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Abstract 

We conceptualize the MNE as a portfolio of interdependent sub-units and examine its growth trajectory in relation to its existing portfolio. The empirical testing is based on a unique dataset that details all the location moves of US legal-services MNEs. These MNEs evolve over time in directions that follow from their past. Intensity of the interdependencies and interactions among sub-units comprising the portfolio, shaped by the characteristics of the MNEs and the portfolio itself, affect the strength of the relationships. The portfolio exercises stronger impact on entry than on exit, suggesting that different dynamics underlie expansion and contraction. We outline strategic and organizational implications of the conceptualization of the MNE as a portfolio. 

INTRODUCTION

The US legal services firms Baker & McKenzie and White & Case have followed different paths of international expansion, and have different location portfolios. Existing theories provide critical foundations for the understanding of MNE international growth trajectory, but offer partial explanations for these differences. Traditional theories hold that MNE location moves are exogenously determined by the comparative advantages of countries, and hence all firms within an industry are expected to select the same locations (Wheeler & Mody, 1992; Caves, 1996). Other theoretical strands entail that by following national competitors and locating in countries that are similar to their own, the internationalization of firms of the same nationality evolves in tandem (Knickerbocker, 1973; Johanson & Vahlne, 1977). Recent research acknowledges the impact of firm-specific characteristics, such as size and technological development, on location choices (Alcacer, 2006). However, these theories do not explain why the growth trajectories and the resulting location portfolios of Baker & McKenzie and White & Case, which operate in the same industry, originate in the same home country, and are similar in terms of the firm-specific attributes maintained to introduce variation across firms, differ (the Appendix presents the location portfolios of these firms).

Adopting a dynamic, evolutionary approach, we seek explanation for such variations by tracing the historical evolution of MNEs over time (Nelson & Winter, 1982; Cantwell, 1989). Conceptualizing the MNE as a portfolio of sub-units that are interlinked to each other in a variety of interdependencies, we examine their growth path in relation to past activities, as reflected in their portfolios at each point in time. Specifically, our research aims at elucidating the explanatory power of firms’ historical growth on their subsequent evolution, by itself and in relation to alternative explanations of their growth. Building on competing theoretical arguments regarding the growth trajectory of firms (Benito & Gripsrud, 1992), we advance hypotheses that anticipate different dynamics of portfolio evolution in relation to MNEs’ histories, and identify the portfolio and MNE characteristics that influence the nature of these relationships. Studying both entry and exit enables us to examine how forces of expansion and contraction shape the evolution of MNEs over time (Caves & Porter, 1977; Benito, 2005).

We pay specific attention to the initial international moves undertaken by MNEs because an evolutionary approach entails that these moves shape the paths that form the portfolios. We suggest that the drivers of the initial moves differ from those of subsequent moves, which hare undertaken with reference to the portfolio. We propose a range of firm-specific factors that may affect the initial moves, notably managerial intents and discretion (Buckley, Devinney & Louviere, 2007; Hutzschenreuter, Pedersen & Volberda, 2007). 


The resulting theory is tested on a unique dataset that details all the international location moves of US legal services MNEs since their beginning in 1949. The empirical testing is based on a discrete time hazard model, which enables us to address right-censoring concerns and to analyze location choices as an outcome of random utility maximization by individual firms, which is consistent with a notion of profit-maximizing firms (McFadden, 1974).


Our findings show that the growth trajectory of the MNEs we studied evolves as a series of interconnected moves, based on the internal fit of individual locations to an MNE’s existing portfolio. Further, notwithstanding the inconclusive state of theory, these MNEs evolve over time in a direction of doing more of the same, seeking to exploit their experience and knowledge in subsequent locations. The portfolio affects entry more than exit, suggesting that path-dependent processes are stronger in relation to MNEs’ expansion than to their contraction. The relationships between the portfolio and subsequent moves are moderated by the economic diversity of the portfolio and the size of the MNEs undertaking the investment.
Taken together, these findings speak for the importance of conceptualizing the MNE as a portfolio and call for more research at this level of analysis. The defining characteristic of the MNE is its multi-unit structure, and the management of the interactions among its sub-units is the distinctive source of value creation of the MNE. Nonetheless, the theory of the MNE is more developed in relation to individual sub-units within the MNE or to the MNE as a whole than in relation to the MNE as a portfolio (Cantwell, 1989). As our study shows, this level of analysis requires its own theorizing because it is associated with dynamics that differ from those that arise at other levels of analysis. We maintain that the conceptualization of the MNE as a portfolio requires a corresponding managerial responses, and outline strategic and organizational principles for the management of the MNE as a portfolio. 
THEORY AND HYPOTHESES
The portfolio approach underlying our theorization of the growth trajectory of MNEs adds important dimensions to the traditional ways of conceptualizing these processes (for an excellent discussion of these approaches see Benito & Gripsrud, 1992) (Table 1). 
Table 1 about here

Traditional location theory treats location moves as a series of discrete, inherently static events (Ellison & Glaeser, 1997), guided by the relative location characteristics of alternative countries, which are seen as exogenous to the firms undertaking the investment (Wheeler & Mody, 1992; Caves, 1996; Head, Ries & Swanson, 1995). Each choice is undertaken based on an evaluation of the potential benefits and costs that alternative locations are likely to yield, without reference to previous choices. A portfolio approach, in contrast, is underlain by the assumption that location moves are series of interconnected choices carried out within the context of the existing portfolios (Johanson & Vahlne, 1977; Barkema & Drogendijk, 2007), whereby prior experience affects the likelihood of subsequent choices (Aggarwal & Hsu, 2009). This model, with its roots in the behavioral theory of the firm (Cyert & March, 1963), is based on the assumption of causal relationships between firms’ accumulated histories and their subsequent moves. This instills an underlying logic that cuts across different location moves, where the existing portfolio holds the premise of predicting subsequent moves. 

Our theorization is based on the latter approach. However, following Benito & Gripsrud (1992)’s argument, we do not present this approach as an alternative to traditional location theories but rather as a supplement to them. Benito & Gripsrud suggest that the two approaches can be reconciled because the impact of evolutionary processes influences the costs and benefits of activities in individual locations, and thus affects the choices made in relation to each of them. In what follows, we advance hypotheses that specify the nature and direction of the impact of firms’ past moves, as reflected in their portfolios at each point in time, on their subsequent moves. 
Evolutionary theories are underlain by the assumption that firms evolve over time in directions that follows from their past, and hence their courses of actions tend to persist over time (Nelson & Winter, 1982).  Such path-dependent dynamics originate in the cumulative nature of learning, and enable firms to build on their past learning and knowledge. They are consistent with the tendency of firms to develop persisting norms and routines of behavior (Dosi, Nelson & Winter, 2000), such that their earlier commitments constrain subsequent ones (Ghemawat, 1991). The outcomes of past moves shape the set of alternatives for subsequent choices and the basis for subsequent choices, leading to incremental moves in the same direction (Gavetti & Levinthal, 2000). Firms’ network of external relationships also favors preferences for a given path
.

Applying these theoretical arguments to MNE location moves suggests a growth trajectory geared towards locations that resemble the existing ones. New opportunities that are within the domain of MNEs’ existing knowledge are the most likely to be recognized, and enable MNEs to apply their knowledge in similar settings (Cantwell, 1989; Kogut & Zander, 1993; Belderbos & Zou, 2009). Such evolutionary dynamics also reduce the uncertainty associated with international expansion because similar locations act as sources of learning on each other (Johansson & Vahlne, 1977). Such moves are favored also from the point of view of the transferability of an MNE’s advantages and the ability to expand the market for them (Hymer, 1960).

This growth trajectory also lowers the risk that results from operation in unknown and unfamiliar locations. It reduces the costs of governance and coordination, and enables MNEs to predict the anticipated return on their investment with greater precision (Hennart, 1982, 2007). Reeb, Kwok & Baek (1998) show that investors perceive such moves as reducing risk and assign them lower discount rate. These arguments suggest that MNEs will prefer operating in countries that resemble their existing ones. Formally:
H1a: The greater the fit of a location to an MNE’s portfolio, the greater (smaller) the likelihood of entry into (exit from) this location. 

The path-dependent approach that led to H1a is underlain by three assumptions regarding the evolution of firms over time. One is irreversibility, whereby a path once chosen is costly to change, and hence is the path traveled (Ghemawat, 1991). Second, the evolution of firms is treated as driven from within, by factors that are endogenous to them, and is constraint by firms’ historical choices. Lastly, in this approach firms are viewed as passive actors, moving in directions that follow from their past, with little room for strategic intent and managerial discretion.
Several theoretical perspectives have questioned these assumptions and have offered different logic for the growth trajectory of firms. Dynamic capabilities theory (Teece, Pisano & Shuen, 1997) suggests that firms’ evolution is led by their ability to rejuvenate themselves by acquiring and developing new knowledge and the required capabilities to exploit it. Such growth trajectory is driven by breaking away from the past rather than by building on it. Further, the internally-driven evolution predicted by path-dependent theories is inconsistent with the idea that firms evolve over time in reciprocal interactions with and circular responses to developments that take place outside the firm (Mouritsen & Dechow, 2001). Changes that are exogenous to firms, notably disruptive events, such as new discoveries and new technologies, and changing competitive pressures and opportunities, often force firms to change (Burgelman & Grove, 2007). A break-away from the historical path might also be the outcome of vicious co-evolutionary cycles, a result of negative feedbacks of firms’ previous paths. Rather than path-dependence, these ideas suggest a growth trajectory that is underlain by path-creation, whereby firms seeking novelty and variation change their course into new directions (Garud & Karnoe, 2001). Path-creation is underlain by a view of active firms, exercising discretion in shaping their future and actively searching for new directions (Buckley, et.al, 2007; Hutzschenreuter, et.al, 2007)
. 

