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EXECUTIVE SUMMARY 

The research was conducted with the aim of determining how fashion companies can influence firm 

performance through innovation when internationalizing to emerging markets. In relation to this aim, the 

relationships between innovation, internationalization to emerging markets, and firm performance were 

examined in combination with a determination of how to best manage innovation in emerging markets. 

The research utilizes both quantitative and qualitative data. Financial data were collected through the 

database, Osiris, and analyzed through OLS multiple linear regression models using cross-sectional data. 

Additionally, an explorative interview was conducted to determine themes and keywords for a thematic 

analysis of annual reports on four case companies. 

The research discovered that innovation has a significant and positive relationship with firm performance. 

However, excessive investments in innovation will reduce firm performance, and fashion companies must 

therefore monitor their investment levels to ensure balance. Fashion companies can ensure a positive 

influence on firm performance by incorporating innovation in their core values and their brand identity. 

Furthermore, sharing and storing knowledge within the organization is crucial, and must be incorporated to 

encourage an innovative mindset amongst employees. Additionally, by connecting retail and design teams 

through communication, valuable knowledge can be utilized to ensure efficiency. 

No significant relationship between internationalization to emerging markets and innovation or firm 

performance was found. This is likely due to a low presence of innovational activities from fashion 

companies in emerging markets in combination with lower innovational performance in emerging markets. 

Furthermore, internationalizing to emerging markets negatively influences the positive impact of innovation 

on firm performance. The negative impact is due to institutional voids in emerging markets that decrease 

protection of innovation within firms. Fashion companies are therefore advised against offshoring highly 

value-adding innovational activities to emerging markets and must pay attention to institutional voids that 

could compromise the value of the company’s innovational efforts.  
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1. INTRODUCTION 

1.1 BACKGROUND 

I discovered my inherent interest in the fashion industry after having worked with luxury fashion goods in 

retail. My initial interest in the fashion industry was mainly rooted in the marketing and branding of luxury 

goods after having seen firsthand how the appeal of luxury goods was highly psychological, driving 

consumers to pay for products with a substantially high price. I enrolled in an elective on ‘Fashion 

Entrepreneurship and Business Development’ to gain a deeper understanding of the business environment in 

the fashion industry. A project on brand dilution from carrying a diffusion line during my elective, drove my 

interest in exploring the business environment of fashion companies further. In addition to an interest in the 

fashion industry, a curiosity towards how internationalization may affect and influence other business areas 

in a company emerged from attending courses in business strategy. 

Combining these two interest areas, revealed a field of research with numerous possibilities. 

Internationalization is commonly used by companies as a method to expand and grow their business, often 

leading to benefits such as lower cost and access to other nearby markets (Johnson et al., 2017). As with 

internationalization, innovation can offer companies a higher competitive advantage, and does so by 

improving resources, capabilities, and value propositions without relying on external factors (Duus, 2020). 

Internationalization is a branch of innovation which naturally leads to a positive relationship between these 

two factors of growth, which prior research has confirmed (Aquilante et al., 2013; Hurtado-Torres et al., 

2018; Iandolo & Ferragina, 2019). However, this research has not yet been conducted on the fashion 

industry, thereby limiting the applicability of the current research to fashion companies. Furthermore, more 

fashion companies are internationalizing their operations to emerging markets rather than developed 

countries, as it allows access to cheap labor and an untapped buying power (Guercini & Runfola, 2019).  

Despite this internationalization trend seen not only in fashion companies but across different industries, the 

research on the relationship between internationalization and innovation does not specifically investigate the 

internationalization to emerging markets. A positive relationship between innovation and internationalization 

to developed countries, does not necessitate a positive relationship when it comes to emerging markets, as 

theories cannot blindly be applied to other countries (Caldart & Ricart, 2014; Ramamurti, 2016). 

Furthermore, according to Dunning’s (2000) eclectic paradigm, companies internationalize partly to seek 

locational advantages. However, when it comes to innovation, emerging markets may not be able to provide 

as much of an advantage as in developed countries. It is therefore necessary to understand the nature of the 

relationship between these parameters in order to optimize firm performance through innovation and avoid 

pitfalls.  
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1.2 PROBLEM IDENTIFICATION  

The fashion industry is in a vulnerable position. Although forecasts for the global industry predicts growth of 

3-4% throughout 2020, the industry outlook was prevailingly pessimistic (Amed et al., 2020). Where the 

fast-paced changes in the market were previously described with neutral connotations, the fashion industry is 

now widely considered “challenging, disruptive and uncertain” (p. 12), thereby causing concern for future 

performances (Amed et al., 2020). The outbreak of Covid-19 further increased insecurities about future 

developments in the industry, as the pandemic led to a decrease in demand and changing consumer behavior 

(Amed et al., 2021). As a result of the economic downturn, the fashion industry is not expected to recover 

until the third quarter of 2022, which means that fashion companies will be operating with high uncertainty 

for an extended period of time (Amed et al., 2021). 

Digital and technological innovations have transformed the fashion industry for the past years through the 

development of e-commerce, social media, artificial intelligence and more, which has caused disruption in 

the way businesses optimize performance (Top 4 Trends Disrupting the Fashion Industry - Bell Ventures, 

n.d.). Online-only fashion companies have forced the traditional fashion sector to provide higher services and 

cater to faster changes in consumer needs thereby increasing the production speed (Friedman, 2018). Digital 

changes such as social media not only explain the changes in consumer behavior, but has also provided 

consumer data access to companies, allowing them to analyze patterns, predict trends and increase consumer 

insights. This has not only increased the competition among industry players, but also increased the 

expectations of consumers as services increasingly become customized and their needs are better met (Top 4 

Trends Disrupting the Fashion Industry - Bell Ventures, n.d.). However, for companies to successfully 

improve the fulfilment of customer needs, changes throughout many fashion companies will have to occur, 

as companies that lag behind increase their risks and costs (Top 4 Trends Disrupting the Fashion Industry - 

Bell Ventures, n.d.). 

Furthermore, as fashion companies are forced to expedite production and deliveries, consumers 

simultaneously have higher demands for company values, sustainability efforts and overall CSR (Amed et 

al., 2020). Fashion companies that wish to sustain future business will have to incorporate sustainability and 

a stronger focus on ethics into their operations which increases the necessity and importance of research and 

development (R&D) and innovational progress (Amed et al., 2020).  

Although the outlook in the fashion industry is bleak, the Asian region remains the most promising 

(Friedman, 2018). Emerging markets prevail as a source of growth in the fashion industry, and fashion 

companies are recommended to internationalize to emerging markets as this move is considered key to 

achieve company growth in today’s fashion market (Friedman, 2018). Several fashion companies have 

recognized the opportunities by moving to fast-growing markets. Although China remains the most sought-
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after destination, the market has also presented challenges, which is why companies should also invest in 

other emerging markets to reduce risk (Amed et al., 2020). For fashion companies to successfully operate in 

these markets, they will have to focus on adaptability and flexibility to cater to local needs while maintaining 

operations at a scale (Friedman, 2018). 

Moving into emerging markets does not necessarily ensure enough growth outside of the efforts from 

innovational measures, as the digital movement has also impacted the sales streams and consumer habits in 

these markets (Amed et al., 2020). Internationalization alone will not ensure growth or even survival, and it 

is vital that fashion companies invest in both technological and market innovational measures (Amed et al., 

2020). The industry-wide need to reinvent fashion businesses has shifted the focus of companies to adapt to 

market dynamics, which requires changes throughout the value chain while simultaneously operating under 

high risk and uncertainty (Amed et al., 2020). This also means that companies need to build up resilience and 

develop strategies that minimize these risks.  

Because of this, it becomes necessary to understand the relationship between innovation and 

internationalization to emerging markets, and how they influence firm performance. Additionally, it becomes 

necessary to understand how fashion companies can optimize their firm performance through innovation 

while operating in an industry that is undergoing a transformational shift in markets with not only high 

rewards but high risks. Current research on innovation and internationalization does not look into the 

distinction between internationalizing to developed countries or emerging markets. Given the importance and 

impact of innovation on fashion businesses, it becomes valuable to know if internationalizing to emerging 

markets can support innovational measures the same way that internationalizing to developed countries can.  

With high uncertainty in the market, it becomes crucial to establish how companies in the fashion industry 

optimize firm performance in the markets that promises high growth (Amed et al., 2020). The aim of the 

project is to identify some of the risks that fashion companies encounter when operating under uncertainty in 

emerging markets to optimize firm performance through innovation. 

This research thereby contributes to the narrative in two ways. Firstly, the research will apply findings on the 

relationship between innovation and internationalization and their effect on firm performance to the fashion 

industry. The fashion industry will therefore benefit from the findings of the research, as disruptions and 

increased competition in the industry, has increased the necessity of understanding the nature of the 

dynamics. Secondly, the research on internationalization will be applied to emerging markets, as previous 

research on developed countries cannot be applied to other countries.  
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Figure 1 Research gap 

1.3 PROBLEM STATEMENT 

Based on the findings from the problem identification, the following research question is proposed: 

 

How can fashion companies internationalizing to emerging markets influence firm performance through 

innovation? 

 

The answer to the research question is sought out through the collective answer to several sub-questions that 

are comprised of the following: 

• What is the relationship between internationalization to emerging markets and innovation? 

• What is the relationship between innovation and firm performance? 

• What is the relationship between internationalization to emerging markets and firm performance? 

• How does the collective impact of innovation and internationalization to emerging markets affect 

firm performance in fashion companies? 

• What are underlying reasons for the relationship between innovation and internationalization to 

emerging markets? 

• What are underlying reasons for the effects of innovation on firm performance? 
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• What are underlying reasons for the effects on firm performance from operating in emerging 

markets? 

• What are underlying reasons for the collective impact from innovation and internationalization to 

emerging markets on firm performance? 

• How should fashion companies manage innovation to minimize risks in emerging markets? 

1.4 DELIMITATIONS 

For the research to best cover the proposed research questions and to ensure optimal reliability and validity, 

some delimitations are necessary and will be discussed in the following section.  

The aim of the research is to examine the nature of the relationship between innovation and firm 

performance in emerging markets within the fashion industry. The theoretical base for the research will thus 

cover internationalization, innovation, emerging markets, corporate strategy and fashion. Theories on other 

business branches that may have an impact on firm performance are thereby excluded. This includes theories 

on organizational behavior and culture, leadership, marketing, and so forth. Additionally, the review on 

corporate strategy and firm performance covers strategic development across industries, which includes 

fashion companies, and will therefore not be reapplied in the section that discusses the fashion industry. 

As the research focuses on companies operating in the fashion industry, it naturally excludes looking into the 

effects of innovation and firm performance on companies operating in other industries. Therefore, the results 

from this body of research will not apply to other industries. Furthermore, the research will focus on fashion 

companies that internationalize to emerging markets which therefore excludes companies that originate from 

an emerging market. 

To further narrow the scope of the project, fashion companies that purely operate within manufacturing, 

thereby not selling or designing any products to end-consumers, will be excluded from the research. The 

research further necessitates that the companies disclose information on R&D expenses within the past 10 

years, which is why companies that do not disclose information on R&D will be excluded from the research. 

Finally, companies that do not disclose countries in which they have active subsidiaries, will likewise be 

excluded from the research, as this information is necessary to determine the degree at which the company is 

present in emerging markets. 
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1.5 CLARIFICATION OF CONCEPTS  

Relationship: The negative or positive impact between variables.  

Firm performance: The financial performance of a company. 

Innovation: New processes, products, or product specifications that lead to an increase in 

profit (Duus, 2020). 

Internationalization:  Refers to all successful activities outside of a company’s home country. A 

company is thus considered to have internationalized to a foreign market if they 

own production facilities in that country or cater to the country through e-

commerce. 

Home country: The country where the company was established. 

Firm/company:  The terms, firm and company, will be used interchangeably throughout the 

report, and are used to describe an entire corporate entity. 

Emerging market:  Middle-income countries that experience high economic growth and are 

transitioning into high-income countries. Refers to the 27 countries listed by the 

MSCI Emerging Markets Index (Index Solutions: Emerging Markets Index - 

MSCI, n.d.). The full list of countries can be viewed in appendix 2. 

Fashion company: Companies that engage in the design or sales of fashion goods such as apparel, 

footwear, jewelry, luggage and the likes. 

1.6 METHODOLOGY 

In light of the research question, the study will follow the philosophical perspective of pragmatism wherein a 

deductive approach will be employed (Saunders et al., 2016). The research questions look to examine an 

industry economic context, which is why the project will make use of quantitative data that will be collected 

from the database, Osiris. Quantitative data will allow the determination of the relationship between 

innovation and firm performance in emerging markets. 

To fully cover the research question, secondary qualitative data will be included through analyses from 

annual reports of four selected case companies, which provides further insight to the findings from the 

quantitative data. The analysis of the case companies will be based on indicators that will be identified 

through an explorative interview. The research thereby makes use of multiple methods with a simple mixed 

method approach through a double phase research design by using sequential explanatory phases (Saunders 
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et al., 2016). Finally, as an archival study, the research is based on an exploratory approach (Saunders et al., 

2016).  

1.7 THEORY 

For the research to stay within scope it is necessary to determine not only how to define, but also how to 

measure innovation and firm performance respectively, for which purpose a literature review will be 

conducted. This will likewise ensure that the relationships are properly examined in relation to current 

research in the field. Theory on internationalization and innovation will be utilized as an outline for the 

research which will aid in the determination of what areas to investigate and how to uncover the research 

questions. 

Theories on corporate strategy will be examined to uncover determinants of firm performance, while theories 

on emerging markets will be utilized to provide insight on market characteristics and to identify market 

specifications that are of interest for multinational enterprises. Furthermore, research on the fashion industry 

will be examined to determine characteristics that are specific to the industry. 

Finally, academic articles on current research will be reviewed to provide valuable insight on the topic and 

research field, which will ensure that the project will build upon and add value to current research, thereby 

providing new insight to the research field. The examination of current research will, furthermore, link the 

five different theoretical branches. 

1.8 STRUCTURE 

The illustration below visualizes how the paper will be structured into the following sequential steps: 

 

Figure 2 Thesis structure 
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2. METHODOLOGY 

The following chapter will describe and justify the chosen methodological approach of the research project. 

This will provide insight to the basis of which the analysis is conducted and ensure optimal understanding of 

how the conclusions are drawn. The methodological choices not only impact how the research will be 

conducted but will also impact the conclusions, which is why a thorough consideration is crucial.  

The purpose of the following chapter is to explain how data was collected as well as describing how said 

data was analyzed while disclosing the tools that were used for the research. The outline of the methodology 

will follow the research onion presented by Saunders et al. (2016) by providing an overall outline of the 

research design followed by the specifics of the research method. The chapter concludes with a critical 

evaluation of the chosen methodology. 

 

Figure 3 Own production of "The Research onion" by Saunders et al., 2016 
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2.1 RESEARCH DESIGN 

The purpose of a research design is to present a plan of how the research intends to answer the research 

questions while serving as a framework that guides the conduction of the project (Saunders et al., 2016). 

Furthermore, the research design will highlight where emphasis is placed and provide the overall nature of 

the research (Bryman & Bell, 2015). The following sections will describe the circumstances under which the 

research operates.  

2.1.1 PHILOSOPHICAL APPROACH  

When conducting research, regardless of the scientific approach, the researcher will possess several 

assumptions under which they operate. These assumptions are referred to as a paradigm, which operates as 

the way the researcher views the world and guides the way knowledge is acquired and understood through a 

set of basic beliefs (Kaushik & Walsh, 2019).  

Paradigms are often distinguished and described through the ontological, epistemological, axiological, and 

methodological views that they adhere to, and can often be placed in a spectrum opposite from each other 

based on the degree of objectivism and subjectivism (Saunders et al., 2016). Ontology concerns the 

understandings of reality and how it is viewed, whereas epistemology considers the nature of knowledge 

itself, and finally, axiology assesses how values contribute to the research process (Saunders et al., 2016). 

The nature of a research project often inherently reveals the philosophical standpoint, however, consciously 

acknowledging the philosophical understanding will ensure consistency while conducting the research, 

which is why it is necessary to reflect on the fundamental understandings as a researcher. The research 

statement of this study seeks to solve a practical problem with the complex dynamics of the real world, 

which means that any knowledge gained from this research will be subject to the time the research was 

conducted and lends itself to be further developed by new findings. Based on this, the research follows the 

pragmatic paradigm. 

