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ABSTRACT: This study aims to answer whether capital investment of a firm affects the firm’s
degree of internationalization and to test the effect of internationalization on the firm performance.
This research focuses solely on 72 Indonesian manufacturing firms that have been actively engaging
in export activities from 2014 to 2019, making up a total of 360 observation points. Capital
investment is measured using CAPEXTA, while internationalization is measured using FSTS and
the internationalization level change is measured using FSG. In addition, to measure the effect
of internationalization on the firm performance, this study uses ROA and Tobin’s Q. The control
variables include industry return, firm size, leverage, tangible asset ratio, market-to-book ratio,
gross profit margin, and sales growth. The hypotheses are confirmed using simple linear regression
and ordinary least-squares. The results show that CAPEXTA and internationalization (FSTS) have a
significantly negative relationship, and there is an evidence of non-linear relationship. The impact
of CAPEXTA on FSG is also shown to be significantly negative and non-linear. While FSTS
and ROA have a positive U-shaped relationship, and FSTS shows that it has a directly positive
relationship to Tobin’s Q.

1 INTRODUCTION

Internationalization is a complex process led by the globalization effect all over the countries. Firms
will surely adapt to the globalization through their operational process. One of the processes could
be expanding to the international markets, doing foreign direct flow through investing to the host
country, and many more. Riahi-Belkaoui (1994) had done a research regarding the effect of inter-
nationalization to firms in the United States of America. The result shows that internationalization
did have a significant effect, which could be seen from the aspects of sales, profit, and their assets
in foreign countries. It is said that the effect of internationalization was ranging from 10% to over
90% of the firm’s total operations. Seeing how the internationalization has much impact in the
USA, does it also have the same effect in the developing countries, especially Indonesia? Indonesia
has been showing great growth in terms of GDP per year compared to other countries, and it is
expected to be one of the leading big economy countries in 2024 (IMF and World Bank).

Internationalization simply becomes unavoidable, as some researchers consider international-
ization as a firm’s strategy. Strategy can be divided into two: (1) growth strategy (Capar & Kotabe;
Kylaheiko et al. in Vithessonthi, 2017) and (2) diversification strategy (Gulamhussen et al. in
Vithessonthi, 2017). These two strategies positively support the firm performance to generate
more income and operate efficiently. In addition, some firms choose to expand by planting their
firms abroad as one of their strategies to mitigate the investment risk of having big capital invest-
ment (Vithessonthi, 2017). This raises the question of whether internationalization does work as a
strategy and improve the firm performance.

Meanwhile, the relationship of capital investment and internationalization also piqued the inter-
est of researchers. One of the driving factors for the degree of internationalization by the firm is
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their capital investment. Firms with higher capital investment would find expanding abroad bene-
fiting to them. Aside from their strategy to mitigate the investment risk, Vithessonthi (2017) said
that firms with large capital investment which intend to capitalize the resources and capabilities in
order to gain competitive advantage should expand abroad and enter foreign markets. This sum-
marizes how internationalization depends on the firm’s long-term assets and capital investments.
Further investigation regarding the relationship of capital investment and internationalization will
be discussed in this study. The proposed measurement to accurately depict internationalization that
will be used is foreign sales to total sales (FSTS). FSTS has been widely used in previous studies
regarding internationalization. Nevertheless, this study also includes foreign sales growth (FSG)
to identify if foreign sales is a capital investment’s function. FSG is used to know if there is even a
slight change in the internationalization level.

Further discussion about the relationship between internationalization and firm performance
shows diverse results. Sun et al. (2018) and Hsu et al. (2013) found a significantly positive
relationship of internationalization and firm performance, while other studies from Singla and
George (2013) and Salim et al. (2018) show a negative relationship. This study will also add
another variable to measure the firm performance, aside from ROA, which is widely used in other
previous studies, that is, Tobin’s Q. Tobin’s Q is used to represent firm performance in the long
run and could also be defined as the firm value in other studies. Based on the aforementioned
reasons, there are two hypotheses that will be tested: (H1) capital investment positively impacts
internationalization and (H2) internationalization positively impacts firm performance.

2 DATA

The data consist of publicly listed manufacturing firms in Indonesian Stock Exchange from 2014
to 2019. The firms need to be actively engaging in export activities. For this study, the data of 72
public manufacturing firms are collected from their audited financial statement each year. In total,
there are 360 observation points to be analyzed in this study. The dependent variables used are FSTS
and FSG for internationalization, and both ROA and Tobin’s Q as proxy for firm performance. We
use FSTS and FSG to test the capital investment to internationalization model. FSTS is measured as
firm’s foreign sales to firm’s total sales, while FSG is measured as the first difference in the natural
logarithm of firm’s foreign sales. In the internationalization (FSTS) to firm performance model, we
use ROA and Tobin’s Q. ROA is measured as the ratio of EBIT to total assets. Tobin’s Q is computed
as the ratio of the sum of the market capitalization and firm’s total debt to firm’s total asset.

