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SCOPE DECISIONS BY MULTINATIONALS : 

AN ANALYTICAL FRAMEWORK AND SOME EMPIRICAL EVIDENCE FOR THE BELGIAN 

INSURANCE MARKET 

by 

Reinhilde Veugelers 

!.Introduction 

Industry dynamics attracts more and more attention in business, 

government and academic communi ties, in view of the many 

possibilities and challenges posed by technological and economic 

developments. These dynamic processes are closely connected with 

entry and exit movements, characterizing the sectors involved. For 

an open economy such as Belgium, specific issues arise in these 

restructring phenomena. Multinational firms, which account for a 

major part of total production in Belgium, face different external 

and internal environments compared to domestic firms. Gorecki (1976) 

and Shapiro (1986), for instance, have demonstrated for the Canadian 

economy, the foreign entrants to be less impeded by all classical 

barriers to entry and less restricted by barriers to exit. 

The divergence in determinants and consequences 

decisions by multinationals versus local firms are not 

of entry 

yet fully 

understood. A venture into the economic variables driving the scope 

decision of MNEs, i.e. the optimal number of countries a MNE will 

choose to serve, should provide some insights into these 

restructuring processes. First, the analytics will we detailed, 

after which some empirical evidence for the Belgian insurance market 

is documented. 

2. Theoretical framework 

An industry is envisaged which extends itself across a 

multitude of national bounderies. Since the analysis focuses on the 

extent to which the multinational character of the firm conditions 

its entry behavior, an asymmetric industry structure is chosen where 

the multinational firm competes in each host market with uninational 

firms. In view of the matching of demand and production, attention 

will mainly be focused on horizontal MNEs with predominantly 
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multidomestic characteristics. This type of investment aims at 

penetrating a market from a production base inside the target market. 

Local firms constitute the other kind of firm, where both types 

produce differentiated products. The asymmetry between the two types 

of firms builds on two main premises: 

The advantage of a MNE relies mainly on "economies of scope" , 

where the intangible assets, present within the MNE, such as the 

technological knowledge base, managerial know how, brand loyalty and 

goodwill, indivisibilities... can cause a cost function to exhibit 

economies of scope. The nature of these intangible assets, which are 

typically considered to represent barriers to entry for new firms, 

provoke transaction costs if the market itself would organize the 

transfer of these assets, thereby favoring the choice of 

internalisation of the production (Teece (1986), Dunning (1980, 

1988)). These scope advantages can result in lower production costs 

(fixed or marginal) for the MNE in each host market, compared to 

local companies. 

Where these MNE scope advantages out of the initial company 

know-how have been abundantly detailed in the literature, the story 

does not terminate here. The MNE can further increase these scope 

advantages by entering more countries : knowledge that is obtained in 

one country, can improve the profitability of the MNE in other 

countries. The diversity of environments in which the MNE operates, 

allows it to develop diverse capabilities out of broader learning 

opportunities from e.g. adapting products to local needs, scanning 

local innovations, ... One could in fact formalize the subsidiaries 

of the MNE to, out of these increasing scope advantages, share a cost 

complementary relationship between each other in the face of joint 

production. These positive spillovers between the national plants of 

the MNE will not only operate on the cost side, but can also inflict 

demand (Bulow et al. (1985)). Similar to network externalities (see 

e.g. Katz and Shapiro (1985)), the larger is the number of customers 

the MNE serves, the larger will be the demand for its product, when 

customers derive a higher utility from being part of a larger network 

of customers. From these cost and demand enhancements, all 

subsidiaries will benefit. Two scenarios will be considered, one 

where these increasing scope advantages affect the fixed operation 

costs of each subsidiary and one where they affect marginal costs. 

These intangible assets cannot be divided across countries 

infinitely. The prerequisites for monitoring and managing the 
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potentialities for improvements in the knowledge base of the company, 

as well as for transferring the resulting intangible assets to a 

large number of markets, are not trivial. In addition, diseconomies 

of large scope management, related to control, communication and 

coordination, incentive structures ... , are likely to rise as the 

number of markets increase. The larger the MNE becomes, the more 

likely that these costs may start to outweigh the benefits of 

operating on an increasing scope. Coordination costs may therefore 

limit the size of the MNE in terms of the number of countries to 

serve. 

Vis -a-vis these (increasing) scope advantages, each MNE 

subsidiary faces in its host market a disadvantage relative to the 

domestic firm, since the former is not operating in its home market. 

