula and Jamaica) 

Europe (Spain, Belgium, Greece, 
Norway, Holland, Switzerland, 
and Netherland's) 

Far East (Thailand, Philippine 
Indonesia, Singapore, and 
Malaysia) 

The Middle East (Dubai and 
Libya) 

Liberia 

Total number of foreign 
subsidiaries 

27 

23 

8 

12 

11 

11 

12 

8 

10 

7 

16 

11 

2 

1 

168 
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are entered into the regression equation on the basis that 

the first country is the one which has the largest incremental 

r2 and hence makes the largest contribution to multiple r2 

as a result of using a step-wise multiple regression 

technique. 

Table X shows that the adjusted r2 is .017. The F-value 

(1.20) with 14 and 153 degrees of freedom is not statistically 

significant at the .05 level. That is, the relationship 

between ROI as measured performance on a foreign subsidiary 

and different countries is not significant. Stated differently, 

the information about countries where American firms operate 

through MNEs does not enhance the prediction of ROI. Since 

the F-ratio is not statistically significant, there is no 

need to ask about the relative magnitude of the relation. It 

may be concluded that there is no relation between countries 

and ROI. 

It is important to emphasize again that the exclusion of 

other variables such as environmental factors and industries, 

their interactions; and the effects of the nonadditivity of 

the independent variables are believed to be the main reason 

for the very low adjusted r2 using the countries as dummy 

variables. Therefore, the model which includes all variables 

and their interactions may be more adequate to describe the 

data. 



TABLE X 

MULTIPLE REGRESSION DEPENDENT VARIABLE: 
ROI/ INDEPENDENT (DUMMY) VARIABLES: 

COUNTRIES 
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Coefficient of 
Correlation 

r 

Coefficient of 
Determination 

r2 

Adjusted 

r2 

Change 
in 

Adjusted 
r2 

F 

X36 .147 .022 .016 .016 3.66 

X38 .210 .044 .033 .017 3.82 

*29 .239 .057 .040 .007 2.90 

X32 .258 .067 .044 .004 2.90 

X35 .268 .072 .044 .000 2.52 

X40 .277 .077 .043 -.001 2.23 

X39 .285 .081 .041 -.002 2.02 

X28 .290 .084 .038 ".003 1.82 

X31 .291 .085 .033 -.005 1.63 

X37 .291 .085 .027 -.006 1.46 

X27 .292 .085 .021 -.006 1.32 

X34 .292 .085 .015 -.006 1.21 

X30 .293 .086 .008 -.007 1.12 

X33 .315 .099 .017 .009 1.20 



An Analysis of the Multiple Regression of Environmental 
Factors, Industries, Foreign Countries, 

and their Interact ions 

As observed above, neither the adjusted coefficient of 

determination of environmental factors, of different industries, 

nor of different foreign countries alone enables us to predict 

the measured performance of foreign subsidiaries in terms of 

ROI very well. That performance may be a function of all of 

them, their interactions, and managerial contribution as well. 

In this section, the multiple regression was performed 

for the sixteen environmental factors, different foreign 

countries, different industries, and their interactions as 

the independent variables and ROI as the dependent variable. 

As mentioned previously, the additive regression model 

does not fit the data best, as indicated by the testing of 

significance of each case discussed above. This may be true 

when the effect of variables, such as environmental factors, 

different industries, and foreign countries, are not inde-

pendent of each other. If, on the other hand, the interactive 

model is adequate to describe the data, it is necessary to add 

variables that reflect the interactions. All possible inter-

actions (780) were tried. Twenty interactions were tried at 

a time, significant interactions are kept while the nonsignifi-

cant interactions were left out. Included are interactions 

with significant increment of joint effect in the proportion of 

variance accounted for by the interaction. Table XI shows the 
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TABLE XI 

THE INDEPENDENT VARIABLES WHICH REPRESEN1 
THE SIGNIFICANT INTERACTIONS 

The interaction Term T h e Original Variables 

X17 * X10 
2 X 2 7 * * 1 0 

Z 3 X 2 7 * X 1 2 

Z4 x 1 9 * X 1 1 
2 5 * 1 7 * X14 

2 6 X l 7 * X 1 6 

2 7 X 1 8 * x 4 
2 8 x 1 8 * x 1 3 

2 9 x 2 1 * x 4 

Z l ° X 1 8 * x 1 5 

z n X 2 1 * x 1 6 

Z12 x22 * x7 

2 1 3 x22 * X n 
214 X28 * XX 

2 1 5 x 2 3 * x 1 4 
Z ! 6 x 2 3 * x l 6 

2 1 7 X27 * X6 

2 1 8 X 2 9 * X 9 

2 1 9 x 2 9 * x 1 2 

^20 X33 * Xg 
2 2 1 x 3 9 * X 1 0 

Z 2 2 x 3 5 * x 1 6 
X 2 3 X 3 3 * X ^ 2 

2 2 4 X 3 6 * X 1 3 

Z 2 5 X n * X 1 7 * x 2 7 
2 2 6 x 1 7 * X 3 6 

2 2 7 x 2 9 * x 2 8 
2 2 8 X 2 l * X35 
2 2 9 x 2 3 * X 2 7 

2 3 0 ! X 2 4 * X 3 3 
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significant interactions which will be included In the 

multiple regression equation. 

Multiple regression was performed for 16 environmental 

factors, 9 different industries, 14 foreign countries and 

country groups, and their 30 significant interactions. The 

results of 44 steps of multiple regression are shown in Table 

XII. As previously indicated, the variables are entered 

into the regression equation on the basis that the first 

variable is the one which has the largest incremental r2 and 

hence makes the largest contribution to multiple r2. 

As can be seen from Table XII, the adjusted r2 using 

43 included variables is .58. The F-value (6.18) with 44 and 

123 degrees of freedom is statistically highly significant 

at the .01 level. That is, the probability that an F-ratio 

(6.18) this large could occur by chance is less than .01, 

which means that the relationship between Y (ROI) and the 

least squares combination of environmental factors, different 

industries, different foreign countries, and their interactions 

as independent variables could probably not have occured 

by chance. 

2 
Adjusted r , the coefficient of determination, of .58, 

means that 58 percent of variance of Y (ROI) is accounted for, or 

determined by, the 43 independent variables included. There-

fore, it may be concluded that there is an association between 



TABLE XII 

MULTIPLE REGRESSION DEPENDENT VARIABLE: ROI, INDEPENDENT 
VARIABLES: ENVIRONMENTAL FACTORS, DIFFERENT INDUSTRIES 

DIFFERENT COUNTRIES, AND THEIR CONFOUNDING EFFECTS 
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Coefficient of 
Correlation 

r 

Coefficient of 
Determination 

r 2 

Adjusted 
2 

r 

Change in 

Adjusted 
r2 

F 

Z5 .253 .064 .058 .058 11.32 

Z6 .358 .128 .118 .060 12.13 

Z26 .432 .187 .172 .054 12.54 

Z12 .485 .235 .216 .044 12.50 

Z9 .522 .272 .250 .034 12.12 

Z28 .557 .310 .284 .034 12.04 

Z19 .584 .341 .313 .029 11.85 

Z16 .605 .366 .334 .021 11.46 

Z15 .643 .413 .380 .036 12.36 

Z30 .656 .430 .394 .014 11.86 

Z17 .669 .448 .409 .015 11.50 

Z3 .688 .473 .432 .023 11.60 

Z2 .703 .494 .451 .019 11.55 

Z27 .715 .511 .466 .015 11.41 

Z18 .731 .535 .485 .019 10.85 

Z13 .739 .546 .495 .010 10.62 

Z21 .746 .557 .503 .008 10.40 

Z24 .753 .567 .511 " .008 10.19 

Z25 .757 .574 .516 .005 9.89 

Z4 .762 .581 .521 .005 9.64 

X5 .767 .587' .525 .004 9.39 

X17 .772 .596 .531 .006 9.22 



TABLE XII—Continued 
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Coefficient of 
Correlation 

r 

Coefficient of 
Determination 

2 
r 

Adjusted 
2 

r 

Change in 
Adjusted 

r2 

F 

Z23 .776 .602 .535 .004 9.01 

Z29 .780 .608 .540 .005 8.83 

Z8 .783 .615 .542 .002 8.61 

Z20 .787 .620 .546 .004 8.44 

X15 .791 .625 .550 .004 8.27 

X27 .795 .631 .554 .004 8.15 

z n .798 .637 .557 .003 8.00 

o
 

X
 .801 .641 .559 .002 7.83 

zi .806 .650 .567 .008 7.84 

X39 .809 .655 .570 .003 7.69 

X24 .811 .658 .571 .001 7.54 

Z10 .813 .662 .572 .001 7.37 

X19 .815 .665 .572 .000 7.21 

X23 .817 .668 .573 .001 7.06 

X11 .819 .670 .573 .000 6.90 

X25 .821 .673 .574 .001 6.76 

X12 .823 .677 .575 .001 6.64 

X7 .825 .680 .576 .001 6.53 

Z14 .826 .683 .576 .000 6.41 

X1 .828 .686 .577 .001 6.29 

Z7 .830 .688 .577 .000 6.18 
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the dependent variable (ROI) and the independent variables. 

Stated differently, given the levels of environmental factors, 

different industries, different countries, and their signi-

ficant interactions, ROX can be predicted very well. 

To test for statistical significance of each b, the t-

ratios of the regression coefficients are shown in Table XIII. 

It can be seen the b coefficients of the first 19 variables 

are significantly different from zero so that the first 19 

variables contribute significantly to the regression. 

Variables Z5 and Z±5 represent the interaction of dominant 

cultural attitude (X14) w i t h the Oil and Gas industry (.x1?) 
and Fabricated Metal industry (,X23) respectively. Variables 

Z6' z n , a n d zi6 rePresent the interactions of social attitude 

toward material gain (X16) with Oil and Gas industry (x1?), 

Machinery and Equipment industry (x21), and Fabricated Metal 

industry (x23) respectively. Variables Z3 and z19 represent 

the interactions of the percentage of the total population 

and those employed in industry with post-high school education 

(X12) with the U. K. (X27) and South Africa (X2g) respectively. 