The independent variable used in the capital investment and internationalization model is
CAPEXTA, as a proxy to capital investment. CAPEXTA is measured as the ratio of capital expen-
diture to total asset of a firm. The independent variable used in internationalization and firm
performance model is FSTS, as a proxy to internationalization. FSTS is measured as the ratio of
foreign sales to total sales, as stated in the previous section. The macroeconomics variable that
we use to control the internationalization is the GDP growth rate (GDPGROWTH). Aside from
the macroeconomic control variable, this study also applies several firm-specific control variables.
These control variables include (1) firm Size (FSIZE), measured as the natural logarithm of total
assets, (2) leverage (LEV), measured as the ratio of total debt to total asset, (3) tangible asset
ratio (PPETA), defined as the ratio of property, plant, and equipment of a firm to total assets, (4)
market-to-book value (MBV), measured as the ratio of market capitalization to book value of total
equity, (5) gross profit margin (GPM), calculated by dividing gross profit to total sales, (6) and
sales growth (SALESGROWTH), which is computed as the first difference of the natural logarithm
of total sales.

We first analyze the impact of capital investment to internationalization into two models; the
first model is to detect a linear effect, while the second model is to detect if there is a nonlinear
effect. The first part is to use FSTS as a proxy of internationalization. In addition to that, ε is an
error term, and i and t stand for firm and time, respectively. The independent variable and control
variables are set to one-period lag.
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FSTSi,t = α + β1CAPEXTAi,t−1 + β2GDPGROWTHi,t−1 + β3FSIZEi,t−1 + β4LEVi,t−1

+β5PPETAi,−1 + β6MBVi,t−1 + β7GPMi,t−1 + β8SALESGROWTHi,t−1

+β9ROAi,−1 + εi,t (1)

FSTSi,t = α + β1CAPEXTAi,t−1 + β2CAPEXTA2
i,t−1 + β3GDPGROWTH + β4FSIZEi,t−1

+β5LEVi,−1 + β6PPETAi,t−1 + β7MBVi,t−1 + β8GPMi,t−1

+β9SALESGROWTHi,−1 + β10ROAi,−1 + εi,t (2)

The second part is to use the foreign sales growth (FSG) rate as a proxy to internationalization.
The idea of using FSG is to address the slight change that goes undetected in FSTS, which could
be the result of the capital investment effect.

FSGi,t = α + β1CAPEXTAi,t−1 + β2GDPGROWTHi,t−1 + β3FSIZEi,t−1 + β4LEVi,t−1

+β5PPETAi,−1 + β6MBVi,t−1 + β7GPMi,t−1 + β8SALESGROWTHi,t−1

+β9ROAi,t−1 + εi,t (3)

FSGi,t = α + β1CAPEXTAi,t−1 + β2CAPEXTA2i,t−1 + β3GDPGROWTHi,t−1 + β4FSIZEi,t−1

+β5LEVi,−1 + β6PPETAi,t−1 + β7MBVi,t−1 + β8GPMi,t−1

+β9SALESGROWTHi,−1 + β10ROAi,t−1 + εi,t (4)

The impact of internationalization on firm performance is analyzed through two parts, as we
replace the proxy of firm performance as ROA and Tobin’s Q (TBQ) in each model.

ROAi,t = α + β1FSTSi,t−1 + β2GDPGROWTHi,t−1 + β3FSIZEi,t−1 + β4LEVi,t−1 + β5PPETAi,t−1

+β6MBVi,−1 + β7GPMi,t−1 + β8SALESGROWTHi,t−1 + β9ROAi,t−1 + εi,t (5)

ROAi,t = α + β1FSTS + β2FSTSi2,t−1 + β3GDPGROWTHi,t−1 + β4FSIZEi,t−1 + β5LEVi,t−1

+β6PPETAi,−1 + β7MBVi,t−1 + β8GPMi,t−1 + β9SALESGROWTHi,t−1

+β10ROAi,t−1 + εi,t (6)

Then, we analyze the impact of internationalization on Tobin’s Q (TBQ) as a proxy to firm
performance. All the other variables have the same definition, as has already been stated.