A break away from the past, however, does not entail that firms’ moves are unrelated to the past. Rather, change takes place within the context of the existing porrtfolio, such that firms’ history conditions their moves into new directions (Bassanini & Dosi, 2001). The crafting of new visions and new versions of competence and cohesion is based on a historically-forged repertoire of rules and resources that are applied anew. Such overlap with a firm’s accumulated stock of knowledge is needed in order to be able to interpret and assimilate the new knowledge and put it to commercial use (Cohen & Levinthal, 1990). Both approaches are thus underpinned by the importance of history, but the way history shapes outcome differs, pointing to different growth trajectories in relation to the past (Mouritsen & Dechow, 2001). Path-creation dynamics lead MNEs to favor locations that differ from their existing ones because such locations hold the premise of exposing them to a variety of knowledge and resources, and provide diverse learning opportunities. They are also consistent with a risk diversification motive that leads MNEs to favor locations that differ from their existing ones (Rugman, 1979)
. Formally:
H1b: The greater the fit of a location to an MNE’s portfolio, the smaller (greater) the likelihood of entry into (exit from) this location. 

We further anticipate asymmetry in the impact of the portfolio on entry and exit moves, as location moves that shape the portfolio in different directions and relate to it in different ways (Benito, 1997). There are several reasons for expecting that the portfolio will have stronger impact on entry than on exit. For one, while entry moves are based on considerations related to the role of a given location within the portfolio, exit decisions cannot be divorced from the outcomes of operations in a country. These include poor performance, anticipated integration difficulties of additional sub-units (notably in the case of acquisitions), and synergistic benefits that failed to materialize (Whinston, 1988; Watts & Kirkham, 1992). Exit decisions are also more informed than entry decisions regarding the conditions in the location in question, accumulated in the course of the operation, which therefore have more impact on the decision. In particular, changes in these characteristics over time often drive exit, in a manner that is not related to the portfolio (Benito, 1997; Belderbos & Zou, 2009).  Moreover, different opportunity costs for entry and exit (Caves & Porter, 1977), sunk costs and relocation cost (Hay, 1976), as well as management attachment to previous choices (Katona & Morgan, 1952) and resistance to admitting failure (Duhaime & Grant, 1984), often lead to pursuing commitment to a chosen course of action and continuing operations in a location when the rationale for doing so, as incorporated in the linkages with the portfolio, no longer exists. These forces weaken the relationships between the portfolio and exit moves. Formally:

H2: The fit of a location to an MNE’s portfolio affects the likelihood of entry more strongly than the likelihood of exit.


Moderating Variables.

We further argue that the strength of the impact of the existing portfolios on subsequent moves is likely to vary under different circumstances. This impact is a function of the nature of the interactions and interdependencies among the sub-units comprising the portfolio (Chien, 2002; Aggarwal & Hsu, 2009). A variety of factors affects these dynamics, but in a single-industry, single-country study like ours, variations across firms are related to their own characteristics and to those of their portfolios. 

The economic and geographic diversity of portfolios are likely to affect the level of interactions and interdependencies among individual sub-units via its impact on the extent of overlaps across locations, and the addition or subtraction value of individual locations (Fox, Baker & Bryant, 1984; Kavadias & Loch, 2004). Decision-making theory suggests that diversity affects choice via the experience it provides in dealing with variety, and the ability to generalize expectations and associations of the extension from existing ones (Read, Loewenstein & Rabin, 1999). Applying this idea to location portfolios, activity in locations with low fit with the portfolio enhances MNEs’ ability to deal with the complexity and resource requirements that such variations represent, and increase the variety of the stock of knowledge on which to draw for addressing the challenges of dealing with such locations. By preparing MNEs for dealing with diversity, diversified portfolios ease entry into locations that differ from the existing ones and are less likely to be associated with exit from such locations. Formally:

H3.1: MNEs with more economically and geographically diversified portfolios are more (less) likely to enter (exit) locations with lower fit with their portfolios.  

The age of the portfolio, that is, the aggregated time elapsed since entry into each country in the existing portfolio, is another portfolio characteristic that is likely to affect the interdependencies and interactions among its sub-units. The moderating effect of the age of the portfolio derives from the tendency of knowledge to become obsolete over time. This weakens the ability to apply knowledge contained in the existing portfolio and benefit from it in subsequent moves (Yelle, 1979). In support of this argument, Epple, Argote & Murphy (1996) found that recent output is a more important predictor of current production levels than cumulative output, a finding that they interpret as indicative of the depreciation of the value of knowledge over time. The diminishing value of knowledge generated in previous moves implies that older portfolios are of lesser consequences for subsequent moves, and hence fit with the portfolio matters less. Formally:
H3.2: MNEs with older portfolios are more (less) likely to enter (exit) locations with lower fit with their portfolios.  

In addition to the moderating effect of the characteristics of the portfolio, we refer also to MNE size, intangible assets, and leverage, attributes that according to theory are likely to affect the interdependencies among sub-units within their portfolios (Hymer, 1960; Myers, 1977; Aggarwal & Hsu, 2009). MNE size is related to the amount of resources they command. Large resource stocks provide MNEs with the means for the typically larger investment that moves into less familiar locations, that is, with lower fit with the portfolio, entail (Caves, 1996). Size is also likely to equip MNEs with strong organizational and managerial capabilities needed to manage complexity (Simon, 1962) that are particularly valuable in less familiar locations. These capabilities also provide the means to confront the organizational and strategic challenges involved with the configuration of international operations to accommodate such locations. Formally:

H4.1: Larger MNEs are more (less) likely to enter (exit) locations with lower fit with their portfolios.

The MNE’s stock of intangible assets is likely to affect the interactions among individual sub-units comprising the portfolio because MNEs endowed with larger stocks tend to employ them across different locations (Hymer, 1960). Sub-units utilizing similar resources often maintain close interactions as a source of mutual learning and upgrading of the shared resources (Bartlett and Ghoshal, 1989). MNEs with larger stocks of intangible assets are more likely to favor locations with high fit with their portfolio because such locations enable them to rely on their existing stock of intangible assets and to exploit them across different markets, thus benefiting from scale and scope economies and increasing the return on the investment made in developing or acquiring these assets (Markides & Williamson, 1994; Mata & Portugal, 2000). This is likely to reduce the cost of entry and enables MNEs to establish competitive position more quickly. Operations in locations with high fit also favor spillovers across them, which hold the potential to further developing these assets. Formally: 

H4.2: MNEs with larger stocks of intangible assets are more (less) likely to enter (exit) locations with greater fit with their portfolios.

Leverage, that is, the relationships between debt and equity, reflects the financial stability of MNEs, and is indicative of their ability to absorb risk (Bromiley, Miller & Rau, 2001; Hitt, Bierman, Shimizu,& Kochhar, 2001). Leverage is likely to affect MNE preferences for locations at varying levels of fit because the fit with the existing portfolio affects the level of risk. The financial strength of less-leveraged MNEs provides means to absorb risk and bear possible unfavorable outcomes that are more likely in locations with low fit. It affords internal and external legitimacy for experimenting with new directions because it enables MNEs to absorb the sunk costs associated with failure that such an investment is more likely to yield (Singh, 1986). Such MNEs have the means to finance activity in locations that differ from their existing ones, which is typically characterized by longer learning period and subsequently longer gap between investments and returns. Research shows that highly-leveraged firms are more likely to diversify into related product-market areas because they cannot bear the high risk associated with unrelated diversification (Montgomery & Singh, 1984). Firms’ leverage affects investors’ expectations regarding the returns on their investments and thus shapes the investment opportunities of firms (Lang, Ofek, & Stulz, 1996). Financial stability signals to the financial market the ability to take the risk involved with activity in locations with low fit with the portfolio. Formally:

H4.3: Less leveraged MNEs are more (less) likely to enter (exit) locations with lower fit with their portfolios. 
In Figure 1 we present a summary of the theoretical framework. 

Figure 1 about here

METHODOLOGY

We confine the empirical testing to a single industry in a single home country in order to control for industrial and national variations in location choices (Dess, Ireland & Hitt, 1990). The US legal services industry has a number of features that make it appropriate for our study and was selected to be the focus of the analysis. For one, it has a relatively confined history of international activity, with most firms started expanding internationally in earnest around the same period (Spar, 1997; Hitt, Bierman, & Collins, 2007). This establishes a similar starting point for firms and enables us to lessen left-censoring concerns, a trait that is particularly important in our study due to its evolutionary and path-dependent nature. Further, as a result of the dominance of the US legal system in the resolution of cross-border legal issues (Galanter & Palay, 1991; Kilimnik, 1994), the international expansion of US legal services MNEs has been driven by demand for cross-border legal services in foreign countries (Harper, 1997). Their location moves have thus been determined by their own strategic considerations rather than by those of their home clients
, and can be studied meaningfully in relation to their historical evolution. Moreover, similarity across firms is apparent in terms of governance mode (partnership), service offering, entry mode, and the organization of international activity (Empson, 2007; Sherer, 2007; Silver, 2001), enabling us to control for variations in these dimensions that could influence location moves (Mata & Portugal, 2000). In addition, the industry is notable for the stability of organizational structure and operating routines, and this removes potential biases that could be introduced on the ground of dynamic changes in these dimensions, a feature that is important for our study that covers a long time-period. The non-tradability of legal services is also an advantage because product mobility cannot substitute for geographic mobility.


