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Abstract
The trend among multinational firms in an indudisymove their subsidiaries to lower
cost and resource abounding regions has been walintented in media and academic
work. This pattern often leads to agglomeratiomast country markets. This grouping
together of foreign and domestic firms createsc&ezrompetition for the same resources
and this affects market dynamics. Using a sampl@mign and domestic auto firms in
Brazil, we analyzed the nature of this competitioawing from competition theories. We
found that intense competitive conditions mightdlsame subsidiaries to exit and force
others to differentiate in order to survive. Weoalsund that differentiation led to better

performance.
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Competitive Exclusion in Agglomerated Host Country M ar kets:

Subsidiary Survival and Exit

A significant portion of recent international busisstudies focuses on subsidiary performance
and survival in foreign markets (Delios and Beam&)01; Li, 1995). Some of these topics
include the relationship between firm capabilitiestry modes, host environment factors and
subsidiary survival. Non survival leads to markat.eNewspapers are also full of information
about firms setting up new or shifting existing @imns to certain attractive parts of the world.
By doing so, firms can reap the benefits of logatiOften, these are subsidiaries of global firms
that belong to the same or similar industry and #aepectations from the host country market
for resources are thus alike. A good example aftil@nd dates back to the 1970s when
consumer electronics firms from the Triad regionvetmanufacturing to Singapore, Taiwan
and other East Asian countries. At that time, I@cgdpliers in those countries were in business
relationships with multiple, competing subsidiardglobal firms. Studies that examined have
examined the role and performance of these sulbgiglien host country markets, implicitly
assumed a state of equilibrium (Boeker, Goodsf&ephan & Murmann, 1997). In reality, as
more and more firms enter that market, the compaetfor limited resources increases. What is
relatively less known about this pattern among gldioms in how this type of agglomeration
affects the host country market dynamic and howdlmmamic affects firms strategies, entry,
survival or exit. There are different models afgign investment that explain why firms
belonging to a particular industry tend to estédbltgreign operations in the same country
market. This kind of concentration or spatial griogpof industry sometimes creates what are

known as clusters (Porter, 1990). Examples of popalusters are the auto cluster in Detroit,



USA and high-technology cluster in Bangalore, Irfdiatechnology services. The definition of
clusters, nevertheless, is subjective and oftenexasuch by popular newspapers and media.
However, in any geographical space where there@aentration of firms belonging to the
same industry, there is competition for similaiowgses in the host market. These firm actions
and rivals’ reactions create competitive dynamid¢sese dynamics affect subsidiary survival and
invariably subsidiary exit. This statement formes thux of this paper. Our objective is to
improve our understanding of competitive dynamichast country market, and how that affects
subsidiary survival and exit. In this paper, wedstigate this issue by using a sample of
automotive firms operating in Brazil, which haseety developed into a hot spot for global and
domestic manufacturers and suppliers in this imglustquiry into this subject matter is
extremely important both from an academic and pralcstandpoint. In that, this study makes a
key contribution to international strategy and intgional marketing literature by filling in a gap
in survival studies. Also, from a global managgesspective, understanding the threats that
might exist in a host market is central to impletmena long-term foreign strategy. As more and
more firms shift operations across the globe t@pke areas, some as first-movers but most as
followers and as managers increasing look for waysot only survive but make profits in
foreign markets, this study has managerial imgheet for how such moves might affects firm
profitability and survival.

The basic argument developed here is that domastidoreign firms belonging to the
same industry and located in proximity with théwats compete aggressively for resources,
suppliers, customers and such others. It is impofta researchers and managers to know and
understand the nature of this competition and haffécts subsidiary survival. We attempt to

fulfill two main purposes in this study: (1) howropetitive dynamics in dense foreign markets



affects subsidiary exit (2) what firms can do tor@ase their chances of survival in such a
competitive environment. Using competitive dynansxplain exit is not necessarily a brand
new suggestion (Porter, 1980). However, what ameglihe contribution of this study is that this
topic has not been adequately examined in the xbotegglomerated industries in host
countries. Also, our study is normative in thatiempts to point out what firms can do to avoid
exit from these markets and to increase their adgo€ survival and profitability.

The rest of this paper unfolds as follows. We dehto existing studies on subsidiary
survival in order to summarize findings as releartur study. We then explain the theoretical
bases of our arguments. Next, we develop hypothessing market dynamics and firm actions
to firm reactions, given certain industry factonslahe nature of competition in host countries.
We follow with a methodology section to analyze madel and dataset. We conclude with a
discussion of the results and identify avenues$udher inquiry. On a side note, we would like
to clarify that even though we do not explicitly kesour arguments with respect to clusters, the
results of this study should apply to any agglorienaof firms in a host country or national
market as well as a heavily concentrated, innerttguocation such as a cluster. In fact, by
using a sample of global auto firms in Brazil's ooy market, rather than a narrow area in
Brazil, we are able to generalize our results @vigeand light industry concentrations. In a study
examining interfirm rivalry among firms in the U.&8rline industry, Baum and Korn (1996)
differentiated between competition and rivalry lbglang that rivalry exists between firms for
‘incompatible positions’ whereas ‘interplay’ betweims that act and react to each other’s
moves is competition. In a global industry marketttcomprises of domestic and foreign
manufacturers, suppliers, customer and other pergblactors, a combination of rivalry and

competition exists because while firms are readiingach other’'s moves, they are



simultaneously trying to build their own unique iketrniche. This point will become clearer as
we present our arguments. For the purpose of ths/swe use rivalry and competition
interchangeably. We define a ‘market’ based on BanchKorn (1996, p. 256) and Abell’'s
(1980, p. 17) definition as, “a set of goods andises that serve similar functions’ are created

with the use of similar technology, and are usedibylar users.”