TBQi,t = α + β1FSTSi,t−1 + β2GDPGROWTH + β3FSIZEi,t−1 + β4LEVi,t−1 + β5PPETAi,t−1

+β6MBVi,−1 + β7GPMi,t−1 + β8SALESGROWTHi,t−1 + β9ROAi,t−1 + εi,t (7)

TBQi,t = α + β1FSTS + β2FSTSi2,t−1 + β3GDPGROWTHi,t−1 + β4FSIZEi,t−1 + β5LEVi,t−1

+β6PPETAi,−1 + β7MBVi,t−1 + β8GPMi,t−1 + β9SALESGROWTHi,t−1

+β10ROAi,t−1 + εi,t (8)

3 RESULTS AND DISCUSSION: CAPITAL INVESTMENT TO
INTERNATIONALIZATION (FSTS)

The data processed provide some evidence that there is indeed a relationship of capital investment to
internationalization, but it differs from the hypotheses. This suggests that every increase on capital
investment would lessen the degree of internationalization. However, the data indicate that there is
a non-linear relationship of capital investment to internationalization. The result is in line with the
previous research by Salim et al. (2017). The U-shaped relationship confirms that mostly Indonesian
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public firms still target their domestic market, as they already have competitive advantages in
their home country. Moreover, the negative relationship could be a result of the one-period time-
lagged variables in the regression. The assumption made is that the capital investment budget
would not be immediately used and brings out a positive return in the same year (Vithessonthi,
2016). Internationalization is defined solely by companies’ capability of generating foreign sales.
Vithessonthi (2017) also argued that the result of negative or non-existent relationship of capital
investment on internationalization could be due to how firms are risk-averse. If the firm policy is
driven by their risk-averse profile to the internationalization process, then they would hesitate and
could not expand the business more into the international market. The U-shaped relationship also
implies that the negative effect will be decreased with more increase in the more capital investment;
it is conditional related to the size of capital investment (Vithessonthi, 2017).

3.1 Capital investment to FSG

It is apparent that there is an impact of capital investment on FSG as a proxy to internationalization.
The effect is negative, and there is also an evidence of the non-relationship evidence. Vithessonthi
(2016) argued that the coefficient of CAPEXTA should be positive if firms with larger capital
investment are to focus on their international business through export. Instead, the following
regression results show otherwise. This adds more to the argument that Indonesian public firms are
still indeed focusing on their domestic market, as the domestic market alone has so much potential,
with Indonesia being one of the largest consumer countries; 74% of the total sales goes to the
home country alone. The result could be driven with the downtrend of the Indonesia’s export. The
result also confirms that FSG is not a function of capital investment. Vithessonthi (2016) in his
research also found the evidence of a significantly negative relationship of CAPEXTA to FSG with
the moderating variables of firm size.

3.2 Internationalization (FSTS) to firm performance (ROA)

The data regressed show no linear relationship detected in model 5. Meanwhile, when the FSTS
is computed to square FSTS in model 6, we found an evidence of a non-linear relationship, that
is, a positive U-shaped relationship. The U-shaped relationship explains how it is related to the
early internationalization. In the early stage of internationalization, firms tend to have low firm
performance as to how they are still adapting and get to know about the international market, as they
collect foreign resources and new knowledge to be applied within. The firm still faces uncertainty
toward the new foreign market. However, once they become familiar with the international markets
and know how the target market works, they will start thriving and become positive (Contractor et
al., 2007; Capar and Kotabe, 2003; Ruigrok and Wagner, 2003 in Altaf and Shah, 2016). Previous
studies show that the benefit of doing internationalization will be experienced once the firm suc-
cessfully adjusts to the foreign markets. Coombs et al. (2009) in Altaf and Shah (2016) identified
one of the benefits mentioned as risk diversification. As stated before, one of the driving factors for
firms to do internationalization is risk mitigation. According to the data, there is a negative linear
relationship in model 6, alongside the positive U-shaped relationship. It only emphasizes the evi-
dence that the internationalization and firm performance relationship is conditional, related to the
stage of internationalization. Because the variables are one-period time-lagged, we can conclude
that the time needed for internationalization to benefit the firm could be more than one year.

3.3 Internationalization (FSTS) to firm performance (Tobin’s Q)

Regressed data indicate that there is a positive direct relationship of internationalization to Tobin’s
Q as firm performance. A non-linear relationship is not found. The result is in line with those
reported by Sun et al. (2018), Riahi-Belakaoui (1999), and Olsen and Elango (2016), who stated
that internationalization positively affects the firm performance/firm value. Olsen and Elango
(2016) argued that the geography of the sample gathered played an important role. In Indonesia,
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the firms are located at smaller home markets (considering the U.S. market and international
markets), which drives them to do internationalization. This leads to the increase in Tobin’s Q as
firm performance (or firm value). Investors consider the degree of internationalization as one of
the important factors; so they are willing to invest in these firms, and the market capitalization of
the firm will grow.

4 CONCLUSION AND IMPLICATION

It can be concluded that capital investment negatively impacts the internationalization level, while
there is also an evidence of a U-shaped relationship. On the other hand, the study confirms that
internationalization affects firm performance (ROA) in a non-linear model, that is, a U-shaped
relationship. However, there is a positive relationship on the impact of internationalization to
Tobin’s Q as firm performance.
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