Pragmatism stands out by its unique ontological and epistemological views. The pragmatic paradigm makes 

a distinction between truth and reality, where more than one truth can exist as it is not a fixed concept but an 

ever evolving notion based on beliefs and habits, in which only one reality exists (Ho, 1994; Kaushik & 

Walsh, 2019). Truth and reality are therefore not the same, however, reality is subject to knowledge and 

becomes a process rather than an entity (Yu, 1994). This means that the understanding of reality evolves as 

more knowledge is gained. Reality is, however, only considered true as long as it contributes with acts that 

serve the purpose of the pragmatist (Kaushik & Walsh, 2019). Based on this, the pursuit of knowledge often 

stems from doubt or a problem, thereby ensuring the normative approach (Yu, 1994). This also means that 

pragmatism is axiologically value-driven as the research is initiated by the researcher (Saunders et al., 2016). 
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Pragmatism operates in between the spectrum of objectivity and subjectivity, by negating the notion that the 

two concepts are contradictory (Saunders et al., 2016). Subjectivity and objectivity is considered to 

complement one another through the combination of fact-driven and value-driven knowledge which lends 

itself to multiple approaches towards the truth (Saunders et al., 2016). Furthermore, due to the social 

construction of truth, new knowledge is considered to emerge from preexisting knowledge, thereby building 

upon previous findings, and contributing to the cumulation of knowledge, and there is therefore no absolute 

truth (Yu, 1994). This research will thereby be subject to its own surroundings and circumstances and 

produce normative knowledge within the constraints of its own reality, thus pursuing the solution with the 

best fit amongst multiple solutions. 

Pragmatism opposes the absolutism of the positivistic view by recognizing that not one solution will fully 

cover the extent of a problem, thereby proposing to utilize methods that are the most appropriate for the 

research at hand, which is why pragmatism is often associated with mixed methods or multiple methods 

(Saunders et al., 2016; Kaushik & Walsh, 2019). The core of the methodological approach in pragmatism is 

to find the method that is best suited for the purpose (Kaushik & Walsh, 2019).  

By not limiting the approach to answer a research question, the weight of importance gets shifted from the 

methodological approach to the problem and findings from the research, which is also implicitly expressed 

through the research question (Kaushik & Walsh, 2019). This approach also enhances the focus that 

pragmatism puts on practicality, meaning that the findings of a research should be applicable to the real 

world, which is why empirical evidence is preferred (Kaushik & Walsh, 2019). 

2.1.2 METHODOLOGICAL APPROACH  

The research questions are implicitly normative, and for them to best be covered, an abductive approach is 

utilized. The abductive approach follows a loose framework that allows for the theoretical review and data 

analysis to be alternately developed. This means that information is needed prior to collecting data to know 

what variables to include and to understand where the current research is lacking, to be able to contribute to 

the research field (Saunders et al., 2016). However, after having conducted the data analysis, new themes 

will be identified that need to be further explored though additional theory and literature (Saunders et al., 

2016). This creates a non-linear work process moving back and forth between theory and empirical evidence. 

This process description also resembles an exploratory analysis. As the analysis is conducted, the researcher 

simultaneously looks for themes or patterns to base the research on, which also provides the basis for 

constructing the hypotheses (Yu, 1994). One of the traits of an abductive approach, is that multiple patterns 

will emerge from the analysis that is conducted, however, only the most relevant or convincing patterns will 

be pursued, as it is not possible to pursue every possible angle that is derived from the analysis (Yu, 1994). 
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In other words, the researcher operates with incomplete information to provide the most plausible prediction, 

which also fits the philosophy of the pragmatic paradigm. 

Exclusively reviewing the literature before conducting the analysis can also be considered obstructive for the 

research process, as it is not possible to identify all of the relevant literature prior to the analysis (Dubois & 

Gadde, 2002). This approach would thus limit the knowledge that could be gained from the research, which 

is why abductive reasoning is deemed appropriate, as the empirical analysis actively creates the need for 

theory (Dubois & Gadde, 2002). Theory and empirical data become parallel processes in the research, and 

the linear approach is thus removed. 

The research makes use of mixed methods by combining quantitative and qualitative data. The use of mixed 

methods is deemed the most suitable, as the research questions call for a quantifiable answer along with a 

deeper understanding of the findings. Using both qualitative and quantitative data allows the research to 

better cover the questions at hand, given that the qualitative data supplements where the quantitative data 

lacks, and vice versa (Yu, 1994). The two methods are thus complementary, as they also share common traits 

of uncovering patterns but in two different ways (Yu, 1994). 

The benefits of utilizing quantitative data, besides being able to identify patterns, is that it allows the 

identification of causal relationships, and depending on the type of quantitative data, it can explain how 

certain things appear or function (Yu, 1994). Given that the research seeks to understand the relationship 

between specific variables, the quantitative method proves most fitting. Qualitative data can then build on the 

understandings gained from the quantitative analysis to further explain why things appear or function the 

way they do (Yu, 1994). Regardless of whether quantitative or qualitative data is used as a supplement for 

the other, benefits from using mixed methods are apparent as they correct each other, ensuring that the 

research best covers its purpose (Yu, 1994). Any findings from the conducted research will also become 

more accurate as it resulted from multiple sources of information (Dubois & Gadde, 2002). 

2.1.3 RESEARCH STRATEGY 

The data used for the analysis was collected from secondary sources, thereby making the research an archival 

study. By collecting secondary data, the research process undergoes a smoother initiation process, and allows 

access to a greater sample size which increases the reliability (Boeije, 2015). However, using secondary data 

means that the data has not been collected with the research purpose in mind, which may lead to using data 

that is only approximate to the data needed for the research (Boeije, 2015). Nevertheless, as long as the 

collected data does not lead to a change in the research purpose, it will not present itself as an issue, and the 

research will remain coherent (Boeije, 2015). 
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The research utilizes a three-stage approach. The first stage determines the relationship between dependent 

and independent variables through quantitative data. The second stage is an exploratory interview to 

determine indicators and patterns that may explain findings from the quantitative analysis. Finally, the third 

stage is a multiple case study of annual reports from hand-picked companies to uncover practices that obtain 

good results. 

 

Figure 4 Three-stage research approach 

The use of case studies links the empirical findings to the context of real world examples which increases the 

understanding of the results, thereby creating an interaction between theory and context (Dubois & Gadde, 

2002). This approach means that a sequential explanatory approach is utilized, wherein qualitative data is 

used to explain findings from quantitative data. The sequential explanatory approach is useful when 

uncovering causal relationships, which is why this strategy improves the research findings (Saunders et al., 

2016). 

A multiple case approach is used rather than a single case approach, as the cases are compared across 

specific variables that have been identified through the analysis (Dubois & Gadde, 2002). The cases were 

handpicked based on how well they represent the findings from the quantitative analysis, which provides the 

best basis for explaining the findings. 

2.1.4 TIME HORIZON 

The research will use cross-sectional data, which locks the data collection to one point in time. This also falls 

in line with the pragmatic view, where knowledge is accumulated through time, which means that the 

findings from the research today, will provide the basis for new knowledge in the future. Longitudinal data is 

nonetheless included, as the collected quantitative data for revenue and R&D expenditure will span over a 

10-year interval from 2010-2019. This will remove cyclical or seasonal irregularities in the quantitative data, 

as this is a common trait of the fashion industry (How Will Seasonality Affect Product Lifecycle for the 

Fashion Industry, 2018). This is also appropriate, as corporate strategy is usually generated at a long-term 
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basis, which is why it would be years before strategic choices are implemented and the effects thereof can be 

seen.  

2.2 RESEARCH METHOD 

The following section breaks down the specific methods used to gather and analyze both quantitative and 

qualitative data. An overview of the specifications of the research method can be found in table 1. 

 

Table 1 Research overview 

2.2.1 QUANTITATIVE 

To test synergies and dynamics of specific factors, the best proxies need to be determined. The following 

section describes how data has been collected and analyzed, while explaining and justifying the 

operationalization of the variables.  
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2.2.1.1 MEASUREMENT 

 

Table 2 Variables 

Dependent variable 

The dependent variable is based on a chosen proxy for firm performance, as the problem statement and 

research questions seek to examine influences on firm performance. There are several ways to measure firm 

performance, and each bring about their own advantages and disadvantages dependent on the aim of the 

research. It is therefore necessary to determine the most appropriate means of measurement for this research. 

A commonly used proxy for firm performance is profit, which is often measured through ROA, profit 

margin, net profit or alternate financial figures for profit (Calabrese & Manello, 2018; Chen & Hsu, 2010; 

Morbey & Reithner, 1990; Riahi-Belkaoui, 1998). Although profitability is a reliable measure of firm 

performance that has frequently been used in previous research, profitability will not be used in this research, 

as the variable captures deviations in costs that are not affected by innovational measures or 

internationalization activities. Furthermore, as the data consists of international observations, interest and 

taxation levels will differ greatly between each country, which will obstruct the results.  

Revenue is therefore considered to be the best measure of firm performance, as it is an unbiased financial 

measure. By averaging the revenue over a 10-year period, the seasonal and cyclical varieties in the 

performance will be removed while capturing the firm’s ability to sustain the performance level. 
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Independent variables 

Duus (2020) proposes measuring firm innovation as Economic Value Added (EVA), which is an estimate for 

a company’s profit. However, EVA can occur through several factors such as M&A or marketing, and due to 

its imprecise nature, it will not be used as a proxy for innovation for this research. Furthermore, using an 

estimate for economic profit as an independent variable, would bare too much resemblance to the dependent 

variable and thereby lack the ability to function as an explanatory variable. 

R&D expenditure is another commonly used proxy for innovation (Chen & Hsu, 2010; Hurtado-Torres et al., 

2018; Iandolo & Ferragina, 2019; Tsao & Chen, 2012). R&D is used by companies to create value and 

entails developing new products or processes that increase the competitive advantage of the firm (Chen & 

Hsu, 2010). R&D expenditure therefore represents a company’s investment in innovation and is thereby 

deemed a reliable proxy. As the investment level in R&D varies over time, an average expenditure over 10 

years will be used (Tubbs, 2007). 

In addition to R&D expenditure, the commitment to innovation or the intensity at which a company invests 

in innovation also has an impact on a firm’s performance, which is why a variable for innovational intensity 

was included (Aquilante et al., 2013; Morbey & Reithner, 1990). The variable for innovational intensity was 

measured as the ratio between R&D investment and sales and was likewise averaged over a 10-year 

timespan. 

The variable for internationalization to emerging markets is measured as the number of emerging markets 

wherein the company has active subsidiaries. This method of measuring presence in emerging markets also 

captures the degree at which a company is present in emerging markets. Furthermore, previous research has 

also used country count as a proxy for internationalization (Chen & Hsu, 2010).  

The final independent variable is the intensity at which a company is present in an emerging market. A 

company that has internationalized to more countries with greater diversity will have more experience in 

navigating foreign environments, thus increasing the probability of positively influencing firm performance 

(Zhou & Guillén, 2015). The variable will therefore capture whether the company has high international 

experience in relation to its presence in emerging markets. Presence intensity is determined by dividing the 

number of emerging markets the company operates in with the total number of countries where the company 

is present. 
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Control variables 

The dependent and independent variables are the factors that are of interest for the research, however, other 

factors are likely to impact the dependent variable, and if excluded, the results will likely deviate from the 

true nature of the observations. Control variables are therefore included to ensure that other impactful 

variables are held constant.  

Firm size, age, and nationality are included as control variables, as previous research has found that firm 

performance is dependent on the specifications of these variables (Calantone et al., 2002; Mollá-Descals et 

al., 2011; Riahi-Belkaoui, 1998; Tubbs, 2007). The model controls for nationality by creating dummy 

variables for the country of origin, where age is measured as the number of years since the company was 

founded. Firm size is determined by the company’s total fixed assets. This measure is commonly used as a 

proxy for firm size in research and captures small variations in firm sizes (Chen & Hsu, 2010; Riahi-

Belkaoui, 1998). The logarithm of total fixed assets was used to minimize fluctuations in the residuals.  

2.2.1.2 DATA COLLECTION 

The quantitative data was collected through the financial database, Osiris, by Bureau van Dijk. The database 

enlists financial information on publicly listed companies worldwide with access to approximately 70,000 

different companies. The database thereby provides sufficient access to financial data on fashion companies 

needed for the research conduction. Based on the measurement specifications of the research, financial data 

on R&D expenditure, revenue, sales, assets, and country codes will be collected. Given that the database 

does not provide information on company age and number of countries with active subsidiaries, this 

information will be gathered manually, after a list of companies is produced by the database. 

The search criteria are created based on the delimitations of the research. The companies that are included in 

the research should be engaged in design and sales of fashion items which entails operating within 

wholesale, retail or distribution, thereby excluding companies that solely operate in manufacturing. To 

exclude manufacturing companies from the data sample, industry codes will be utilized as a search criterion, 

where the company must be registered in at least one of the industries. The industry codes are based on the 

Global Industry Classification Standards (GICS) and are presented in table 3. The results presented a list of 

1,657 companies. 
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Table 3 GICS industry codes 

The data sample will only consist of companies that disclose information on R&D expenditure within the 

past 10 years and will simultaneously exclude all companies where the R&D expenditure is set as 0. This 

resulted in a list of 274 companies, which was further narrowed upon removing all companies that originated 

from an emerging market, which resulted in a sample size of 193 companies.  

Further inspection of the data sample revealed that few companies that did not live up to all the criteria had 

been included in the data sample and were manually removed, leading to a sample size of 99 companies. 

However, given that the companies should also disclose information on what countries they operate in, the 

sample size was finally reduced to 36 observations. 

Data was further inspected for outliers by generating a scatterplot using revenue and R&D as variables. By 

running a scatterplot, one clear outlier (Amazon) was identified and removed from the sample, thereby 

leaving 35 observations (see appendix 3). Upon further inspection, E-bay, Louis Vuitton, Adidas, and 

Richemont were likewise identified as outliers, and were thus removed from the data sample, leaving a final 

sample size of 30 observations. 

 

 

Figure 5 Sorting pattern 
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2.2.1.3 DATA ANALYSIS 

The model that best describes the relationship between the different variables is dependent on the nature of 

the data. A distinction is made between cross-sectional data and panel data (Stock & Watson, 2014). Even 

though data on revenue and R&D has been collected over 10 years, the variables will only consist of one 

observation, as the results over ten years will be averaged into one value. This entails using models that fit 

cross-sectional data. Furthermore, the nature of the dependent variable needs to be determined as either 

discrete or continuous. Given that financial data are continuous variables, the best suited model for the 

analysis, is the Ordinary Least Squares (OLS) multiple linear regression (Stock & Watson, 2014). 

The analysis will be conducted through the statistical software, StataSE 16, to test assumptions of the model, 

which includes testing for normality, linearity, heteroscedasticity and multicollinearity. Furthermore, the 

software will be used to run the regression models in addition to running t-tests and F-tests. 

Two models were developed to cover the scope of the research. The first model measures firm performance 

as a result of innovation and internationalization to emerging markets. An interaction term between 

innovation and internationalization to emerging markets was included in the model to determine the 

existence of modifying relationships. The second model measures innovation as a result of 

internationalization to emerging markets. The purpose of the second model is to determine the nature of the 

relationship between the two independent variables. The regression models are presented below. 