The variable Z13 represents the interaction of the extent and 

quality of management development programs (X^) with Rubber 

and Plastic industry (X22). The variable Z1 represents the 

interaction of the extent and degree of technical training of 

persons obtaining such training (x1Q) with Oil and Gas Industry 

(X1?). The variable Z±2 represents the interaction of the 



TABLE XIII 

THE REGRESSION COEFFICIENTS OF THE SIGNIFICANT 
INDEPENDENT VARIABLES 
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Independent Variables The Regression Coefficients 
(b's) 

t Ratio 

Z5 .0175 6.35 
Z6 -.0046 2.15 
z26 .5814 3.22 
Z12 .0044 3.73 
z9 .0026 2.55 
z28 -.2800 2.70 
z19 .0050 2.41 

CS
J 

M
 

CT
i -.0143 3.90 

z15 .0201 3.72 
z17 -.2073 2.05 
Z17 -.0036 2.07 
z3 .0065 2.48 
z29 -.2233 2.21 
Z11 -.0044 2.32 
x40 .6012 2.53 
Z1 -.0089 2.21 
z13 -.0069 2.40 
X 2 4 -.1268 2.25 
X25 -.1589 2.00 
*25 .1932 1.79 
z4 .0028 1.56 
X5 -.0009 0.98 
z30 -.1721 1.85 
z23 .0017 1.67 
z2 -.0070 1.89 
z8 .0049 1.95 
z20 .0017 1.07 
X15 -.0014 1.93 
x27 .0666 0.98 
z27 -.1377 1.61 
z22 .0033 0.30 
z18 -.0021 0.91 
X39 -.1422 0.99 
Z21 .0029 1.81 
Z10 -.0014 1.20 
X19 -.1158 1.56 
x23 -.1428 1.81 
X 1 1 -.1096 1.34 
z24 .0058 1.29 
X12 .0012 1.37 
X7 -.0012 1.51 
Z14 -.0038 1.30 
X1 .0010 1.10 
Z7 -.0009 1.04 
Constant . 3287 1.04 
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effect of foreign policy on industrial enterprise (x^) with 

Rubber and Plastic industry (x22). The variable z 1 ? repre-

sents the interaction of the effect of defense policy on 

industrial enterprise (Xg) with the U. K. (x27>. T h e variable 

Zg represents the interaction of the existence of capital 

markets (x4) with Machinery and Equipment industry (X ). 
21 

Possible explanations of the relationships among these 

interactions are explained in the following chapter. 



CHAPTER V 

INTERPRETATION OF THE STATISTICAL 

TEST RESULTS 

In this chapter, the results of testing the statistical 

hypotheses formulated in Chapter I are discussed and evaluated. 

The construction of the MNE environmental model is also included, 

The analysis of data was based on fifty-six usable re-

sponses consisting of 168 foreign subsidiaries and representing 

a response rate of approximately 31.5 percent. The statistical 

tool used to analyze the data was step—wise multiple regression 

and correlation. Contributions of each independent variable 

as well as two or more independent variables to the variation 

of the dependent variable, were calculated. 

Testing The Statistical Hypotheses 

The test of primary hypotheses, that there is no associa— 

tion between noncontrollable environmental factors of a parti-

cular foreign country and measured performance of a foreign 

subsidiary (in terms of ROI of a given year) in that particular 

country, described in this section. Since this research 

hypothesis was subdivided into sixteen statistical null 

hypotheses (Ho's) and alternative hypotheses (H1's), each null 

hypothesis is evaluated and rejected or accepted at the .05 

level of significance. 

103 



104 

Table XIV shows the regression coefficients, b's, and 

their t ratios for the sixteen environmental factors. As can 

be seen from Table XIV, the t-value of each regression co-

efficient with 123 degrees of freedom is not statistically 

significant at the .05 level. Stated differently, each b^ 

is not significantly different from zero, and each X^ does 

not contribute significantly to the regression. Thus by the 

t-test, we can accept the null hypothesis that each bi = 0. 

The test results indicate that each environmental factor by 

itself had no significant impact on the measured performance of 

the foreign subsidiaries studied. 

TABLE XIV 

THE REGRESSION COEFFICIENTS, b'S, AND THE T RATIOS 
OF THE SIXTEEN ENVIRONMENTAL FACTORS 

Regression 
Coefficients 

b's 

t ratios 

Hypothesis 1 .00100 1.10 
Hypothesis 2 -.00020 .57 
Hypothesis 3 -.00060 .59 
Hypothesis 4 -.00002 .06 
Hypothesis 5 -.00090 .99 
Hypothesis 6 .00050 .39 
Hypothesis 7 -.00120 1.51 
Hypothesis 8 .00040 .23 
Hypothesis 9 .00020 .47 
Hypothesis 10 -.00060 .62 
Hypothesis 11 -.00110 1.33 
Hypothesis 12 .00120 1.37 
Hypothesis 13 -.00120 .84 
Hypothesis 14 -.00070 .84 
Hypothesis 15 -.00150 1.93 
Hypothesis 16 .0004 .14 
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However, there are interactions of the sixteen environ-

mental variables with both the industries and foreign countries. 

Several of these interactions were found to be significant at 

the .05 level. For example, the interaction between X4 

(Degree of Development of Capital Markets) and x21 (Machinery 

and Equipment Industry), entered into the regression as 

variable , was found to have a regression coefficient with 

a t-value equal to 2.55. This t-ratio with 123 degrees of 

freedom is statistically significant at the .05 level. Thus, 

k of is significantly different from zero, and the inter-

action between X4 and X21 contributes significantly to the 

regression. Table XV shows the regression coefficients and t-

values for those interactions having significance. Each of 

those is discussed in the following sections. 

Interaction 1; (The Extent and Degree of Technical Train-
ing and Quality of Persons Obtaining Such Training with the Oil 
and Gas Industry) 

Table XV shows that the t—value of the regression co— 

efficient of is 2.21. This t—value with 123 degrees of 

freedom is statistically significant at the .05 level. Stated 

differently, b of is significantly different from zero, and 

the joint effect of (Extent and Degree of Technical Training 

and Quality of Persons Obtaining Such Training) and x1? (Oil 

and Gas Industry) contributes significantly to the regression. 

This interaction may be illustrated by showing two re-

gression equations, first, without interaction, and second, 
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TABLE XV 

THE REGRESSION COEFFICIENTS OF THE SIGNIFICANT 
INTERACTIONS AND THEIR T RATIOS 

The Significant 
Interactions 

The Regression 
Coefficients 

(b's) 
The t ratio 

Z1 -.0089 2.21 

Z17 -.0036 2.07 

Z12 .0044 3.73 

Z9 .0026 2.55 

Z13 -.0069 2.40 

Z3 .0066 2.48 

Z19 .0050 2.46 

Z5 .0050 2.46 

Z15 .0201 3.72 

Z6 -.0046 2.14 

i—1 
i—1 

CNl -.0044 2.32 

1—1 
IS] -.0143 3.90 
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with interaction. The simple regression equation using X^Q 

is 

Y - a + b10 X10 

Y = .194 + .0008 X.. 

Because X^Q is not significant, this relationship could be 

graphed as a straight line (Figure 3). 

The second equation, reflecting interaction between X^Q 

and X^7 is expressed as 

Y = a + b1Q X1Q + b17 X17 + b ^ X1Q X 1 ? 

Since X^Q, by itself, did not contribute significantly to the 

regression, its slope equals zero, and it is excluded from the 

equation as indicated below: 

Y = .169 + .298 X 1 7 - .004 Z 

This equation is graphed in Figure 4. 

Since X17 = 1 when representing a subsidiary in the Oil 

and Gas Industry, this equation becomes 

Y = (.169 + .298) - .004 

= .467 - .004 Z± 

Figure 5 shows that ROI as a function of X^Q decreases for 

subsidiaries in the Oil and Gas Industry. The regression co-

efficient, b of = -.0089, provides us with the relative 

contribution of Z1 to ROI. In other words, if X1Q increased by 

one unit, ROI would decrease by .0089, and consequently, 

variable X^Q has a significant negative impact on the performance 
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Fig. 3—The regression line with-
out the effect of interaction. 
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Fig. 4—The regression line after 
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Fig. 6—The regression line show-
ing the effect of the interaction on 
other industries. 
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of foreign subsidiaries of the Oil and Gas Industry. 

However, if the foreign subsidiary was of another industry, 

the regression equation would be as indicated in Figure 6 

since none of the other X^Q interactions were found to be 

significant. 

The test results indicate that the extent and degree of 

technical training and quality of persons obtaining such 

training had significant impact on measured performance of 

the foreign subsidiaries (in terms of ROI) of Oil and Gas 

Industry. One possible explanation for this interaction is 

that the technical training and quality of employees plays a 

major role in the activities of Oil and Gas Industry. The 

international division executives of Oil and Gas Industry 

rated the factor as very important in terms of its impact on 

ROI in 33 percent of their responses. 

Interaction 2: (Impact of Defense Policy on Industrial 
Enterprises with the United Kingdom) 

This interaction was introduced to the regression in terms 

of Table XV shows that the t—value of the regression 

coefficient of Z^7 was 2.07. This t-value with 123 degrees of 

freedom was statistically significant at the .05 level. That 

is, b of was significantly different from zero, and the 

joint effect of Xg (the impact of the defense policy) and 2̂~j 

(the U. K.) contributes significantly to the regression. It 

may be concluded that the defense policy had significant impact 
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on the profitability of the foreign subsidiaries Cin terms 

of ROI of the 1980) operating in the U. K. One possible 

explanation is that the defense policy of the U. K. imposed 

some restrictions on the foreign subsidiaries to work along 

the national interest and avoid any potential conflict. The 

international division executives of the MNEs who have foreign 

subsidiaries operating in the U. K. rated the defense policy 

as important in its impact in 49% of their responses. 

Interaction 3; (Impact of Foreign Policy on the Rubber 
and Plastic Industry) 

•••his interaction entered as variable Zj^ was found to 

have a t-value of the regression coefficient equal to 3.73. 