LITERATURE REVIEW
In conceptualizing our arguments, we draw on tistezams of literature; namely, competition
theories, subsidiary exit and firm location deaisioWhat is common among the studies on
competitive dynamics and subsidiary or market iexihe context of strategic management is
that these concepts have been explored primartly gference to domestic firms.
Comparatively less knowledge exists about thesetoaets as applied to global firms that
transcend boundaries.

Popular international theories such as those bynilig (1980) have shed sufficient light
on firms that establish operations abroad in foréagations due to certain advantages. One set
of these advantages are location advantages oelti@ation to an attractive country market due
to lower costs, skilled labor force, availabilitiyresources and so on. Firms belonging to the
same industry are known to often follow their rivéd places around the world to seek similar
markets, resources, suppliers, customers, etc.bEfiavior often leads several firms in the same
industry to the same host country market or evepegific region within a particular host
country. Central and state governments also offiign firms an opportunity to benefit from
such location decisions through a variety of inc&®, adding to the number of domestic and

foreign firms operating in that area.



Ultimately, as more and more firms enter a martket battle for similar but limited
resources shapes competition in these locationsiram@ctions affect the dynamics of that
industry. As mentioned earlier, certain locatiomghie world see a concentration of firms
belonging to the same industry (hereafter refetoeas ‘industry firms’). At any given time, the
incumbents of that market include domestic or Idicals from the host nation as well as foreign
firms that are gaining the benefits of that locatid/hereas competition exists at all levels in any
industry or market, firms concentrated in a sirgantry market fight for all forms of resources,
tangible, intangible, capabilities and knowledgkerefore, the nature of competition is defined
by interdependence and geographical proximity\alsi firms. This normal pursuit of resources
and profits leads to competitive dynamics, oftesctdibed as, ‘a series of actions (moves) and
reactions (countermoves) among firms in an industrgand) how firm actions (moves) affects
competitors, competitive advantage and performaf®mith, Ferrier and Ndofor, 2001).
Industry firms are both the actors and reactorsthen moves and consequences of those moves
are reactions. Also, actors can be reactors amdwacsa. Competitive dynamics has its roots in
Schumpeter’s theory of creative destruction, witichtends that all firms in a market attempt to
overtake each other and the first moving firm gairefits and market share. This rivalry is
therefore inevitable. In the frame of referencglobal industry firms in a host country, the
concept of competitive dynamics ties in well witlganizational ecology. Organizational
ecologists (Hannan and Freeman, 1989; argumengsl lmaspopulation ecology) argued that in
competitive environments succumb to the procesmtfral selection, due to which firms enter,
grow, survive or fail.

Actions by industry firms in host country markegs include a variety of moves such as

entry into the market, product introduction, stgi¢eéntent and innovativeness among others.



These actions can be classified into two categoeesry actions’ or those initial firm-related
moves such as entry, market entry position (i.eethvr first mover or follower) and ‘market
actions’ such as new product introduction, prodaetety and product quality, to name a few.
Actions are not only proactive moves by industrgn8 but are also outcomes of basic firm
decisions. Reactions by industry firms could engagaultitude of alternatives, depending on the
action or move. Entry by one or more competitorst@nge in the environment prompted by an
actor could promote exit by other or others.

The potential for competition is heightened dughefamiliarity that domestic firms
share with their own national environment and theagerability of global firms’ subsidiaries
operating in that market to the rest of their nmaltional network. In addition, foreign
subsidiaries might face liabilities of foreignnésg domestic firms might suffer from other
disadvantages. Nevertheless, both types of firwes tiae challenge of survival and the threat of
being ousted from their market.

In a complementary vein, we introduce a novel th@othis study, a competition theory
borrowed from biology known as competitive-exclusmrinciple (or Gause’s Law, 1934). This
theory as applied to organizations blends in smgetith competitive dynamics studies and
argues that in case of severe competition betwiems fighting for the same resources, there are
two possible outcomes: exit (or extinction for dpsgor survival (through differentiation by
firms).