Regression model 1: 

𝑃𝑒𝑟𝑓𝑜𝑟𝑚𝑎𝑛𝑐𝑒𝑖 = 𝛽0 + 𝛽1𝑅&𝐷 𝑒𝑥𝑝𝑒𝑛𝑠𝑒𝑖 + 𝛽2𝑅&𝐷 𝑖𝑛𝑡𝑒𝑛𝑠𝑖𝑡𝑦𝑖 + 𝛽3𝐸𝑚𝑒𝑟𝑔𝑖𝑛𝑔 𝑚𝑎𝑟𝑘𝑒𝑡𝑠𝑖

+ 𝛽4𝐸𝑚𝑒𝑟𝑔𝑖𝑛𝑔 𝑚𝑎𝑟𝑘𝑒𝑡 𝑖𝑛𝑡𝑒𝑛𝑠𝑖𝑡𝑦𝑖 + 𝛽5𝐸𝑚𝑒𝑟𝑔𝑖𝑛𝑔 𝑚𝑎𝑟𝑘𝑒𝑡𝑖 ∗ 𝑅&𝐷 𝑒𝑥𝑝𝑒𝑛𝑠𝑒𝑖 + 𝛽6𝐴𝑔𝑒𝑖

+ 𝛽7 log(𝑠𝑖𝑧𝑒)𝑖 + 𝛽8𝑁𝑎𝑡𝑖𝑜𝑛𝑎𝑙𝑖𝑡𝑦𝑖 + 𝜀𝑖  

 

Regression model 2: 

𝑅&𝐷 𝑒𝑥𝑝𝑒𝑛𝑠𝑒𝑖 = 𝛽0 + 𝛽1𝐸𝑚𝑒𝑟𝑔𝑖𝑛𝑔 𝑚𝑎𝑟𝑘𝑒𝑡𝑠𝑖 + 𝛽2𝐸𝑚𝑒𝑟𝑔𝑖𝑛𝑔 𝑚𝑎𝑟𝑘𝑒𝑡 𝑖𝑛𝑡𝑒𝑛𝑠𝑖𝑡𝑦𝑖 + 𝛽3𝐴𝑔𝑒𝑖

+ 𝛽4 log(𝑠𝑖𝑧𝑒)𝑖 + 𝛽5𝑁𝑎𝑡𝑖𝑜𝑛𝑎𝑙𝑖𝑦𝑖 + 𝜀𝑖  

 

2.2.2 QUALITATIVE 

Specifications of how qualitative data is collected, and how the associated analysis is conducted, will be 

examined in the following section. Qualitative research is very subjective, and no correct or incorrect 

approach exists, which is why the purpose of this section is to present the reasonings behind the choices 

made for the research. 
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2.2.2.1 EXPLORATIVE INTERVIEW 

This study aimed at explaining results from the quantitative analysis through interviews with multiple case 

companies. However, due to the inability of securing interviews with enough case companies to reliably 

draw conclusions, an explorative interview approach was utilized. The purpose of the explorative interview 

is to gain an understanding of how innovation is utilized in the fashion industry, and to determine what 

causal effects the company has experienced in order to identify the themes and codes that were used for a 

thematic analysis of annual reports from case companies.  

Contact was established with Hugo Boss through e-mail, where an interview was confirmed. Hugo Boss was 

chosen for the interview, as the company has presented exemplary performance in the fashion industry as a 

leading brand, with high emphasis on innovation and a large presence worldwide. The interview will be 

conducted with Viktoria Kirchmaier, the leader of the sales development team from Hugo Boss’ 

headquarters in Germany. Kirchmaier has worked with Hugo Boss for five years and has experience with 

both internationalization and innovation in the company and is therefore the best suited candidate from the 

company to participate in the interview.  

The interview took place through a virtual meeting using Microsoft Teams to conduct the video call. The 

interview questions were constructed as a semi-structured interview, where the themes and questions are pre-

determined. A semi-structured interview is deemed the best approach to an exploratory interview, as the 

purpose of the interview is to gain an understanding of what needs to be examined. A structured interview 

would limit the scope of the interview to the pre-conceived beliefs of the interviewer and would thus risk 

excluding valuable knowledge that the interviewer could not have known about prior to the interview 

(Saunders et al., 2016). Unstructured interviews are deemed equally risky, as the lack of structure might 

divert the direction of the interview away from the core issues that need to be covered despite its potential to 

lead to unexpected learnings (Saunders et al., 2016). A semi-structured interview will pre-determine the 

important topics and questions that need to be covered while allowing the interview to deviate towards other 

important topics that are relevant for the research (Saunders et al., 2016). The duration of the interview is 

approximately 45-60 minutes and will be recorded through a voice recorder on a mobile device for later 

transcription.  

2.2.2.2 THEMATIC ANALYSIS OF CASE COMPANIES  

In addition to the quantitative data analysis and explorative interview, a thematic analysis of annual reports 

from selected case companies will be conducted. The codes that were used to examine the annual reports of 

the case companies were determined based on findings from the explorative interview and the literature 

review.  
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For the analysis of the annual reports, the analytical software tool, NVivo, was used. NVivo is a tool used for 

organization of larger samples of qualitative data, that enables the identification of themes and patterns. The 

identified codes will be added to the software library and assigned color codes. The codes will then be used 

to search the annual reports for any mentions, and when relevant sections are identified, the section will be 

highlighted with the designated code. Themes in the analysis will become apparent after conducting the code 

search, and the codes will be assigned to the corresponding theme. The identified themes and codes can be 

viewed in table 4. 

 

Table 4 Overview of codes and themes for qualitative analysis 

The case type that will be used for the analysis is typical cases. The benefit of using typical cases is their 

ability to represent the general pattern in the sample, thus allowing the researcher to explain causal 

mechanisms through selected examples (Seawright & Gerring, 2008). The typical case is identified by 

locating the smallest residuals in the data sample, by plotting them against predicted values, where 

observations that are nearest the zero mean, are the cases that will best follow the predictions of the 

regression model (see appendix 4) (Seawright & Gerring, 2008). Five typical cases were identified, however, 

one of the five cases consisted of a newly founded company due to a merger of two of the world’s largest 

eyewear manufacturers. As the merger occurred within the past two years, the company likely carries 
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atypical characteristics, and is thus excluded from the case analysis. The thematic analysis of the multiple 

cases will therefore be based on four case companies. 

The analysis is based on publicly available annual reports from 2019 and will be collected directly from the 

websites of the case companies. Annual reports are used for the analysis as they are deemed to offer the best 

insight to strategic considerations of the companies. 

2.3 METHOD EVALUATION 

The quality of both quantitative and qualitative data is reviewed by determining the level of reliability and 

validity of the data. Reliability concerns the ability to duplicate results from the research, whereas validity 

questions whether the data answers the research goals (Saunders et al., 2016). 

2.3.1 QUANTITATIVE EVALUATION 

As the research has a clear purpose of examining specific relationships, validity is of high importance. The 

variables are chosen based on previous research to ensure that the model possesses a high degree of validity. 

Furthermore, literature is used to identify common factors that influence firm performance, which are then 

included in the model to control for any deviations not caused by the independent variables. The inclusion of 

control variables and the use of literature to determine variables for the model increase the validity of the 

research. 

The use of secondary data may often decrease validity, as the available data is predetermined and cannot be 

customized to the specific research goals (Saunders et al., 2016). However, given that the quantitative data 

for this research consists of financial data, which are objective measures of company performance, the 

weakness of utilizing secondary data is evaluated to be non-consequential for the results of the research. 

Whether financial data is manually collected or retrieved from a secondary database, will not affect the 

values, and the use of secondary data is therefore deemed a valid solution. 

When conducting quantitative analyses, a large sample size is crucial for the generalizability of the data. 

With a sample size of 30 observations, the research suffers from a low sample size which decreases the 

reliability of the data. Furthermore, due to the many criteria used when collecting the data, the sample further 

suffers from low variation with a lack of smaller or medium-sized firms, companies with low R&D 

investment or companies that are not present in emerging markets, which further decreases reliability. To 

combat these weaknesses in the data sample, theory and previous research will be used to back up and 

explain findings from the quantitative data. A theoretical foundation for the conclusions drawn from the data 

will increase reliability. 
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2.3.2 QUALITATIVE EVALUATION 

Findings from qualitative data are often much more subjective than with quantitative data, however, despite 

the higher degree of subjectivity, data must still present a certain level of quality. By conducting the 

explorative interview with only one person, views on the company are limited to the perspectives of that one 

individual. If more interviews had been conducted across the company, the results would lead to a much 

more detailed view of the company, however, as the interview was used as an exploratory interview, using 

only one respondent will not become an issue, and the low reliability is therefore not of concern. To increase 

the validity of the interview, a semi-structured approach was used, which ensured that all identified relevant 

topics were covered, and simultaneously allowed deviations in the conversation to cover unidentified 

relevant topics. 

By statistically selecting the four case companies for the thematic analysis, validity is ensured, as they are the 

companies most likely to explain the relationships that are identified through the research. Selecting case 

companies based on residual size ensures that the chosen companies are most likely to follow predictions of 

the model, which increases the validity of the research (Seawright & Gerring, 2008). 

One weakness of the use of annual reports, is that they are positively biased from the companies. When 

companies conduct their annual reports, they will unlikely disclose weaknesses within the company, and 

company weaknesses can therefore not be assessed in the case analysis, which decreases validity. Finally, by 

identifying codes and themes through the explorative interview and literature review, validity of the research 

will increase. Through this method, it is ensured that the basis for the chosen codes will cover industry 

specifications while remaining relevant to the goal of the research. 
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3. LITERATURE REVIEW 

The literature review will be sectioned into two parts. The first, summarizes and evaluates the four main 

theoretical pillars that the analysis is built upon, which consists of firm performance and corporate strategy, 

innovation, internationalization, and emerging markets. Theories on innovation, internationalization and 

emerging markets are examined, as the aim of the project is to examine the influence of and relationship 

between these areas of business. Furthermore, as firm performance, innovation, and internationalization are 

all influenced and determined by corporate strategy, theories on corporate strategy will briefly be discussed. 

These theoretical pillars are combined into a synthesized review by relating them to current research on the 

topic, which is then finally applied to the fashion industry. The second section develops a framework based 

on the reviewed theory and builds hypotheses that will test the plausibility of the framework. 

 

Figure 6 Theoretical overview 

3.1 THEORETICAL FOUNDATION AND PRIOR RESEARCH  

3.1.1 FIRM PERFORMANCE AND CORPORATE STRATEGY  

The determinant for how a firm performs is often linked with choices that are based on a corporate strategy. 

The concept and development of corporate strategy has been researched through numerous perspectives with 

various views on the definition and determinants (Mintzberg et al., 2008). Mintzberg (2008) collected 

different views on strategy development and grouped them into 10 different schools. These consist of the 
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school of design, school of planning, school of positioning, the entrepreneurial school, the cognitive school, 

the learning school, the power school, the culture school, the environmental school, and the school of 

configuration. The different strategy schools vary based on their views on the process of strategy 

development and what factors the corporate strategy is dependent on (Mintzberg et al., 2008).  

Based on findings from grouping views on strategy, Mintzberg (2008) defined corporate strategy as plans, 

patterns, positions, perspective, and ploy. This means that strategies emerge from a combination of intended 

and realized strategies through plans and patterns of past behavior. This is to achieve a desirable position in 

the market and adhere to the company’s perspective of how to achieve their goals, while surpassing the 

competition (Mintzberg et al., 2008).  

Caldart and Ricart (2014) further developed views on corporate strategy by defining strategy as: “the 

decision made by the corporate level with the purpose of driving, pacing, and framing the firm’s overall 

evolution process” (p. 99). By this definition, strategy emerges by developing, or “driving”, the firm’s views 

on the business environment that determines whether to exploit or explore areas in which the firm can 

position itself, thereby determining the pace of the growth, to then finally frame the strategy through 

organizational structures. The level of self-organization is determined in terms of how loosely processes are 

coupled (Caldart & Ricart, 2014). 

Both definitions acknowledge the existence of deliberate and emergent strategies but differ in their views of 

how strategies are developed. Mintzberg (2008) emphasizes how strategies are formed to achieve specific 

goals through common values, whereas Caldart and Ricart (2014) focus on the environmental impact on 

designing the optimal organizational structures, which can be considered a combination of the design and the 

environmental schools of strategy (Mintzberg et al., 2008).  

The design school is sequential and considers strategies to be unique based off of the examination of internal 

and external forces, only to be implemented after being fully formulated, where the environmental school 

considers strategy development to be reactive to external pressures (Mintzberg et al., 2008). The views 

reflected by the environmental school of strategy can be identified in a lot of research previously conducted 

on firm performance, especially in relation to internationalization strategies. This can in large parts be 

explained by one of the bigger challenges faced by firms that expand into new geographical markets, namely 

institutions. Multinational enterprises (MNE) are highly affected by rules and regulations set by institutions 

which in turn means that corporate strategy is highly affected by institutions. This is not only observed in 

regards to internationalization but also with a firm’s home country (Zhou & Guillén, 2015).  

Mintzberg acknowledges that strategies can be reactive through what he terms emergent strategies, where the 

deliberate strategy that has been formulated through planning is altered or replaced by the emergent strategy 

either as a result of past behaviors, internal discoveries or external forces (Mintzberg et al., 2008). Whether 
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strategies are fully planned when implemented or determined by the surroundings of the firm, reactive 

capabilities are nonetheless valuable, especially in turbulent environments (Caldart & Ricart, 2014). Firms 

may find themselves in a position where they not only need to change their strategy but rearrange their entire 

business model to compete (Caldart & Ricart, 2014). However, this phenomenon may also occur as a result 

of innovative capabilities, which introduces the idea that innovation is crucial in strategy development and 

firm performance. 

Butler (1988), who researched theories on technology and related them to innovation and strategy, likewise 

states that corporate strategy and technology are linked and crucial to one another, as technology influences 

firm performance. Butler’s (1988) view on the importance of technology in firm performance and strategy 

can be considered an echo of Barney’s (1991) resource-based view. The key difference is that Butler (1988) 

suggests developing strategies based on where in the lifecycle the product innovation is, thereby posing the 

importance of the ever-standing question of whether to focus on exploitative or explorative strategies. 

Barney’s (1991) resource-based view is categorized by Mintzberg (2008) as part of the culture school, and 

focuses on how competitive advantages stem from a firm’s resources and capabilities, thereby placing 

emphasis on value-creating strategies and introducing the concept of sustained competitive advantages. If the 

resources and capabilities of a firm live up to the four criteria of value, rarity, imitability and organization 

(VRIO), then the firm will have achieved sustained competitive advantages and will be able to compete over 

a long period of time (Barney, 1991). 

The resource-based view has since been built upon by Margaret Peteraf (1993), who offered the four 

additional criteria of heterogeneity, ex ante limits to competition, ex post limits to competition and resource 

mobility (Mintzberg et al., 2008). Peteraf’s (1993) additional criteria do not add new aspects to Barney’s 

(1991) proposition of what constitutes sustainable competitive advantages, but rather adds new dimensions. 

Heterogeneity concerns whether resource bundles differentiate from competitors, which is an extension of 

the rarity criterion (Peteraf, 1993). Ex ante and ex post limits concern the ability to prevent competitors from 

developing or imitating resource bundles, an extension of the imitability criterion, whereas the fourth 

criterion of resource immobility differs the most from Barney’s VRIO framework, and states that resources 

should not be dependent on external providers (Peteraf, 1993). 

The resource-based view considers firms to be the sum of their resources, however, according to Prahalad, 

firms should be viewed as a hierarchy of knowledge rather than a bundle of resources (Mintzberg et al., 

2008). A knowledge based theory of the firm can also be considered an extension of the resource-based 

view, as knowledge is considered the most strategically valuable resource, given its crucial role in innovation 

(Grant, 1996). Understanding the effects of innovation and R&D expenditures on firm performance can 

therefore lead to more informed strategy formulations (Tubbs, 2007). This means that the influence of R&D 

on firm performance is of high importance thereby confirming Butler’s (1988) view, while simultaneously 
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abiding to Barney’s (1991) theories. Innovation is in this regard considered one of the main sources of 

company success, however, innovation in and of itself does ensure success and relies heavily on firm 

productivity (Morbey & Reithner, 1990). Company success is rather considered to be determined by three 

factors, namely good strategic choices, effective processes, and balanced investments, all of which are 

influenced by innovation (Tubbs, 2007). It can therefore be determined that firm performance is linked to 

innovation but is determined by corporate strategy. 

3.1.2 INNOVATION 

3.1.2.1 DEFINING INNOVATION 

Innovation and learning are in many ways linked. Learning in a corporate setting is concerned with 

acquiring, creating and using knowledge to create a competitive advantage, but it is also considered an 

antecedent of innovation, and so the two differ and must be distinguished (Calantone et al., 2002). 

Corporate learning is intraorganizational and requires communication as learning can only occur through 

individual people (Calantone et al., 2002). Thus, an organization can only learn through its members or by 

acquiring members with new knowledge, where the members learn through the interaction with and 

observation of the corporate environment (Calantone et al., 2002; Grant, 1996). Many of the environmental 

factors that influence and instigate corporate learning, such as market uncertainty, turbulent industries and 

high competition, also have the same effect on innovation, which furthers their relation (Calantone et al., 

2002). 

Innovation, on the other hand, concerns creating something new (Duus, 2020). In this regard, Schumpeter 

(1934), who is considered one of the most influential economists regarding innovation, defines innovation as 

“the new combination of existing productive factors” (p. 136). This definition considers innovation in 

relation to production but can be applied to areas that in general concerns processes that lead to new 

outcomes or improve current outcomes. Schumpeter (1934) further contributed to the understanding of 

innovation, by proposing a distinction between different types of innovation, stating that it can take shape in 

five different ways in a corporate setting: through products, production processes, markets, organizations, or 

raw materials. 