This t—value with 123 degrees of freedom is statically signi-

ficant at the .05 level. That is, b of Z ^ was significantly 

different from zero, and this interaction contributed 

significantly to the regression. It may be concluded that the 

foreign policy of foreign countries, given the foreign sub-

sidiary is of the Rubber and Plastic Industry, had an impact 

on measured performance (in terms of ROI of the 1980). One 

possible explanation of this interaction is that the foreign 

policy, such as the restrictions on imports and exports, is a 

significant factor affecting control over the Rubber and Plastic 

Industry in foreign countries. 

... Interaction 4: (Degree of Development of Capital Markets 
with the Machinery and Equipment Industry) 
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Table XV shows that the t—value of the regression co-

efficient of Z9 is .0026. This t-value with 123 degrees of 

freedom is statistically significant at the .05 level. Stated 

differently, b of Z^ is significantly different from zero, and 

the joint effect of X^ (degree of development of capital market) 

and X21 (the Machinery and Equipment industry) contributed 

significantly to the regression. It may be concluded that the 

degree of development of capital markets in particular countries 

had an impact on measured performance of the foreign subsidiaries 

in the Machinery and Equipment industry in that country. Since 

a heavily capital intensive industry always affects the stability 

of capital markets, one possible explanation is that the capital 

markets of the foreign countries were sensitive to economic 

stability and consequently were affected by the reported net 

income of foreign subsidiaries of the Machinery and Equipment 

industry. To support this explanation, the international 

division executives of the Machinery and Equipment industry 

rated the Capital markets factor as important in its impact on 

the performance of 60% of their foreign subsidiaries. 

Interaction 5: (The Quality and Extent of Management 
Development Programs with the Rubber and Plastic Industry) 

This interaction, entered as variable Z13, was found to 

have a t-value of the regression coefficient equal to 2.40. 

Table XV shows that this t-value with 12 3 degrees of freedom 

was statistically significant at the .05 level. Stated 
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differently, b of Z13 was significantly different from zero, 

and the joint effect of X11 (the quality and extent of manage-

ment development programs) and X22 (the Rubber and Plastic 

industry) contributed significantly to the regression. Thus, 

it may be concluded that the extent and quality of management 

development programs had a significant impact on measured 

performance of the foreign subsidiaries of the Rubber and 

Plastic industry. This interaction was significant because 

management development programs play a significant role in 

developing managers for foreign operations of Rubber and 

Plastic industry. 

Interactions 6 and 7: (The Percentage of the Total Popula-
tion and those employed in Industry with Post-High School 
Education (X19) with the U. K. (X„_) and South Africa (Xon) 
Separately) 2 7 29 

Those interactions, entered as variables Z_ and Z,Q, were 
3 I" 

found to have t-values of the regression coefficients equal to 

2.48 and 2.46 respectively, as shown in Table XV. Both t-values 

with 123 degrees of freedom were statistically significant at 

the .05 level. That is, b of Z3 and b of Zig were significantly 

different from zero, and both interactions contributed signifi-

cantly to the regression. It may be concluded that the per-

centage of the total population and the percentage of those 

employed in industry with post-high school education had signi-

ficant impact on measured performance of foreign subsidiaries 

in the U. K. and South Africa. Therefore, it would appear that 
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the higher the level of education, the better the performance 

of foreign subsidiaries in the U. K. and South Africa. The 

international division executives operating in the U. K. , 

for example, rated the factor of average moderate importance 

in its impact on 52% of the total foreign subsidiaries of the 

selected sample group operating in the U. K. 

Interactions 8 and 9: (The Dominant Cultural Attitudes 
Toward Authority and Persons in Subordinate Positions (X14) with 
the Oil and Gas (X17) and Fabricated Metal (X23) industries) 

Interaction 8, represented by Z^, and interaction 9, re-

presented by accor<^ini3 to Table XV, were found to have 

t-values of 6.34 and 3.72, respectively. Both t-values are 

statistically significant at the .05 level and with 123 degrees 

of freedom; that is, b of Z5 and b of z15 are significantly 

different from zero, and both interactions contributed signifi-

cantly to the regression. The test results indicated that the 

dominant cultural attitude toward authority and persons in sub-

ordinant positions had significant impact on measured perfor-

mance of the foreign subsidiaries of both Oil and Gas and Fabri-

cated Metal industries, i.e., where national workers are felt 

to resent foreign management ROI is higher in Oil and Gas and 

Fabricated Metal industries. Some possible explanations: 

(1) Resentment (X-^) is a proxy for probable expropriation or 

other impending change and thus a proxy for risk. Higher ROI 

is predicted by economic theory in risk situations. (2) Resent-

ment by nationals of foreign management may be greater where 

ROI is higher (causality running "backwards" from Y to X) or 

respondents to the questionairre may feel that X14 is greater 

when the subsidiary experiences higher profits. 
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Interactions 10,11, and 12: (The Social Attitude Toward 
Material Gains (X16) with the Oil and Gas (X17), Machinery 
and Equipment (X21), and Fabricated Metal (X23) Industries) 

Those three interactions entered as variables z„„, 
6 11 

and were found to have t-values of the regression co-

efficients equal to 2.14, 2.32, and 3.90 respectively. As 

can be seen from Table XV, the t-values of those interactions 

were statistically significant with 123 degrees of freedom 

and at the .05 level. Stated differently, b of Zr, b of Z 
6 11' 

and b of Z^g were significantly different from zero, and Zg, 

^11' an<^ ^16 con^rit,u'ted significantly to the regression. It 

may be concluded that the social attitude toward material gains 

had significant impact on measured performance of the foreign 

subsidiaries of the Oil and Gas, Machinery and Equipment, and 

Fabricated Metal industries. The above figures seem to support 

the conclusion that social attitudes in foreign countries 

affect the performance of the people employed in foreign 

subsidiaries, especially when the material gains represent 

the main factor for incentives. 

The MNE Environmental Model 

formulating the MNE environmental model, sixteen non-

controllable environmental constraints were used as continuous 

independent variables, ten different industries were used as 

categorical independent variables, and fourteen countries and 

country groups were used as categorical independent variables. 
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Their interactions were tested for statistical significance 

using step-wise regression and correlation. 

Table XVI shows the noncontrollable environmental factors, 

industries, and countries which were found to be significant, 

either individually or in interaction with others. The 

variables are listed in the same order as they were added to 

equations in the step-wise regression technique. Those 

variables reflecting interactions between environmental factors 

and either an industry or a country were discussed previously. 

The interaction of X,_ (the Oil and Gas industry) with X 
36 

(Japan) entered as variable Zg was found to be significant 

at the .05 level. Also, the Middle East country group (Libya 

and Dubai) entered as variable X^Q was found to be significant. 

Due to the fact that those two variables contributed signifi-

cantly to the regression, they were included in the MNE 

environmental model. 

In this section, the MNE environmental model, as described 

in Chapter III, is structured. It is designed to be a model 

for measuring the performance of foreign subsidiary managers. 

It involves five parts: (1) the general MNE environmental 

model, (2) a MNE environmental model of different industries, 

(3) a MNE environmental model of foreign countries, C4) explana-

tion of the impact of environmental factors on measured per-

formance, and (5) the estimation of the managerial contribution 

as a controllable factor by the foreign subsidiary manager. 
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The General MNE Environmental Model 

The general model is a model for all American MNEs 

operating in different foreign countries. It includes only 

the significant independent variables which are listed in 

Table XVI. 

TABLE XVI 

THE SIGNIFICANT INDEPENDENT VARIABLES 
AND THEIR REGRESSION COEFFICIENTS 

The Variables The Regression 
Coefficients, b's 

Z5 = X17 * X14 .0175 

Z6 = X17 * X16 -.0046 
Z26 = X17 * X36 5 8 1 4 

Z12 = X22 * X7 .0044 
Z9 = X21 * X4 -0026 

Z28 = X21 * X35 -.2799 
Z19 = X29 * X1? .0050 
Z16 " X23 * X16 -01« 
Z15 = X23 * X14 
Z17 = X27 * X6 -.0036 

3̂ = ^27 * X12 * .0066 
Z13 = X22 * X11 -.0069 
x17 = -.2072 
Z29 = X23 * X27 -.2233 
Z11 = X21 * X16 -.0044 
x
4 0

 = .6012 
— X]_7 * Xx0 —.0089 

X24 = —.1268 
X25 = -.1589 
Constant .3287 
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The general model may be stated as an equation: 

y = a + B l z5 + b2 z6 + b3 z 2 6 + b4 z 1 2 + b5 z9 

+ B6 Z28 + B7 Z19 + B8 Z16 + B9 Z15 + B10 Z17 

+ B n Z3 + B12 Z 1 3 + B13 Z 1 7 + B 1 4 Z29 + B 1 5 Z n 

+ B16 X40 + B17 Z1 + E18 X24 + B19 Z25 + Ms 

Then, if we substitute each variable interaction term for 

its components, the model becomes 

Y = .3287 + .0175 X1?/X14 - .0046 + .5814 X17/X36 

+ .0044 X22/X? + .0026 X21/X4 - .2799 X2]/X35 

+ .00=0 X29/X12 - .0143 X23/X16 + _0201 

- .0036 X2?/X6 + .0066 X2?/X12 - .0069 X 2 2 A 1 1 

- .2072 x 1 7 - .2233 X23/X27 - .0044 X21/X16 

+ .6012 X4Q - .0089 X17/X10 . _1268 ^ 

•" .1589 X23 + Mg 

Y = .3287 + .0175 Oil and Gas/X14 - .0046 Oil and Gas/X16 

+ .5814 Oil and Gas/Japan + .0044 Rubber/X7 

+ .0026 Machinery/X4 - .2799 Machinery/Italy 

+ .0050 S. Africa/X12 - .0143 Fabricated/X16 

+ .0201 Fabricated/X14 - .0036 U.K./Xg 

+ .0066 U.K./x12 - .0069 Rubber/X11 - .2072 Oil 

- .2233 Fabricated/U.K. -.0044 Machinery/xlg 

+ .6012 Dubi and Libya - .0089 Oil/X1Q - .1268 

Measuring - .1589 Steel + M 

s 

The regression constant, a=.3287, or the Y-axis intercept 

indicates ROI when the independent variables are equal to zero. 
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Each environmental factor (X̂ ) depends on the environmental 

conditions of the foreign country in which the foreign sub-

sidiary operates. An example illustrating the computations 

is shown in the last section of this chapter. 