The Model.

The hypotheses-testing is based on a discrete time hazard model, which is appropriate for our study for a number of reasons. For one, it enables us to deal with right-censored data, which result from entries and exits not undertaken by the end of the study period. Further, this model is consistent with random utility maximization theory and thus provides a behavioral underpinning for MNEs’ location moves (Allison 1982; Bell & Song, 2007). It is in agreement with the underlying assumptions of choice models (McFadden, 1974) regarding rationale firms making profit-maximizing choices.

To illustrate the link to random utility maximization, assume MNE i has a latent utility for investment in country c at time t, Uict=Vict – εict, where the latent utility (Uict) is decomposed into the deterministic (Vict) and random components (εict). The random component εict accounts for unobservable characteristics and idiosyncratic attributes of individual MNEs that may affect location decisions.  Vict depends on MNE and country characteristics as well as on portfolio-characteristics, which could vary over time. Specifically:

Vict=αi+β1X1ict+β2X2ict+β3(X2X1)ict+β4X3ict+β0t
where X1ict stands for the fit between the characteristics of subsequent locations and those of MNE i’s portfolio in time t; X2 is a vector of the moderating portfolio and MNE characteristics; X3 represents country and MNE control variables. αi  stands for firm-level random effects, and controls for unobserved heterogeneity. β0t, is a time-specific fixed effect that accounts for external changes in the environment. 


The probability distribution of εict governs the relationship between Vict and Yict. We define Yict=1 to reflect the event of location moves (entry or exit) by MNE i in country c in time t. That event occurs when an MNE’s latent utility exceeds a threshold, that is, Yict=1 when Uict>τ, where τ can be normalized to zero without loss of generality. The probability that MNE i enters or exits country c at time t can thus be specified as:

P(Yict =1)=P(Uict>0)=P(Vict – εict>0)=P(εict<Vict)=Fε(Vict)

With the standard assumption that εict is IID Gumbel distributed over MNEs, countries and time, with scale parameter μ=1 and location parameter η=0, it follows that: 

P(Yict=1)=1−exp{− exp(Vict)}

This equation specifies the discrete time hazard probability according to the complementary log-log link function. It entails that the utility function parameters estimated from the model are the parameters of an underlying Cox proportional hazards model, and are thus not subject to aggregation bias (Allison, 1982). 

We construct two dependent variables, for entry and exit, and estimate the model separately for these location moves. The dependent variables are coded as 1 for entry or exit, and 0 otherwise. Entry and exit are defined, respectively, as the establishment of an operation in a country, and the closing down of an existing one (Hitt, Bierman, Uhlenbruck & Shimizu, 2006).

The independent variables: 
- Fit between the portfolio and alternative countries:
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where Lct represents the characteristics of country c in time t, and n is the total number of countries in the portfolio of MNE i in time t. We enter the fit measure in linear and non-linear forms, to account for varying impact over different scales of fit. 
- Size of the portfolio – number of countries in the portfolio of MNE i in time t.
- Diversity of the portfolio, measured in two ways:
a. Economic diversity: 
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b. Geographic diversity:
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Where distc stands for distance between MNE i corporate HQs in the US and the countries comprising its portfolio.
- Age of the portfolio: 
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Where YE represents year of establishment. 


Explicit in these measures is the dynamic nature of the portfolio that is in a constant state of flux, with each location move modifying the portfolio, such that the portfolio differs at different points in time. Table 2 presents the country characteristics employed to construct these measures, their operation measures a brief rationale for their choice, and the sources of the data. The country characteristics employed to construct these measures include the major location attributes that according to theory affect the location choices of MNEs. When operationalizing these attributes, we rely on industry-level measures to the extent possible. The portfolio measures are based on country characteristics but they are firm-specific in that they present to the unique portfolios of individual MNEs. We introduce these variables also as controls, to account for their individual impact on location choices (Caves, 1996). The independent variables are lagged one year from the dependent variables. The lag structure reduces concerns regarding reverse causality.
Table 2 about here

- MNE size, measured by total revenues, a common measure of size in the legal services industry (Samuelson & Jaffe, 1990; Hitt, et al., 2006; Empson, 2007).
- MNE stock of intangible assets, measured by profits-per-partner ($) - a proxy for the possession of intangible assets (Caves 1996), which is appropriate for the measurement of intangible assets of knowledge-based service firms (Empson 2007).
- MNE leverage, operationalized as the ratio of associates to partners, a common indicator of the efficiency of resource allocation and organizational capabilities in the industry (Sherer, 1995, 2007; Hitt, et.al., 2001).

We add to the model two additional MNE characteristics as controls. One is duration of foreign activity, which is indicative of accumulated knowledge that influences location choices via its impact on the ability to deal with country variations. This constructs is measured by the number of years since the establishment of the first office overseas. This measure captures also the effect of age, as the high correlation in our sample with the number of years since establishment indicates. Age is an indicator of a tendency for inertia (Hannan & Freeman, 1984), which affects location choices. We also control for a New-York HQs by including in the analysis a New-York state dummy. US laws are codified and regulated by state, introducing variations that could influence the international operations of US legal service firms. Studies found that New-York legal services firms differ from firms located elsewhere in the US in terms of their profitability (Samuelson & Jaffe, 1990), leverage (Sherer, 1995) and the timing and nature of international expansion (Silver, 2001; Hitt et al., 2006), differences that are likely to affect location moves. 


The Data. 

We constructed an original database that documents the international location moves of all US legal services firms since their inception in 1949. We restricted our scope to firms having physical presence overseas. Arm-length modes of servicing foreign markets are common in the industry, as legal services firms can provide services by transporting human capital on an ad-hoc basis, or by communicating with clients electronically (Løwendahl, 2000). These modes, however, represent weaker levels of commitment to and embeddedness in foreign countries, and are less indicative of the growth trajectory of firms, which is the focus of our interest in this paper. Nor do they involve the country selection process that is of interest to us in this paper. 
Given the cumulative nature that characterizes the evolution of location portfolios and our interest in their path-dependent nature, we found it imperative to minimize left-censoring concerns and cover the entire time-span of the phenomenon we study. Hence, our data coverage begins with the first overseas expansion undertaken by a US legal services firm: the opening of the Paris office by Clearly & Gottlieb in 1949. The study period ends in 2006, the latest year for which data were available at the time of collection. We constructed the histories of international expansion of all US legal services firms that have had foreign operations (N=124), documenting all their entries and exits. Appearance and disappearance of countries from a firm’s records were taken respectively as indicative of entry or exit. Firms were entered into the risk-set when they undertook their first investment overseas. The database is an unbalanced panel because firms entered and exited the international market during the study period. 


The major source of the data was the American Lawyer Magazine (ALM) database. We supplemented the ALM data based on a broad search of all published sources that document the international expansion of US legal services firms. These sources include The American Lawyer, The National Law Journal, Martindale-Hubbell Directories, Lawyer's Almanac, Insider's Guide to American Law Firms, Vault Guide to Leading Law Firms and AMLAW 100. In Figure 2 we present a summary of the data. 
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The database covers the 54 countries in which US legal services MNEs have had operations. Theoretically, all countries in the world should be included in the analysis because they are part of the choice-set that firms have. However, not all countries represent relevant investment opportunities, because some are closed for political reasons, while regulatory restrictions and non-existing demand for cross-border legal services inhibit investment in others. We believe that the omission of these countries does not affect the results substantially, because research shows that dropping alternatives with low or no likelihood of being chosen has almost no effect on the estimated coefficients (Parsons & Hauber, 1998). During the period we studied, the country choice-set that firms face has changed as new countries were created and others opened up for foreign investment. We take the year in which the first US legal services MNE entered a country as the indicator that the country in question represents an investment opportunity and becomes part of the choice-set (with a lag of one year). 


Our intention to be as comprehensive as possible in terms of the data coverage confronted us with data constraints, as some variables are not available over the entire study period and others have large numbers of missing observations. Based on data availability, we split the analyses into two parts. The post-1979 data are more complete and enable us to estimate the full model. For the entire study period (1949-2006), we employed a parsimonious version of the model
. These differences imply that the 1949-2006 and the 1979-2006 analyses are not fully comparable. However, this approach is the only way to conduct the analyses for the entire duration of the phenomenon we study. Missing values were estimated based on a linear extrapolation of available observations. Notable among these were revenues and profits-per-partner that were not available from the ALM database for the years 1978 through 1983. We were able to complete some of these data from various industry publications, and estimated the remaining ones. Descriptive statistics and correlation coefficients of the variables included in the analyses are available from the authors. 

STATISTICAL ANALYSES


Before moving to discuss the results of the statistical analyses, a number of caveats are in order. For one, we model the likelihood of the occurrence of a location move, but we are silent about its magnitude. While this is a common procedure in research in this area, its limitations should be borne in mind because there might be a trade-off between the magnitude of investments and their frequency. Further, the data we have do not enable us to distinguish between different modes of entry and exit. These, however, represent different outcomes for both the MNEs and the market concerned. The comparability of our data across countries might also be a source of concern (Kliminik, 1994). However, we believe that the potential bias that might be introduced on these grounds is small and does not undermine the value of our analyses in contributing to the understanding of the impact of MNEs’ portfolios on their growth trajectories. In Tables 3a and 3b we present the estimates of the model for 1979-2006 and 1949-2006 respectively.  