Drucker (2002), on the other hand, considers innovation in relation to entrepreneurship, stating that 

innovation is the core of any entrepreneurial firm, as the term “entrepreneurial” in higher regards describes 

new or improved inventions rather than the age of a firm. Considering Drucker’s (2002) idea of innovation, 

entrepreneurial innovation can occur in two distinct ways: through both an individual entrepreneur who 

builds a new company based on an innovative idea, and through a company that expands business 

opportunities through its members (Duus, 2020). 
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The link between entrepreneurship and innovation is mirrored in Kirzner’s (1997) definition of innovation as 

the result of entrepreneurial activities in the pursuit of profit, however, Kirzner (1997) differs from Drucker 

(2002) by placing more emphasis on the profit seeking aspect of innovation (Duus, 2020). Like Kirzner 

(1997), Duus (2020) considers profit to be a key aspect of innovation, and by this definition, the 

effectiveness of an innovation is thereby determined through its contribution to profit. Innovation is thus 

determined by two characteristics: new and profitable. Considering this in relation to the resource-based 

view, innovative capabilities can therefore be argued to be the core of sustained competitive advantages. This 

thereby makes innovation both healthy for the market dynamics by fulfilling unmet needs, as well as 

disruptive by creating a competitive imbalance (Christensen & Overdorf, 2000; Duus, 2020; Lewin et al., 

2009). 

Drucker (2002) considers the most innovative ideas to be the result of analyzing specific business areas, 

thereby constituting that for innovation to be “good”, managers need to monitor areas of opportunity, 

whereas Duus (2020) considers innovation to be both a conscious and unconscious process throughout all 

levels of corporate hierarchy. This paper defines innovation through the definition proposed by Duus (2020) 

as: “something new and different that results in profit greater than what could have been achieved through 

traditional means” (p. 316). The definition presented by Duus (2020) applies to innovation in the private 

sector, whereas innovation in the public sector is often politically or efficiency-driven. 

3.1.2.2 THE MANAGEMENT OF INNOVATION 

Having established the importance of innovation in competitive advantages, firms need to find the right 

balance between honing current skills and resources, and developing new ones (Nagji & Tuff, 2012). 

Managing innovation thus in part concerns finding the right balance between three innovational activities: 

optimizing core value-creating skills and products, expanding into peripheral business, thereby innovating 

through adding new products or entering new markets, and developing transformational innovations that 

create new markets (Nagji & Tuff, 2012).  

Determination of the right balance between these three innovational activities, varies greatly depending on 

the industry in which the firm operates, the risk aversion, and the developmental stage of the firm (Nagji & 

Tuff, 2012). Nagji and Tuff (2012) suggest a rule of thumb called the “golden ratio”, where investments are 

allocated with a 70-20-10 ratio. The golden ratio states that 70% of a company’s innovation budget should be 

allocated to developing the core value-creating skills and products, whereas 20% is allocated for adjacent 

innovation and 10% to transformational innovation. Managers are prompted to use this ratio as an idea of 

how to prioritize activities but should adjust according to firm circumstances (Nagji & Tuff, 2012). The more 

high-speed the industry is, the less risk averse the firm is, and the earlier the developmental stage of the firm, 

the more focus should be placed on transformational innovation and vice versa (Nagji & Tuff, 2012).  



Page 31 of 94 
 

Finding the right balance, however, does not entail success, as innovation needs to be properly incorporated 

and managed, by determining how closely to connect innovational activities to daily operations (Nagji & 

Tuff, 2012). This can be done through three measures, which consist of creating clear innovational 

ambitions, finding and maintaining the right balance for innovational activities, and properly organizing all 

three innovational levels (Nagji & Tuff, 2012). It was found that firms that are able to operate at all three 

innovational levels, presented better performance results, which determines that all three levels are necessary 

for firms, but require entirely different skillsets. It is therefore rare to possess all three innovational levels, 

and still if the skillsets are acquired, proper management remains a prerequisite for the efforts to flourish 

(Nagji & Tuff, 2012). 

The theory of how to manage innovation proposed by Nagji and Tuff (2012), is to some degree backed by 

the views on learning proposed by Calantone et al. (2002), where it is stated that a firm’s innovation and 

learning environment are highly correlated, which is why a firm committed to learning will possess higher 

innovative capabilities. This means that for a firm to be innovative, the organization has to create the right 

climate for learning to occur, which can be done through clear ambitions, the right balance, and proper 

organization, thus, influencing firm performance through the right management (Calantone et al., 2002; 

Nagji & Tuff, 2012). Calantone et al. (2002) also identified four components of corporate learning, which 

included a “shared vision”, which is in line with having clear innovational ambitions, thereby enforcing 

Nagji and Tuff’s (2012) theory. 

Firms need to both examine and assess the skillsets of the individual people with specialized knowledge and 

how the organization operates as a whole (Christensen & Overdorf, 2000). The latter is often a crucial aspect 

of navigating through turbulent environments, and often manifests itself in the firm’s resources, processes, 

and values (Christensen & Overdorf, 2000). However, when examining innovation in a corporate setting, 

two aspects need to be taken into consideration: the ability to create and implement innovational efforts, and 

the firm’s willingness to change (Calantone et al., 2002). It is therefore necessary to consider what 

innovations the company is able to implement and its capacity to change, as new processes require new 

capabilities (Christensen & Overdorf, 2000). 

The ability for an organization to adjust and change is difficult to master and becomes harder the larger the 

firm is with its growing complexities from bureaucracy, small firms are thus more capable of adjusting to 

changes (Christensen & Overdorf, 2000). What is therefore considered a competitive advantage in the 

resource-based view regarding internal complexities creating imitable resources, can also become a hurdle 

for the company’s ability to adapt to its environment. This consideration is also mirrored by Christensen and 

Overdoff (2000), who argue that a resource-based view alone cannot handle disruptive change. 
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3.1.2.3 RADICAL INNOVATION 

Whether an innovation is considered minor or great is determined by its impact. Smaller innovations are 

incremental and change how daily operations in firms are carried out, whereas greater innovations bring 

radical change and impact entire markets and industries, what Drucker terms “disruptive innovation” 

(Drucker, 2002; Duus, 2020). When first introduced to the market, disruptive innovations do not meet 

mainstream consumer expectations, as it underperforms at dimensions currently valued by the common 

consumer, but excels in areas that mainstream consumers have not yet created a demand for, making it 

valued by only a niche market (Danneels, 2004; Drucker, 2002). This is also the reason why incumbents may 

initially overlook the innovation. It is through R&D that the innovation is developed so the mass market is 

satisfied with its performance (Danneels, 2004; Drucker, 2002). 

Anderson and Tushman (1991) proposed a theory describing the evolution of technology which in many 

ways follows Drucker’s (2002) ideas of disruptive innovation, stating that technology evolves through 

cycles. The cycle is initiated with an innovational breakthrough, termed technological discontinuity, that 

elevates current technology of the industry (Anderson & Tushman, 1991). Following the technological 

discontinuity is an era of ferment, where the new technology replaces the old, and firms compete to develop 

the best design (Anderson & Tushman, 1991). The final stage of the cycle is characterized by the emergence 

of a dominant design, which brings an era of incremental change until the cycle repeats itself (Anderson & 

Tushman, 1991). The era of ferment occurs due to the inability of the new technology to meet consumer 

expectations, as Drucker (2002) proposed, which is why the initial design is not used as the standard and 

makes it necessary for firms to refine the design (Anderson & Tushman, 1991). The technological cycle thus 

follows Drucker’s (2002) theories on disruptive innovation. 

Some innovations can make previous know-how completely obsolete which is why incumbents may not 

necessarily dominate the market with the recent innovation. However, innovations can also enhance current 

competencies by building on the current skills and knowledge (Anderson & Tushman, 1991). Drucker (2002) 

and Anderson and Tushman (1991) agree that the key determinant for an innovation to be disruptive, is that 

it is competence-destroying, nevertheless, the two disagree on who grows to become leaders in the disruptive 

innovation. Drucker (2002) states that incumbents that focus too much on R&D for existing technology, 

what Nagji and Tuff (2012) considered to be focusing on core activities, will struggle with catching up when 

disruptive innovations are introduced. Drucker (2002) further states that incumbents are replaced by new 

entrants, arguing that they only cope well with competence-enhancing innovations. Anderson and Tushman 

(1991), on the other hand, state that entrants introduce the technology, but that it is the incumbents that 

develop the dominating design. However, the two agree that incumbents will inevitably fail if reluctant to 

adopt new innovations that require changes to fundamental functions, which circles back to the argument 

that firms need to be willing to change in order to compete in a turbulent market. 
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3.1.2.4 INNOVATION AND FIRM PERFORMANCE 

The relationship between innovation and firm performance has briefly been touched upon and most findings 

from previous research unanimously indicate that innovation has a clear influence on the firm’s performance, 

meaning that it can both improve and, with the lack of proper management, deteriorate the firm performance 

(Morbey, 1988; Morbey & Reithner, 1990; Tubbs, 2007; Vithessonthi & Racela, 2016). Innovation is 

therefore an important resource in order to compete, but research has also been able to identify a connection 

between firm performance, innovation and economic cycles (Duus, 2020; Tubbs, 2007). Some consider 

innovation to be the cause behind economic cycles as they often occur during economic down-turns, and 

cause the following upturn (Duus, 2020). This is explained by Tubbs (2007), as instigated by the possibility 

of gaining competitive advantages from increasing R&D efforts at the start of a downturn, where most firm’s 

might decrease R&D investments, which gives a relatively better competitive performance leading to 

increased sales. 

Innovation can therefore ensure sustained growth regardless of firm size, and it is also shown that firms and 

industries with relatively higher R&D investment showcase better performance results given the greater 

competitive abilities, but what research lacks to examine is whether this applies across all industries, or if it 

mostly concerns technology driven industries (Morbey & Reithner, 1990; Tubbs, 2007). 

Morbey and Reithner (1990) also found that although innovation leads to growth, no strong relationship was 

found between R&D and profit, which was explained by the increase in cost. What leads to increased profit, 

is the level of R&D productivity (Morbey & Reithner, 1990). This means that firm performance through 

innovation is determined by the productivity level. The increased cost from R&D and innovation is also 

cause to the initial decrease in firm performance, and R&D investments only improve firm performance in 

the long run, creating a relationship with an inverted U shape (Vithessonthi & Racela, 2016). This was 

determined after finding that firms with excessive R&D investments, showed poorer performance 

(Vithessonthi & Racela, 2016).  

3.1.3 INTERNATIONALIZATION 

3.1.3.1 THE PROCESS OF INTERNATIONALIZATION 

One of the more widely used internationalization theories, is the Uppsala internationalization model 

presented by Johanson and Vahlne (1977, 1990), which entails that internationalization is sequential. The 

model assumes that knowledge is a key determinant for the internationalization choices made by firms and 

that it is mainly acquired through experience abroad, hence the sequential process (Johanson & Vahlne, 

1977, 1990). This view on learning mirrors the views proposed by Calantone et al. (2002), as both consider 

knowledge to be somewhat tacit in an organizational context. However, the two differ, as the 

internationalization model considers learning to be reactive, which means that learning is focused on 
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improving current solutions, whereas Calantone et al. (2002) considers learning to be both reactive and 

proactive, meaning that firms also aspire to learn about new solutions (Forsgren, 2015). 

The inherent concept of the model is that firms internationalize with two distinct patterns (Johanson & 

Vahlne, 1977, 1990). The first states that firms enter markets with an increasing commitment, thereby 

following an establishment chain, whereas the second states that firms gradually enter markets with greater 

psychic distance, choosing markets that are the closest and most similar before expanding further (Johanson 

& Vahlne, 1977, 1990). Psychic distance is a term that describes the perceived geographic and cultural 

distance between two countries (Håkanson & Ambos, 2010). It is thereby subjective, and two firms operating 

in the same country considering entering the same market may not perceive it to have the same psychic 

distance (Håkanson & Ambos, 2010). 

Dunning (2000) presented a different take on the internationalization process that considers advantage 

seeking points to be the determinants rather than sequential knowledge acquisition, named the eclectic 

paradigm. This model considers internationalization to be based on ownership, location- and internalization 

specific advantages (OLI) (Dunning, 2000). Ownership is related to competitive advantages of the firm, 

location refers to the attractiveness of the foreign markets based on structural or transactional factors, and 

internalization refers to the firm’s ability to mobilize ownership advantages (Dunning, 2000). Based on these 

firm specific advantages, four types of internationalization activities are displayed: market seeking, resource 

seeking, efficiency seeking and asset seeking (Dunning, 2000). 

The eclectic paradigm and the Uppsala internationalization model both seek to explain internationalization 

patterns but differ in that the Uppsala internationalization model uses only knowledge as an explanatory 

variable for patterns of behavior, whereas the eclectic paradigm seeks to explain the extent and mode of 

internationalization through a more holistic firm view (Dunning, 2000; Johanson & Vahlne, 1990). The 

eclectic paradigm is, however, static, whereas the internationalization model is dynamic (Dunning, 2000; 

Johanson & Vahlne, 1990). The dynamic nature of the Uppsala internationalization model stems from its 

incorporation of learning, thereby following the growth of a company, where the eclectic paradigm examines 

the firm at one point in time. The eclectic paradigm is also transaction related, which is why it lacks in 

contextual insight, an area in which the institution-based view is focused, which makes the two models 

compatible (Dunning, 2000). 

Institutions are formal and informal “rules of the game” that present themselves through regulatory, 

normative and cognitive structures (North, 1990; Scott, 1995). Their purpose is to reduce uncertainty through 

these structures, thereby limiting the behavior of opportunity seeking firms to the benefit of society (North, 

1990). The institution-based view considers the interaction between firms and institutions (Peng et al., 2008). 

Foreign firms and host governments often have conflicting objectives, which is why institutions can be 
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considered one of the bigger challenges that firms have to face when internationalizing (Luo, 2004). The 

larger the institutional distance, the greater the challenge (Johanson & Vahlne, 2009). 

However, a coopetition view considers MNEs and governments to be in a partnership that is simultaneously 

competitive and cooperative, as they both depend on each other to grow (Luo, 2004). Despite this, firms may 

still experience liability of foreignness which occurs when international firms experience additional costs by 

operating in a foreign market in comparison to local firms (Zaheer, 1995). 

The institution-based view is also the foundation of the home base effect, as this theory considers institutions 

to be important determinants for internationalization patterns, given that firms need to adapt to their 

institutional environment (Zhou & Guillén, 2015). The theory states that firm strategy is more impacted by 

the home base than the home country when expanding to new markets (Zhou & Guillén, 2015). Home base, 

in this regard, refers to the accumulation of countries that a firm operates in which includes the home country 

(Zhou & Guillén, 2015). The home country has a lifelong impact on how the firm is structured and 

strategizes, however, the importance of the home country decreases as the home base increases (Zhou & 

Guillén, 2015). 

The home base effect thereby contradicts the sequential nature of the internationalization model, stating that 

firms are not sequential once they are polycentric, as they do not operate with the home country as the center 

of its operations (Zhou & Guillén, 2015). This thereby means that the determinants for internationalization is 

the diversity of the markets that a firm operates in and how long it has operated in these markets (Zhou & 

Guillén, 2015). This theory can therefore be an explanation for the existence of psychic distance. 

The diversity of a firm’s home base will also increase its absorptive capacity and decrease its foreign liability 

(Zhou & Guillén, 2015). This is due to the firm’s accumulated knowledge from having operated in diverse 

institutional contexts, thereby creating a competitive capability in coping with institutional challenges (Zhou 

& Guillén, 2015). Two firms from the same country will therefore experience different degrees of foreign 

liability. 

Research conducted by Cuervo-Cazurra (2007) identified six causes of difficulties that firms meet when 

internationalizing. Of these six causes, only two were exclusive to internationalization, as that the other 

difficulties, although present when internationalizing, could also occur through other strategic choices 

(Cuervo-Cazurra et al., 2007). The two causes consisted of the disadvantage of foreignness, which concerns 

disadvantages created by consumers, resources and governments, and liability of foreignness, which by their 

definition concerns the lack of resources needed to operate in the institutional environment (Cuervo-Cazurra 

et al., 2007). 
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The internalization aspect of the eclectic paradigm talks about the transfer of advantages across borders as an 

advantage, however, Cuervo-Cazurra (2007) state that resources across borders can also be the cause of 

international disadvantages as they may lose their advantage points in the new market, which adds another 

important dimension to the eclectic paradigm. Firms that internationalize gradually, will experience fewer 

disadvantages from their resources, which also goes in line with views of the home base effect and the 

Uppsala internationalization model.  