A MNE Environmental Model of Different Industries 

The MNE environmental model may be structured for each 

industry on the basis of the general model. The following is 

an illustration of a model for Oil and Gas industry: 

Y = (.3287 - .2072) + .0175 - .0046 X^g + .5814 Japan 

+ .0050 S. Africa/X12 - .0036 U.K./Xg + .0066 U.K./X12 

+ .6012 Dubai and Libya - .0089 X,„ + M 
10 s 

The regression constant, a = (.3287 - .2072) = .1213, 

indicates ROI of Oil and Gas industry of the selected sample 

group when there is no effect of the independent variables 

(X's). It is important to note that the Y—axis intercept of 

Oil and Gas industry is lower than the Y-axis intercept of the 

general model. Each environmental factor (X̂ ) depends on the 

environmental conditions of the foreign countries in which the 

foreign subsidiaries of Oil and Gas industry operate. 

A MNE Environmental Model of Different Countries 

The MNE environmental model may be structured for each 

country. The following is an illustration for a MNE environ-

mental model of the U.K.: 
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Y = .3287 + .0175 Oil/X14 - .0046 Oil/X16 + .0044 

Rubber/X? + .0026 Machinery/X4 - .0143 Fabricated/X16 

+ .0201 Fabricated/X,. - .0036 X, + .0066 
± 4 b 1 2 

- .0069 Rubber/Xn - .2072 Oil - .2233 Fabricated 

- .0044 Machinery/Xlg - .0089 Oil/X1Q - .1268 

Measuring - .1589 Steel + M 
s 

The regression constant, a = .3287, or the Y-axis intercept 

indicates ROI of a foreign subsidiary operating in the U.K. 

when the independent variables equal zeros. 

Explanation of The Impact of Environmental 
Factors on Measured Performance 

It has been found that there are seven out of sixteen 

environmental factors which affect measured performance of 

foreign subsidiaries significantly. These factors have a 

different impact from one country to another and from one 

industry to another. These factors are , Xg, X^, X^Q, X-^j 

^14 ' s.nd X16 . 

As a measure of economic factors, X4 reveals that the 

existence of capital markets and their honesty, effectiveness, 

and total impact are not significant by themselves; however, 

these markets have a significant impact on the measured per-

formance of foreign subsidiaries of the Machinery and Equipment 

industry. Thus, there is reason to believe that the foreign 

subsidiaries of the Machinery and Equipment industry could be 

challenged about their allocation of the national resources of 
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the foreign countries and the resulting economic implications 

from their activities. However, X4 has no significant impact 

on measured performance of foreign subsidiaries of other 

American industries. 

As a measure of political factors, Xg shows that the 

impact or the effect of defense policy on industrial enterprise 

is not significant by itself; however, it has a significant 

impact on measured performance of all foreign subsidiaries 

in the U.K. It may be believed that all foreign subsidiaries 

operating in the U. K. are affected by the military and 

political implications of doing business which might affect 

the defense policy of the U.K. This is probably a result of 

the U. K.'s restrictive defense policy which requires that 

foreign subsidiaries work along with the national interest. 

As another measure of political-legal factors, reveals 

that the foreign policy is not significant by itself; however, 

it has a significant impact on the measured performance of 

foreign subsidiaries of Rubber and Plastic industry but not 

other industries. 

As a measure of educational factors, X^Q shows that the 

extent and degree of technical training and the quality of 

persons obtaining such training and the proportion of those 

with such training employed in industry is not significant by 

itself; however, it has a significant impact on the measured 

performance of foreign subsidiaries of Oil and Gas industry 

but not other industries. 
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As another measure of educational factors, X-^ reveals 

that the percentage of the total population, those employed 

in industry with post-high school education, and the types 

and quality of such education, are not significant by them-

selves. However, they have a significant impact on the 

measured performance of foreign subsidiaries in both the 

U. K. and South Africa but not in other countries. 

As a measure of sociological factors, X14 reveals that 

the dominant cultural attitude toward authority and persons 

in subordinate positions, and the way that industrial managers 

tend to view their authority and their subordinates, are not 

significant by themselves; however, they have a significant 

impact on the measured performance of foreign subsidiaries 

of both the Oil and Gas and Fabricated Metal industries. 

As another measure of sociological factors, X16 shows 

that whether or not the acquisition of wealth from different 

sources is generally considered socially desirable, and the 

way that persons employed in industry tend to view material 

gain, are not significant by themselves; however, they have a 

significant impact on the measured performance of foreign 

subsidiaries of the Oil and Gas, of Fabricated Metal, and of 

Machinary and Equipment industries but not of other industries. 
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The Estimation of the Managerial Contribution 
as a Controllable Factor by the 
Foreign Subsidiary Manager 

As discussed in Chapter II, foreign subsidiary manager 

performance should reflect how well the manager has performed 

his job within those environmental constraints. In this 

section, the noncontrollable environmental factors, which 

affect the measured performance of a foreign subsidiary 

significantly, are extracted to estimate the relative mana-

gerial performance among the foreign subsidiary managers. 

To indicate how the managerial contribution, as a con-

trollable factor by the foreign subsidiary manager, is 

estimated, one of the 168 foreign subsidiaries of the selected 

sample was used without identification of the firm for reasons 

of confidentiality. 

The foreign subsidiary operates in the U. K. and is 

classified in the Fabricated Metals industry. Its environmental 

model* is as follows: 

Y = .1054 - .0143 X16 + .0201 X14 - .0036 Xg + .0066 X12 

+ Ms 

.20 = .1054 - .0143 (30)+ .0201(40) - .0036 (20) + .0066 

(10) + Ms 

= .4744 + Ms 

Then, Ms = .2000 - .4744 

= -.2744 

* 

Where the X's are estimates of the environmental factors 
and the structure of the covariances in the system of errors in 
measurement which produced this derived equation is assumed not 
to have changed. 
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As noted above, the environmental factors; which are the 

defense policy (Xg), the percentage of the total population 

and the percentage of those employed in industry with post-

high school education and types of quality of such education 

(X12), the dominant cultural attitude toward authority and 

persons in subordinate positions and the way that industrial 

managers tend to view their authority and subordinates (X̂ '4) , 

and the social attitude toward material gain (X16); signifi 

cantly had affected the measured performance (in terms of ROI) 

of the foreign subsidiary of the American Fabricated Metal 

industry operating in the U. K. As a result, the managerial 

contribution of the foreign subsidiary manger is -.2744. 

Since managers in different countries operate under 

different environmental conditions, they face different 

economic, political-legal, educational, and social problems. 

In setting foreign subsidiaries' goals, these differences are 

taken into consideration by top management, ffcwever, the MNE 

environmental model, as presented in this study, considers 

all the variations in the performance of the foreign subsidiaries 

as related either to industries or countries. The average 

foreign subsidiary manager achieves a zero as a result of his 

managerial contribution. The better than average foreign sub-

sidiary manager achieves a positive rating for his managerial 

contribution and the below average manager achieves a negative 

rating for his managerial contribution. With respect to the 
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above foreign subsidiary operating in the U. K., the 

measured performance (in terms of ROI) was .20, and after 

extracting the effect of noncontrollable environmental 

factors (.4744), the managerial contribution attributable 

to the foreign subsidiary manager's action become -.2744. 

Thus, an appropriate target ROI for a subsidiary in the given 

environment, country, and industry should expect a ROI of 

.4744. The current manager's contribution was a -.2744. 

Since the estimated managerial contribution of a foreign sub-

sidiary manager does not depend on the levels of the noncontrol-

lable environmental factors, the managerial contribution can 

be comparable among managers of different foreign subsidiaries. 

From the view point of the top management of the MNE in 

the Fabricated Metal industry, both managerial contribution and 

noncontrollable environmental factors are important because 

the top management can, in the long run, control both of these 

components of the measured performance. Since the measured 

performance of the foreign subsidiary depends primarily on a 

particular location within the same industry, then more attention 

should be devoted by the top management to location selection 

in investment decision-making. 

Using actual data on the level of environmental factors, 

rather than opinions, would help to make the MNE environmental 

model much more realistic. Since MNEs have their own resources, 
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financial and human, there will not be any difficulty in 

applying the model. The question of cost-benefit analysis, 

which has not been investigated yet, needs further research. 



CHAPTER VI 

AN ANALYSIS OF THE RESPONSES CONCERNING 

THE ENVIRONMENTAL FACTORS 

One of the major considerations in any system of per-

formance evaluation of foreign subsidiaries of MNEs is the 

impact or effect of environmental conditions on measured per-

formance of foreign subsidiaries. This chapter explores the 

opinions of the international division executives concerning 

the level of each of the environmental factors in foreign 

countries where their firms have activities. Responses to 

the second section of the questionnaire, pertaining to the 

sixteen environmental factors affecting the performance of 

foreign subsidiaries, are reported and analyzed descriptively, 

The analysis of the second section of the questionnaire 

has been divided into the following subject areas: (a) an 

analysis of the responses to the questions of the economic 

factors, (b) an analysis of the responses to the questions 

of the political-legal factors, (c) an analysis of the 

responses to the questions of the educational factors, (d) 

an analysis of the responses to the questions of the socio-

logical factors, and (e) comparison of the environmental 

factor groups in terms of their importance or impact on the 

126 
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performance of foreign subsidiaries. The scale of each 

environmental factor was transformed into five ordinal 

levels of measurement as follows: 

If the scale equals to or The impact of the factor on the 
more than but less than overall subsidiary performance 

0 20 Of no importance at all 
20 40 Below average importance 
40 65 Average moderate importance 
65 80 Above average importance 
80 100 Very important 

The Economic Factors 

The economic factors include: economic stability and 

growth, factor costs, product demands, general economic frame-

work of foreign countries, the organization and operation of 

central banking systems, capital markets and their impact on 

foreign subsidiaries, among other factors. It is important 

to point out that MNEs invest in foreign countries to take 

advantage of economic differences, as discussed in Chapter II. 