These impediments for MNEs, which are specific for each host country, 

can be composed of heterogeneous local needs, transactional costs, 

governmental policy ... The MNE arranges the potential candidate 

countries for entry according to their h-value, which measures these 

impediments the most 'related' country, i.e. the one with the 

lowest h-value, will be entered first (Ghemawat and Spence (1986)). 

Analytically, h(s) is increasing in s, where s indexes countries. 

This h-variable, to the extent that it is country specific, can 

further capture any cost or demand specificities of the host market 

(locational advantages), in which case however, it should be 

reflected in the domestic firm's profit function as well. 

The choice of markets by the MNE is viewed as a commitment. 

Once decided upon, it is not likely to be changed, in view of the 

sunk costs accompanying entry. Hence, the MNEs decision structure 

can be modelled as a two-stage game where the MNE chooses first its 

host markets and subsequently competes in each country in a quantity 

or price game. In a second stage, the MNE determines its price or 

output in each market, taking into account the interactions with 

local firms. In the first stage, given optimal price and quantity 

decision in each market, the MNE will determine the optimal number of 

foreign countries to enter: k*. Following the ordering of countries 

according to the h-index, the optimal number of countries also 

determines which countries will be entered. 

The model structure can be characterized as follows (see 

Veugelers (1990) for a full characterization): 
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a) second stage (l): price/output decisions in the kth market 

The local firm in market k chooses output to maximize: 

(1) 

linear demand function PkD = a 0 -Bx0k-rxMk with 
where 

and 
Superscript M 
the market. 

r;B measures the degree of product differentiation 
linear marginal costs c 0k = t 0 + r 0x0k + s 0;2 (x0k) 2 

denotes multinational, D domestic, subscript indicates 

It is further assumed that the demand and cost structure of the 

local firm is such that the latter can always realize positive 

duopoly profits in its local market. The segment of the market in 

which the domestic firm operates is sufficiently differentiated from 

the MNE segment, that whatever the latter's price and output, the 

local firm will always produce a positive output : XkD > 0. In 

fact, the market structure with one MNE competing in each host market 

with a local rival is exogeneously given and will not change whatever 

the outcome of the game described here. 

Countries are sufficiently segmented such that price/quantity 

decisions can be taken separately. Hence, the multinational 

subsidiary chooses output in each kth market to maximize: 

(2) 

M M D 
a -Bx k-rx k 
fixed cost scenario 

cMk = tM(k) + r~Mk + sM/2 (XMk)2 
tM'k<O and tM' 'k~ where 0 

or in the marginal cost scenario 

cMk = tM + rM(k)xMk + sM/2 (XMk)2 
rM'k<O and rM' 'k~ where 0 

Fixed or marginal costs are a decreasing function of the number of 

markets in which the parent company is operating. When the MNE 

chooses to serve more foreign markets, operating costs will be lower 

in each country the MNE is already producing, due to the increasing 

economies of scope. The possible positive second order derivative 

indicates that scope advantages might diminish, the larger is the 

network of the MNE. The initial scope advantages of the MNE are 

1. Although historically the MNE first determines k and secondly 
price and quantity in each market, the two-stage game approach 
implies that analytically first the price and quantity decision in 
each market is solved. In labelling the stages in the text, the 
historical ordering is followed. 
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The following equilibrium output levels result from (1) and (2): 

xM*k- BM ((aM-~-hk) - rPD(aD-rD)} 

where BM = (2 BM + sM - 2 r 2PD)-l 
and P0 = (2 B0 + s 0 + r.rMD)-l where rM0=oxM;ox0 ( 2) 

xD*k = BD ((aD-rD) - rpM(aM-rM-hk)} 

b) first stage MNE at the aggregate level decides on entry. 

(3) 

(4) 

Next to output decisions, the multinational, at the parent level, 

will determine the optimal number of countries to entry. These entry 

decisions are viewed to be taken simultaneously for all national 

markets such that the entry decisions can be summarized in one 

decision node. Although it is commonly observed that there is some 

time lag between the establishments of foreign subsidiaries across 

various host markets, the question remains whether this time lag is 

relevant for the analysis. If rivals cannot, inbetween the MNE 1 s 

entry decision nodes, commit to any action which will influence the 

MNE' s entry decisions, a sequential entry scenario will not give a 

different equilibrium outcome. Likewise, when local firms cannot (or 

will not) extend beyond their national borders, and when they will be 

producing in their local markets whatever the efficiency of the MNE, 

nothing relevant is likely to occur inbetween the sequential entry 

nodes, which can change the scope decision of the MNE( 3). 