3.1.3.2 DETERMINATION OF ENTRY MODES 

Internationalization strategy does not only concern which markets to enter, but also how to best enter foreign 

markets. Firms can choose between equity and non-equity modes, where non-equity consist of exports, 

licensing, franchising, and outsourcing, and equity modes, also called foreign direct investments (FDI), 

consist of M&A, joint venture (JV) and green- or brownfield (Brouthers & Hennart, 2007). Each present 

advantages and disadvantages based on varying degrees of control, commitment, cost, and risk, with exports 

at one end and greenfield at the other (Brouthers & Hennart, 2007). 

The Uppsala internationalization model assumes that entry modes of a firm can be predicted, given that an 

aspect of the model is that market commitment is gradual, which means that according to this theory, firms 

will start international expansion through non-equity modes before FDI-based expansion and that the change 

is dependent on the acquired knowledge over time (Johanson & Vahlne, 1977). In this regard, the 

commitment to a market reflects the firm’s perceived risk. With greater net benefits, firms are more likely to 

move their resources to a specific market instead of opting for outsourcing or licensing, as these entry modes 

also carry risks such as loss of critical or cross functional skills and loss of control over suppliers (Dunning, 

2000; Quinn & Hilmer, 1994). However, these entry modes are considered to be less risky, as they offer 

higher flexibility, which is critical in markets that experience rapid change (Quinn & Hilmer, 1994). 

The eclectic paradigm can also be used to predict how a firm would enter a market based on their 

internationalization activity. Depending on what advantages the firm is seeking, one entry mode may be 

more suited than the other. Specifically, the market seeking and resource seeking activities were found to 

have significant impact on entry mode (Brouthers & Hennart, 2007). Furthermore, firms will have varying 

degrees of FDI likelihood despite originating from the same country and operating in the same industry, as 

size, risk aversion, and corporate strategy are also determining factors (Dunning, 2000). A survey conducted 

by Brouthers and Hennart (2007) concluded that firms that followed theoretical predictions in terms of entry 

mode had superior performance than those who deviated from the theoretical predictions. 

Both formal and informal institutions influence the choice of entry mode through either regulations that only 

allow a certain entry mode or through cultural barriers (Carnahan et al., 2010). JV are often used to 

overcome institutional barriers, as it allows firms to access resources such as market knowledge, suppliers or 
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networks, while circumventing liability of foreignness. However, with markets that do not present 

institutional voids, JVs become less relevant and greenfield is often preferred (Brouthers & Hennart, 2007; 

Carnahan et al., 2010; Meyer & Nguyen, 2005). FDI-based entry modes outside from JV will therefore be 

dependent on market efficiency. 

Offshoring and outsourcing differ from each other although they are similar, as both concern relocating 

resources. Offshoring refers to the relocation of a specific resource or process to a foreign market while 

retaining control, whereas outsourcing concerns licensing processes to external suppliers, thereby 

relinquishing all control to focus on core competencies (Johnson et al., 2017; Lewin et al., 2009). As entry 

modes were determined to affect firm performance, resource allocation can thus likewise have a determining 

impact on firm performance (Chen & Hsu, 2010). 

Mudambi (2008) proposed a model that describes offshoring or outsourcing behaviors by grouping value 

chain activities into three categories: upstream, middle, and downstream, where upstream and downstream 

were considered high value adding activities, which includes design, R&D, marketing and sales. The model 

describes how knowledge-intensive firms invest in high value adding activities and outsource or offshore the 

middle activities such as manufacturing, service delivery etc., which thereby creates a smiling curve 

(Mudambi, 2008). 

The key characteristic of what is considered a high value adding activity is that it is knowledge or creativity 

based, which shows that intangible resources are increasingly becoming more important (Mudambi, 2008). 

This can also be observed by the locations chosen for a specific operation, as high value adding activities are 

usually performed in advanced economies, whereas low value adding activities are performed in emerging 

markets (Mudambi, 2008).  

If two ends of the smiling curve can be linked, the knowledge gained from upstream activities can be used 

for R&D which enhances the competitive advantage and further pulls up the ends of the smiling curve, 

where standardization and efficiency further pulls down the middle of the value chain (Mudambi, 2008). 

Higher efficiency can therefore be gained by connecting multiple activities, thereby increasing 

intraorganizational learning while simultaneously decreasing knowledge spillover. 

3.1.3.3 FIRM PERFORMANCE, INNOVATION, AND INTERNATIONALIZATION 

Little consensus has been found on the relationship between internationalization and firm performance which 

indicates that the relationship likely varies due to specifics, which necessitates that research on 

internationalization is applied on an industry specific level (Riahi-Belkaoui, 1998; Tsao & Chen, 2012). 

Some studies have found a linear relationship between internationalization and firm performance, while 

other research identified the relationship to be an inverted U shape or an S shape (Chen & Hsu, 2010). 
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Nonlinear relationships indirectly state that there exists an optimal number of countries to enter, and that 

moving past this point will decrease performance (Chen & Hsu, 2010). 

Research shows both positive and negative effects on firm performance, as internationalization both 

increases transaction costs, especially in the early stages, and exposes the firm to political risk and increases 

the financial exposure, while simultaneously increasing turnover through increased presence and resources as 

well as economies of scale and scope (Tsao & Chen, 2012). Furthermore, internationalization is also highly 

risky, as the firm may not be able to cope with the added complexities, which may decrease the value of the 

firm, however, dispersing resources may also be beneficial as it can stabilize profits (Riahi-Belkaoui, 1998). 

Research overall supports a positive relationship between innovation and internationalization which may be 

caused by inwards knowledge spillover from the newly entered market (Tsao & Chen, 2012). Although 

internationalization may strain firm performance, the exposure to new resources generally allows for 

sustained R&D and lets the firm transcend the innovational boundaries of its home country by utilizing local 

advantages from foreign markets (Tsao & Chen, 2012). Internationalization therefore creates a competitive 

advantage in the home country as well as other countries with similar limitations, which is further enhanced 

if the firm is able to create intraorganizational linkages between processes to enhance learning capabilities 

and minimize outward knowledge spillover (Tsao & Chen, 2012). 

It was found that firms with high innovation intensity also have a high internationalization degree, which 

may be due to a causal relationship (Aquilante et al., 2013). This is further solidified by literature on learning 

by exporting (LBE) that found that internationalization alone does not entail improved or increased 

innovation, but that the firm has to be engaged in innovational matters to begin with for internationalization 

to have a positive effect (Iandolo & Ferragina, 2019). It also highly depends on the firm’s absorptive 

capability in order to catch knowledge spillover (Iandolo & Ferragina, 2019). As internationalization 

provides access to new knowledge, it can also be assumed that the positive relationship between innovation 

and internationalization is dependent on the location to which the company internationalizes, where markets 

with lower innovational capabilities, such as emerging markets, may not garner a positive relationship (Liu et 

al., 2017; Tsao & Chen, 2012). 

3.1.4 EMERGING MARKETS  

3.1.4.1 GROWTH AND STRATEGIES IN EMERGING MARKETS 

Emerging markets are in a transitional phase (Liu et al., 2017). They are characterized by high and sustained 

growth, thereby transitioning from being a middle-income country to a high-income country (Liu et al., 

2017). Such a shift requires a different macroeconomic strategy, than the one that enabled the high growth, 

which is what many governments struggle to identify (Liu et al., 2017). Schumpeter's (1935) innovational 
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theories can be applied to analyze the economic development of a country, as the theories assume a link 

between technological and economic development, thereby considering innovation to be a key factor. 

The answer is not only innovational but also institutional, in the sense that institutions should remove 

themselves as obstacles for innovation (Liu et al., 2017). One of the key drivers of growth is inwards FDI, 

which is attracted by high profitability, low cost from inflation rate, salary and wage, and growth dynamic, 

where inflation rates may be used as indicators for economic health (Różański & Sekuła, 2016). These 

factors are all under the impact of institutions (Liu et al., 2017; Meyer & Nguyen, 2005). 

Emerging markets are receiving significantly more FDI compared to advanced economies, where China is 

amongst the biggest recipients (Dollar, 2008). What helped china grow was a shift in governmental efforts, 

where focus was shifted towards developing markets and private enterprises by creating favorable 

institutions (Liu et al., 2017). Changing a macroeconomic strategy can either be done through an institutional 

approach, with changes in corporate governance, corruption, the public sector and henceforth, and through 

the Schumpeterian approach, with innovations on a macroeconomic level that help the country “catch up” to 

advanced economies (Liu et al., 2017). The difference between the two views is what is considered the key 

determinant. One focuses on characteristics of innovation, the other examines broader systems that embody 

how the country functions (Liu et al., 2017). 

Despite high growth in innovational efforts, emerging markets still perform at a low intensity level (Liu et 

al., 2017; Page, 1994). R&D programs in emerging markets lack coordination which creates overlaps and 

decreases efficiency (Liu et al., 2017). Furthermore, there is a lack of R&D funding, which stems from lack 

of cooperation between local firms, educational institutions, and international corporations (Liu et al., 2017). 

The government thereby plays a crucial part in how technology is developed and utilized for the growth of 

the country and should aim to create a sustainable business environment. Policies should thus shift from 

being governmentally driven to governmentally enabling (Liu et al., 2017). 

As institutions are determined to impact whether firms will favor entering a specific market as well as the 

way they may enter that market, it can be inferred that determinants for FDI will vary between advanced 

economies and emerging markets, as the institutional environment between the two differ greatly (Meyer & 

Nguyen, 2005). Institutions that also focus on developing educational efforts and enabling innovational 

cooperation will increase economic growth, thereby attracting FDI (Liu et al., 2017; Page, 1994). 

Institutional theory may explain dynamics in emerging markets in terms of formal vs. informal institutions, 

however, the institutional view alone does not provide as much strategic value, as when used in combination 

with other meso and micro level theories (Meyer & Nguyen, 2005; Page, 1994). In relation to the resource-

based view, firm strategies should be modified to fit the environmental context that they operate in, which 
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includes resources and capabilities, as they must become context specific to create a competitive advantage 

(Carnahan et al., 2010). This is apparent when considering intellectual property rights (IPR). 

According to Khanna et al. (2005) there are five touch points that need to be examined when developing 

strategies in emerging markets, consisting of political and social systems, openness, product markets, labor 

markets and capital markets. Of these factors political, social and capital markets are consistently mentioned 

in literature as being important drivers (Aaker & McLoughlin, 2010; Khanna et al., 2005; Mygind, 2007). 

Once these factors have been evaluated, one of three strategies can be used in response to the findings when 

entering emerging markets. These consist of adapting the current strategy while retaining the core value 

proposition, changing the environmental context, which is only possible for very powerful firms and is 

therefore rarely achieved, or staying away (Khanna et al., 2005). The final option stresses that it is important 

to recognize the boundaries of the firm, and if the institutional context should require too much change, then 

the cost would be too high (Khanna et al., 2005). 

The PIE model is another take on how to assess the fit of an emerging market. As with the theory proposed 

by Khanna et al. (2005), the PESTLE framework or other macroeconomic models, there is a lack of 

consideration of the interaction between the different factors. This is where the PIE model shows its strength. 

The model is simple in its nature, as it only considers three parameters, namely politics, institutions, and 

economy (Mygind, 2007). While considering dynamics within these factors, the model adds dimension to 

current theories by emphasizing how the three overlap and interact with each other, stressing that one cannot 

be examined without the other, and there is no specific division which makes the model dynamic (Mygind, 

2007). In addition to the interplay within a country, the model acknowledges the impact of international 

economies, stating that change is often inspired by other economies, which is included through the fourth 

factor called the surrounding world (Mygind, 2007). It seems that analyses on emerging markets need to be 

conducted in combination with theories on industry and firm resources, and it is therefore not possible to 

look at institutions alone to determine the attractiveness of a market and how to successfully develop a 

strategy to operate in that market. 

3.1.4.2 RISKS IN EMERGING MARKETS 

Although emerging markets present great opportunities for international firms, they also bring high risk and 

a lot of that risk is institutionally bound (Henisz & Zelner, 2010). In terms of IPR, Zhao (2006) argued that 

allocating R&D activities to countries with low IPR would be possible based on internal criteria, thereby 

ensuring competitive advantages independently from external entities such as laws or policies. Despite any 

precautions, companies risk losing their rights to policy changes, and with lower IPR, the country is more 

likely to have higher control of foreign firms (Tsao & Chen, 2012). The risk of expropriation has evaporated 

as governments have found that more value can be created through subtle regulations, which is why firms are 
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more likely to encounter policy risks, making it necessary to continually evaluate risks and adjust strategies 

accordingly (Henisz & Zelner, 2010). 

Legal structures are usually relied on to protect income streams, but with policy risk, firms have no 

protection as laws are only as good as their enforcement, and can quickly be rendered void from legal 

changes, regulations, or circumventions (Henisz & Zelner, 2010). This necessitates that firms avoid relying 

on the protection measures that are used in advanced economies and must use alternative measures. 

Minimizing information asymmetries is amongst the purposes of institutions to avoid market failures. 

However, information asymmetries can often be identified in emerging markets, and firms therefore face 

higher partner-related risks which forces them to spend more resources on due diligence, contract 

negotiations or restructurings (Carnahan et al., 2010). Firms that successfully operate in emerging markets, 

look for institutional voids and work around them by developing strategies specific to that market (Khanna et 

al., 2005). Institutional differences between the home country and host country must therefore always be 

identified and understood to select or modify the optimal strategy. 

3.1.4.3 INNOVATION, INTERNATIONALIZATION AND EMERGING MARKETS  

By dispersing innovational activities across geographic locations, firms are able to improve innovational 

efforts (Vithessonthi & Racela, 2016). Not only does the value from innovations increase from the 

emergence of new capabilities, but activities also become more difficult to imitate, which increases the 

sustainability of the competitive advantages (Santos et al., 2004). 

By internationalizing, firms are also able to access immobile individuals with competences and skills that 

depend on their specific location, necessitating their presence in that region (D’agostino et al., 2013). Firms 

thereby spread their knowledge base across foreign markets, which helps them perform better than their 

competitors, as they will be able to improve core products and capabilities, one of the three innovational 

activities (Nagji & Tuff, 2012; Santos et al., 2004). However, it is necessary to always consider maximizing 

benefits from location specific knowledge and minimizing spillover to competitors (Alcácer & Chung, 

2007). 

Locational proximity is a key aspect to be exposed to inward knowledge spillover, as knowledge is partially 

localized (Alcácer & Chung, 2007; D’agostino et al., 2013). Internationalization patterns of firms reveal that 

locations with higher innovative activities are favored, however, gaining location-specific knowledge is not 

the only consideration, given the possibility of outwards knowledge spillover (Alcácer & Chung, 2007). 

Technologically advanced firms were therefore considered to avoid locations with low innovative activity 

(Alcácer & Chung, 2007). 
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This is contradicted when examining emerging markets. Many choose to enter markets that not only have 

low innovational activities, but also showcase poor IPR (Zhao, 2006). Other means are therefore necessary to 

protect intellectual property (IP) when operating in emerging markets. Firms that develop technology in 

countries with poor IPR show stronger internal linkages between activities, which indicates that the 

challenge of operating in low IPR countries can be circumvented by increasing organizational complexities 

surrounding the technology that make it difficult or impossible to emulate (Zhao, 2006). It is thereby 

possible to take advantage of other locational opportunities that initially made the market attractive. One of 

the factors that may allure firms to enter a specific market, is the possibility of halving R&D costs, however, 

it is still advised to avoid keeping knowledge intensive activities in countries with low IPR, as the inherent 

value gets eroded (Zhao, 2006).  

Another way to minimize knowledge spillover in countries with low IPR, is by dispersing knowledge 

intensive activities throughout various geographic locations while simultaneously making those activities 

complementary, thereby making it too costly for competitors to imitate the technology, as it requires access 

to knowledge in countries with strong IPR (Zhao, 2006). However, by considering Calantone et al. (2002) 

and Nagji and Tuff’s (2012) idea about learning orientation and shared vision being crucial to optimize 

innovation, this approach would mean that the firm’s innovative capabilities would likely be reduced as a 

result of organizational complexities.  

Another aspect to consider, however, is that greater distance between innovational activities and production 

facilities decreases knowledge transfer, which means that processes and production will be improved by 

placing the production facility and R&D departments within close proximity (Alcácer & Chung, 2007). This 

has led to an internationalization pattern, where firms increasingly offshore high value adding activities to 

emerging markets, which goes against Mudambi’s (2008) smiling curve (Lewin et al., 2009). 