With respect to the first economic factor, the question-

naire asked the international division executives to indicate 

their opinions concerning the level of the general economic 

framework which includes such factors as the overall economic 

organization of the country (i.e., capitalistic, Marxist, or 

mixed), property rights, and similar factors. Each factor was 

to be separately rated on a scale from 0 to 100. If the eco-

nomy was well organized including private property rights then 

the subject would give it a score of about 0. If the economy 

was not well organized and there was no private property rights 

at all then the subject would give it a score close to 100. 
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Table XVII shows the means of the scores of each factor 

and the percentage of the total foreign subsidiaries on the 

basis of the relative importance of each factor in terms of 

its impact on their performance. 

TABLE XVII 

THE RELATIVE IMPORTANCE OF THE ECONOMIC FACTORS 
IN TERMS OF THEIR IMPACT ON THE 
FOREIGN SUBSIDIARY PERFORMANCE 

General 
Economic 
Framework 

(x1) 

Central 
Banking 
Systems 

<x2) 

Economic 
Stability 

(x3) 

Capital 
Markets 

(X4) 

The Mean of 
the responses 27 32 44 33 

Of no impor-
tance at all 42% 32% 15% 30% 

Below average 
importance 32% 30% 21% 23% 

Average moderate 
importance 17% 27% 45% 28% 

Above average 
importance 4% 4% 7% 4% 

Very Important 5% 7% 12% 15% 

100% 100% 100% 100% 
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Foreign countries with similar environmental conditions 

to the U. S., such as Canada, the U. K., and Germany, were 

expected to have similar performance evaluation systems to 

those in the U. S. The actual results show that the general 

economic framework of those foreign countries is either of 

no importance at all (42%) or below average importance (32%) 

because their economies were well organized. However, other 

foreign countries such as Libya, Philippines, Brazil, Argentina, 

Thailand, Liberia, and Spain, the general economic factor was 

rated as very important in its impact on the performance of 

foreign subsidiaries in those countries, because their economies 

were not well organized. As a result, the general economic 

factor should be considered seriously when evaluating the per-

formance of foreign subsidiaries and their managers of those 

countries. 

For the impact of the organization and operation of the 

central banking systems as a second economic factor, the 

questionnaire requested the subjects to indicate their opinions 

concerning the degree of controls over commercial banks and 

the ability and willingness to control the money supply. The 

results are shown in the second column of Table XVII. 

It may be inferred that the foreign countries with a 

well organized economy usually have a high degree of control 

over their banking systems. The actual results supports the 

above inference by showing that the impact of the organization 
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and operation of central banking systems on foreign sub-

sidiaries' performance of Canada, the U. K., and Germany is 

either of no importance at all (32%) or below average 

importance (30%). At the other extreme, the countries 

with not well organized economies, such as Argentina, Spain, 

Liberia, Colombia, and Brazil, usually have no control over 

their central banking systems. As a result, the factor 

had a great impact (very important) on the performance of 

foreign subsidiaries operating in those countries. 

For the impact of economic stability as a third economic 

factor, the subjects were asked to indicate their opinions 

concerning the level of vulnerability of the economy of each 

of the top-five countries, where their firms have activities, 

to economic fluctuations of depression and boom, price 

stability, and overall economic growth stability. The results 

are shown in the third column of Table XVII. 

As another measure of economic factors, foreign countries 

with well organized economies and a high degree of control 

over their central banking systems were assumed to have 

relatively high stable economies. Consequently, the factor 

was either of no importance at all (15%) or below average 

importance (21%) in its impact on the performance of foreign 

subsidiaries of those countries such as Canada, Germany, Japan, 

and the U. K. For other countries such as Brazil, Italy, 

Thailand, and Mexico, the factor was very important in its 
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impact on the performance of foreign subsidiaries, because 

they have unstable economies. 

For the impact of the capital markets as a fourth eco-

nomic factor, the subjects were asked to indicate their 

opinions concerning the level of the effectiveness, honesty, 

and total impact of capital markets. The results are shown 

in Table XVII in the last column. 

Because of the capital markets in foreign countries 

such as Canada, the U. K., and Germany were highly effective, 

the factor was of no importance at all in its impact on the 

performance of foreign subsidiaries (30%). However, if the 

capital market was ineffective, the factor would be very 

important in its impact on performance of subsidiaries 

operating in foreign countries such as Mexico, Brazil, Italy, 

Libya, Malaysia, Philippines, and Liberia. 

The Political-Legal Factors 

This category includes: the impact of both defense and 

foreign policies on performance of foreign subsidiaries; the 

influence of revolutions, changes in regime, and stability 

or instability of the political systems; and the impact of 

quality, efficiency, and effectiveness of the legal structure 

on foreign subsidiaries. It is important to know how legal 

and political factors of a foreign country affect the per-

formance of foreign subsidiaries to be considered seriously 

in designing a system of performance evaluation for foreign 

subsidiary managers. 
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With respect to the first political-legal factor, the 

questionnaire asked the subjects to indicate their opinions 

concerning the level of the quality, efficiency, and effective-

ness of the legal structure in terms of business law, tax law, 

and general law relevant to business. Table XVIII indicates 

the mean of the scores of each factor and the percentage of 

the total foreign subsidiaries in terms of the relative 

importance of each factor in terms of its impact on their 

performance. As shown in Table XVIII, the international 

division executives rated the factor as of no importance at 

all in its impact on subsidiaries (33%) of foreign countries, 

such as Germany, Japan, the U. K., and Canada, with very 

efficient, effective, and reliable legal structures. However, 

the factor was very important in its impact on the foreign 

subsidiaries (6%) of countries such as Italy, Argentina, 

Liberia, Venzeula, and Brazil; those with inefficient,in-

effective, and unreliable legal structures. 

With respect to the second political-legal factor, the 

subjects were asked to indicate their opinions concerning the 

impact of the defense policy on industrial enterprises; in 

terms of trading with potential enemies, purchasing policies, 

strategic industry development, and similar factors; on 

foreign subsidiaries. As shown in Table XVIII, for more than 

one-half of the selected sample group of foreign subsidiaries, 

the defense policy had no effect or impact on profitability 
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of foreign subsidiaries operating in France, Germany, Japan, 

and Canada. However, the defense policy had a great impact 

(very important) on profitability of foreign subsidiaries 

operating in Argentina, the U. K., Carribian, and Colombia. 

With respect to the third political-legal factor, the 

subjects were asked to indicate their opinions concerning 

the impact of the foreign policy on industrial enterprises 

(in terms of trading restrictions, quotas, tariffs, custom 

unions, foreign exchange, and many others.) 

As shown in Table XVIII, the international division 

executives rated the factor as of no importance at all (no 

effect on business profitability) in its impact on subsidiaries 

of foreign countries (20%) such as Germany, Japan, and Canada. 

However, the foreign policy was rated as very important by 

having great impact on subsidiaries operating in foreign 

countries (12%) such as South Africa, Brazil, Argentina, 

Liberia, Spain, the U. K., and Japan. 

With respect to the fourth political-legal factor, the 

subjects were asked to indicate their opinions concerning the 

level of political unrest on industrial enterprise in terms of 

revolutions, changes in regime, stability or instability over 

protracted periods, and other similar factors. 

The factor was rated as of no importance at all for 

foreign countries with highly stable political situations (36%), 

as indicated in Table XVIII. Those countries are Germany, the 
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TABLE XVIII 

THE RELATIVE IMPORTANCE OF THE POLITICAL-LEGAL 
FACTORS IN TERMS OF THEIR IMPACT ON THE 

FOREIGN SUBSIDIARY PERFORMANCE 

Legal 
Structure 

(x5) 

Defense 
Policy 

(x6) 

Foreign 
Policy 
(X7) 

Political 
Unrest 
(X8) 

The mean of 
the responses 31 24 39 28 

Of no impor-
tance at all 33% 51% 20% 36% 

Below average 
importance 30% 23% 30% 36% 

Average moderate 
importance 26% 20% 34% 20% 

Above average 
importance 5% 1% 4% 3% 

Very important 6% 5% 12% 5% 

100% 100% 100% 100% 

U. K., Japan, Netherlands, and Australia. However, the level 

of political unrest was rated as very important in its impact 

on foreign subsidiaries (5%) operating in countries with 

highly unstable political situations such as Italy, Liberia, 

Argentina, and Libya. 
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The Educational Factors 

Educational factors may affect the types of the control 

techniques the foreign subsidiaries can utilize effectively. 

Also, the extent and degree to which the types of formal 

education are available in foreign countries may affect the 

management of foreign subsidiaries. 

With respect to the first educational factor, the question-

naire requested the subjects to indicate their opinions con-

cerning the impact on the performance of foreign subsidiary 

of the extent and degree to which the types of formal education 

and training available in a given country fit the needs of 

productive enterprise on all levels of skills and achievement. 

As shown in Table XIX, the international division executives 

rated the factor as of no importance at all in its impact on 

foreign subsidiaries (33%) in countries with highly educated 

people and educational programs which matches the needs of 

business enterprises. Those countries are the U. K., France, 

Germany, Japan, and Canada. However, the factor was rated 

as very important (3%) in its impact on the performance of 

foreign subsidiaries operating in countries with uneducated 

persons and their educational programs do not fulfill the needs 

of business enterprises. Examples of those countries are 

Libya, Philippines, and Liberia. 

With respect to the second educational factor, the 

subjects were asked to indicate their opinions concerning the 
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TABLE XIX 

THE RELATIVE IMPORTANCE OF THE EDUCATIONAL FACTORS 
IN TERMS OF THEIR IMPACT ON THE FOREIGN 

SUBSIDIARY PERFORMANCE 

. 