Tables 3a and 3b about here

We begin by examining the initial location moves on their own, in order to gain insights into the factors that determine the origin of the portfolio (the first columns of Tables 3a and 3b). For two reasons, the initial moves deserve special attention. For one, path-dependent processes imply that the beginning of a process determines its subsequent evolution. Hence, understanding the dynamics guiding the initial moves is likely to hold the key to understanding the subsequent evolution of the portfolio
. Furthermore, the drivers of the initial moves are likely to vary from those of subsequent ones. At this stage, MNEs do not have a portfolio of countries that, according to our arguments, provides a major reference point for subsequent moves. The estimates of the model on the initial entry alone provide some support for these expectations. 
Of the firm characteristics analyzed, New-York HQs is significant only in the estimates of the initial moves, suggesting that New-York firms are more likely to expand overseas than firms located elsewhere in the US, a finding that is consistent with this of Hitt et al. (2006). New-York state law dominates the global market (Kliminik, 1994), giving New-York based firms substantial advantage as they expand internationally. A New-York location also affords better access to a variety of institutions that support international expansion (Hitt et al., 2006), and the strong competitive pressure in New-York prepares firms for entry into international markets (Sherer, 2007). The significance of this variable in the analysis of the initial move and its insignificance in the other estimates of the model is indicative of the importance of the home-based advantages at this stage of internationalization. In subsequent moves, MNEs probably draw on their experience overseas and knowledge of serving foreign countries, and are less dependent upon advantages gained at home. This finding makes an important contribution to the debate regarding the impact of the home-based advantages on the international expansion of firms (e.g., Doz, Williamson & Santos, 2001) in that it suggests that it varies at different stages of this process.  

Other notable differences between the analyses of the initial entry and subsequent ones are related to size and intangible assets. These variables possess significant explanatory power for variations in the initial move in the 1979-2006 analysis but are insignificant in the full model (model 5). These findings verify our expectations that at the initial entry, in the absence of a portfolio, firm characteristics are more influential.  Size provides firms with the resources needed to initiate international expansion (Galanter & Palay, 1991). Profits-per-partner, which is employed as a proxy for intangible assets, reflects the qualification of a firm’s partners, which collectively hold the firm-specific knowledge and client relationships (Maister, 1993; Hitt, et al., 2001). Partners exercise substantial influence on the way legal services firms operate, including their international growth expansion and location choices. Our results suggest that this influence is particularly critical in relation to the first move. This suggestion is consistent with research that shows the impact of top decision-makers on the behavior of firms (Hambrick & Ma-son, 1984), and their evolutionary paths (Hutzschenreuter, et al., 2007; Buckley et al., 2007). The negative sign of this variable is in agreement with extant research regarding the negative consequences of internationalization for the profitability of knowledge-based service firms (Løwendahl, 2000; Hitt et al., 2006; Sherer, 2007; Brock & Yaffe, 2008). 
The country characteristics likewise differently affect the initial entry and subsequent moves. They appear to exercise greater impact on the latter, perhaps suggesting that in their initial moves, firms select among a small set of alternatives that are similar to the home country and to each other (Johanson & Vahlne, 1977). Research shows that in their international expansion, US firms predominantly select the UK or Canada as the first country of choice (Feinberg & Keane, 2001). About 50% of the firms we studied selected the UK (35%) and France (15%) as their first destination outside the US. Taken together, the findings confirm our expectations that the initial moves are guided by somewhat different dynamics than those that drive subsequent moves. 
We proceed by estimating the complete model, incorporating the entire range of location moves in the dependent variable, and adding the portfolio measures to the set of explanatory variables. The fit variable is highly significant in the estimates of the entry model, supporting the impact of fit between the portfolio and subsequent locations on entry moves. The impact on exit is weaker and the fit variable becomes insignificant in the full model. The positive sign of the fit variable in the entry analyses is in support of H1a, and suggests that the MNEs we studied exhibit preference for countries that resemble their existing portfolios, supporting the prevalence of path-dependency in their evolution (Nelson & Winter, 1982; Cantwell, 1989). The direction of the impact on exit is less conclusive, perhaps reflecting the theoretical ambiguity presented in the conflicting hypotheses, but it is in support of preference for locations with high fit, that is, the direction anticipated in H1a.  

The preference for countries with high fit with the portfolio could probably be attributed to the horizontal, multi-domestic organization of international activity that is typical of legal services MNEs. This organization for is in tune with servicing client-specific needs, originating in their specific characteristics and distinctive competitive situation (Maister, 1993, 1997; Lowendahl, 2000; Hitt et al., 2006). Such investments are based on duplications of firms’ knowledge-base and expertise across different countries (Løwendahl, 2000). Greater fit increases the relevance of existing knowledge and the ability to build on it across countries, and enables MNEs to benefit from supply- and demand-sides economies of scale in the utilization of knowledge (Ofek & Sarvary, 2001). In support of this suggestion, Silver, De Bruin Phelan, & Rabinowitz (2009) found that representatives from the home-office are present in most overseas offices of US largest legal services MNEs (although in small numbers). These representatives are indicative of the firms’ intention to build on their existing knowledge and spread it within their organizations around the world. Indeed, substantial part of the services offered by these MNEs overseas are related to cross-border issues, which are largely dominated by US (New-York) law, and are standardized around the world (Harper, 1997). Furthermore, although these firms provide context-specific, customized solutions to clients, they do not create them from scratch but rather build on processes that are typically standardized to a large degree (Maister, 1993). The prevalence of partnership as the dominant governance form in the industry (Nelson, 1988; Empson, 2007) 
 probably also contributes to the preference for countries with high fit with the portfolio, because such moves entail less risk, and personally-liable partners are typically risk averse. 
An alternative explanation for the correlation over time across location moves could be found in rationale decision-making theories. These theories describe decision as a process of rationale evaluation of alternatives and selection of the one that is likely to maximize the payoffs according to pre-specified goals (Binmore, 2009)
. If the evaluation criteria and ultimate goals do not change, such a process would lead to correlated selections, without being related to the past. We are unable to examine the likelihood of this alternative explanation because our study is based on observations of the actual location choices undertaken by MNEs, and we do not know the decision processes that have led to these outcomes. Given this limitation, we offer the path-dependence based explanation as suggestive, and stress that a confirmation of this explanation requires additional research.  
The non-linear terms are significant in both the entry and exit analyses, but as Figure 3 shows, the nature of their impact differs. Entry to countries that resemble the portfolio increases as the fit with the portfolio increases. This pattern could perhaps be attributed to the nature of the knowledge of legal service firms, which was shown to have the properties of increasing returns, resulting from the indirect benefits to consumers that a larger consumer-base award a firm by deepening its understanding of a business context and improving its service capabilities via learning-by-doing processes, thus improving its ability to deliver better solutions to individual customers (Ofek & Sarvary, 2001).  Such properties strengthen the tendency for path-dependency (Shapiro & Varian, 1999). The likelihood of exit, however, is highest at moderate levels of fit, beyond which, the fit with the portfolio appears to become redundant and the marginal contribution obtained diminishes (Yelle, 1979). However, we bring these interpretations as only suggestive, given the weak impact of fit on exit. 
Figure 3 about here

Comparisons of the entry and exit analyses show weaker effect of the fit variables on exit than on entry. These findings support H2, and suggest that path-dependent processes affect more strongly MNEs’ expansion than their contraction. While entry moves are strongly related to the past, the portfolio appears to have limited effect on exit. The latter are driven primarily by firm-specific characteristics, particularly duration of foreign activity. Several characteristics of the legal services industry support the dissociation of exit moves from the economic rationale that underlines the relationships between the portfolio and subsequent moves. For one, the value of close relationships with clients and employees (Maister, 1993, 1997; Empson, 2007), coupled with national variations of legal systems (Kliminik, 1994; Silver et al., 2009), entails that many of the assets that legal services MNEs build in a country are country-specific, and have little alternative uses. Such assets raise the sunk costs associated with exit and constitute an impediment to exit (Caves & Porter, 1976). Further, Benito (2005) suggests that firms pursuing multi-domestic and international strategies are the less likely to exit than firms with global and transnational strategies because they are country-focused and not subject to the high coordination costs and complexity associated with the latter. As mentioned earlier, legal services MNEs overwhelmingly follow a multi-domestic strategy (Silver et al., 2009). 
Only a few of the moderating effects are significant, and their inclusion in the models slightly changed their overall predictive power, suggesting that the combined impact of the portfolio and MNE characteristics on the relationships between the portfolio and subsequent moves is not substantial. The impact of the moderating effects is stronger in the entry analyses than in the exit analyses, notably in relation to the MNE moderating effect, which are not significant in any of the exit analyses. This finding is consistent with the weaker impact of the portfolio on exit we found earlier, and provides additional support for the suggestion that exit moves are influenced by firms’ historical trajectories to a lesser extent than entry moves. 
Of the moderating effects of the portfolio, economic diversity is the most important, significant in both entry analyses and in the 1979-2006 exit analysis. The age of the portfolio is significant only in the 1949-2006 entry analyses. However, the direction of the impact conflicts the hypothesized relationships, implying that more economically-diverse portfolios and older portfolios favor countries with greater fit. The positive moderating impact of economic diversification resonates with research that documents negative impact of increased product diversification for performance, a result of demanding managerial requirements and loss of benefits of focus (Hitt, Hoskisson & Kim, 1997; Brock & Yaffe, 2008). Research also shows that diversity among MNE sub-units accelerates the propensity to exit (Benito & Gripsrud, 1992; Mata & Portugal, 2000). The results for age could perhaps be attributed to the limited tendency for depreciation of knowledge of professional services firms (Boone, Ganestham & Ricks, 2008). Knowledge of legal services in particular is likely to be less prone for depreciation because it is based on the application of mandated and well-documented laws that change very slowly, if at all. Further, the most advanced firms in the industry invest substantial resources in codifying their stock of knowledge, with MNEs at the forefront of those efforts, so that their knowledge can be accessed and leveraged around the world (Silver et al., 2009). Hence, older portfolios continue to influence location moves, and favor locations with high fit because the existing knowledge can be better utilized in such locations. 