It was uncovered that offshoring innovation was also beneficial to operations in the home country, even 

when internationalizing to emerging markets. Yet, it was found that knowledge intensive sectors should not 

offshore R&D (D’agostino et al., 2013). The key is thus weighing advantages against disadvantages from 

offshoring R&D to emerging markets, especially within the fashion industry, as the industry is a knowledge-

intensive sector.  
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3.1.5 THE FASHION INDUSTRY 

3.1.5.1 CHARACTERISTICS OF THE FASHION INDUSTRY 

The fashion industry can be described by its rapidly changing dynamics, but research present various 

theories of what the drivers of these changes consist of. Macchion et al. ( 2015) state that the changes are 

driven by consumers increasingly becoming price-conscious, decreased predictability from demand 

uncertainty, and increasing necessity of customer proximity through proper distribution channels. Bhardwaj 

et al. (2011) attribute these dynamic changes to the internationalization process of retailers, fading mass 

production, modified supply chain structures, need for low-cost flexible designs, quality, delivery and speed 

to market. Čiarnienė and Vienažindienė (2014) identify 10 characteristics that consist of globalization, 

variety, high impulse purchasing, high volatility, velocity, lead time, short lifecycle, seasonality, low 

predictability, and volume. This means that the fashion industry consists of various characteristics, with 

findings that slightly differ from each research, however, the characteristics that are consistent across 

researchers are globalization, lead time, and low predictability. 

The fashion industry is in its nature a globalized industry, as the three main functions, design, manufacturing 

and selling, are often performed in separate geographic markets (Čiarnienė & Vienažindienė, 2014). This 

adds to one of the biggest challenges that fashion companies face today, which is having these three 

production factors work together in time to produce a product that reaches the end-consumer before the 

demand changes, meaning that time is a competitive advantage in fashion (Čiarnienė & Vienažindienė, 

2014). The key is thus process efficiency across the supply chain, supply chain flexibility, and supplier 

collaborations, making it crucial that fashion companies place their focus on agility, strategic partnerships, 

strategic sourcing, and compliance management, all of which will allow firms to react quicker and can be 

enhanced through innovation and digital movements (Berg et al., 2017). 

The way fashion companies attempt to predict consumer demands is through trend forecasting based on 

socioeconomic and cultural variables (Craik, 2009). Traditionally, firms plan collections eight months prior 

to its release, which leaves them vulnerable to market changes as the practice does not allow for flexibility 

(Arrigo, 2016). Fast fashion companies circumvent this by observing what high end brands put out in the 

market and how it is received, thereby capitalizing on the prevailing trends, which allows them to produce 

with a much shorter time span (Arrigo, 2016). Innovation is key to reducing the end-to-end time process. 

Strategic concepts such as lean manufacturing, just-in-time, and agile supply chains also reduce the length of 

the timespan (Čiarnienė & Vienažindienė, 2014). 

All of these findings can be summarized into three critical lead times that consist of time-to-market, time-to-

serve, and time-to-react, which translates to recognizing market opportunities, producing products in time to 

capture demand, and being able to adjust to market changes (Čiarnienė & Vienažindienė, 2014). 
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Macchion et al. (2015) also found that partnerships along the supply chain were crucial for increasing 

efficiency and quality, thereby agreeing with Berg et al. (2017). This means that it is even more crucial for 

fashion companies to be aware of the institutional limits for creating partnerships when operating in 

emerging markets. 

Retail touch points are also valuable assets, as they can be used to generate knowledge and create links 

between corporate strategy and local needs. This follows the Uppsala internationalization model on the 

perspective that knowledge is gained through experience, while simultaneously lending itself to the views on 

learning by Calantone et al. (2002), as the importance of the links created can be related to the 

intraorganizational aspect of learning (Arrigo, 2016). Utilizing retail touch points as knowledge sources 

would, furthermore, provide fashion companies with the opportunity of connecting the ends of the smiling 

curve, which would result in increased efficiency in innovation (Mudambi, 2008). 

3.1.5.2 INNOVATION IN FASHION 

Innovation in fashion can be executed in two distinct ways. One focuses on technical innovation that 

concerns raw material sourcing, the other concerns processes in terms of design, manufacturing, distribution 

and so forth (Macchion et al., 2015). Fashion innovation is increasingly concerning sustainability measures 

as a result of more environmentally conscious consumers and pressure from institutions, while 

simultaneously needing to innovate processes that increase the amounts of products, they are able to produce 

(Macchion et al., 2015). This creates an item-by-item production process rather than a collection-based 

process. Innovational efforts in these areas allow firms to stay on top of market trends and change in 

demand. 

In this regard, it is highly important to either create or retain a connection between the designers and the 

sales department or other operations in the organization, in reference to retail as a knowledge source (Cillo & 

Verona, 2008). Relationships will allow for faster processes and direct application of knowledge and allows 

the firm to follow evolutions in the market, as designers can be considered the core of the value adding 

activity in fashion companies (Cillo & Verona, 2008). Such a relationship can be accomplished through 

meetings in the early process stages (Cillo & Verona, 2008). 

Opportunities for innovation in fashion is endless, yet fashion companies have only scratched the surface. 3D 

designs or virtual prototyping and catwalks are possibilities that are increasingly utilized and can reduce cost, 

however, according to the Uppsala internationalization model, firms tend to stay within their lane unless 

provoked, which is why older companies may not have the same level of innovation as new entrants (Berg et 

al., 2017; Johanson & Vahlne, 1977, 1990). 
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Managers are able to promote innovation within the firm by targeting talent, external collaborations, digital 

infrastructure, advanced analytics, or digitalization (Berg et al., 2017; Jin & Shin, 2020). However, fashion 

retailers can either ignore innovations and focus on the core competencies, leave current businesses to focus 

on the innovation, or keep current businesses while simultaneously adopting the innovation (Jin & Shin, 

2020). Each of these reactions carry important implications. Ignoring innovational movements to focus on 

core competencies is what causes most firms to fall behind and lose their competitive edge, especially if that 

innovation targets their customers. However, if fashion companies considers the opposite extreme, it 

becomes crucial to conduct a cost-benefit analysis first (Anderson & Tushman, 1991; Drucker, 2002; Jin & 

Shin, 2020). The final option requires the right balance, which in and of itself can become a challenge (Jin & 

Shin, 2020). However, as Calantone et al. (2002) stated, the firms must assess, not only the capacity to 

change, but their willingness as well. The right motivation throughout the hierarchical levels of the firm is 

crucial for change to be effective. This is equally as important when expanding into new international 

markets. 

3.1.5.3 INTERNATIONALIZATION AND EMERGING MARKETS IN FASHION  

Globalization in fashion has increased significantly, and as more firms choose to expand to new markets, 

internationalization increasingly becomes a necessity to compete (Mollá-Descals et al., 2011). This is part of 

the reason why market dynamics are changing. Fashion companies are actively creating the changes, which 

initiates a circular behavior, where they internationalize to gain benefits, which creates changes in the market 

that result in hardships for local competitors that now need to do the same to survive (Mo, 2015; Mollá-

Descals et al., 2011). 

Fashion companies can be grouped into four internationalization categories, which consists of big global 

chains, national retailers, selective international retailers, and small global retailers (Mollá-Descals et al., 

2011). The different approaches explain the different performance results, as big global chains and national 

retailers generally perform better (Mollá-Descals et al., 2011). It could be argued that selective international 

retailers and small global retailers are in an internationalization transition on the path of becoming global 

(Mollá-Descals et al., 2011). However, it seems that traditional fashion retailers in large part follow the 

Uppsala internationalization model or the home-base effect rather than the rapid internationalization model, 

where the rapid internationalization process is mostly achieved by online retailers, as e-commerce 

circumvents the locational disadvantages (Mo, 2015; Mollá-Descals et al., 2011; Zhou & Guillén, 2015). 

Fundamentally, fashion companies either internationalize as multinational retailers, where they adapt to the 

cultural context of the environment and are willing to change the business format, or as global retailers, 

where the standardized format is maintained throughout international markets, which is possible through 

competitive advantages from resources. However, the understanding of these resources should always 

precede internationalization (Bhardwaj et al., 2011). It is crucial to understand the degree of necessary 
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adaptation prior to entering a market, as success in the home country does not necessitate success in a new 

market (Mollá-Descals et al., 2011). This is also why knowledge-sharing is considered a crucial determinant 

for how fashion retailers enter a market, and knowledge-sharing as a capability is thus a competitive 

advantage in fashion retail (Bhardwaj et al., 2011). 

Emerging markets are presenting business opportunities across industries, and fashion is increasingly 

realizing the potential (Remy et al., 2014). In fact, fashion companies from advanced economies, will likely 

experience better performance in an emerging market (Mollá-Descals et al., 2011). Internationalization is 

thus increasingly shifting its focus from advanced economies to emerging markets, and within fashion, Asia 

is specifically becoming a popular destination (Remy et al., 2014). The rapid growth of emerging markets 

will see three times the growth of advanced economies, which includes the mid-market and luxury segment 

(Remy et al., 2014). 

Although many fashion companies have focused on China, it is far from the only market that presents 

opportunities in fashion, which is why more fashion companies are trying to steer their focus in other 

directions without decreasing their current efforts in the Chinese market (Berg et al., 2017). Overall, fashion 

companies plan to increase operations in emerging markets, targeting countries based on low-cost rather than 

proximity which follows the eclectic paradigm and home base theory (Berg et al., 2017; Dunning, 2000; 

Zhou & Guillén, 2015). Despite the opportunities in emerging markets, many fashion brands are slow to 

expand to these markets, which is an issue, as it is not only a future buying power but a current one as well 

(Fengler, 2020). 

3.2 THEORETICAL FRAMEWORK AND CONCEPTUAL MODEL  

Based on findings from the literature review and previous research, four hypotheses on the relationship 

between the factors of interest have been developed. The hypotheses are presented below along with a 

developed conceptual framework that visualizes the hypothesized relationship between innovation, 

internationalization to emerging markets and firm performance. 

3.2.1 FRAMEWORK DEVELOPMENT AND HYPOTHESES  

Prior research on the relationship between innovation and internationalization found positive results. As 

companies internationalize, access is gained to local resources and capabilities, which means that the 

company will be subject to inwards knowledge spillover (D’agostino et al., 2013). By increasing the 

company’s skillsets and accumulated knowledge, innovative capabilities will likewise increase (Nagji & 

Tuff, 2012). Furthermore, dispersing innovational activities to different geographic locations will similarly 

increase innovational capabilities, as the departments with innovative activities would gain direct access to 
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the new knowledge sources (Vithessonthi & Racela, 2016). Based on this, the following hypothesis is 

proposed: 

H1: Innovation and internationalization to emerging markets have a 

significant and positive relationship. 

As with internationalization, research on innovation and firm performance has consistently identified 

positive relationships. Innovation is often the source of a company’s competitive advantage, and by 

understanding the innovation processes and its role in the company, strategy development will be more 

informed, thus increasing performance (Tubbs, 2007). Innovation, furthermore, has been found to have a 

direct impact on firm performance, as it often leads to increased profits from higher efficiency in processes 

and access to new markets (Duus, 2020). These findings are summed up in the following hypothesis: 

H2: Innovation and firm performance have a significant and positive 

relationship. 

Although innovation is hypothesized to have a positive relationship with firm performance in fashion 

companies, excessive investments in innovation will likely have a negative impact on firm performance 

(Vithessonthi & Racela, 2016). The increased investment does not ensure greater innovational 

breakthroughs, and thus excessively high innovation intensity will likely have higher financial costs than 

earnings. Thus, the third hypothesis is stated as: 

H3: R&D intensity and firm performance have a significant and negative 

relationship. 

Consensus on the relationship between internationalization and firm performance has not been found in prior 

research, and varying results have been presented. The relationship between internationalization and firm 

performance has both been found to be negative and positive, and linear and curved, and therefore, no real 

pattern on the relationship has been identified (Chen & Hsu, 2010; Riahi-Belkaoui, 1998; Tsao & Chen, 

2012). Building a hypothesis based on prior research is therefore difficult and will instead be based on 

theories on internationalization. The eclectic paradigm determines that internationalization occurs when 

advantages can be found abroad, which would entail a positive influence on firm performance (Dunning, 

2000). Furthermore, the home-base effect shows that companies that internationalize more, gain capabilities 

that allow them to navigate turbulent environments, thus creating a competitive advantage. Considering these 

theories, a positive and significant relationship between firm performance and internationalization to 

emerging markets is hypothesized. 

H4: Internationalization to emerging markets and firm performance have a 

significant and positive relationship. 
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If internationalization has a positive relationship with innovation and innovation has a positive relationship 

with firm performance, then internationalization, despite the lack of consensus in research, may have a 

moderating effect on the relationship between firm performance and innovation. Internationalization is 

therefore hypothesized to be a moderator, and the final hypothesis is presented below: 

H5: Internationalization to emerging markets has a moderating effect on the 

relationship between firm performance and innovation. 

3.2.2 CONCEPTUAL MODEL 

The conceptual model illustrates the hypothesized relationships between firm performance, innovation, and 

internationalization to emerging markets that have been stated in section 3.2.1. 

 

Figure 7 Conceptual model 
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4. RESULTS AND ANALYSIS 

4.1 QUANTITATIVE DATA ANALYSIS  

The following section will analyze results from the collected quantitative data based on the criteria and 

variables discussed in section 2.2.1.1. Prior to the regression analysis, the quality of the data will be 

examined through various tests and visual presentations to ensure that assumptions for multiple linear 

regressions are fulfilled.  

4.1.1 TEST OF MODEL ASSUMPTIONS  

4.1.1.1 LINEARITY 

One of the assumptions of the OLS multiple linear regression is that a linear relationship between the 

independent and dependent variables must be observed. This is tested by plotting the dependent variable 

against the independent variable to visually determine if the relationship is linear. Few of the tests of the 

linear relationship will be presented, as the regression models consists of multiple independent variables, 

where the full test can be viewed in appendix 5. As seen from figure 8, no curved linear relationship can be 

detected between the dependent and independent variables, which is why it is concluded that the assumption 

of linearity is supported in the regression models. 

 

Figure 8 Linearity test 

4.1.1.2 NORMALITY 

A normal distribution is an important prerequisite for any linear regression and is characterized by a bell 

shape that occurs due to most observations in the error term being distributed towards the center with a zero 

mean (Saunders et al., 2016). By predicting the residuals, normality of the error terms can likewise be 

evaluated through a histogram. Figure 9 displays the distribution of the residuals of average R&D 

expenditure and average revenue respectively. A slight skewness to the left can be detected in the residuals, 



Page 50 of 94 
 

and it is therefore difficult to visually discern whether the regression models live up to the assumption of 

normality.  

 

Figure 9 Normality of residuals 

To further examine the normality, the residuals will be tested with a skewness/kurtosis test, which provides 

probabilities of the symmetry for height, width, and position around the mean in relation to the normal 

distribution (Newbold et al., 2012). 

 

Table 5 Skewness /kurtosis test 

The test in table 5 reveals that the joint probability of the residuals for both regression models are higher than 

the 5% significance level (p = 0.76; p = 0.07), which means that the hypothesis of normality cannot be 

rejected. The assumption of normality is thus upheld. 

4.1.1.3 HETEROSCEDASTICITY 

Heteroscedasticity occurs when the assumption of constant variance in the error terms is violated and is 

tested through a white test (Stock & Watson, 2014). The null hypothesis of the test states that the model is 

homoscedastic and a p-value below the significance level of 5% would thus indicate a heteroscedastic data 

set. The white tests from table 6 show a probability above 5% for both regression models, which means that 
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the null hypothesis cannot be rejected. The regression models can therefore be concluded to be 

homoscedastic. 

 

Table 6 White test for heteroskedasticity 

4.1.1.4 MULTICOLINEARITY 

Multicollinearity concerns whether the independent variables are correlated. The existence of 

multicollinearity in data analysis is an issue, as it can lead to false relationships between the dependent and 

independent variables given that an increase in one independent variable will intensify the increase or 

decrease in the correlated variable (Stock & Watson, 2014). Various methods can be used to test the 

multicollinearity in a model, but a simple method is through a correlation matrix, where a correlation above 

0.7 means that the variables are highly correlated (Newbold et al., 2012). As both models use the same 

independent variables, only one correlation matrix with all independent variables is generated. 