It is common knowledge that foreign subsidiaryt &&s traditionally been less studied
than subsidiary entry for a variety of reasonssTgattern is slowly changing. Subsidiary exit
takes place when a firm either divests or closesda foreign subsidiary. Thus, exit can take

many forms. Previous literature on foreign subsidexit has explored the connection between



foreign entry and exit (Mata and Portugal, 2000ahd Guisinger, 1991). Subsidiary survival
studies (Li, 1995; Delios and Beamish, 2001) atexxéd at the relationship between entry
modes and host country experience and survivakifjiaficant international business study has,
however, examined the role of competitive dynarmdereign subsidiary exit. Knowledge of
this issue gains increased importance due to tber@us number of multinational firms that

find themselves in the news for hastily shiftingeoggions to lower cost regions of the world.
Noteworthy among these are relocation to Chinaadher Asian countries that are witnessing an

exponential rise in foreign subsidiaries every year

THEORETICAL DEVELOPMENT AND HYPOTHESES
Mar ket Dynamics and Subsidiary Exit

From an organizational perspective, it is importaninderstand how firms respond to intense
competition. The greater the number of firms or petitors in the market, the greater is the level
of competition. Often but not always, market pasitplays an important role in determining
who the surviving market players will be. First neos enter a market already having an
advantage due to their market position. As moradienter the playing field, competition heats
up as does the contest for resources. Accorditigetcompetition-exclusion principle explained
earlier, different firms have different survivabbabilities that depend on a variety of firm-
specific factors such as age, experience (Li, 988! of intangible resources (Delios and
Beamish, 2001). Previous studies that have looksdlzsidiary survival have almost implicitly
assumed that the industry environment is stablg. ®ibsidiary survival also depends on how
firms respond to environmental changes. An ‘actmmentry by some firms could cause others

to react by exiting the market because they arélarta sustain the battle for resources. This



case has been highlighted by competition theddesiever, intense competition in industry
markets could lead to exit by some firms if the bwemof existing firms in the market is high.
Early entrants in markets do not face as much ctitigreas later entrants, after whose entry,
markets get closer to saturation. As stated by BandhKorn (1996, p 258), “market entries and
exits are substantive because they representithamrway in which firms define and redefine
their market positions and establish or avoid miackatact with each other.” This is especially
true in a market in which both domestic and gldlvais exist. Each set has its own competitive
advantage but the increase in the number of playégist result in exit by a weaker player.
Therefore, we hypothesize that:

Hla: The rate of market entry is positively assteziavith the rate of exit

In addition to the hypothesis above, we explorepibesibility that the relationship between rate
of market entry and rate of exit is moderated keyritbmber of competitors in the market.

Therefore, we propose the following hypothesis:

H1b: The relationship between the rate of markétyesnd rate of exit from the

market will be moderated by the number of industmypetitors.

Industry Dynamics and Subsidiary Exit
In our discussion on both competitive dynamics #r@dcompetitive-exclusion principle we
explained how the competitive environment affectskat positions of firms. The notion of
competition is ambiguous unless we identify the lsgtw of such rivalry. One of the indicators of
competition in an agglomerated host country maikbbw dynamic the market is; i.e. the rate of
change in firms’ products and processes. A freqaedtrapid change in industry competitors’

products serves as an action or trigger for otineasfin the industry to bring about similar



innovations. If not, they tend to fall behind inmket share and profits. As a result, some firms
might also exit the market. In a technologicallieated industry, firms that are not able to invest
extensively in research and development might eqirepared to compete with a new and
innovative product launched by a rival firm. Sorimen§ are also unable to keep up with
technology because of heavy outsourcing of tectyyottesign and/or development (Kotabe,

Mol & Ketkar, 2006). Therefore, we hypothesize timateased competition, industry and
technological dynamism might increase the ratexifas a reaction by some firms.

H2: Technological dynamism is positively associatét rate of subsidiary exit.

Deter minants of Subsidiary Survival
Upon examining some of the reasons for subsidiity the main question is: what can industry
firms faced by competitive pressures do to suraive to make profits? Competition theories
suggest that in a continually evolving market, 8ravoid exit by differentiating themselves from
their competitors so that they are able to sureiwé make profits. Such differentiation could
entail changes in strategy or even products. Inufi@aturing industries in particular, any kind of
differentiation manifests itself in a superior puotior product features. The competitive-
exclusion principle notes that for some speciem@as in which they “do not coexist, they
(species) are virtually indistinguishable, but raas in which both species occur, they have
formed local subspecies in which the otherwisensldifferences are prominent” (Vaurie, 1950,
wikipedig). This could hold true for multinational firms aldn local markets in which strong
competitors operate, firms might end up localiZingir products to meet consumer expectations.
The forces for differentiation act as pressuredifars to adapt their product and differentiate it

from those of rivals to be able to carve out a raankche and thus gain profitability. This point
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is supported by Luo’s (2001) study which demonettahat competitive intensity increases local
responsiveness. Local responsiveness entails agapg product to meet local market
expectations and differentiating it. Even domestios that are competitors in the market need
to either differentiate their products, which irmses the chances of survival or then face the
threat of exit. Additionally, effects of a good grect strategy which includes greater speed to
market, better product quality and positive repatamight also improve survival and
profitability. Therefore, we hypothesize that:

H3: Product differentiation is inversebssociated with rate of subsidiary exit.

H4: Product unigueness is inversagsociated with rate of subsidiary exit.