Countries are viewed as forming a continuum. As a mathematical 

idealization they are considered to be insignificantly small in 

relation to the global system. 

respresents the MNE objective: 

Hence, the following maximimand 

max 
k 

k 

vM-Jl'(k,s) 

0 

ds -K(k) 

k 

J[pM(s)xM(s)-GM(k,s)-h(s)xM(s)] 

0 

ds-K(k) 

(5) 

K(k) represents the coordination costs, where K 1 k>O, and K 1 1 k~O. 

2. Whereas under 
leadership by the 
conjectures can be 

Cournot-Nash r 0M=rM0=0 and under Stackelberg 
MNE, rMD=O and r 0M=-rP0 , the pair of consistent 
found from both F.O.C. : r 0M=-rP0 and rMD=-rPM. 

3. When however, the MNE would face rival firms which do have the 
option to serve more than one national market, it may no longer be 
true that his equivalence holds under all circumstances (Veugelers 
(1990)). 

5 



Quantities and prices are the equilibrium values from the first 

stage. 

The optimal number of countries a MNE will enter, 

determined by the following F.O.C.: 

When scope operates on the fixed country costs 

* ~k* - t'k* k -K'k*= 0 

is 

(6) 

since k only enters the objective function vM through tM(k), the 

border of the integral and through the coordination costs. 

~k* is the profit the MNE realizes in its k*th market. ( 4 ) 

When scope operates on the marginal country costs : 

(7) 

The MNE will decide to enter countries until the increase in total 

profits vM of entering another country is zero. The addition to 

total profits of entering a new market is composed of the profits 

realized in that market together with possible changes in profits in 

inframarginal countries due to increasing scope effects on fixed 

costs tM or marginal costs rM. Next to these benefits, the costs, in 

terms of higher coordination overload, have to be taken into account. 

Abstracting for the moment from coordination costs, if there 

would be no complementarities among subsidiaries, the MNE would enter 

new markets until it just makes a zero economic profit in the k*th 

market. Increasing scope effects however, provide the possibility to 

enter loss making countries and thus to serve more markets than would 

otherwise be the case. 

~k* will be negative. 

Indeed, from the F. 0. C. with tM' or 

The loss the MNE will be making in the 

marginal country is cross-subsidized by the gains in profits in the 

infra-marginal countries due to an overall further decline in tM or 

rM. 

The economics literature provides a number of similar results. 

Wernerfelt (1988), in a signalling model in which a multiproduct firm 

uses its reputation as a bond for quality by using its existing brand 

name when it introduces a new good, concludes that:"it may pay for a 

firm to accept negative profits in the first market to maximize its 

4. The Second Order Condition puts a lower bound on the increasing 
scope advantages that are realized at equilibrium. For the fixed 

M' M'' * ' M D M cost scenario for instance, -2t k*<t k*k +K' 'k*+h k*x (l+r2B P ). 
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reputational advantages in other markets". Wernerfelt's first market 

is the market where the reputation is generated. This market is 

therefore equivalent to our k*th market where the increasing scope 

effects are generated. Also the models on product diversity (e.g. 

Spence (1976)) have noted that when products are strongly 

complementary, a monopolist, taking into account the positive demand 

interactions among the products will supply a larger number of 

complements than a market characterized by single product firms in 

monopolistic competition. 

In the marginal cost scenario, the strategic effect of k on 

output decisions (i.e. the difference between an open loop and 

feedback decision structure for the MNE) is captured by the term 

rM'k*r2BDpM xM(k). This effects result in the MNE choosing a larger 

number of foreign markets to enter. Indeed, -rM' k*r2BDPM XM(k) is 

positive if increasing scope advantages are realized in equilibrium. 

Through announcing to enter more markets, the MNE can negatively 

influence the output choice of its local competitor, which in turn 

positively influences its decision on k*, at least with substitutable 

d · r o< 5 ) b h f f goo s, ~.e. > . With ot type o irms, DOM and MNE, producing 

complementary goods, i.e. f<O, an improvement in the cost position of 

the MNE increases local output, but this rival increase will again 

positively affect MNE profits. Hence, also with complementary goods, 

the strategic effect is positive. The size of the strategic effect 

depends positively on the size of the increasing scope effects, the 

degree of substitutability between the products and the conjectures 

firms hold. In the fixed cost scenario, open loop and closed loop 

will coincide, given that here output decisions of local competitors 

are not influenced by the scope decision of the MNE (oxD*/ok=O). 