Formal 
Education 

and 
rraining 

Technical 
Training 

Management 
Development 
Programs 

Post-High 
School 

Education 

The mean of 
responses 33 29 38 34 

Of no impor-
tance at all 33% 36% 23% 25% 

Below average 
importance 26% 35% 27% 29% 

Average moderate 
importance 28% 19% 33% 30% 

Above average 
importance 10% 6% 11% 10% 

Very important 3% 4% 6% 6% 

100% 100% 100% 100% 

impact of the degree of technical training (i.e., petroleum 

engineering, electrical engineering, etc.) and the type, 

quantity, and quality of persons obtaining such training 

and the proportion of those with such training employed in 

industry. 
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Because many persons were highly trained and of high 

quality, the factor was of no importance at all (36%, as 

shown in Table XIX) in its impact on foreign subsidiaries 

of countries such as Canada, the U. K., Germany, Japan, and 

France. However, the factor was rated as very important 

in its impact on foreign subsidiaries in Libya, Singapore, 

Philippines, and Liberia. This was because the persons were 

not well trained and of low quality. 

With respect to the third educational factor, the subjects 

were asked to indicate their opinions concerning the impact on 

foreign subsidiaries of the extent and quality of management 

development programs which are not run internally by the 

enterprises and which are aimed at improving the skills and 

abilities of managers and potential managers. 

The internal division executives rated the factor as of 

no importance at all (23%, as indicated in Table XXIX) in 

terms of its impact on foreign subsidiaries in the U. K., 

Canada, Germany, France, and Switzerland. The reason was that 

there were many persons highly trained and of high quality. 

The factor was rated as of average moderate importance for 

almost one-third of the foreign subsidiaries operating in 

Mexico, Italy, Spain, Venzeula, and Belgium. Those countries 

were found to be with some persons trained and of average 

quality. However, the same factor was rated as very important 

in its impact on foreign subsidiaries (6%) operating in foreign 
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countries with no training and management development pro-

grams of low quality such as Libya, Brazil, and Malaysia. 

With respect to the fourth educational factor, the 

subjects were asked to indicate their opinions concerning 

the impact of the percentage of the total population and 

those employed in industry with post-high school education 

plus the types of quality of such education. 

The factor was rated as of no importance at all for 

foreign countries (25%, as shown in Table XIX) with a highly 

educated percentage of the total population and high quality 

educational programs such as Canada, the U. K., Japan, and 

Switzerland. However, the same factor was rated as very 

important for foreign subsidiaries (6%) operating in countries 

with a few percentage of the total population and of a low 

quality of educational programs such as South Africa, Spain, 

Dubai, Libya, Indonesia, Thailand, and Philippines. 

The Sociological Factors 

Sociological environmental factors include cultural and 

religious mores, attitudes toward growth and stability, and 

many others. Such factors may have impact on the financial 

control systems of MNEs operating in foreign countries. There-

fore, they must be considered seriously in evaluating the per-

formance of foreign subsidiaries and their managers. 
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With respect to the first sociological factor, the 

subjects were asked to indicate their opinions concerning 

the impact of the dominant social attitude toward industrial 

and business managers of all types and the way that such 

managers tend to view their managerial jobs. As can be seen 

from Table XX, for more than one-half (54%) of the selected 

sample group of foreign subsidiaries, the factor was rated 

as of no importance at all in terms of its impact because 

managers were fully accepted into societies of foreign 

countries such as Canada, the U. K., France, Germany, and 

Italy. However, the factor was rated as very important (2%) 

in terms of its impact on foreign subsidiaries operating in 

foreign countries where managers were not accepted into 

societies such as Libya and Liberia. 

With respect to the second sociological factor, the 

questionnaire requested the subjects to indicate their 

opinions concerning the impact of the dominant cultural 

attitude toward authority and persons in subordinate positions, 

and the way that industrial managers tend to view their 

authority and their subordinates. As can be seen from 

Table XX, the international division executives rated the 

factor as of no importance at all in its impact on foreign 

subsidiaries (40%) operating in countries, where subordinates 

accept authority and supervisors, such as Canada, the U. K., 
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Japan, Germany, and South Africa. However, the factor was 

rated as very important (2%) in foreign countries where sub-

ordinates do not accept authority such as Mexico and Argentina. 

With respect to the third sociological factor, the 

subjects were asked to indicate their opinions concerning the 

impact of the dominant cultural attitude toward industrial or 

collective achievement and productive work in industry. As 

can be seen from Table XX, the factor was rated as of no 

importance at all in terms of its impact on foreign subsidiaries 

(18%) operating in foreign countries such as Germany, Japan, 

and Canada where persons have strong work ethics, work as a 

team, and are loyal to company. However, the factor was rated 

as very important in its impact on foreign subsidiaries (6%) 

operating in countries, where persons work only for money and 

do not have an attitude of loyalty to the company such as Italy, 

Spain,and Liberia. 

With respect to the fourth sociological factor, the 

questionnaire requested the subjects to indicate their opinions 

concerning whether or not the acquisition of wealth from 

different sources is generally considered socially desirable, 

and the way that persons employed in industry tend to view 

material gain. As can be seen from Table XX, the subjects 

rated the factor as of no importance at all in its impact on 

foreign subsidiaries (33%) operating in countries with the 

concept that all money or gains are acceptable such as Canada, 
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Singapore, Thailand, Germany, Japan, France, Mexico, 

Australia, and South Africa. However, the factor was 

rated as very important in terms of its impact on foreign 

subsidiaries (5%) operating in countries where only salaries 

and wages are acceptable, interest and capital gains are 

"tainted", such as Libya and Colombia. 

Comparison of The Environmental Factor Groups 
In Terms of Their Impact on The Performance 

of Foreign Subsidiaries 

It must be pointed out that the previous analysis was 

based on the average percentage of each environmental factor. 

One cautionary statement needs to be mentioned here; that is, 

the impact of the same environmental factor sometimes differs 

within the same foreign country from one industry to another 

as a result of the nature of its activities and how it affects 

the national interest of the foreign country. 

A comparison among environmental factor groups (economic, 

political-legal, educational, and sociological) may provide 

us with insights into the relative importance of each group 

in terms of its impact on the performance of subsidiaries 

operating in foreign countries. 

Figure 7 provides a comparison between the four groups 

of environmental factors in terms of their importance in evalu-

ating the performance of foreign subsidiaries. For at least 

56% of the foreign subsidiaries, as can be seen from Figure 7, 

all environmental groups are either of no importance at all or 
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below average importance. On the average, as can be seen from 

Table XXI, Canada, the U. K., and Germany have been found to 

have similar environmental conditions to the U. S. Consequently, 

there is no need to consider the environmental factors in 

designing systems for performance evaluation of foreign sub-

sidiaries and their managers of those countries. However, the 

above conclusion may not hold true for all industries. The 

research findings, as discussed in chapters IV and V, have 

indicated that foreign subsidiaries of Oil and Gas and Fabricated 

Metal industries were affected differently from other industries 

operating in the same country for their political and economic 

implications of the allocation of national resources. Table 

XXII shows the relative importance of the environmental factors 

in terms of their impact on the foreign subsidiaries of five 

different industries. As examples, the international division 

executives of MNEs of Oil and Gas industry rated the educational 

and sociological factors as either above average importance or 

very important in their impact on the performance of 26 percent 

and 30 percent of the total of their foreign subsidiaries 

respectively. On the contrary, the same two factor groups were 

rated as of no importance at all or below average importance in 

their impact on the performance of 51 percent and 71 percent of 

the total of the foreign subsidiaries of Electric and Electronic 

industry respectively. 
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TABLE XXI 

THE RELATIVE IMPORTANCE OF THE ENVIRONMENTAL FACTORS 
IN TERMS OF THEIR IMPACT ON THE FOREIGN SUBSIDIARY 

PERFORMANCE (BY COUNTRY-GROUP A) 

Economic Political- Educational Sociological 
Factors Legal Factors Factors 

Factors 

>i >i • fd G • <d G • fd G • fd G D <d D Hd <d D 13 fd D TS fd 
res £ rd e fd E td e 

0) g u <D G u (1) G 0) g M s: fd <D A rd <u td CD .G fd o 
o O Eh u o EH u a EH u o 

The mean of 27 2 4 1 7 2 0 2 3 2 0 2 0 2 3 1 5 3 0 2 8 1 4 responses 1 5 3 0 2 8 1 4 

Of no import-
ance at all 29% 5 3 % 5 3 % 3 9 % 4 9 % 6 2 % 3 5 % 5 2 % 6 2 % 2 5 % 4 5 % 6 1 % 

Below average 
importance 3 5 % 2 8 % 3 2 % 3 2 % 3 2 % 2 3 % 3 8 % 3 6 % 3 4 % 4 0 % 3 1 % 3 0 % 

Average moder-
ate importance 2 8 % 1 5 % 1 5 % 1 5 % 1 8 % 1 5 % 2 4 % 1 0 % 4% 2 6 % 2 2 % 9% 

Above average 
importance 3% 4% — 8% — — 3% 2% — 4% 2% — 

Very 
important 5% 6% 1% 5% — — 

100%100%100% 100% 100% 100% 100% 100% 100% 100%100% 100% 
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As also can be seen from Figure 7, for 15% of the 

foreign subsidiaries, the economic factors were either above 

average importance or very important in terms of their impact 

on their performance. On the average, as shown in Table XXIII, 

Brazil, Libya, Argentina, and Liberia have been found to have 

less stable economies, less effective capital markets, and 

less degree of control over their central banking systems than 

the U. S. As a result, there is a great need for considering 

the economic environmental factors in designing systems for 

performance evaluation of foreign subsidiaries and their 

managers of those countries. 
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CHAPTER VII 

SUMMARY AND CONCLUSIONS 

Summary of the Research 

The development of adequate performance evaluation tech-

niques for appraising foreign subsidiaries and their managersf 

in a completely different environment from their domestic 

environment, has become a problem area where management 

accounting should be extended to find solutions. 

For most MNEs, the operational and objective way in 

which to treat the effects of environmental factors on 

foreign operations has not been reached. Foreign subsidiary 

manager performance should not reflect how well the manager 

has done, disregarding environmental constraints, but how 

well the manager has performed his job within those 

environmental constraints. 

It has been indicated that traditional management account-

ing approaches are inadequate and inappropriate in solving 

these problems, and MNEs are unable to achieve satisfactory 

and desired levels of internal accountability. Management 

accounting research to date has not adequately considered 

the distinct characteristics of MNEs. A management accounting 

framework for performance evaluation which; (1) systematically 

149 
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recognizes environmental differences, (2) achieves goal 

congruence in decision-making by management, and (3) 

optimizes the utilization and allocation of limited 

resources, is badly needed. 