Influence of L ocal Embeddedness on Subsidiary Survival

Survival studies (Delios and Beamish, 2001) shotatihost country experience influenced
subsidiary survival. More experience in a host ¢guenables firms to get involved with local
suppliers and customers, especially if they nedzbttmcally responsive and differentiate their
product for the local market. These ties to varipadies along the supply chain might act as
barriers to exit. Furthermore, more involvementwgtich parties allows firms to understand the
local market better and thus manufacture bettedtymts. Therefore, we hypothesize that:

H5: A higher level of supplier involvement is inselly associated with subsidiary

exit from the market.

H6: A higher level of customer involvement is isedy associated with

subsidiary exit from the market.
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Product Differentiation and Business Perfor mance

Needless to state, managers are not only concemntledurvival but also aim for superior
business performance. Strategic management staidlieextbooks discuss at length about how
firms that differentiate their products or serviesé®uld perform better than firms that do not.
Thus, differentiation is a very popular strateggdiby firms such as Toyota’s Lexus brand in the
global auto industry. For firms that are in an aggtrated host country environment, whether to
differentiate or not is often not a choice businecessary to do so if they want to survive in the
market. Nevertheless, differentiating a produd imghly competitive market might lead to
superior profits and improved performance. Thisdsause as marketing scholars would
confirm, differentiated products often do not haubstitutes or cheaper alternatives, thus
assuring them a unique share of the market. Thexefe also expect that survivor firms in an
agglomerated host country market would achievedritgvels of business / product performance
from differentiated products that in turn is asat&i with higher overall financial performance.
This leads us to hypothesize that:

H7: Product differentiation is positively associat&ith business performance.

H8: Product uniqueness is positively associateth Witsiness performance.

RESEARCH METHODS

Sample and Data Collection
Since no published comprehensive data were aveitabltest our conceptual framework, this
research adopted the questionnaire survey methodllect data on a sample of manufacturing
subsidiaries operating in the Brazilian automoiivéustry. The unit of analysis is the business

unit/plant level.
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We developed Likert-type measurement scales for dhestructs contained in our
conceptual framework following previous studiest thiaalyzed and measured the phenomena of
interest (e.g. Parente and Gu, 2005). Wherevesilges items were reused, or the general
guestion format from existing scales was maintainddwever, it was difficult to apply existing
scales in their entirety.

The development of the new items was informed bidfstudies, as part of a broader
gualitative research by one of the authors, whiotluded semi-structured interviews with
managers and executives working in the automobdastry in Brazil. In addition, one expert in
the automobile industry at the University of SdalBgrovided us some feedback on a pilot
version of the questionnaire, and helped us réf@econstructs and identify the appropriate use
of words in the auto industry.

Before deciding on the final version of the questiaire, we extensively pre-tested a
preliminary version with executives in charge ofnuacturing subsidiaries in Brazil. After we
decided on the final version of the questionnaireas translated into Portuguese and then back
translated into English to assure that the traiosidtad not missed any meaning of the questions.
Following Dillman (1978), the entire questionnaivas kept as short as possible in an attempt to
increase the response rate. In addition, in otdeminimize the potential for retrospective
biases, we followed the strategy used in previduslies (e.g. Stump and Heide, 1996) to
conceal the actual objective of our investigatdfe asked respondents to focus on the products
and characteristics of their division and the retahip with their suppliers in responding to the
survey. We mailed the refined questionnaire toehdentified for sample group in hard copies,

along with a personalized cover letter.
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We identified our sample of manufacturing subsidsrin the automobile industry
through the lists provided by the ANFAVEA (Brazili@&utomobile Manufacturers Association)
and the SINDIPECAS (Brazilian Automobile Suppligkssociation). In addition, we cross-
checked the two associations’ lists with the BramilmagazineAutomotive Newswhich is
published once a year and which profiles firms ardcutives in the auto industry in Brazil.
After combining these data sources and deletindichtpd entries, we mailed the questionnaire
to the remaining sample of 493 business units (tioly assemblers and suppliers) in the
automobile industry of Brazil. We mailed the synte senior managers at the plant/divisional
level. After the initial mailing, a total of 37 gstionnaires were returned because of incorrect
addresses, which reduced the sample size to 456esgsunits. After two follow-ups, we
received 136 usable questionnaires for a respa@tsef 27 percent.

As a control, firms of a variety of ages, sizegJ grographical scope were represented in
the final sample group. All 136 respondents hetdcative positions (e.g., plant manager,
manufacturing supervisor, purchasing manager, eted were directly involved in making
important strategic decisions in their respectivad.

An important methodological concern of this stu@égards the reliability of the data
gathered through the questionnaire-based surveyadldeessed this issue taking into account
three main concerns: (1) non-response bias thatnhegd to a systematic exclusion of firms
from the population (Armstrong & Overton, 1977§2) common method variance (Podsakoff et
al. 2003) and (3) validity of responses of singky knformation. In order to minimize the
potential problems above introduced, we developespecific strategy of data processing

(Kotabe, Parente & Murray).
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First, we evaluated non-response bias using Armgtemd Overton’s (1977). In order to
ascertain non-response bias across the surveynmstit itself, we performed t-tests comparing
early and late respondents. The first 70 percétiereturned questionnaires were defined as
early responses and the remaining 30 percentasdgponses and thus deemed representative of
firms that ultimately did not respond to the surv&ye performed t-tests on 30 randomly
selected variables to compare early and late regson We found no significant differences
between early and late respondents on any oneesetB0 variables, suggesting that non-
response bias would not likely exist in the suriesgrument.