It has often been argued and documented in the literature that 

MNEs can more easily than local firms, overcome the classical 

barriers to entry (and exit) (see Shapiro (1986), Gorecki (1976) 

among others) . In addition to this literature, the model presented 

here suggests that the increasing scope advantages which the MNE 

5. If increasing scope effects would have been modelled as being 
dependent not simply on the number of countries the MNE operates in, 
but as being dependent on the size of the operations of the MNE in 
these host markets (see Veugelers (1990)), the strategic tools 
available to the MNE could enrich: not only would the MNE be able to 
use its multinationalisation extent against its rivals, but also its 
output choice in the relevant market could be used to, through the 
size of the increasing scope effects which this output choice 
provokes, affect rival output choices. 
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enjoys, further reduce the effectiveness of these barriers to block 

MNE entry, not only because the increasing scope advantages increase 

MNE profitability in each market but also since they allow the MNE to 

sustain non-positive host market profits. 

Since uninational firms cannot take these positive spillovers 

into account, the F.O.C. for k * . 1' 1.mp 1.es that a MNE enjoying 

increasing scope advantages would more easily than a uninational firm 

decide to enter a market, since countries which offer negative profit 

perspectives may be served by the MNE, but will not be served by a 

local firm< 6 ). Besides the increasing scope effects, MNE entry 

decisions differ from local companies deciding to enter, to the 

extent that both companies face different profit opportunities. 

Along the assumptions of the model, a MNE has higher profit 

potentials, and will thus enter more easily, c.p., not only because 

it enjoys scope advantages (tM<t0 or rM<r0 from the start, at k=O) as 

is commonly argued in the literature, but also because the MNE enjoys 

increasing scope advantages (tM(k*)<t0 or ~(k*)<r0 )). The domestic 

firm on the other hand, may enjoy higher profit potentials, c.p., to 

the extent that it has a horne advantage: nk*M may be smaller than 

nk*D since the MNE faces impediments captured in the h-variable. 

Although the model was not explicitely designed to deal with 

exit behavior, one could extrapolate from the model, and contrary to 

existing literature (Shapiro (1986), Judd (1985), Hilke and Nelson 

(1988) a.o.), the argument that the MNE will be less inclined to exit 

a host country. When profits in a host country turn negative, the 

MNE may still prefer to continue operating, because of possible 

higher losses which the MNE would incur in its inframarginal markets, 

when leaving the marginal country. The argument that MNEs will exit 

less easily assumes that the process of increasing scope effects also 

works in the opposite direction: by leaving a country, the increasing 

scope effects realized by entering that market would be lost to the 

firm. The model further abstracts from sunk exit costs. If exit 

cannot take place costlessly, these sunk costs in addition need to be 

traded off against the possible gains from exiting country k*. 

The influence of economies of scope on entry and exit decisions 

by MNEs, was noted by Caves and Porter (1977), who indicated in the 

context of multiproduct firms, j ointness of inputs, such as the 

firm's knowledge base, to act as a barrier to entry. "Abandoning a 

6. I.e. under equal P.rofit levels for the MNE and the local firm in 
the kth market: nMk=n°k. 
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business whose product is complementary to others sold by the firm, 

involves a potential loss of sales in excess of those of the exited 

business" (Caves and Porter, p 42). 

The costs incurred in managing and coordinating internationally 

dispersed locations are non-negligible, where the larger is the 

geographical dispersion of affiliates, the more likely that these 

costs will rise substantially (K' 'k*~O). The presence of these 

costs, K, diminishes the profitability of entering a new host market, 

reducing the number of foreign markets in which the MNE will choose 

to operate. With this lower multinationalization choice, the MNE 

will be able to realize a smaller level of scope advantages, leaving 

lower levels of MNE output in each host market as a consequence of 

coordination costs. Whereas the presence of increasing scope 

advantages still drives the MNE to enter more foreign markets, it may 

no longer be the case that the last country, which the MNE is 

supplying in equilibrium, can attribute negative country profits. 

The coordination costs may have already stopped the MNE from 

extending its network well before this market. With paramount 

coordination costs, MNEs may be less likely to enter further indexed 

countries, and more inclined to exit these markets than local 

companies. 

Next to mobility of MNEs in terms of entry movements, the model 

can be used to test whether a MNE enjoying increasing scope economies 

but facing impediment to multinationalization, reacts more than its 

domestic counterpart to exogeneous shocks, such as for instance a 

rise in demand for the firm product across all markets (i.e. a rise 

in a:). 