This study was limited to the performance evaluation 

of foreign subsidiary managers with the objective to (1) 

examine the relationship among environmental factors and 

foreign subsidiary performance, (2) develop a MNE environ-

mental model to evaluate the performance of subsidiary 

managers on the basis of controllable factors only, and (3) 

test the model in MNEs for the existence of association 

among environmental factors and measured performance of a 

foreign subsidiary (in terms of ROI). 

The MNE environmental model was developed to measure 

the performance of foreign subsidiary managers on the basis 

of valid and operational performance standards after con-

sidering the effects of the noncontrollable environmental 

factors. In applying the method, a linear statistical model 

of foreign subsidiary performance was structured using 

accounting data on return-on-investment of a foreign sub-

sidiary and data on the levels of the noncontrollable environ-

mental factors under which the foreign subsidiaries operate. 

In order to accomplish the objective of this study, the 

following research hypothesis was formulated; 

There is no association between noncontrollable 

environmental factors of a particular foreign 
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country and measured performance of a foreign 

subsidiary (in terms of ROI) in that particular 

country. 

This research hypothesis was subdivided, as discussed in 

Chapters I and V, into sixteen statistical hypotheses, and 

these hypotheses were tested at the traditional probability 

level of .05. 

In order to test the formulated hypotheses, a question-

naire was designed to gather data regarding the variables 

of the MNE environmental model. The questionnaire asked the 

international division executives of American MNEs to indicate 

what measures were used by their firms to internally evaluate 

performance, and whether or not the firm applies the same 

techniques to evaluate the subsidiary performance as those 

used to evaluate the manager's performance. They were also 

asked to indicate the extent to which the firm's system of 

internal performance evaluation has been designed to reflect 

environmental differences that may have a different impact in 

one country from another. The subjects were also requested 

to indicate their opinions concerning the level of each of 

the environmental factors in terms of its impact on sub-

sidiary performance in particular countries. 

There are many implications of this study for foreign 

subsidiary managers and decision-making in allocating the 

limited resources of MNEs. One possible implication is that 
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the results of this study contribute to the development of 

improved performance evaluation systems to facilitate measure-

ment and evaluation of foreign subsidiary managers in MNEs. 

Specifically, the environmental model is useful for MNEs in 

designing a system of performance evaluation which incorporates 

the distinction of each environmental factor into its design. 

This model may lead to improved systems and improved decision-

making. 

Another implication is that after removing the effects 

of the non-controllable environmental factors from the per-

formance measure of the foreign subsidiary managers, the use 

of the MNE environmental model makes the measures comparable 

among the foreign subsidiary managers. 

The MNE environmental model can also be used to maximize 

the profits of the MNE by examining the interrelationship 

among the environmental factors and explaining differences 

in performance among foreign subsidiaries. The specific 

environmental factors and their relationships among them-

selves are of great importance in planning foreign sub-

sidiary locations. 

However, this study is limited by the fact that using 

the multiple regression and correlation technique presents 

three problems; the instability of regression coefficients, 

the multicollinearity of the independent variables, and the 

significant effect of the order of entry of the independent 

variables on the regression coefficients. 
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Another limitation of the study is that the collection 

of data at one point in time by the research instrument, 

the questionnaire, may create limitations because ROI as a 

dependent variable represents past performance of a foreign 

subsidiary. For decision-making purposes, the future, 

neither the past nor the present, is more relevant. 

Another unavoidable limitation is a result of the use of 

opinion questionnaires especially if the research instrument 

does not measure with sufficient reliability and validity 

the actual data on the level of environmental factors. 

A fourth limitation is that the sample represents MNEs 

with foreign subsidiaries in at least one foreign country. 

The sample represents neither a random selection of American 

MNEs nor all U. S.-based companies operating in foreign 

countries. Accordingly, the research results may not be 

readily generalizable. 

Research Results and Conclusions 

The analysis of data was based on fifty-six usable 

responses consisting of 168 foreign subsidiaries and repre-

senting a response rate of approximately 31.5 percent. The 

step-wise multiple regression and correlation technique was 

used to test the statistical hypotheses at a significance 

level of .05 (95 percent of confidence level.) 
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The research results have led to the following con-

clusions : 

1. The economic, political-legal, educational, and 

sociological factors significantly affect the measured per-

formance of foreign subsidiaries (in terms of ROI) of parti-

cular industries operating in particular countries. Stated 

another way, given the levels of environmental factors, 

different industries, different countries, and their signifi-

cant interactions, over half of the variations in the measured 

performance of foreign subsidiaries (in terms of ROI) can be 

explained. 

2. The economic, political-legal, educational, and 

sociological differences have been found to have different 

degrees of impact from one country to another, and they have 

a different impact on one industry from another. 

3. The environmental factors, by themselves, are not 

meaningful unless they are related to specific countries, 

industries, or both. 

4. Sociological constraints which include cultural and 

religious mores, attitudes of people of foreign countries 

toward growth stability, and many others as well as their 

consequences, have significant effects and impacts on inter-

national operations of MNEs more than other environmental 

constraints. 

5. The reported net income numbers, and consequently 

the measured performance, of foreign subsidiaries of the Oil 
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and Gas and Fabricated Metal industries are more signifi-

cantly affected by the sociological constraints than other 

American industries operating abroad. 

6. There is little difference in the design of per-

formance evaluation systems for foreign and domestic opera-

tions. In addition, the research findings give strong 

support to the view that most MNEs use the same performance 

evaluation techniques to evaluate manager performance as 

they use to evaluate subsidiary performance. 

Recommendations 

The research results obtained in this study indicate 

that the economic, political-legal, educational, and socio-

logical constraints affect the reported net income numbers 

of foreign subsidiaries very significantly. Performance 

evaluation systems have not been designed to reflect the 

environmental differences that may have a different impact 

in one country from another to a very great extent. These 

performance evaluation systems are inadequate and inappropriate 

in evaluating the performance of foreign subsidiary managers. 

It seems appropriate for the American MNEs to adopt the 

MNE environmental model, as discussed in this study, which 

is useful in designing their systems of performance evaluation. 

The adoption of the model requires no major modification of 

the traditional management accounting system to evaluate the 

performance of foreign subsidiary managers. The only added 
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factors are the actual levels of noncontrollable environ-

mental factors under which the foreign subsidiaries operate. 

Those environmental factors can be identified, assessed, and 

incorporated into the currently used performance evaluation 

systems as a basis for making the MNE environmental model 

objective and operational. 

Directions for Further Research 

Additional research studies regarding the adaptability of 

the MNE environmental model are suggested. 

1. The cost-benefit approach has not been investigated 

yet. Research should be undertaken to compare the cost of 

adapting the MNE environmental model with its benefits. This 

research cannot be done without the participation of the 

American MNEs operating in foreign countries. 

2. The data of this study was collected at one point in 

time. This may affect the validity of the predictive power 

of the MNE model. Since the future, neither the past nor the 

present, is more relevant for decision-making purposes, more 

research is needed to collect actual data, rather than opinions, 

over time, such as for three consecutive years. 

3. Another study that might have a more practical appli-

cation of the MNE environmental model would be a random sample 

of American MNEs or all American MNEs rather than a selected 

sample. By doing so, generalization can be maide to other 

American MNEs. 
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4. Another study that might have more usefulness to 

the multinational enterprises would be a specific industry 

application. This would achieve more insights into the 

MNE environmental model and its components, 
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STUDY OF THE RELATIONSHIP BETWEEN MULTINATIONAL ENTERPRISE MAMAGSRIAL PERFORMANCE EVALUATION SYSTEMS AND 

ENVIRONMENTAL FACTORS 

1. Does your firm maintain effective control over at least one foreign subsidiary? 
Yes No 

If your answer to the above question is No, please return the questionnaire without further completion# 

I. MANAGERIAL PERFORMANCE EVALUATION 
2. The following is a list of financial measures. Please indicate these measure(s) your firm uses to internally 

evaluate the performance of the foreign subsidiary and of the subsidiary manager and rate each measure in terms 
of its importance (1 = most important, 2 = important, 3 = less important, 4 = not used). 

Foreign subsidiary Foreign subsidiary manag 
-a. Retum-on-investment a* 
b. Profit 
c. Budgeted return-on-investment compared to actual return on investment c. 
d. Budgeted profits compared to actual profits d. 
e. Other, please specify * ©• 

3. Does your firm use different internal performance evaluation for domestic operations than for foreign operations? 
Yes No . 

4. Has your firm's system of internal performance evaluation been designed to reflect environmental differences 
(economic, political-legal, educational, and sociological) that may have a different impact in one country 
than another?. Please circle one number. 

1. Not at all 
4. To a great extent 

2. To a very little extent 
5. To a very great extent 

3. To a little extent 
6. Completely 

II. ENVIRONMENTAL FACTORS 
The following questions from 5 through 20 are included to study the impact of environmental factors on subsidiary 

performance and its evaluation. 

Please indicate your opinion concerning the level of each of the following environmental factors in the top-five 
countries where your firm has activities. Each factor will be separately rated on a scale from 0 to 100 with 
explanatory describers indicating various levels. 

Please keep in mind that you are scoring the factors as they relate to subsidiaries in a particular country. 
For example, if the factor you were rating was Weather Conditions, including temperature, rainfall, humidity, etc., 
and the scale was: 

10 20 30 40 50 60 70 80 90 100 

Stable 
Weather Conditions 

Then, your answer might be: 

Name of the country 
1. Saudi Arabia 
2. Iceland 
3. Greece 

Moderate 
Weather Conditions 

Extreme 
Weather Conditions 

Score 
92 
96 
8 

Name of the country 
4. Janpan 
5. 

Score 
52 

a. Not scored because the company operates subsidiaries in only four countries. 

Since each of the following questions will require an answer for each of the top-five countries where your firm has 
activities, , the names of the top-five countries will be required to answer Question No. 5 only. The other questions 
will be answered in the same order as Question No. 5* 

ECONOMIC FACTORS 

0 10 20 30 40 50 60 70 80 90 100 

Well Organised Mixed 
Including Private Property 50-50 

Rights 

5. General Economic Frameworks Including such factors as the overall economic organization of the country (i.e., 
Capitalistic, Marxist, Mixed), property rights and similar factors. 