We developed a four-step strategy in order to mizenthe effects of common method
variance. First, we dispersed the items used irstudy in a wide questionnaire in order to avoid
that the respondent would predict the final motomatof our study and to force him/her-self to
“calculated” biased answers (Mohr and Spekman, J1998econd, we dispersed questions
pertaining to some constructs throughout the qomséire so that respondents would not fall
into a pattern linked to Likert or semantic diffetial scales. Third, some of the questions were
reverse coded in the questionnaire. Fourth, weiegpthe Harman’s one-factor test on the final
database in order to address the common methoahearissue. Neither a single factor from the
factor analysis nor a general factor in accountimg covariance of independent and criterion
variables emerged in our analysis as a confirmabibthe lack of common method variance
disturbs (Podsakoff and Organ, 1986).

Although there have been questions about the walididata collected from a single key
informant, we used this approach due to the extensature of our survey. Indeed, the choice of
a survey with multi-informants for each company Vdolbave dramatically reduced the expected

percentage of respondent companies.
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We developed a specific strategy to reduce the letsted to a single informant
response. First, informants were asked questidateceto their current production method and
inter-firm collaborative relationships. Prior resga suggests that informant recollections are
stable over short periods of time (Huber, 1985).

Second, we used the field studies, conducted asopanother study by one of the
authors, in conjunction with plant tour observasiorand the literature review to verify
respondents’ consistency and reliability. Finally compared informants’ responses to archival
and public data (e.g., company profiles and agidtem the business press) where available.
These comparisons provided a check that the infot$naere accurate and competent sources

and we did not keep out any questionnaire fromdatiabase due to reliability concerns.

Operationalization of Variables, Construct Validation and M easur ements

The construct validation was developed throughralioation of exploratory and confirmatory
factor analysis. In particular, each of the scalas refined by removing questions that exhibited
low inter-question correlations (Parente and Gu0Q520 Scales’ internal consistency was
guaranteed by Cronbach’s alphas superior to 0.7dc@ordance with the recommendations of
Nunally (1978). Moreover, we adopted aggregatenmed the factor firm’s performance as its
summary factor measure, in accordance to previoysreal researches (e.g. Mendelson and
Pillai, 1999; Parente and Gu, 2005). Below we ptevihe measurement indicators for the
dimensions adopted in our structural model alorty thieir reliability alphas.

We used multi-item measures to represent all théablas, except for firm size /
dimension, which was measured using sales voluvie.measured multi-item variables using a

5-point scale (1=Strongly Disagree, 2=Disagree Suma 3=Neither Agree or Disagree,
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4=Agree Somewhat, 5=Strongly Agree) with some iteadapted from those used in similar
studies (Worren, 2001; Lanctot & Swan, 2000; Wore¢ral., 2002). As mentioned earlier, it
was difficult to apply existing scales in their iegty, and the development of the new items was
informed by our fieldwork. The following are the asires for the constructs used in our study:
Business/ Product Performance. We measured business performance using six items

(Cronbach’sn = 0.858), where we asked our respondents abodth@ fime R&D and
manufacturing spent on determining how to produpeoduct at a desirable price; (2) the overall
product performance; (3) how easy was product seatiility, (4) the level of product reputation

in the market, (5) the overall quality of the worknship, and (6) the overall product quality.

Rate of Exit to the Market. We measured subsidiary exit using a continuousitene-
variable. We asked our respondent to the bestenf knowledge and during the last three years,

how many competitors exited their served market.

Rate of Entry to the Market. We measured subsidiary exit using a continuogsitem
variable. We asked our respondent to the bestenf knowledge and during the last three years,

how many competitors entered their served market.

Number of Competitors. We measured the number of competitors in the mardiag a
continuous one-item variable. We asked our respotnid the best of their knowledge to tell us

approximately how many businesses were currentlypating in their served markets.

Technological Dynamism. We measured the level of technological dynamisnthe
marked using the following two items (Cronbaclkis= .719): (1) There have been major

technological changes in the products offered bybosiness or by our major competitors during
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the last few years. (2) There have been major tdolgical changes in methods of production in
our industry during the last few years.

Product Uniqueness. We measured the extent that the product is enapd hard to
imitate by competitors in the market using thedwaiing two items (Cronbach's = .767): (1)
Our products have features that competitors doafier. (2) Our products are difficult for
competitors to imitate.

Product Differentiation. We measured product differentiation with thddwing three
items (Cronbach’'sx = .718). (1) Most of our products have been dgumsad into separate
modules that can be re-combined into new produsigds to achieve higher variety and reduce
development time, (2) We have a high degree of corapt sharing between different products
in our main product line (3) Overall our businesst adopts a high degree of modularity in
production.