 

Table 7 Correlation matrix 
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The correlation matrix in table 7 reveals that a high correlation of 0.94 can be observed between average 

R&D expenditure and its interaction term with number of emerging markets. However, a multiple linear 

regression that examines moderating relationships through interaction terms will not suffer from 

multicollinearity when high correlation exists between the interaction term and the independent variables 

they are built upon (Disatnik & Sivan, 2016). In this regard, no significant multicollinearity can be observed 

between the independent variables. Conversely, a high correlation of 0.64 can also be observed between firm 

size and average R&D expenditure, which would indicate that the bigger the firm is, the more it will spend 

on R&D. This goes in line with expectations and the reason for including size as a control variable, however, 

the correlation does not exceed the correlation limit, but still shows a high value. 

It can be concluded from the correlation matrix that no significant existence of multicollinearity between the 

independent variables exists in the models. 

4.1.2 DESCRIPTIVE STATISTICS  

The descriptive statistic investigates initial findings on the individual variables to uncover their nature in 

combination with relationships that are revealed through the correlation matrix in table 7. 

 

Table 8 Descriptive statistics 

From the descriptive statistics in table 8, the average revenue shows a high difference between mean and 

median which means that there are some observations that deviate a lot, indicating a large jump from the 

smallest to the largest observation. The same observation can be made for R&D expenditure, where there is 

also a very large jump from the 75th percentile to the maximum R&D expenditure in the observations. When 

it comes to the intensity of R&D expenditure, the same pattern can be observed where the mean value is 

much closer to the 75th percentile rather than the median, which indicates larger deviations in the higher 

values. This could indicate that a high expenditure in R&D will lead to higher R&D intensity, where the ratio 

between sales and investments in innovation is smaller. Thus, fashion companies with a smaller revenue will 

not invest as much of their sales in innovation, as the correlation between the two variables is positive. 
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The average fashion company is present in 16 emerging markets, which may be a relatively high number 

when considering smaller fashion companies, however, the high presence in emerging markets is likely due 

to a lack of representation from smaller fashion companies. This means that findings may best apply to larger 

fashion companies. The intensity at which a fashion company is present in emerging markets, shows a 

minimum value of 20% with a mean and median around 25% and a maximum value of 45%. A high 

presence intensity in emerging markets is more apparent in smaller fashion companies, as they have 

internationalized to fewer countries. This means that although larger companies may be present in more 

emerging markets, a smaller fashion company will likely have a higher intensity of emerging markets, as 

they will not be present in as many countries altogether. This is also indicated through the correlation matrix 

where firm size is positively correlated with number of emerging markets and negatively correlated with 

emerging market intensity. 

Most of the fashion companies that are present in the data set are older companies that have operated for an 

average of 55 years, which means that the results of the regression analysis will reflect theories on 

incumbents rather than industry new-commers. What is interesting to observe is that age is negatively 

correlated with R&D- expenditure and intensity as well as number of emerging markets, which indicates that 

the older the firm is, the less it will spend on innovation, which may conflict with the finding that fashion 

companies with a larger revenue will spend more of their sales on innovation, if age is positively related to 

revenue. 

4.1.3 LINEAR REGRESSION ANALYSIS 

The following analysis will further investigate the nature of the relationship between the variables through 

two different regression models that each examine the impact on revenue and R&D expenditure. 

4.1.3.1 INNOVATION AND INTERNATIONALIZATION TO EMERGING MARKETS  

The first hypothesis concerns the relationship between innovation and internationalization, which is why a 

separate multiple linear regression is built where the average R&D expenditure is the dependent variable, 

and only the number of emerging markets and the intensity of the presence in emerging markets is used as 

explanatory variables. 
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Table 9 Multiple linear regression for R&D expenditure 

The R squared shows a relatively low explanatory power with a value of 53.8%, which means that little over 

half of the variance is captured in the model (Newbold et al., 2012). The F-statistic shows that the 

independent variables are collectively significantly different from zero. The control variable for age is not 

significantly different from zero with a P-value of 0.52, however, despite the variable being insignificant, it 

still holds explanatory value, which is why it is not excluded from the model. Firm size is on the other hand 

significant and positively correlated with average R&D, which indicates that bigger firms have higher 

investment in innovation. 

The number of emerging markets that fashion companies are present in, displays a p-value of 0.43 which 

means that presence in emerging markets does not have a significant impact on innovation in fashion 

companies. The same conclusion is made for the intensity of the presence in emerging markets that has a p-

value of 0.62, which means that no significant relationship between innovation and internationalization to 

emerging markets can be identified.  

This is an interesting find, as research and theory indicate a significant and positive relationship, and this 

finding therefore contradicts current research. As internationalization is considered a branch of innovation, a 

significant relationship would have been expected, however, the expected relationship may be dependent on 

the market that is entered rather than internationalization itself.  

Theories on learning and learning capacity would also indicate that internationalization would have a 

significant relationship to innovation, as learning capacity increases the more markets a company is present 

in, while simultaneously exposing the firm to new resources (D’agostino et al., 2013; Nagji & Tuff, 2012; 
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Vithessonthi & Racela, 2016). The deviation from this theory could be explained by the lower innovational 

capability found in emerging markets, which means that for internationalization to have a significant impact 

on innovational capabilities, the internationalization must be made to countries that focus on investing in 

education and technological advancements (Liu et al., 2017; Page, 1994).  

Furthermore, research conducted by Iandolo and Ferragina (2019) also found that internationalization alone 

does not positively influence innovation. Companies must be invested in innovational activities and must 

have high absorptive capabilities before positive relationships can be identified (Iandolo & Ferragina, 2019). 

In combination with the finding that companies prefer offshoring innovational activities to advanced 

economies, the lower innovational presence in emerging markets may thereby explain why no significant 

relationship is found (Mudambi, 2008). 

However, due to the low explanatory power of the model, further research on the relationship between 

innovation and internationalization to emerging markets is necessary, in order to fully conclude that no 

significant relationship exists. The weakness of the model may thereby indicate that alternate conclusions 

can be made from further investigation. 

4.1.3.2 REVENUE, INNOVATION AND INTERNATIONALIZATION TO EMERGING MARKETS  

The results of the OLS multiple linear regression on revenue is displayed in table 10.  

 

Table 10 Multiple linear regression for revenue 
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The table displays an R squared with a high value of 94,9%, which means that the model on revenue has a 

very high descriptive power and will capture most of the variance in the predictions (Newbold et al., 2012). 

The F-statistic displays that the independent variables are collectively significantly different from zero, 

which means that the explanatory power is high.  

Table 10 shows that the control variables, age, size, and nationality, carry the same statistical properties 

found in the previous regression model, where only size has a significant impact on the dependent variable 

with a positive coefficient, whereas age and nationality are insignificant and negative. The negative 

coefficient for age was expected from the findings in the descriptive statistics, as the data would otherwise 

have displayed conflicting results. 

It is seen that average R&D expenditure and firm performance have a highly significant relationship with a 

p-value below 0.000. Firm performance is therefore highly impacted by innovation. Furthermore, the 

relationship is found to be positive which means that investing in innovation will improve firm performance. 

This finding is backed by current research on innovation and firm performance. A highly significant and 

positive relationship is explained by the company’s ability to differentiate from competitors through their 

value proposition as a result of innovational activities. Furthermore, innovation can lead to increased 

efficiency in firm processes which allows for increased sales and reduced costs. 

R&D intensity is likewise significantly different from zero (p-value = 0.000), displaying that firm 

performance is also impacted by the degree at which fashion companies reinvest sales in innovation. 

However, unlike R&D expenditure, R&D intensity negatively impacts firm performance which indicates that 

although higher investments in innovation will improve firm performance, excessive investment in relation 

to the firm’s revenue will deteriorate the firm performance. This supports findings by Vithessonthi and 

Racela (2016). 

Neither the number of emerging markets that fashion companies are present in nor the intensity at which they 

are present in emerging markets in relation to their overall internationalization, are significantly related to 

firm performance with p-values of 0.79 and 0.64 respectively, which is well above the significance level of 

5%. As research on the relationship between firm performance and internationalization has presented highly 

diverse results, the finding of an insignificant relationship cannot be said to violate current research but does 

add to current literature that internationalizing to emerging markets does not impact firm performance in 

fashion companies. 

The moderating effect of internationalization to emerging markets is determined by the significance level of 

the interaction term between R&D expenditure and number of emerging markets where a company is 

present. A p-value below 0.05 indicates that internationalization to emerging markets has a moderating effect 

on the relationship. As seen from table 10, the interaction term is significant with a p-value of 0.001. 
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Furthermore, the interaction term has a negative value which means that the moderating effect is negative. 

Internationalization to emerging markets will thus weaken the impact of innovation on firm performance. 

This is an interesting find, as the driving factor for conducting this research was to examine whether the 

growing need to be present in emerging markets would have a positive or negative impact on firm 

performance and innovation, as emerging markets do not present the same institutional efficiency found in 

developed economies (Carnahan et al., 2010). 

The explanation behind this result can likewise be found in institutional theory. Companies that 

internationalize to emerging markets will likely encounter institutional voids, which creates greater 

challenges for the company (Johanson & Vahlne, 2009). Partnerships were determined to be important for 

innovational capabilities when internationalizing, however, with institutional voids, companies will suffer 

from asymmetric information which leads to higher due diligence costs (Berg et al., 2017; Carnahan et al., 

2010). Liability of foreignness, as defined by Cuervo-Cazurra (2007), is another likely explanation for the 

relationship, as advantages from innovational activities in advanced economies, may become a disadvantage 

in emerging markets from the increased need to protect the corporate knowledge independently from legal 

institutions. Furthermore, as explained in the findings between innovation and internationalization to 

emerging markets, lower innovational activities in emerging markets, means that fashion companies may not 

gain valuable knowledge and resources from entering the markets (Liu et al., 2017; Page, 1994). 

4.2 EXPLORATIVE INTERVIEW WITH HUGO BOSS  

Innovation may not typically be associated with the fashion industry, however, Viktoria Kirchmaier, leader 

of the corporate sales development team of Hugo Boss, explains that although the company does not possess 

a department designated for R&D, fashion companies must constantly be innovative. “It is different in 

fashion than compared to for example a car manufacturer. In fashion we have four new collections every 

year, and so we have to be new all the time and we are always developing the product” (Kirchmaier, 

appendix 6). Product development is thus the main focus when it comes to innovation in fashion. However, 

as the fashion industry consists of multiple different businesses in one supply chain, innovation in fashion 

also concerns logistics, delivery, AI and more (Kirchmaier, appendix 6). 

In relation to the golden ratio of innovational management, this statement shows that fashion companies 

might not follow the golden ratio but may allocate more of their investments in their core activities and 

products (Nagji & Tuff, 2012). This indicates that fashion companies must follow an alternate ratio with a 

much higher focus on the core resources and a much lower focus on the transformational innovation. 

A key aspect of innovative capabilities is the company’s ability to encourage learning and innovation within 

the organization. Hugo Boss encourages corporate learning by giving every department the opportunity to 

innovate through an innovation and idea program called Kick Box. “First they have to come up with an idea, 
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but then if they pass the first gate where we want them to look into it, then they will get free time from the 

supervisor, about 10%-20%, to work on the idea” (Kirchmaier, appendix 6). This is especially crucial as 

theory predicts that firms that are more committed to learning by incorporating innovation into their 

processes will also possess higher innovative capabilities. This is also shown through Hugo Boss’ ability to 

develop industry leading AI in their production site in Izmir, Turkey (Kirchmaier, appendix 6). 

As corporate learning occurs through its members, firms will benefit by creating an environment, where the 

corporate members are encouraged to actively acquire knowledge, which can then be shared throughout the 

organization. Hugo Boss achieves this through the “Hugo Boss University” that shares crucial information to 

employees, while encouraging educational seminars and conferences for key members within strategy.  

“We have a Hugo Boss University, where every employee can select what they want 

training in. […] Besides this, especially in my department as we are responsible for having 

new ideas and driving the growth of the company, we are free to attend conferences and 

seminars outside of Hugo Boss. […] We also connect with other industry leaders to 

understand how their supply chain works, or what are they doing to satisfy their customers 

more, how do they work with customer data” (Kirchmaier, appendix 6). 

How a fashion company manages innovation and encourages learning within the organization is 

consequently impactful on the innovational skills. 

Theories on internationalization can also be identified in the strategic considerations behind Hugo Boss’ 

internationalization pattern. Although the Uppsala internationalization model has been considered to best 

describe early internationalization patterns in companies, the concept of gradual commitment is clearly 

displayed in Hugo Boss’ internationalization considerations.  

“we always look at how big the premium segment is, how the competition is, and then we 

select our entry mode. Do we choose a franchise partner that supports us in the market or 

will we do it ourselves with our own retail stores, which is always tied to more investment 

which is a disadvantage, so we only do it if the premium segment is big enough. […] If we 

enter a market with franchising, we evaluate how they do business and how successful they 

are, and after some time, if we find that the market is big enough, then we take it back” 

(Kirchmaier, appendix 6). 

This means that market size is the main determinant for how Hugo Boss chooses to enter a market, which is 

also in line with the eclectic paradigm. Through franchising agreements, the company will benefit from 

inwards knowledge spillover by learning how to best navigate the market when evaluating the performance, 
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after which full control of the subsidiary will be taken back, thereby gradually increasing commitment as 

knowledge is gained. 

When it comes to internationalization to emerging markets, however, institutional environments are equally 

as important. In relation to Hugo Boss, Kirchmaier states that institutional considerations were: 

“not the case in the past, but now we think about the institutional environment and whether 

there is corruption, because you as a company do not want to get involved in it. So, it is a 

factor, but not the most important one [...], so we focus more on how expensive the work 

force is, how good the infrastructure is etc.” (Kirchmaier, appendix 6). 

Lack of institutional considerations might harm the performance in an emerging market, as identifying 

institutional voids is crucial for both the strategic development and the degree of successful market entry. 

Offshoring innovation to an emerging market was also theorized to improve efficiency which in turn would 

improve performance. However, Hugo Boss reveals another aspect that need to be taken into consideration 

before offshoring innovation.  

“Izmir is a special case because it is our biggest [production facility]. We also have a 

production facility in Metzingen in Germany, but as it’s small it wouldn’t have much 

impact and it’s the same with Italy, so the focus is mainly in Izmir, but if the research was 

good then we will transfer it to the other facilities. And it makes sense to bundle the 

resources somewhere and spread it afterwards” (Kirchmaier, appendix 6). 

Both dispersing innovation across different geographical locations and locating R&D departments near 

production facilities were theorized to both improve innovational capabilities and increase efficiency. 

However, offshoring innovational activities near production sites should also be done in consideration to the 

size of the production facility. Smaller production sites might not have the resources to implement 

innovational findings right away, which negates the purpose of placing the two activities in proximity of 

each other. 

An important source of knowledge is the retail points, however, Kirchmaier reveals that the communication 

between sales and design is low. “This is a point where we could really improve, because the design team 

does not get all the information from the different countries” (Kirchmaier, appendix 6). This opens the 

question of whether lack of communication between two ends of the value chain, is a common area of 

improvement in fashion that could influence firm performance. 

The insight gained from the interview indicates that looking into corporate learning, innovational 

management, and institutional considerations in emerging markets in the case analysis, might further explain 
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findings from the quantitative data and provide best practice insights in terms of innovation and emerging 

markets. 

4.3 THEMATIC ANALYSIS OF ANNUAL REPORTS FROM CASE COMPANIES  

4.3.1 CASE COMPANIES 

To further explain findings from the quantitative analysis based on identified indicators from the explorative 

interview, four case companies are selected from the data sample. The four selected cases are introduced in 

figure 10.  

 

Figure 10 Presentation of case companies 

  

Hugo Boss is one of the leading premium brands in fashion that designs, produces, and sells 
leather goods, apparel, and footwear for men and women worldwide. The German-based 
company was founded in 1924 and carry two brand lines, consisting of HUGO and BOSS, 
with the aim to target customers for every occasion through quality, fit, innovation, and 
sustainability.

Prada is a global Italian luxury fashion house established in 1913 and designs, 
manufactures, and sells leather goods, apparel, footwear, and accessories for men 
and women. The brand owns several subsidiaries worldwide and aims to transcend 
trends through cutting edge style while holding the brand synonymous with 
innovation, transformation, indepence, and sustainability.

Pandora is a Danish brand established in 1982 that designs, manufactures, and sells 
affordable high-quality jewelry for women. The brand has a worldwide presence, 
and is highly known for its collectible charm bracelets that allows women to tell 
their individual stories through jewelry while simultaneously encouranging brand 
loyalty.