Of the MNE moderating effects, the only significant effect is MNE size in the entry analysis, indicating that larger MNEs are more likely to enter locations with lower fit with their portfolios. Consistent with our arguments, larger size affords MNEs the resources to confront the challenges and absorb the risk associated with activity in countries with low fit (Galanter & Palay, 1991). The moderating effects of the other MNE characteristics – intangible assets (profits-per-partner) and leverage - are not significant. These results are consistent with research that shows that these characteristics, while imperative in domestic competition (Sherer, 1995; Hitt et al., 2001; Sherer & Lee, 2002; Empson, 2007), are less influential in international context. A number of studies found no relationships between performance of US legal services firms and their international expansion (Brock & Yaffe, 2008; Sherer, 2007), questioning the economic benefits of international activity for these firms (Løwendahl, 2000). Leverage is complicated and difficult to implement in international context (Brock & Yaffe, 2008), putting to question the transferability of this organizational routine overseas. 
The firm random effect is significant in all the estimates, implying that after accounting for the set of characteristics that according to theory affect location choices, there remains substantial firm-heterogeneity in location preferences. The country and year controls are more significant in the entry analyses than in the exit analyses. This indicates that while entry decisions are influenced by country characteristics and are influenced by dynamic changes in them, exit moves are less sensitive to such influences and are not undertaken in response to changes in them. These findings suggest that, for the most part, exit is not the mirror-image of entry in that it is not driven by the absence of the factors that drove entry (Boddewyn, 1983; Benito, 1995). This provides additional support for the suggestion that exit moves are undertaken based on internal MNE considerations, perhaps primarily related to the success or otherwise of individual country operations. As a robustness test, we estimated the model with country fixed-effects to control for unobserved country characteristics that may affect location choices. The fit variables are statistically significant in this analysis, in both their linear and non-linear forms, and take the same signs as in the main analyses. 

CONCLUSION

In this study we modeled the MNE as a portfolio of interdependent sub-units and examined its growth trajectories with reference to the interactions with the portfolio. The significant impact of the portfolio in explaining MNE location moves underscores the important role that interdependencies play in explaining the behavior of MNEs. They illustrate the merits of viewing the MNE as a whole and explicitly acknowledging the interactions between different sub-units controlled by a single MNE and embedded in different geographic spaces in explaining the behavior of these firms. 
Deepening the understanding of the dynamics determining MNE location moves is important because the locations that MNEs select and the resulting spatial distribution of their activities determine their geographic boundaries and construct their environments, thus creating the context in which their character is shaped. Further, geographic expansion is a major growth trajectory of MNEs and holds the potential to explain the way they develop and evolve over time. A fuller understanding of the location choices that MNEs make thus enhances the ability to understand one of the most important defining choices they undertake. In particular, the question whether MNEs evolve in the direction of more of the same or in a manner that departs from their past is fundamental for the understanding of the processes by which they learn and develop competitive advantages, and the balance they make between the exploitation of their existing capabilities and exploration of new ones (March, 1991). An important contribution of our study lies in jointly considering entry and exit and treating them as alternative moves that shape MNE portfolios in opposing directions (Benito, 2005). Most previous research examined these moves on their own, and as a result the relationships between them are poorly understood. By combining the two into a unified framework we provide a means to remedy this deficit.  

We believe that our findings have broader validity beyond the legal services industry. Notwithstanding certain unique features of this industry, other knowledge-based industries, notably other professional service industries, resemble the legal services industry in terms of the nature of value creation over distance and the organization of international activity (Nachum, 1999; Løwendahl, 2000). Much of the insight we generated in this study is likely to apply to these other industries. 

Implications for Practice.

The portfolio approach we advanced in this paper calls for a corresponding approach to the management and organization of MNEs that is underlain by considerations related to the portfolio as a whole. Managerial attention should be given to the interactions among sub-units comprising the portfolio as a major source of value creation, in addition to the focus on extracting value from individual country operations (Hoffman, 2007). The challenge is to foster interdependencies that reinforce the value of individual sub-units and enhance the overall value of the portfolio, and eliminate those that diminish it via unnecessary duplications and redundancies (Fox, Baker & Bryant, 1984). Attention to the portfolio shifts the managerial focus from the choice of individual locations to the configuration of a portfolio of locations that serves the overarching strategic goals of MNEs. There is evidence that suggests that investors reward firms for such a coherent strategic approach, and value them more positively than firms that operate in a piece-meal fashion (Montgomery, Thomas & Kamath (1984). A portfolio approach also requires a corresponding organizational structure. It is more in tune with centralized decision-making, which fosters interaction among individual sub-units of a portfolio.
Further, our findings underscore a need for managerial attention to the evolutionary processes that underlines MNE international growth trajectory. Such processes entail that individual moves have consequences that go beyond their own, creating a path for future evolution. Likewise, a failure to enter a location may have implications that extend beyond missed opportunities in the location in question. Particular managerial attention is warranted to the initial moves, because the logic of path-dependence implies that they can have a lasting impact on an MNE’s future growth trajectory. 

Future Research.
An important task for future research that follows from our study is to develop normative insights in relation to different portfolio types and to examine the performance consequences of portfolios of varying characteristics. The interactions and interdependencies between sub-units comprising a portfolio should receive specific attention, because they imply that a combination of individually high-performing locations does not necessarily constitute a high-performing portfolio and vice versa (Chien, 2002). Further, our study is premised on the assumption that the portfolio as a whole affects subsequent moves and that the interactions across different sub-units are randomly distributed among all its sub-units. In reality, however, certain sub-units of the portfolio are likely to exercise greater impact on individual moves than others. A search for some structure and logic in this variation deserves additional research attention, and holds the potential to make the theory more managerially relevant. 
The focus of our study was on identifying a logic guiding the observed location choices of MNEs. An important task for future research that follows from this study is to examine the decision-making processes that lead to the outcomes we observed (Buckley et al, 2007). More detailed attention to timing and order in location moves than we have given in this paper is also warranted, because the temporal sequence of choices could hold the explanation for divergent outcomes. Our unit of analysis in this study is countries, but the portfolio approach we developed could be applied at different geographic levels, such as states and regions.  
Examining the validity of our findings, which are based on a study of a single industry in a single home country, in different settings is another task for future research. The legal services industry has a number of potentially confounding attributes that could restrain generalizations. For one, foreign investment is predominantly of the horizontal type, which differs from vertical investment in relation to location moves and the relationships among sub-units controlled by a single MNE. Further, the competitive value of the portfolio is essentially demand-driven, based on the value that clients place on the provision of services across a portfolio of countries. Industries in which the value of the portfolio is derived from the production may exhibit different dynamics. 
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Table 1. Principles Underlying Traditional Explanations of MNE Location Choices and the Added Dimensions of a Portfolio Approach 

	
	Traditional Approachesa
	Portfolio Approach

	Perception of locations and their potential value
	On their own, isolated; evaluated based on their intrinsic resources 


	Part of a portfolio; evaluated based on their contribution to the portfolio



	Determinants of location choices
	· Relative abundance and quality of location resources

· Agglomeration economies

· Location choices of other firms 

· Firm-specific characteristics


	· The fit of a location to the existing portfolio

· The characteristics of the portfolio itself

	Level of choice
	· Industry/activity-specific ( homogeneity among firms within an industry or activity; heterogeneity across different industries/activities 

· Firms-specific ( heterogeneity among firms with different characteristics (technology, size)


	Firm-specific ( heterogeneity among firms with different paths of historical evolution

	Sources of value creation
	Resources and endowments of individual locations ( The whole is the sum of the parts Value is additive.
	Interactions between locations, arbitrage ( The whole can be more or less than the sum of its parts. Value can be additive or synergistic



	Concept of time
	Inherently static; related to detached events. Firm-attributes affecting location moves do not change over time
	Dynamic, path dependent and cumulative. Current moves are linked to past moves and have implications for future ones ( MNEs change over time, making determinants of moves time-varying
 


aUnder the heading “Traditional approaches” we group theories of location choices based on the principle of countries’ comparative advantage (Caves, 1996), agglomeration economies (Chung and Alcacer, 2002), oligopolistic and mimetic location behavior theories (Knickerbocker, 1973), as well as theories that acknowledge the heterogeneity among firms in terms of their location preferences (Alcacer, 2006). We acknowledge the diversity of these theories. However, all of them are underlain by the assumption of location choices made in isolation from each other, and pay limited attention to the relationships between different moves undertaken by a single MNE. This introduces the contrast with the portfolio approach we advance in this paper. 