Supplier Involvement. We measured the level of supplier involvementhwihe
following four items (Cronbach’a = .787). (1) Our major suppliers are always re@dyeact to
any problems that may appear in the assembly([@)eQur major suppliers are always willing to
renegotiate their prices in the event of major éase in demand for our products, (3) Our major
suppliers are always willing to work together wills when we are bidding for new sales
contract, and (4) Our major suppliers have thetgho quickly adjust their production schedule
accordingly to the speed of our production line.

Customer Involvement. We measured the level of customer involvemerth vtihe
following two items (Cronbach’'st = .758). (1) Our customers demand frequently epric
reductions on our products and (2) Today our custenpressure us for more cost/price

reductions than they did three years ago.

18



Control variables. Two additional control variables were includedin analysis: firm
size and past financial performance. Firm sizeldgg a typical control in the strategic and
international management literatures (e.g. Helf@87; King and Tucci, 2002; Menguc and Auh,
2006). Echoing the measurements in these studmessibperationalized as firm sales volume,
which was measured as a continuous variable. Pafapility was also included as a control
variable and measured using four items (Cronbax#9.712), where we asked our respondents
in relation to the last 12 months, how was thesibess unit’s financial performance (in
comparison to their three major competitors) wébards to their (1) profitability, (2) return on

investments, (3) return on sales, and (4) oveiradinicial position.

ANALYSISAND RESULTS
Prior to testing the hypotheses, we conductedtarfanalysis with varimax rotation to develop the
measures representing the constructs in the régmesedels. We discussed the measures used for
this study, along with their Cronbach’s alpha vajul the previous section. Means, standard

deviations, and zero-order correlations are presantTable 1.

Insert Table 1 about here

The Competitive/ Market Dynamics and Subsidiary Exit M oddl
The results relating to Hla and H2 to H6 are reggbih Table 2. Model 1 in Table 3 reports the
main effects of the control variables on businesfopmance. Model 2 adds the main effects of the

antecedent variables, with & & .649 (p-value < .001). Hla states that the chtmarket entry is
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positively associated with the rate of exit frore tinarket. This hypothesis is strongly supported
(B =.710, p < .001). K which predicts that technological dynamism isifpesdy associated
with the rate of subsidiary exit, is marginally popted = .106, p <.10). Hypotheses 3 and 4
relate to the effects of product differentiatiordaimiqueness to subsidiary exit. H3 states that
product differentiation is inversely associatednwthe rate of subsidiary exit and it is supported
(B =-.148, p <.05). H4, which predicts that produniqueness is inversely associated with rate
of subsidiary exit, is not supported but the betafficient is in the expected directiof € - .09).
Hypotheses 5 and 6 relate to the influence of lecabeddedness on subsidiary survival. The
beta coefficient = .015) for testing H5 in Model 2 is non signifntaH6 states that a higher
level of customer involvement is inversely assadatvith subsidiary exit. This hypothesis is
supported § = - .12, p < .05). Moreover, Model 3 was usedtdst H1b regarding the
exploratory moderating effect of number of comesitin the relationship between the rate of
market entry and the rate of subsidiary exit. Rsesuidicate that the beta coefficient for the
product term is marginally significan & - .327, p < .10). In order to reduce multiccbmity
that might occur with the interaction term, we meantered the independent and moderator
variables before creating the interaction term éhiland West 1991). All of the variables in the
model had a variance inflation factor (VIF) belowstggesting that multicollinearity would not be

a problem.

Insert Table 2 here

The Business/ Product Performance M odel
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We present the results for H7 and H8 in Table 2id# 1 in Table 3 reports the main effects of the
control variables on business performance. Na@ewe also include rate of entry, rate of exit, and
number of competitors as control variables becaant literature has suggested that these
variables can affect business performance. Modaldl@ the main effects of the antecedent
variables, with a Rof .345. H7 and H8 related to the effect of prtddifferentiation and
uniqueness in business performance. H7 states ghaduct differentiation is positively
associated with business performance and H8 statdsproduct uniqueness is positively

associated with business performance. H7 was ftubeé significant[§ = .242, p <.01) and H8

was only marginally significantp(= .145, p < .10). In the next section, we disctlss

theoretical and managerial implications associatéd our findings.

Insert Table 3 about here

DISCUSSION AND IMPLICATIONS
There are several issues in management, espesti@tegic management, that have been
explored in detail in the domestic context. Howeweese same topics shed very little light on
similar questions in the international contextsltlangerous to naturally assume that the results
of domestic studies can be applied to the globatecd even if that might be true in certain
cases. We examined one such topic that has recésviedr share of attention with respect to
domestic firms but there is less awareness abautdompetition in host markets affects

subsidiary survival and exit.
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Given the complexities of conducting business sstwrders, foreign subsidiary survival
and exit are very interesting and important marniaperatters. There are some studies that have
focused on divestment and survival of foreign sdibsies in general. However, when foreign
subsidiaries are a part of an agglomerated hosttgomarket marked by competition among
other multinational and domestic firms, the chajenof survival and the threat of exit take on a
new meaning. We built our arguments based on catigoetheories, namely competitive
dynamics, which is commonly used by strategy schole also synched competitive dynamics
with the competitive-exclusion principle or Gausk&w that is originally an evolution-based
biology theory, which reveals how species that cet@for the same limited resources in nature
could either become extinct or be forced to adajptrder to survive. We applied this principle to
organizations in a similar milieu and found thasttheory not only enabled us to lay down some
conditions under which subsidiaries will exit bigcaaunder which they could survive and profit.
We tested our hypotheses on a sample of auto firBsazil. As explained in the methodology
section, this proved to be an ideal setting forexamination.