The following derivatives can be obtained from the model: 

For the DOM firm: For the MNE affiliate: 

5x0 5xM 5xM Sk* 
BD BM + 

5a:D 5o:M sk* 5a:M 

The second term in the MNE derivative comes from the externalities 

which the foreign affiliate enjoys from belonging to an international 

network. This term will drop out if scope operates on fixed costs. 

However, if the increasing scope effect would run through marginal 

costs, influences on output through changes in k* would no longer 

leave output decisions untouched : 
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sk* 
Also ok*/oaM is positive, in view of the implicit function rule, the 

negative second order condition, and 

When there are no increasing scope advantages or when scope 

advantages affect the fixed cost tM in each market, the output 

reaction of the MNE affiliate is equal to the local firm's output 

reaction with BM = B0 (i.e. equal slope of firm demand and equal 

output coefficient of increasing marginal cost), and assuming equal 

changes in firm's demand. If the MNE would however be more efficient 

(e.g. sM<s0 ) MNE output would be more affected by changes in demand. 

A MNE affiliate enjoying increasing scope advantages reflected 

in marginal costs will expand more in the face of demand growth than 

a domestic firm, all else equal, since the increase in MNE demand 

will lead the firm to enter more foreign markets. This in turn will 

increase MNE output in all operating countries to the extent that 

further exploitation of economies of scope improves the MNEs cost 

position in all countries. This latter effect makes larger increases 

in affiliative output possible, in excess of the direct country 

effect. If the possibilities for increasing scope are exhausted, the 

impediments to multinationalisation will engender an equal output 

reaction on the part of the multinational firm. 

3. Some empirical evidence from the Belgian insurance market 

3.1. Introduction 

The purpose of this section is to test more closely the 

predictions of the theoretical model, concerning the differential 

dynamical pattern of MNE affiliates versus local companies. More 

specifically will it be tested whether MNE affiliates, enjoying 

(increasing) scope advantages and evaluating the profit contributions 

from alternative location sites, enter more or less easily and react 

more to changes in the competitive environment than their local 

counterparts. 

In view of the detailed and firm-specific nature of the data 
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required to test these theoretical hypotheses, an industry case study 

approach, on the basis of systematic statistical evidence seems most 

appropriate. Besides that insurance is a key sector in the economy, 

the choice of the insurance market is motivated by its typical 

features leaning more closely to the basic scenario developed supra. 

Affiliates of MNEs enjoying competitive advantages out of their scope 

are operating next to important local companies, enjoying home 

advantages, with both groups offering a differentiated service 

spectrum. In view of the service character of the good, the need to 

be close to the customers, as well as important government 

impediments, the insurance market is typically multidomestic in its 

international focus, where country supply and "production" are mostly 

matched. 

3.2. MNEs in the Belgian insurance market 

Although obstacles exist to both export and foreign 

establishment in international insurance activities, (cfr OECD 

(1983)) for a survey), the latter is the dominating mode of serving 

the strongly segmented international foreign insurance markets. It is 

often necessary for foreign companies to be established in a country 

in order to offer their services on a competitive basis in that 

country's market. Belgium, as a host country, offers, besides a 

favorable central location, only a very small size of the world 

market, but it is relatively less insurance intensive, such that 

especiallly in life insurance, a large and profitable growth 

potential is still left untapped. The importance of subsidiaries of 

multinational insurance companies in Belgium, especially from the 

U.K. and from neighbouring countries ( 7 ) cannot be ignored and is 

growing, but is relatively small according to Belgian standards. 

7. 79.5% of foreign affiliates are EC-based, versus 4.7% U.S. based 
and 6.8% Japanese. 
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Table 1 : 
The multinational presence in the Belgian insurance market. 1985 

Share of MNEs in Average size of firms (mio Bfr) 
turnover establishments Local firms Multinational firms 

10~---·-·---------

0 0 
Insurance Total Insurance Total Insurance Services Total lnaurance Services Total 

Manufacturing Manufacturing Manufacturing Mar.ufacturmg 

o As MNEs are counted companies whose assets are for more than 10 % 
in foreign ownership. Source :Dun and Bradstreet "Who owns Whom". 