Table 2. Country Characteristics Included in the Analyses
	Construct
	Rationale
	Measure
	Data sources

	Size
	Indicative of the size of the market (Caves, 1996).
	Number of lawyers
	ILO statistical database

http://laborsta.ilo.org/

	Local resources 
	Abundance and quality of local resources influence location choices. 
	Number of graduates in law schools. Human capital is the most important location resource for legal services firms (Hitt et al., 2001).
	UNESCO Statistical Yearbooks

	Local demand
	Demand for the services of legal services MNEs originates primarily in corporations involved in cross-border activities (Spar, 1997). These include their home country MNEs investing in a country and host country MNEs (Harper, 1997).
	US FDI stock in a country - an indicator of the demand of US MNEs in foreign countries.
	Bureau of Economic Analysis

http://www.bea.gov/international

	
	
	A country’s outward FDI stocks - an indicator of the demand of local firms.  
	UNCTAD database

	Legal system
	A country’s legal system determines the familiarity of US legal service MNEs with the local system, and is indicative of the protection of foreign investors (La Porta, Lopez-de-Silanes & Shleifer, 2008).
	Dummies: Common Law (the base system), Civil law, and Socialist/Communist law. 
	Reynolds T.H. and A.A. Flores. 1991. Foreign Law: Current Sources of Codes and Basic Legislation in Jurisdictions of the World. W.S. Hein & Co., Washington D.C. 

	Regulations of foreign ownership 
	Indicative of the investment environment that foreign firms confront.


	Cumulative numbers of bilateral investment treaties and double taxation treaties.  These agreements grant a country’s investors a preferable position in another country. 
	UNCTAD database

	Institutional environment 
	Shapes the investment environment within a country. 
	Economic Freedom Index, which ranks countries in terms of economic, political, legal and financial indicators. 
	The Fraser Institute, Economic Freedom of the World www.freetheworld.com

	Competition
	Mimetic behavior and signaling effects of the competition influence the location moves of a focal firm (Knickerbocker, 1973). 
	Number of US legal services MNEs in a country. We confine the measure to foreign competition because in most countries local and foreign legal service firms are not in direct competition, a result of different legal systems that often hinder foreign firms from dealing with local issues, and the relatively narrow focus of foreign firms on cross-border corporate issues (Harper, 1997). 
	American Lawyer Magazine (ALM) database

	Geographic location
	Spatial position affects the likelihood of a country being selected as an investment location. 
	Regional dummies: Africa, Asia, Europe and the Pacific, and the Americas (the base region).
	

	Time
	Location moves are time sensitive. The value of locations changes over time in absolute and relative terms. 
	Year dummies 
	


Table 3a. Discrete-Time Hazard Model (β coefficients) 1979-2006
	
	
	Entry (DV=1 for entry; 0 otherwise)
	Exit (DV=1 for exit; 0 otherwise)

	
	Initial Entry
	1
	2
	3
	4
	5
	1
	2
	3
	4
	5

	Fit


	
	
	2.28***
	5.14***
	4.89***
	3.47***
	
	0.91**
	-4.32*
	-4.07*
	1.43

	
	
	
	(0.29)
	(0.78)
	(0.81)
	(0.94)
	
	(0.34)
	(1.77)
	(1.85)
	(2.62)

	Fit2
	
	
	
	1.32***
	1.37***
	0.74*
	
	
	-3.15**
	-3.03**
	-2.98*

	
	
	
	
	(0.29)
	(0.30)
	(0.31)
	
	
	(1.00)
	(1.07)
	(1.37)

	Portfolio Geographic Diversity


	
	
	
	
	0.00
	-0.00
	
	
	
	0.00
	-0.00

	
	
	
	
	
	(0.00)
	(0.00)
	
	
	
	(0.00)
	(0.00)

	Portfolio Economics Diversity
	
	
	
	
	0.06***
	0.19***
	
	
	
	0.03
	-0.26*

	
	
	
	
	
	(0.02)
	(0.05)
	
	
	
	(0.03)
	(0.11)

	Portfolio Age


	
	
	
	
	-0.00
	-0.00
	
	
	
	-0.00
	-0.00

	
	
	
	
	
	(0.00)
	(0.00)
	
	
	
	(0.00)
	(0.01)

	Fit*Portfolio Geog Diversity
	
	
	
	
	
	-0.00
	
	
	
	
	-0.00

	
	
	
	
	
	
	(0.00)
	
	
	
	
	(0.00)

	Fit*Portfolio Econ Diversity
	
	
	
	
	
	0.15**
	
	
	
	
	-0.40**

	
	
	
	
	
	
	(0.05)
	
	
	
	
	(0.14)

	Fit*Portfolio Age
	
	
	
	
	
	0.00
	
	
	
	
	-0.00

	
	
	
	
	
	
	(0.00)
	
	
	
	
	(0.01)

	Fit*Revenue
	
	
	
	
	
	-0.00*
	
	
	
	
	-0.00

	
	
	
	
	
	
	(0.00)
	
	
	
	
	(0.00)

	Fit*MNE Intangible Assets
	
	
	
	
	
	0.26
	
	
	
	
	0.39

	
	
	
	
	
	
	(0.62)
	
	
	
	
	(1.95)

	Fit*MNE Leverage
	
	
	
	
	
	-0.52
	
	
	
	
	0.18

	
	
	
	
	
	
	(0.35)
	
	
	
	
	(1.16)

	Random Effects (ρ)
	
	
	
	
	
	0.15***
	
	
	
	
	0.13**

	
	
	
	
	
	
	(0.04)
	
	
	
	
	(0.06)

	Size
	3.70*
	3.49***
(0.50)
	2.17***
	2.00***
	2.14***
	-0.18
	-2.37***
	-2.57***
	-2.44***
	-2.13**
	-2.57

	
	(1.84)
	
	(0.53)
	(0.56)
	(0.49)
	(1.20)
	(0.58)
	(0.59)
	(0.58)
	(0.80)
	(2.35)

	Intangible Assets
	-2.11*
	-1.32***
	-0.87**
	-0.65
	-0.85**
	-0.53
	0.04
	0.17
	0.09
	-0.07
	0.14

	
	(0.84)
	(0.35)
	(0.32)
	(0.35)
	(0.30)
	(0.76)
	(0.40)
	(0.40)
	(0.41)
	(0.48)
	(1.63)

	Leverage
	0.01
	0.54*
	0.49*
	0.45*
	0.41*
	-0.16
	-0.47
	-0.48
	-0.41
	-0.47
	-0.34

	
	(0.38)
	(0.25)
	(0.21)
	(0.20)
	(0.21)
	(0.45)
	(0.32)
	(0.32)
	(0.32)
	(0.34)
	(0.94)

	Duration of Foreign Activity
	
	0.04***
	0.02*
	0.02*
	0.01
	0.01
	-0.03**
	-0.04***
	-0.03**
	-0.03*
	-0.04**

	
	
	(0.01)
	(0.01)
	(0.01)
	(0.01)
	(0.01)
	(0.01)
	(0.01)
	(0.01)
	(0.01)
	(0.01)

	NY HQs
	0.91**
	0.25
	-0.05
	-0.10
	-0.08
	0.12
	0.04
	0.00
	-0.04
	0.02
	0.01

	
	(0.29)
	(0.29)
	(0.27)
	(0.25)
	(0.25)
	(0.22)
	(0.28)
	(0.29)
	(0.29)
	(0.29)
	(0.33)

	Graduates in Law
	0.12**
	0.05**
	0.07***
	0.08***
	0.08***
	0.08***
	-0.01
	-0.01
	-0.03
	-0.04
	-0.04

	
	(0.04)
	(0.02)
	(0.01)
	(0.01)
	(0.01)
	(0.02)
	(0.03)
	(0.03)
	(0.03)
	(0.03)
	(0.03)

	Number of Lawyers
	-0.33
	-0.01
	0.16**
	0.09
	0.06
	0.05
	0.07
	0.15
	0.30***
	0.30**
	0.19

	
	(0.23)
	(0.04)
	(0.06)
	(0.06)
	(0.06)
	(0.06)
	(0.07)
	(0.08)
	(0.09)
	(0.09)
	(0.12)

	Outward FDI
	-0.01
	0.02***
	0.02***
	0.02***
	0.02***
	0.02**
	0.00
	0.00
	0.00
	0.00
	0.00

	
	(0.02)
	(0.01)
	(0.01)
	(0.01)
	(0.01)
	(0.01)
	(0.01)
	(0.01)
	(0.01)
	(0.01)
	(0.01)

	US FDI
	-0.04
	-0.09***
	-0.10***
	-0.10***
	-0.09***
	-0.09***
	-0.00
	-0.01
	-0.00
	-0.00
	-0.00

	
	(0.06)
	(0.02)
	(0.02)
	(0.02)
	(0.02)
	(0.02)
	(0.03)
	(0.03)
	(0.03)
	(0.03)
	(0.03)

	Policy
	-0.01
	0.04***
	0.05***
	0.05***
	0.05***
	0.05***
	-0.00
	0.01
	0.00
	-0.00
	-0.00