Drawing on market dynamics, we examined whetheketantry by competitors
would affect market exit by other firms, if the nbem of existing rivals in the market is high. We
found that rate of entry indeed affects the ratexif. However, we also found that this was not
influenced by the number of competitors alreadtheamarket. This finding does not altogether
meet the expectations of competitive dynamicsditee. Theoretically, the competitive-
exclusion principle bases its arguments on ‘tw@ces reliant on the same resources. Given
that, this finding is not surprising. In realithetreason why the number of competitors did not
moderate entry and exit could be due to the natlioair sample. Our respondents consisted of

manufacturers, suppliers, buyers, etc. When as@adnmany competitors existed in the market,
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it is highly possible that suppliers would state ttumber of suppliers, whereas manufacturers
would name manufacturers and so on. The distinetioang these categories might actually be
fuzzy because of some vertically integrated firmg the extensive interactions between firms in
the industry. This is especially true in the awmmustry, which is characterized by innumerous
alliances and contracts with rival firms, some diicth might be suppliers and others might be
co-manufacturers. An appropriate question woulceHzeen to find out how many firms existed
in the same industry. Another possible explanagdhat since there is a lot of buyer-supplier
collaboration in this industry (more so in Brazilg would have to examine the moderating
effect of number of real competitors since thesadiin collaboration may not be actually
competing. They are actually joining resources taedefore, are better equipped to compete.
But we did not control for that. The significandeloe negative moderating term is weak. This
unexpected moderating effect needs to be furth@emeed. In spite of that, the relationship
between entry and exit is supported.

We also looked at how technological dynamism affeabsidiary exit from the market.
Keeping up with technological developments in tiduistry and constantly being innovative
through investment in research and developmeniasod the most important requisites for
sustaining competitive advantage. But, some firraseatter at it than others. In an agglomerated
market, there is an overall level of technologmainpetence or a technology average. When
rival firms introduce or change technology rapidisms that are unable to keep up with such
changes might be forced to exit the industry.

Industrial organization theorists would be thetfio agree that we should not discuss
market exit without discussing exit barriers. Sfeally, for foreign firms with subsidiaries in

host country markets, greater embeddedness througiple relationships with suppliers,
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customers and others would serve as barriers toWgi found this to be true in case of
customers but not for suppliers. For decades, natltnal firms have maintained long distance
relationships with suppliers in different partstloé world. Therefore, supplier involvement is not
necessarily a location-specific phenomenon. Glababunt management literature has
investigated this issue. In case of localized petgluocal supplier involvement might be more
important. However, when firms consider exit damisi, this set of ties might be easier to sever
or then instead the relationship can still be neamgd even after exit from that particular
location. We found that customer involvement in pheduction process was in fact an exit to
barrier. Intuitively, firms’ strategies revolve amad making profits from satisfying customer
needs. If customers’ input is integrated into thedpction process, it should lead to more need
satisfying products and in turn would ensure subsydsurvival. Severing ties is tedious, time
consuming and could affect long-term competitiveaadage. Also, there sunk costs to being
rooted in the host country environment. The grethieihost country market embeddedness, the
less the likelihood of exit.

The most managerially relevant findings were thbse informed us about how
differentiating products could ensure subsidianys@l and also subsidiary profitability. As per
our expectations, product differentiation led firtaetter performance. In the auto industry
which is rapidly moving toward modular productigmoduct differentiation involved
modularization of production. This finding is vengdustry-specific. Hence, managers faced with
severe competition-laced situations in host coumtaykets should attempt to set apart their
products and processes so as to attain compeiiventage. We did not find support for the
inverse relationship between product uniquenessandval. This might be due to the

perceptions of managers regarding products indheesndustry. Often, most automobiles are in

24



fact substitutable for one another. Therefore, pevdifferentiation was possible a better way to
capture differentiation in the industry than produciqueness. We now see some areas of the
world that are fast becoming global hotbeds foivéaets for multinational and domestic firms in
the same industry. Before leaping onto the bandwag@anagers need to be aware of some of
the challenges they might face. This study browgihtsome of these significant challenges and
how managers respond to them. In that lies thetifumal contribution of this paper. This study
also engaged the theoretical lens of competitivatesion principle that has never been used to
examine foreign subsidiary exit. This not only addsew dimension to international business
literature but also reminds us how biology and sgseevolution theories are extremely useful in
understanding organizational theories also.