The scope advantages that MNEs in insurance enjoy, are mostly 

not, as usually in manufacturing, obtained from R&D, but originate 

more from reputation, the general marketing or managerial expertise, 

specialized technical expertise, economies of portfolio risk-

spreading, access to a network of large transnational clients... All 

these elements are most likely to be capitalized through 

internalisation rather than through market transactions. The marked 

difference in DOM and MNE specialization patterns in the Belgian 

market reflects the fact that these scope advantages of the MNEs, 

whilest operating in several markets, are especially important in 

transborder risks (airways, marine, railways and transported goods), 

where this is less pronounced in personal insurance (Veugelers 

(1991), cf also Carter (1979) for evidence on U.K. MNEs). One might 

further expect in all subfields, affiliates of MNEs to attract 

relatively more large accounts (from multinational clients). Foreign 

companies, if they opt more frequently for direct insurance (cfr 

Duron (1989)), might further enjoy a higher cost efficiency in that 

commission fees are avoided (cf. infra). 

Despite their advantages of operating on a larger scope, 

subsidiaries of insurance multinationals are on the average smaller 

than local companies, which is contrary to the situation for the 

Belgian economy as a whole, as well as for the Belgian service sector 

in general. This smaller MNE size can be related to the home 

advantage of the domestic firms with their broader net of local 

branches vis-a-vis MNEs, but also to governmental obstacles 

affecting the (operational) terms under which foreign companies, 

especially non-EC, are required to function. In line with the small 

character of MNE establishment, multinational involvement is much 

more important in terms of number of firms. 
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3.3 Entry and exit and barriers to entry 

Although economies of scale and scope in the insurance sector 

confering the advantages of spreading risks, may constitute a barrier 

to entry, previous studies (for the U.S. (Joskow (1973), for the U.K. 

(Carter and Dickinson (1979)) have indicated no important scale 

advantage for large insurance companies in terms of relative smaller 

expenses. Capital requirements can be a barrier to entry in view of 

the importance of a reputation of financial soundness. "Confidence" 

is indeed a crucial asset to perform well in the insurance market. 

Also the minima required by regulation raise capital requirements. A 

final possible impediment to entry relates to the marketing and 

distribution of insurance services. Whereas for most insurance 

companies in Belgium, product recognition mainly takes place through 

insurance agents, who market the company's policies, a system of 

direct writing, avoids the expensive commission fees of independent 

agencies (commission fees), but in this case larger advertising 

activities to establish product recognition are called for. If, 

furthermore, customers have a strong preference for a closer 

individual insurance counselling, direct insurance companies may have 

a further disadvantage. 

With low to modest entry barriers, dynamic movements as 

reflected in entry and especially exit, are important phenomena in 

the Belgian insurance market. 15.4 % of all establishments in 1985 

are new entrants since 1979, whereas 31.4 % of all establishments in 

1978 have vanished in 1985. Ten percent of new entrants in the 

period 79-85 exited in the same period. Of all entry movements, 81 % 

occured through de novo entry. Exit of companies took place in 63 % 

of the cases through scrapping. Although take- overs frequently 

occur, they mostly reflect transfers of a limited number of 

activities, and only moderately reflect the entry of new 

establisments. (Source : CDV) 

MNEs seem to be less impeded by most of the barriers to entry as 

listed above. "Confidence" but also marketing or technical 

expertise, which give rise to economies of scope, are already present 

within MNEs. Furthermore, because of their size and access to 

financial markets, 

restrained by the 

establishments. 

MNE insurance companies are less likely to be 

capital requirements in setting up foreign 
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That, despite lower entry barriers, there are no big 

differences in importance between foreign and local entrants 

(Veugelers (1991)) might be an indication that the increasing scope 

advantages of MNE affiliates does not largely exceed the home 

advantage of local insurance companies in general or that Belgium in 

particular has no favourable h-value. Most of the new companies, 

local as well as foreign affiliates, start from scratch ("de novo") 

which might reflect low sunk entry barriers (cf supra). Take-overs 

are relatively less favoured entry modes, especially for MNEs, which 

might be related to the scope advantages of MNE insurance companies, 

emerging inter alia out of brand name confidence. Similarly is exit 

by MNEs relatively more through scrapping than through take-overs. 

As is generally observed, entry and exit takes place at the 

margin of the market (e.g. Geroski and Schwalbach (1990)). Most 

entrants and exitors in the Belgian insurance market are indeed small 

in terms of premia and number of activities. When foreign companies 

enter the Belgian market, they operate on a larger scale than new 

local companies, in comparison with the average scale of incumbents. 

Local firms start on a smaller scale, especially in terms of number 

of risks to secure, and follow a slow growth path. Foreign 

affiliates starting from scratch are smaller than their local 

counterpart in terms of premia but not in terms of product 

proliferation. Although small in number, take-over entrants start at 

a larger scale (in terms of market share and activities) than de novo 

entrants. 