	
	(0.04)
	(0.01)
	(0.02)
	(0.02)
	(0.02)
	(0.01)
	(0.03)
	(0.03)
	(0.03)
	(0.03)
	(0.02)

	Institutions
	-0.05
	0.09
	0.03
	0.03
	0.05
	0.07
	-0.12
	-0.11
	-0.11
	-0.13
	-0.17

	
	(0.14)
	(0.05)
	(0.06)
	(0.06)
	(0.06)
	(0.06)
	(0.09)
	(0.09)
	(0.10)
	(0.10)
	(0.10)

	Competition
	0.11***
	0.07***
	0.07***
	0.08***
	0.08***
	0.08***
	-0.03***
	-0.03***
	-0.04***
	-0.04***
	-0.04***

	
	(0.02)
	(0.01)
	(0.01)
	(0.01)
	(0.01)
	(0.01)
	(0.01)
	(0.01)
	(0.01)
	(0.01)
	(0.01)

	Civil Law
	-0.09
	-0.33*
	-0.56***
	-0.56***
	-0.56***
	-0.54***
	-0.52*
	-0.57*
	-0.55*
	-0.54*
	-0.46

	
	(0.38)
	(0.14)
	(0.13)
	(0.13)
	(0.13)
	(0.15)
	(0.24)
	(0.24)
	(0.23)
	(0.24)
	(0.27)

	Socialist Law
	0.58
	0.31
	0.37*
	0.42*
	0.41*
	0.37
	-0.77*
	-0.79*
	-0.88**
	-0.89**
	-0.84*

	
	(0.58)
	(0.19)
	(0.19)
	(0.19)
	(0.19)
	(0.20)
	(0.32)
	(0.32)
	(0.34)
	(0.34)
	(0.36)

	Africa
	-16.02***
	-0.73*
	-0.42
	-0.44
	-0.40
	-0.51
	0.20
	0.20
	0.32
	0.18
	0.19

	
	(0.36)
	(0.35)
	(0.36)
	(0.37)
	(0.36)
	(0.45)
	(0.77)
	(0.79)
	(0.78)
	(0.77)
	(0.81)

	Asia
	-0.39
	0.35
	0.37
	0.37
	0.38
	0.31
	0.71
	0.76
	0.80
	0.61
	0.73

	
	(0.44)
	(0.21)
	(0.21)
	(0.22)
	(0.21)
	(0.21)
	(0.41)
	(0.41)
	(0.43)
	(0.47)
	(0.43)

	Europe
	0.29
	0.22
	0.13
	0.07
	0.12
	0.16
	0.37
	0.33
	0.47
	0.37
	0.34

	
	(0.39)
	(0.23)
	(0.23)
	(0.24)
	(0.23)
	(0.21)
	(0.35)
	(0.35)
	(0.36)
	(0.37)
	(0.39)

	Pacific
	-16.09***
	-0.71*
	-0.87*
	-0.91*
	-0.88*
	-0.91*
	-0.79
	-0.79
	-0.76
	-0.93
	-0.80

	
	(0.42)
	(0.35)
	(0.36)
	(0.36)
	(0.36)
	(0.42)
	(0.96)
	(0.96)
	(0.97)
	(1.00)
	(1.08)

	Intercept
	-4.32***
	-4.75***
	-1.99**
	-0.64
	-1.16
	-2.36**
	-1.62*
	-1.17
	-3.00**
	-2.92**
	1.20

	
	(0.98)
	(0.53)
	(0.74)
	(0.86)
	(0.88)
	(0.86)
	(0.79)
	(0.81)
	(1.11)
	(1.13)
	(1.74)

	Year dummies
	
	All highly significant 
	Very few moderately/weakly significant 

	LL
	-591.00
	-2883.59
	-2776.48
	-2757.98
	-2743.80
	-2728.96
	-763.70
	-760.14
	-754.36
	-751.73
	-742.88

	AIC
	1272.01
	5859.19
	5646.96
	5611.95
	5589.59
	5540.87
	1615.40
	1610.28
	1600.71
	1601.47
	1590.82

	BIC
	1657.86
	6303.51
	6100.94
	6075.59
	6082.21
	6101.11
	1906.33
	1907.82
	1904.86
	1925.45
	1961.09

	N
	39122
	115749
	5497


* if p < .05; ** if p < .01; *** if p < .001

Table 3b. Discrete-Time Hazard Model (β coefficients) 1949-2006

	
	
	Entry (DV=1 for entry; 0 otherwise)
	Exit (DV=1 for exit; 0 otherwise)

	
	Initial Entry
	1
	2
	3
	4
	5
	1
	2
	3
	4
	5

	Fit


	
	
	0.47***
	1.25***
	1.15***
	0.45**
	
	-0.02
	-0.85**
	-0.56
	-0.01

	
	
	
	(0.09)
	(0.19)
	(0.21)
	(0.16)
	
	(0.07)
	(0.30)
	(0.30)
	(0.50)

	Fit2
	
	
	
	0.08***
	0.07***
	0.03*
	
	
	-0.12**
	-0.07*
	-0.03

	
	
	
	
	(0.01)
	(0.02)
	(0.01)
	
	
	(0.04)
	(0.03)
	(0.05)

	Portfolio Geographic Diversity


	
	
	
	
	-0.00
	0.00
	
	
	
	0.00*
	0.00

	
	
	
	
	
	(0.00)
	(0.00)
	
	
	
	(0.00)
	(0.00)

	Portfolio Economics Diversity
	
	
	
	
	0.05**
	0.18***
	
	
	
	0.00
	-0.02

	
	
	
	
	
	(0.02)
	(0.04)
	
	
	
	(0.03)
	(0.07)

	Portfolio Age


	
	
	
	
	0.00*
	0.00**
	
	
	
	-0.00***
	-0.00

	
	
	
	
	
	(0.00)
	(0.00)
	
	
	
	(0.00)
	(0.00)

	Fit*Portfolio Geog Diversity
	
	
	
	
	
	-0.00
	
	
	
	
	-0.00

	
	
	
	
	
	
	(0.00)
	
	
	
	
	(0.00)

	Fit*Portfolio Econ Diversity
	
	
	
	
	
	0.05***
	
	
	
	
	-0.02

	
	
	
	
	
	
	(0.01)
	
	
	
	
	(0.02)

	Fit*Portfolio Age
	
	
	
	
	
	0.01***
	
	
	
	
	0.00

	
	
	
	
	
	
	(0.00)
	
	
	
	
	(0.00)

	Random Effects (ρ)
	
	
	
	
	
	0.12***
	
	
	
	
	0.18**

	
	
	
	
	
	
	(0.03)
	
	
	
	
	(0.07)

	Duration of Foreign Activity
	
	0.05***
	0.02
	0.01
	-0.00
	0.01
	-0.05***
	-0.05***
	-0.04***
	-0.02
	-0.04**

	
	
	(0.01)
	(0.01)
	(0.01)
	(0.01)
	(0.01)
	(0.01)
	(0.01)
	(0.01)
	(0.01)
	(0.02)

	NY HQs
	0.75**
	0.23
	0.07
	-0.04
	-0.01
	0.15
	-0.24
	-0.24
	-0.19
	-0.30
	-0.37

	
	(0.24)
	(0.28)
	(0.24)
	(0.21)
	(0.19)
	(0.15)
	(0.25)
	(0.25)
	(0.22)
	(0.20)
	(0.24)

	Graduates in Law
	0.11***
	0.06***
	0.05**
	0.05***
	0.05***
	0.06***
	-0.02
	-0.02
	-0.02
	-0.02
	-0.02

	
	(0.03)
	(0.01)
	(0.01)
	(0.01)
	(0.01)
	(0.02)
	(0.03)
	(0.03)
	(0.03)
	(0.03)
	(0.03)

	Number of Lawyers
	-0.15
	-0.01
	0.03
	0.04
	0.03
	0.06
	0.04
	0.04
	0.02
	0.04
	0.09

	
	(0.12)
	(0.04)
	(0.04)
	(0.04)
	(0.04)
	(0.05)
	(0.09)
	(0.09)
	(0.09)
	(0.09)
	(0.08)

	Outward FDI
	-0.01
	0.02**
	0.02**
	0.02***
	0.02**
	0.01
	-0.00
	-0.00
	-0.00
	-0.00
	-0.00

	
	(0.02)
	(0.01)
	(0.01)
	(0.01)
	(0.01)
	(0.01)
	(0.01)
	(0.01)
	(0.01)
	(0.01)
	(0.01)

	US FDI
	0.01
	-0.08***
	-0.08***
	-0.08***
	-0.08***
	-0.08***
	0.02
	0.02
	0.03
	0.04
	0.03

	
	(0.08)
	(0.02)
	(0.02)
	(0.02)
	(0.02)
	(0.02)
	(0.03)
	(0.03)
	(0.03)
	(0.03)
	(0.03)

	Policy
	0.03
	0.05***
	0.04**
	0.04**
	0.04**
	0.04**
	-0.01
	-0.01
	-0.01
	-0.01
	-0.02

	
	(0.04)
	(0.01)
	(0.01)
	(0.01)
	(0.01)
	(0.01)
	(0.02)
	(0.02)
	(0.02)
	(0.02)
	(0.02)

	Institutions
	-0.06
	0.09
	0.06
	0.04
	0.05
	0.07
	-0.11
	-0.10
	-0.10
	-0.14
	-0.11