Not Well Organized 
and No Private Property 

Rights 

Name of the country 
1. 
2. 
3. 

Score Name of the country 
4 . 
5 . 

Score 

6. The organization and operation of the central banking system, including controls over commercial banks and 
the ability and willingness to control the money supply. 

0 10 20 30 40 50 60 70 80 90 100 

High Degree 
of Control 

Moderate Degree 
of control 

No 
Control 

Score Score 
1. 
2. 
3._ 

4. 
5._ 

•Adopted from R. Farmer and B. Rlchmn, "International Business," 3ed Edition, (Bloomington, Ind.: Cedarwooe 
Press, 1980), pp. 80-83. 
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?. Economic Stability: The vulnerability of the economy to economic fluctuations of depression and boom, price 

stability, and overall economic growth stability. 

Stable 
(Not Vulnerable) 

J L 
20 
i 3° *P 60 

t 
TP 80 

I 
Average 

Moderate Stability 

.2L 
100 

Unstable 
(Very Vulnerable) 

Score 

1 
2 
3 

Score 

4 

5 

8. The existence of capital markets, i.e., stock and bond exchanges, their honesty, effectiveness, and total impact. 

.0 10 2p JO 40 5p 6p 7p ^0 9,0 1Q0 
\ 

Highly Effective 
Capital Market 

Moderate Average 
Effectiveness 

1L J 
Ineffective 

Capital Market 

Score 

1 
2 
3 

Score 

4 

5 

POLITICAL-LEGAL FACTORS 

9. Quality, efficiency, and effectiveness of the legal structure in terms of business law, tax law, and gneral 
law relevant to business, Degree of enforcement, reliability, etc. 

r JL 
Very Efficient, 

Effective, Reliable 

20 
2 L 

40 
1 

79 80 

Average 
Moderate Reliability 

90 100 
I 

Inefficient 
Ineffective, Unreliable 

Score Score 

4. 
5 

10. Impact or effect of defense policy on industrial enterprises, (in terms of trading with potential enemies, 
purchsing policies, strategic industry development, and similar factors.') 

2,0 3P 40 

No Effect or Impact 
on Business Profitability 

52 60 

Average 
Moderate Impact 

2 1 
80 

-J— 
90 100 

Great Impact, 
Large Effect 

Score 

1.. 
2 
3 

Score 

4.. 
5.-

11. Impact or effect of foreign policy on industrial enterprise.<(in terms of trading restrictions, quotas, tariffs, 
custom unions, foreign exchange, etc.) 

Use the Same Scale as Question No. 10. 

Score Score 

1 4. 
2. 5. 
3 

12. Level of political unrest on industrial enterprise in terms of revolutions, changes in regime, stability or 
instability over protracted periods, etc. 

V5 20 30 

Stable 
Political Situation 

40 
I 

51 
60 

Average 
Moderate Stability 

it 
80 90 100 

Highly Unstable 
Political Situation 

Score 

1. 
2 

Score 

4.. 
5.. 

EDUCATIONAL FACTORS 

13. The extent and degree to which the types of forml education and training available in a given country fit 
the needs of productive enterprises on all levels of skill and achievement. 

10 20 

Highly Educated, 
Needs Matched 

30 
1 

40 
f 

50 
_x_ 

60 

Average 
Educated 

1L 
80 

Score Score 
1.. 
2 . . 
3.-

4.. 

5.-

90 100 

Uneducated 
Needs Unfulfilled 



161 

14. Extent and degree of technical training (i.e., petroleum engineering, electrical engineering, etc.) The type, quanti 
and quality of persons obtaining such training and the proportion of those with such training employed in industry. 

2. 2 
20 JL 40 5P 60 

Many Highly Trained 
and of High Quality 

Some Trained 
and of Average Quality 

X 
ICjO 

Score Score 

No Training 
and of Low Quality 

1. 
2. 
3. 

4. 

5. 

15. The extent and quality of management development programs which are not run internally by productive enterprises 
and which are aimed at improving the skills and abilities of managers and potential managers. 

Use the Same Scale as Question No. 14. 

Score 

1. 
2. 
3. 

Score 

4 

5 

16. The percentage of the total population and those employed in industry with post-high-school education plus 
the types and quality of such education. 

10 20^ 30 40 50 6,0 30 
X 

40 
_1_ 

Highly Educated 
and High Quality Score 

1• 

2. 
3 

Mixed 
± ¥ 1C}0 

Score 

4 

5 

Few Educated 
and Low Quality 

SOCIOLOGICAL FACTORS 

17. The dominant social attitude toward industrial and business managers of all types, and the way that such 
managers tend to view their managerial jobs. 

20 J O 40 50 6£ £0 *|0 
J-

Managers fully accepted 
into Society 

40 
1 

50 
_l_ 

Something 
in between 

100 

Managers not accepted 
into Society 

Score 

1. 
2. 
3. 

Score 

4 

5 

18. The dominant cultural attitude toward authority and persons in subordinate positions, and the way that 
industrial managers tend to view their authority and their subordinates. 

4-
10 
_L 

Subordinates accept 
Authority of Supervisors 

20 1° 
60 

JL 
Subordinates Sometimes 

Accept Authority of Supervisors 

£. 9P 100 

Subordinates do not 
Accept Authority 

Score 

1. 
2. 
3. 

Score 

5 

19. The dominant cultural attitude toward industrial or collective achievement and productive work in industry. 

0 10 20 J O 40 50 60 7j0 ^0 9j^ 
l— 

Strong tvork Ethics, 
Work as a Team, 
Loyal to Company 

-L 

Score 

1 . . 
2. 
3.. 

Average Moderate 
Work Ethics 

Score 

4. 

5. 

100 
J 

Working only for Money 
Not Loyal to Company 

20, Whether or not the acquisition of wealth from different sources is generally considered socially desirable, and 
the way that persons employed in industry tend to view material gain. 

0 10 20 3,0 ^40^ 50 60 7,0 80 90 100 

All Money or Gains 
Are Acceptable 

J-

Score 

1. 
2 . . 
3. 

Something 
in between 

Only Salaries « Wages Accepta 
Interest and Capital Gains is 

"Tainted" 
Score 

4. 

5. 

III.GENERAL INFORMATION 

21. Please indicate your title or position_ 

22. Based on your firm*s results for the latest fiscal year, please indicate the following for the top five countries 
where your company controls subsidiaries (if you maintain control over less than five subsidiaries, leave the 
unneeded blanks empty). Answer all in millions of dollars. 
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22. Based on your firm's results for the latest fiscal year, please indicate the following for the top-five countries 
where your company controls subsidiaries ( if you maintain control over less than five subsidiaries, leave the 
unneeded blanks empty). Answer all in millions of dollars. 

( i ) 

(2) 

(3) 

w 
(5) 

Other foreign subsidiaries 

Net Assets Gross Revenue Income after taxes 

Total Company $ $ 

23. Please indicate approximately how much time was spent to answer all the questions^ 

24. Please comment on the questionnaire 

minutes. 

AGAIN, ALL INFORMATION WILL BE KEPT STRICTLY CONFIDENTIAL. 

THANK YOU FOR YOUR SUPPORT OF THIS RESEARCH. 

WRITS YOUR NAME AND ADDRESS IN THE DESIGNATED AREA BELOW ONLY IF YOU DESIRE A COPY OF THE SUMMARY RESULTS OF 

THIS STUDY. 

NAME 

ADDRESS 
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North Texas 
State 

University 

Denton, Texas 
76203 

Department 
of 

Accounting 
and 

Information 
Systems 

The purpose of this letter is to invite your company to participate in 
a study of performance evaluation in American Multinational Enterprises. The 
object of this research project is to find out about possible relationships 
between internal performance and environmental factors (i.e., economic, social, 
political and legal, and educational) and to determine an environmental model 
for performance evaluation in multinational enterprises. As a Ph. D. candidate 
at North Texas State University, I am conducting this research as an integral 
part of my doctoral dissertation. 

Participation in the study is limited to U. S,—based firms with subsidiaries 
abroad, therefore, the representation of your firm is of great importance to this 
research effort. 

I would appreciate it if you would take a few minutes to complete the en-
closed questionnaire or route it to the most appropriate individual in your com-
pany. A number identifying your company appears in the upper right hand corner 
of the questionnaire. Any Information provided will be kept confidential. 

If you are interested in receiving a summary report of the findings of this 
research, just write your name and address in the designated section of this 
questionnaire. 

Please return the completed questionnaire in the enclosed self-addressed 
envelope which requires no poatage at your earliest convenience. If you encoun-
ter any problems with this questionnaire, please feel free to call me at home, 
day or night at (817)-383-2877. 

Thank you for your help in this research project. 

Sincerely, 

Wagdy Abdallah 
Ph. D. Candidate 
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v> 
North Texas 

State 
University 

Denton, Texas 
76203 

Department 
of 

Accounting 
and 

Information 
Systems 

Three weeks ago I invited you to participate in my research 
project, "A Study of the Performance Evaluation in American Multi-
national Enterprises." Since participation in the study is limited 
to U. S.-based firms with subsidiaries abroad, the representation 
of your firm is of great importance to this research project. 

Unfortunately, I have not yet received your completed question-
naire. Enclosed you will find another copy of a short questionnaire 
concerned with the relationship between multinational enterprise man-
agerial performance evaluation systems and environmental factors. 
I would very much appreciate your taking a few minutes to fill it out. 

Please mail the questionnaire in the enclosed self-addressed 
envelope which requires no postage. If you are interested in receiv-
ing a summary report of the findings of this research, just write 
your name and address, in the designated section of this questionnaire. 

I am looking forward to receiving your questionnaire. 

Thank you for your help. 

Sincerely yours, 

Wagdy Abdallah 
Ph. D. Candidate 

DejSu-Ft. Wortk Utiro 267-23J2 • CoXtgt of Business Administration • AC 817-783-2311 Ext. iO 
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