All this might suggest that foreign affiliates enjoying the 

scope advantages of belonging to an international network, face lower 

entry barriers in setting up a broad diversified product line, but 

this does not automatically imply a large market share which they can 

assure. In the early stages, foreign affilliates have to overcome 

the disadvantage of not operating at home. They have to get familiar 

with the specificities of the Belgian market, something which the 

local entrants have less problems with, which might explain their 

larger market share. These new MNE affiliates however, show soon a 

larger growth rate than domestic entrants, indicating a quick 

learning process. Taking over an existing (mostly local) plant 

combines the scope advantages of the MNE with the home advantages, 

expertise and clients of the local plant resulting in higher market 

shares. 
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3.4 The scope of MNEs 

As the theoretical model indicated, the scope at which MNEs 

operate can be an important determinant of their diverging dynamic 

reaction patterns. 

Table 2 The scope of MNEs in insurance 

I $ool ..... 1-11 12-30 a1oo60 .eG 

Number of foreign establishments All MNEs Entering MNEs Exiting MNEs 

As table 2 shows, the average MNE operates with 8. 9 foreign 

establishments. The most frequently observed scope at which 

insurance MNEs in Belgium operate is very small: 1 foreign 

establishment. Giant MNEs (i.e. with more than 30 establishments) 

occur rather infrequently. 

It remains to be investigated to what extent the scope of the 

MNE network attributes higher efficiency levels for the affiliates 

belonging to the network. If the scope of insurance MNEs is related 

to the size of their affiliates in Belgium (in terms of premium 

income)( 8 ), the following results emerge: 

LOG(PREMIUM87) 

R;=.264 
R adj=.246 

9.123 + 
(.656) 

0.728 LOG(FOREST) + .778 LOG(ACT) 
(.186) (.306) 

MDV=ll. 76 
SER=2.47 

F=l4.90 
N=86 

PREMIUM87=Premium income in 1987 of the affiliate 

(1) 

FOREST=Nurnber of foreign affiliates of the parent company, where 
the results are invariant whethe~ using FOREST or TOTEST as measure 
of scope (TOTEST yielded lower R ) 
ACT=Nurnber of activities of the affiliate 

8. Ideally, scope effects should be related to affiliates 
profitability. But since no adequate data could be obtained on the 
latter, size is used as proxy. If scope affects the marginal costs, 
there is a direct effect from scope on output and total sales, where 
as long as price is not too elastic, output and sales move in the 
same direction. 
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The number of activities are included as well to capture 

possible scope effects from offering a broad spectrum. The sign and 

magnitude of log(FOREST), positive and smaller than 1, indicates that 

a larger scope results in larger market share, but at a diminishing 

rate (cf also ACT). Since the coefficient is more close to one than 

to zero, the results seem to indicate that in the sample range [1, 

55] , the scope advantages were not unimportant in terms of market 

share that could be gained and that these advantages are only 

slightly diminishing with the scope of the parent. 

PREMIUM87=294959 + 67087 FOREST - 659*(FOREST) 2 

(188589) (30646) (602) 2 R ADJ=.l44 
(2) 

A quadratic specification yields a negative, but insignificant, 

coefficient for the quadratic term, indicating that no affiliates in 

the Belgian market seem to be operating where the scope of their 

parents yields negative effects in terms of affiliative market share. 

Equation (2) seems to indicate that at 50 foreign establishments no 

gain in market share can be obtained from adding new foreign 

establishments. 

These results should, however, be handled with care since only 

one quarter of the variance is explained, calling for other firm 

characteristics which determine market share (but which are not 

available on a firm level, such as marketing and distribution 

channels). An alternative explanation for the results could be that 

firms which have an initial advantage, such as a superior 

product/production technology are likely to enter more markets, and 

hence have a larger scope. The larger market share of these 

affiliates is then directly related to this advantage and not 

necessarily to the scope of their parent company. In this case, 

scope is merely a proxy for the size of the specific advantage. 

Comparing the average number of (foreign) establishments 

between incumbents, entrants and exitors, shows that although the 

entering MNEs operate at lower scope than incumbent MNE subsidiaries, 

the resulting efficiency gains of the former are nevertheless 

considerable, given the results in (1). Because of the mostly small 

character of exiting firms, in only one third of the cases could 

their number of establishments be detected. In this restricted 

sample, half of the companies operated with only 1 foreign affiliate. 
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Hence, if through leaving the Belgian market increasing scope 

advantages associated with serving this market will be lost to the 

rest of the company, these negative effects are less important in 

total for MNEs with a small network, even though the effect on each 

individual affiliate might be large, as equation (l) seems to 

suggest. But also alternative opportunities, and regulatory 

requirements which are difficult to fulfill on a small scope, may be 

part of the explanation. 