	
	(0.12)
	(0.05)
	(0.05)
	(0.05)
	(0.05)
	(0.05)
	(0.08)
	(0.07)
	(0.08)
	(0.09)
	(0.10)

	Competition
	0.07***
	0.06***
	0.06***
	0.06***
	0.07***
	0.08***
	-0.03***
	-0.03***
	-0.03***
	-0.03***
	-0.03***

	
	(0.02)
	(0.01)
	(0.01)
	(0.01)
	(0.01)
	(0.01)
	(0.01)
	(0.01)
	(0.01)
	(0.01)
	(0.01)

	Civil Law
	-0.68*
	-0.50***
	-0.50***
	-0.52***
	-0.51***
	-0.58***
	-0.35
	-0.35
	-0.31
	-0.30
	-0.32

	
	(0.33)
	(0.12)
	(0.12)
	(0.12)
	(0.12)
	(0.14)
	(0.21)
	(0.21)
	(0.21)
	(0.22)
	(0.27)

	Socialist Law
	-0.32
	0.08
	0.20
	0.26
	0.25
	0.21
	-0.43
	-0.43
	-0.44
	-0.43
	-0.43

	
	(0.46)
	(0.16)
	(0.17)
	(0.18)
	(0.18)
	(0.19)
	(0.29)
	(0.29)
	(0.29)
	(0.31)
	(0.35)

	Africa
	-15.88***
	-0.67
	-0.53
	-0.46
	-0.52
	-0.51
	0.05
	0.06
	-0.04
	-0.28
	-0.44

	
	(0.34)
	(0.36)
	(0.37)
	(0.37)
	(0.37)
	(0.45)
	(0.62)
	(0.62)
	(0.62)
	(0.57)
	(0.79)

	Asia
	-0.42
	0.38*
	0.46*
	0.51**
	0.48*
	0.41*
	0.39
	0.39
	0.26
	-0.09
	-0.01

	
	(0.39)
	(0.19)
	(0.19)
	(0.19)
	(0.19)
	(0.20)
	(0.33)
	(0.33)
	(0.34)
	(0.39)
	(0.38)

	Europe
	0.36
	0.30
	0.27
	0.25
	0.23
	0.28
	-0.04
	-0.03
	-0.12
	-0.30
	-0.27

	
	(0.35)
	(0.17)
	(0.18)
	(0.19)
	(0.19)
	(0.19)
	(0.28)
	(0.28)
	(0.28)
	(0.29)
	(0.35)

	Pacific
	-16.10***
	-0.81*
	-0.81*
	-0.82*
	-0.83*
	-0.89*
	-1.51
	-1.50
	-1.51
	-1.80
	-1.60

	
	(0.34)
	(0.35)
	(0.35)
	(0.35)
	(0.35)
	(0.42)
	(1.00)
	(0.99)
	(0.99)
	(1.03)
	(1.06)

	Intercept
	-7.74***
	-8.90***
	-7.22***
	-5.52***
	-5.81***
	-7.77***
	-3.36***
	-3.40***
	-4.28***
	-4.07***
	-3.40**

	
	(1.03)
	(0.72)
	(0.82)
	(0.92)
	(0.99)
	(0.91)
	(0.85)
	(0.84)
	(0.90)
	(0.89)
	(1.28)

	Year dummies
	
	Some significant (mixed levels)
	Some significant (mixed levels)

	LL
	-748.96
	-3244.38
	-3150.80
	-3083.45
	-3075.24
	-3030.05
	-823.36
	-823.32
	-814.71
	-804.59
	-798.33

	AIC
	1619.93
	6614.76
	6431.59
	6296.89
	6288.48
	6206.11
	1730.72
	1732.65
	1717.42
	1703.17
	1698.65

	BIC
	2184.29
	7244.25
	7081.08
	6946.38
	6977.93
	6935.53
	2011.98
	2020.61
	2012.08
	2017.93
	2040.19

	N
	77017
	161464
	5984


* if p < .05; ** if p < .01; *** if p < .001

Figure 1. The Theoretical Framework
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Figure 2. Summary of the Study’s Database
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Sources: 

1978-2006: American Lawyer Magazine (ALM): database 

1947-1978: The American Lawyer; The American Lawyer Guide to Leading Law Firms; Martindale-Hubbell Directories; The National Law Journal; Lawyer's Almanac; Insider's Guide to American Law Firms, Vault Guide to Leading Law Firms; AMLAW 100; company sources.

Figure 3. The Effect of Fit on the Likelihood of Entry and Exit
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The likelihood of entry and exit is assessed at the mean value of the control variables with dummy variables set at Year2=1, HQNY=1, legal origin=UK, continent=America. 1979-2006.
Appendix. The International Growth Trajectory of Baker&McKenzie and White&Case
	White&Case
	
	Baker&McKenzie

	1960-France
	
	1955-Mexico 

	1967- Belgium
	
	1957-Belgium 

	1972-Germany
	
	1957-Netherlands

	1974-UK
	
	1958-Switzerland 

	1978-Hong-Kong
	
	1959-Brazil 

	1983-Singapore
	
	1961-UK 

	1984-Sweden
	
	1962-Canada 

	1985-Turkey
	
	1962-Germany 

	1987-Japan
	
	1962-Italy 

	1989-Saudi-Arabia
	
	1963-France 

	1990-Indonesia
	
	1963-Japan 

	1991-Poland
	
	1963-Philippines 

	1991-Mexico
	
	1964-Australia 

	1991-Hungary
	
	1965-Spain 

	1991-Russia
	
	1974-Hong-Kong

	1991-Czech Republic
	
	1978-Taiwan 

	1993-Finland
	
	1978-Thailand 

	1994-India
	
	1978-Venezuela 

	1994-Thailand
	
	1979-Guatemala 

	1994-Vietnam
	
	1981-Saudi-Arabia 

	1995-Kazakhstan
	
	1982-Singapore 

	1996-South-Africa
	
	1983-Argentina 

	1996-Uzbekistan
	
	1984-Sweden 

	1997-Brazil
	
	1985-Turkey 

	1998-Slovak Republic
	
	1986-Egypt 

	1999-China
	
	1988-Hungary 

	2000-Bahrain
	
	1990-Indonesia 

	2001-Italy
	
	1991-Czech Republic 

	2006-Switzerland
	
	1991-Poland 

	
	
	1991-Russia 

	
	
	1993-Finland 

	
	
	1993-Ukraine 

	
	
	1994-India 

	
	
	1994-Vietnam 

	
	
	1995-Chile 

	
	
	1995-Kazakhstan 

	
	
	1996-South-Africa 

	
	
	1996-Uzbekistan 

	
	
	1998-Malaysia 

	
	
	1998-Slovak Republic 

	
	
	1999-Azerbaijan 

	
	
	1999-Bahrain 

	
	
	2001-Italy 

	
	
	2003-Austria 


Source: Study database.

NOTES






Econ Diversity (H3.1)


Entry: (-) Exit: (+)











Exit 


H1a(-) H1b(+)











Entry 


H1a(+) H1b(-)





Leverage (H4.3)


Entry: (-) Exit: (+)




















Intangible Assets (H4.2)


Entry: (+) Exit: (-)
































Size (H4.1)


Entry: (-) Exit: (+)





MNE


CHARACTERISTICS 





Asymmetry (H2)


FITentry > FITexit 


























Age (H3.2)


Entry: (-) Exit: (+)








Geog Diversity (H3.1)


Entry: (-) Exit: (+)











Size


Entry: (-) Exit: (+)





PORTFOLIO CHARACTERISTICS 








FIT 


Between a Location and the Existing Portfolio











� An evolutionary approach underlines also population ecology theory (Hannan & Freeman, 1984). We do not employ this theory in support of our arguments because it seeks to explain the evolution dynamics of populations of firms, stressing their growing homogeneity over time via processes of selection and legitimation, whereas our interest is in the opposing forces, namely the heterogeneity within populations of firms.


� There is some affinity between these conflicting theories and the exploration versus exploitation dichotomy (March, 1991). The essentially static nature of this approach, however, makes it less appropriate for theorizing on accumulated processes that build on each other over time, which is our interest in this paper.  


� The assumptions underlying the argument regarding risk-diversification as a motive for international expansion  are underpinned by insights developed in finance theory (Markowitz, 1959). These may not fully apply to FDI, because they do not account for behavioral and managerial difficulties confronted by MNEs in locations that have low fit with their portfolios (Bowman, 1980), and are underlain by assumptions regarding the flexibility and costs of modifying a portfolio that are unlikely to hold in relation to FDI (Bromiley, Miller & Rau, 2001). Furthermore, diversified portfolios reduce risk only when their constituting locations evolve in rates and directions that are unrelated to each other. 


� This argument receives support in our analyses, where US FDI, the indicator of the relationship between the international expansion of the firms we studied and this of their clients, is negative (Tables 3a and 3b). It was also supported by Hitt et al. (2006) who found that the internationalization of clients supports the internationalization of legal services firms only when the latter hold substantial stock of human capital. Eventt (2004) shows that the presence of five of the six US legal services MNEs negatively effects the value and size of M&As activities of US MNEs in that country.


� The MNE moderating effects are not included in the 1949-2006 analyses. 10 firms were excluded from the 1979-2006 analyses. 


� We thank two anonymous referees for raising this important issue. 


� Partnership is the only legitimate governance mode of US legal service firms in all US major states.


� We thank an anonymous referee for pointing out this alternative explanation.
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