Like any other academic work, this study suffeasrf certain limitations that we hope
will be overcome by future research. In that, thisp serve as avenues for further research in
this area. Our data were not longitudinal. Everugfioour data set served the purpose of this
study, we were not able to observe the time frasnexXit subsequent to entry. A longitudinal
would have given us more freedom to explore. Fustudies should probably use a longer time
frame so that they are able to elicit interestingihgs from the data. Also, due to the nature of
our dataset and confidentiality agreements witpoadents, we were not able to differentiate
between foreign and domestic firms. This was aseriimitation in that it did not allow us to
find out the extent to which foreign competitiofieats domestic businesses and vice versa.
Having this information would have helped us untéerd competition in agglomerated
industries much more. We used a sample of firms fooe manufacturing industry. Later studies

could look at other manufacturing studies to find whether the results are generalizable across
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industries and host countries. Even more intergstiould be to examine services industries due
to their unique criteria.

In spite of the limitations, this study enlighterson subsidiary survival and subsidiary
exit or market exit, all of which are relativelydar-researched topics. Our expectations as
teachers and researchers are that these issuesmtithue to receive increased attention so that
scholars and managers can become more knowledgdadlé foreign subsidiary management

in host countries.
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Correlation Matrix and Descriptive Statistics of Measures

TABLE 1

VARIABLES 1 2 3 4 5 6 7 8 9 10 11
1 BUSINESS PERFORMANCE 1 094 599(*) 067 062 230 -079 384(*)  .325(**) 142 -.237(%)
2 LOG OF SALES VOLUME 1 .009 017 017 087 095  198(*) .057 279(*) .005
3 PAST PROFITABILITY 1 .006 -.009 -.050 -134 &™) .320(*%)  .352(*%)  -.114
4 NUMBER OF COMPETITORS 1 709(*)  .613(*%) 209  -.218() -.029 -044  -195(%)
5  RATE OF ENTRY 1 T79(*) 101 -210(%) -017  -078  -192(%)
6 RATE OF EXIT 1 160 -243()  -084 -066  227(%)
7 TECHNOLOGICAL DYNAMISM 1 061 122 191(*)  .031
8  PRODUCT DIFFERENTIATION 1 117 520(*) 145
9  PRODUCT UNIQUENESS 1 062 -.070
10  SUPPLIER INVOLVEMENT 1 032
11  CUSTOMER INVOLVEMENT 1
MEAN 366 1638 3.36 18.81 3.18 171 350 355 3.30 321 413
STANDARD DEVIATION 598 2080 773 23979 3546 1.657 888 865 1.041 973 821

** Correlation is significant at the 0.01 leveH@iled).
* Correlation is significant at the 0.05 levelt@led).
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TABLE 2

Results of the Competitive Dynamics and Subsidiary Exit M odels

Dep. Var. = Rate of Exit

N =111
Standardized Beta
M odel Variables Coefficients t-values
1 Control Variables
LOG OF SALES VOLUME .088 917
PAST PROFITABILITY -.050 -517
2 Direct Effects
r-square = .649 LOG OF SALES VOLUME .095 1.534
F-stat = 23.529 PAST_PROFIT .034 483
RATE OF ENTRY (H1a) ,710T 11.236
TECHNOLOGICAL DYNAMISM (H2) .106 * 1.679
PRODUCT DIFFERENTIATION (H3) -.148 ** -1.978
PRODUCT UNIQUENESS (H4) -.090 -1.427
SUPPLIER INVOLVEMENT (H5) .015 .196
CUSTOMER INVOLVEMENT(H6) -.120 ** -1.923
3 Moderating Effects
LOG OF SALES VOLUME .098 1.581
r-square = .660 PAST_PROFIT .017 232
F-stat =19.412 RATE OF ENTRY .876T 5.885
TECHNOLOGICAL DYNAMISM .062 .910
PRODUCT DIFFERENTIATION -117 -1.525
PRODUCT UNIQUENESS -.070 -1.092
SUPPLIER INVOLVEMENT -.006 -.079
CUSTOMER INVOLVEMENT -110 * -1.754
NUMBER OF COMPETITORS 199 * 1.665
RATE OF ENTRY*NUMBER OF 307 * -1.689

COMPETITORS (H1b)

Significance Levels * p<.10; *p<.05; ** p<.01! p<.001
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TABLE 3
Results of the Business Perfor mance M odel
Dep. Var. = Business Perfor mance

N =111
Standardized Beta
M odel Variables Coefficients t-values
1 Control Variables
r-square = .345 LOG OF SALES VOLUME .088 1.136
F-stat = 12.594 PAST PROFITABILITY 595" 7.690
RATE OF ENTRY .050 .354
RATE OF EXIT -.035 -.279
NUMBER OF COMPETITORS .075 .669
2 Direct Effects
r-square =.398 LOG OF SALES VOLUME .026 342
F-stat = 11.393 PAST PROFITABILITY pryd 5477
RATE OF ENTRY .025 .188
RATE OF EXIT .030 .245
NUMBER OF COMPETITORS 114 1.052
PRODUCT DIFFERENTIATION (H7) 242 *** 2.841
PRODUCT UNIQUENESS (H8) 145 * 1.843

Significance Levels * p<.10; **p<.05; ** p<.01! p<.001