3.5. Changes in output and the scope of the MNE 

First it needs to be remarked that in the growing Belgian 

market, subsidiaries of MNEs show on the average, a higher growth 

rate than domestic companies, which turns them into important 

contributors to total growth in the insurance sector, taken into 

account their relatively small number, see table 3. This higher 

growth rate might be an indication of the high potential of scope 

advantages to be explored (if these operate on marginal operational 

costs rather than fixed set up costs), and/or of a higher efficiency 

of the MNEs (B~B0 ) (cf supra). 

Table 3 Contribution of MNE and DOM to the industry's growth rate 

TOTAL FOREIGN DOMESTIC 

Growth rate (85-87) 18.6 24.6 16.0 
Average share 23.6 76.4 
Contribution to 100 30.2 69.8 
total growth 

Note Growth rate= change in premia between 85-87 as % of the 
average premium level. 

If the growth rate of affiliates of multinational enterprises 

is related to the their scope, the following results emerge: 

* * log GROWTH =2.092 - .060 log FOREST - .305 log ACT (3) 
(.351) (.094) (.161) 

2 R adj=.025 F=l.81 
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No significant effect was detected between the scope of the MNE 

and the growth of its affiliate ( 9 ) indicating, according to the 

model, that at least for the insurance market, scope seems to run 

through fixed costs rather than through marginal costs, or that if 

scope operates on marginal costs, most firms operate on minimal 

optimal scope. Although technical experience is more likely to 

affect the marginal operational terms, elements such as confidence, 

reputation, marketing experience, etc... are indeed more likely to 

affect fixed costs. Given the shape of the scope curve, as derived 

supra, scope advantages are as important on a small scope than on a 

large scope, such that the higher growth rates of MNE affiliates 

seems therefore less attributable to scope effects, unless they 

operate on fixed costs, but rather to differences in efficiency 

(B~BD). 

Conclusions 

An analytical model has been developed to study the optimal number of 

countries a multinational firm will choose to enter while optimally 

exploiting any cost advantage of operating on an increasingly larger 

scope, but while facing in each host market a number of specific cost 

or demand impediments to multinational operations, where the latter 

element entails an ordering of host countries according to their 

profitability. The results of the model show that the MNE will enter 

foreign markets which offer non-positive country profits, as long as 

these losses are compensated by profit increases in its other 

affiliates through larger scope advantages out of increases in the 

MNE's knowledge base. 

These inframarginal profit increases elaborate the 

profitability of MNE host market entry in excess of the profit 

perspectives offered by the targeted host market, and as such, 

increase the likelihood of entry by multinational firms relative to 

uninational firms, which do not have the advantage of operating on a 

larger scope. However, where increasing scope advantages can be an 

important catalyst in the MNE's international expansion, the presence 

9. Other specifications, using absolute growth, linear 
specifications, including size as right hand variable had no effect. 
The, although not significant, negative and smaller than one 
coefficient of log(ACT) indicates a declining and concave function of 
company growth w.r.t. its scope of activities. 
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of coordination costs may hamper this process. The MNE will refrain 

from entering host countries where still important scope advantages 

can be reaped, if these additional affiliates would invoke control 

overload on the parent's company. A foreign affiliate enjoying the 

advantages of belonging to a growing international network is further 

likely to display a superior growth performance in the face of 

growing firm's demand and this relative to local companies. 

Empirical evidence for the Belgian insurance market seems to 

suggest that scope advantages of MNEs related to reputation for 

financial soundness, brand name recognition, network externalities ... 

are important and tend to diminish only slightly when the 

international network expands. Only for firms with over 50 foreign 

establishments seem scope advantages to be exhausted. Besides scope 

advantages, MNEs could be more efficient to the extent that they pay 

less commission fees. As a consequence, one could expect a lot of 

MNEs operating on the Belgian market. These indeed large number of 

affiliates, taking advantage of their competitive advantage, offering 

a wide, but more specialized, differentiated product range, have 

however a smaller market share, reflecting the importance of the home 

advantage of local firms. The larger growth rate of MNEs might be 

more related to their operational efficiency then through scope 

advantages, a hypothesis which requires further testing. In 

addition, further analytical and empirical analysis should focus more 

on the effects of competitive interactions between MNEs on these 

observed entry/exit process through incorporation of a richer set of 

competitors. 
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