Samsonite is an American leading brand within travel bags, luggage and accessories for men 
and women that combines style with cutting-edge technology. The company was founded in 
1910 and has since built a heritage on high quality and design that is suited for an on-the-go 
lifestyle. Samsonite is vertically integrated and works within design, manufacturing and 
retailing. 
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4.3.2 THEMATIC ANALYSIS OF ANNUAL REPORTS  

The codes for analyzing the annual reports are selected based on findings from the literature review in 

combination with the explorative interview. The codes revealed patterns within innovation and firm 

performance, management, and operating in emerging markets. These themes will be reviewed in the 

following section. 

4.3.2.1 INNOVATION AND FIRM PERFORMANCE 

Making innovation part of the brand identity and core values 

What all four case companies hold equal is their commitment to innovation, which is communicated both 

internally and externally. The companies demonstrate that they not only utilize innovation as a means for a 

competitive advantage, but that it is also part of their core values. Theory states that firms that incorporate 

innovation in their processes, will have higher innovative capabilities, and by making innovation an integral 

part of the brand identity, the company ensures that every employee shares the same vision for the company 

and understands how the company wishes to grow (Nagji & Tuff, 2012).  

Prada ensures that the importance of innovation is always present in their communication, furthermore, the 

company rewards employee skills that drive innovational capabilities, which further motivates and cultivates 

innovation within the company (Prada, 2020). Hugo Boss has similar focus on innovation but has created a 

company vision that is achieved through innovational activities, which creates a direct link between 

innovation and company goals, thereby ensuring that innovation is built into company processes while 

encouraging an innovative mindset (Hugo Boss, 2019). 

Making innovation part of the brand identity or the company’s core values will thereby increase the 

innovative capabilities, as it will be an integral part of company processes, thus ensuring a positive 

relationship between innovation and firm performance. 

Productivity and efficiency as determining factors 

A positive relationship between innovation and firm performance is not achieved by solely making 

innovation part of the core values. Optimization, productivity and efficiency are other key traits that are 

constant throughout all case companies. Hugo Boss has for example initiated an efficiency program that 

optimizes organizational structures and budgeting to improve the profitability of the firm, as the savings 

from the initiative would offset additional investments in innovation (Hugo Boss, 2019). Furthermore, the 

company has had high focus on creating working spaces that increase creative productivity (Hugo Boss, 

2019).  
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Pandora achieves efficient processes through standardization from a simplified product portfolio and high 

knowledge-sharing within the company, whereas Prada overall promotes high productivity amongst their 

employees (Pandora, 2020; Prada, 2020). This supports findings from research that found that productivity is 

a determining factor, and a positive relationship between innovation and firm performance is thereby 

dependent on the productivity level of the employees (Morbey & Reithner, 1990). 

Mudambi’s (2008) theory on the smiling curve states that companies can increase efficiency by connecting 

the two ends of the value chain, which in fashion would be the design and sales department. Yet none of the 

case companies indicate that communication between retail and design exists, which means that the two ends 

of the value chain, are unlikely to be connected. This means that fashion companies have an opportunity to 

improve firm performance through innovation, by encouraging communication between the two value 

creating resources. This is also highly valuable when operating in emerging markets, where cultural 

distances are much wider, and therefore the direct touch points to customers should not be an underestimated 

resource. 

The digital movement 

Although e-commerce has been viable for several years, all case companies imply that focusing on 

incorporating digitization into their business model is a recent effort. Fashion companies are realizing the 

shift in consumer demands for a smoother shopping experience, which necessitates the employment of 

omnichannel strategies while developing digital efforts (Hugo Boss, 2019; Pandora, 2020; Prada, 2020; 

Samsonite, 2019). 

To accommodate the digital movement, Pandora has made substantial investments in digital efforts to create 

a higher presence by establishing a digital hub in Copenhagen, thereby creating a team that wholly focuses 

on developing the digital capabilities (Pandora, 2020). The same focus can be identified with Prada, who not 

only employed an omnichannel strategy but also shifted communicational focus from traditional to digital 

platforms (Prada, 2020). Samsonite further expresses how digitization has “pushed the boundaries” for 

innovation (Samsonite, 2019). Given that consumers now have a constant online presence, the company 

found that innovation could be made within GPS tracking, fingerprint unlocking systems and more, which 

are innovations that are dependent on digital behavior (Samsonite, 2019). Increasing commitment to a digital 

business model will thus increase efficiency and productivity in the company, which further improves firm 

performance. 

Balanced innovational management 

A balanced innovation management is another crucial aspect for superior firm performance, but as indicated 

by the explorative interview with Hugo Boss, the right innovational balance differs in fashion. This is 
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repeatedly expressed by all case companies, where Hugo Boss, for instance, mainly describes efforts in 

optimizing current solutions within retail, production processes and product development (Hugo Boss, 2019). 

The same focus is expressed by Samsonite, where description of innovations mainly concern further 

internationalization, e-commerce, and product innovation in terms of raw materials and functions 

(Samsonite, 2019). Most of the focus is therefore placed on core products, which means that little effort is 

put into adjacent or transformational innovation. However, any activities outside of core innovational efforts 

may not have been disclosed in the annual reports of the companies, which is why the optimal balance of 

innovation cannot be concluded, but it is certain that fashion companies should have higher focus on core 

products and resources than proposed by the golden ratio (Nagji & Tuff, 2012). 

4.3.2.2 MANAGEMENT 

Corporate learning 

Corporate learning is established to be an integral part of innovation, wherein two methods have been 

distinguished: acquisition of new members and knowledge-sharing (Calantone et al., 2002). It was likewise 

found that companies that are more committed to learning will have higher innovational capabilities 

(Calantone et al., 2002). Knowledge-sharing was found to be highly valued by all case companies which 

further demonstrates their commitment to innovation.  

Hugo Boss and Prada both employ the same method of knowledge-sharing through an internal education 

system (Hugo Boss, 2019; Prada, 2020). The two companies offer training programs within specific areas of 

the value chain that are tailored to employee needs and adapted to strategic priorities, thus ensuring that 

corporate learning is always in line with company goals (Hugo Boss, 2019; Prada, 2020). The benefits of 

internal education systems are two-fold. While the shared knowledge cultivates innovation among 

employees, the knowledge is simultaneously preserved within the company. However, despite the benefits of 

an internal education system, the method is limited by knowledge that is found within the company, which is 

why both Prada and Hugo Boss also place encourage external networks and creating partnerships as part of 

the R&D activities (Hugo Boss, 2019; Prada, 2020). 

Pandora and Samsonite also express the importance of knowledge-sharing, although they do not employ the 

same method as Prada and Hugo Boss. Their focus is placed on timely open communication and 

encouragement of knowledge-seeking behavior (Pandora, 2020; Samsonite, 2019). It is therefore essential 

that fashion companies find a reliable way to acquire, share and store knowledge while ensuring transparent 

communication throughout the hierarchical chain. 
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4.3.2.3 OPERATING IN EMERGING MARKETS 

Internal complexities vs. adaptability 

When operating in emerging markets, companies risk infringement on IP as institutions in emerging markets 

have lower IPR. It is therefore crucial to identify how fashion companies can navigate the environment in 

emerging markets to protect innovational capabilities and product developments. By following the resource-

based view and the findings from the research conducted by Zhao (2006), internal complexities were 

theorized to be the best way for companies to ensure protection of IP as the resource would become imitable 

(Barney, 1991). However, creating internal complexities, will be at the cost of swift reaction and adaptation 

to environmental changes. One of the characteristics of emerging markets is their market volatility, and in 

combination with an already highly volatile industry, the capability of fast adaptation to market 

circumstances becomes crucial. 

This priority is also seen within the case companies, as they all emphasize patent solutions as the main 

source of protection. Pandora, for instance, states that all innovations are protected by patents specifically in 

main markets and production countries (Pandora, 2020). However, Pandora also shows awareness of the 

need for other means of protection, as they describe active measures taken to fight IP infringement by closely 

monitoring wholesale and retail locations in partnership with local authorities (Pandora, 2020). The same 

strategy is applied by Samsonite, who likewise, aside from patent protection, closely monitors wholesale and 

retail through regional teams, while keeping a close eye on factories in China (Samsonite, 2019). 

This means that reliance is mostly placed on legal measures, which may be the root cause for the negatively 

modifying effect of internationalization to emerging markets. Innovational contributions to the firm 

performance decrease as fashion companies enter more emerging markets because there is a higher risk of 

outward knowledge spillover given the high reliance on external legal enforcement and institutional 

protection. It is therefore recommended that fashion companies should, if possible, avoid offshoring 

knowledge-intensive activities to emerging markets, despite underlying benefits. 

Identifying risks in emerging markets 

Although fashion companies should avoid offshoring knowledge-intensive departments to emerging markets, 

their reliance on a presence in these markets entail risks related to other departments. Fashion companies 

often offshore or outsource different operations to separate geographic markets dependent on where market 

advantages apply, which often means that sourcing and production sites are placed in emerging markets 

(Dunning, 2000). This increases risks that negatively impact firm performance such as political regulations 

or increased production costs. 
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For successful operations in emerging markets, identifying these risk areas through regular analyses is 

crucial (Henisz & Zelner, 2010). Hugo Boss explains how current and future markets are regularly assessed 

through analyses to determine the risk levels (Hugo Boss, 2019). The company follows theories on analyses 

in emerging markets by monitoring political, economic, and social changes (Hugo Boss, 2019). Samsonite 

also explains how risks are circumvented by diversifying sourcing operations to several emerging markets 

(Samsonite, 2019). Operating in emerging markets thus requires higher attention to environmental risk 

groups with market diversification and regular analyses and assessments in order to react in a timely manner. 
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5. DISCUSSION 

The following section discusses the most central findings from the quantitative and qualitative analyses and 

evaluates the collective findings and implications in relation to previous research in the field. Furthermore, 

limitations and subsequent options for further research will be discussed. 

5.1 INTERPRETATIONS 

The research was conducted with the aim of determining how fashion companies can influence firm 

performance through innovation when internationalizing to emerging markets. The findings will be discussed 

in relation to the research aim in the following sections. 

5.1.1 REVISED CONCEPTUAL MODEL  

 

Figure 11 Revised conceptual model 

In line with the findings from the analysis, the theorized conceptual model that was presented based on the 

literature review, is revised and presented in figure 11. The preliminary model hypothesized that innovation 

and innovation intensity had a significant relationship with firm performance. Furthermore, 

internationalization to emerging markets was hypothesized to have a significant relationship with firm 

performance and innovation in addition to a significant modifying effect on the relationship between firm 

performance and innovation.  

Innovation 
intensity 

Innovation 

Firm 
performance 

Internationali-
zation to 
emerging 
markets 

Moderating relationship 

Direct relationship 
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The revised conceptual model reveals that no significant relationship between internationalization to 

emerging markets and innovation or firm performance exists, given the lack of evidence from the data. 

However, a significant relationship between innovation and firm performance was found, and a negatively 

modifying effect from internationalization is supported by the data. Considering these findings, it becomes 

apparent that fashion companies need to focus on how to operate in emerging markets to avoid a reduced 

influence from innovation on firm performance. These findings will be further discussed to determine their 

contribution to the goals of this research and their implications to the research field in addition to managerial 

implications. 

5.1.2 THE RELATIONSHIP BETWEEN INNOVATION, INTERNATIONALIZATION TO EMERGING MARKETS 

AND FIRM PERFORMANCE 

By performing a regression analysis on the relationship between innovation and internationalization to 

emerging markets, results revealed that innovational activities in fashion companies are not impacted by 

entering emerging markets. This suggests that fashion companies will not gain nor lose knowledge that 

contributes to innovational capabilities, and hypothesis 1 is thereby rejected. This contradicts expectations of 

this research. By internationalizing, companies are provided access to location-specific knowledge and skills, 

which is found to improve the innovational capabilities (Alcácer & Chung, 2007). 

The lack of a significant relationship thereby suggests two possible explanations. The first is that fashion 

companies do not offshore innovation to emerging markets, and as a result, the local knowledge is not 

absorbed, as the departments required to absorb the knowledge and skills are not locally present. This is a 

viable explanation, as highly value-adding activities, such as innovation, are often conducted in advanced 

economies rather than emerging markets (Mudambi, 2008). The second explanation could be that emerging 

markets offer low innovational advancements within fashion in comparison to advanced economies, and 

fashion companies are therefore not impacted by the presence in the market. Research found that emerging 

markets do in fact show lower developments within innovation, however, this explanation mostly accounts 

for why no positive relationship exists, as low innovational developments in a market could still lead to a 

significant negative relationship (Liu et al., 2017; Page, 1994). It is therefore more likely that lack of 

innovational presence in emerging markets results in an insignificant relationship. 

The research further found that firm performance in fashion companies is improved by innovational 

activities. This was expected, as no prior research has suggested otherwise. This finding thus supports the 

second hypothesis of a significantly positive relationship between innovation and firm performance. Results 

revealed that high innovational intensity reduces firm performance. This means that although higher 

investments in innovation would improve firm performance, excessive investment will have the opposite 

effect. This was likewise expected from the results, given prior research (Vithessonthi & Racela, 2016). 

Thus, the finding from the collected data regarding innovational intensity and firm performance, supports 
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expectations, and hypothesis 3 is furthermore not rejected. Clarifying the relationship between innovation 

and firm performance is important, as it is necessary to first determine whether it is possible to influence firm 

performance through innovation before determining how. This finding further indicates that innovational 

management should be balanced which is a key element in determining how to best influence firm 

performance through innovation. 

Contrary to expectations, firm performance is not significantly impacted by internationalization to emerging 

markets and hypothesis 4 is thereby rejected. This does not mean that no impact exists from entering 

emerging markets, but rather that no abnormal increase or decrease in firm performance will occur. This is 

especially surprising, as many fashion companies internationalize to emerging markets due to high growth 

(Różański & Sekuła, 2016). This could, however, be explained by increased risks when operating in 

emerging markets which may offset the economic gains (Carnahan et al., 2010; Henisz & Zelner, 2010). 

Despite this, internationalization to emerging markets will impact firm performance by reducing the positive 

influence from innovation. Internationalization to emerging markets therefore has a modifying impact rather 

than a direct impact, and hypothesis 5 on the moderating effect of internationalization to emerging markets is 

supported by the data. This is an important contribution to the research, as fashion companies that enter 

emerging markets can be directed towards a focus point that may otherwise have been ignored.  

To sum up, fashion companies can positively influence firm performance through innovation but should 

avoid excessive innovational investments, as this would counter the positive influence. By operating in 

emerging markets, the positive influence from innovation on firm performance is reduced, which therefore 

requires specific attention from fashion companies. 

5.1.3 MANAGING INNOVATION IN EMERGING MARKETS  

The positive relationship between innovation and firm performance was a result of integrating innovation to 

the core values and brand identity as this increases innovative capabilities from making innovation part of 

company processes. Furthermore, all case companies show high focus on productivity and efficiency, which 

suggests that a positive relationship may be dependent on the productivity level. However, there is not 

enough evidence from the thematic analysis to conclude on this theory. Nonetheless, high efficiency can be 

achieved through digitization, which is increasingly becoming a focus point in the fashion industry. 

Furthermore, fashion companies have an opportunity of improving efficiency by linking sales and design 

teams through communication, thereby utilizing retail as a knowledge source. 

The positive influence of innovation on firm performance is also a result of high commitment to storing and 

sharing knowledge within the company, while ensuring transparent communication when new strategies are 

implemented. These findings are important to the research purpose, as they identify underlying causes for the 

identified relationships and thereby offer concrete methods for insuring a positive relationship between 



Page 69 of 94 
 

innovation and firm performance. However, the optimal balance of innovation cannot be concluded, as this 

would likely vary depending on variables such as company size, level of integration of digitization, 

subindustry and more. It is, however, certain that fashion companies should have higher focus on core 

products and resources than indicated by the golden ration (Nagji & Tuff, 2012).  

The quantitative data further revealed that fashion companies should focus on minimizing the reduced effect 

on innovation from operating in emerging markets. A suggestion for minimizing the reduced effect is by 

actively participating in actions against knowledge spillover and IP infringement, while regularly analyzing 

and assessing the markets. This finding is a valuable contribution to the research as it identifies focus areas 

for fashion companies and offers possible solutions that may combat disadvantages. 

5.2 IMPLICATIONS 

5.2.1 RESEARCH IMPLICATIONS 

First and foremost, the research applies current theories on internationalization, innovation and emerging 

markets to the fashion industry. The results of the research both support and challenge current literature. 

Findings from the research on innovation and firm performance support current research and fit the narrative 

in terms of positive and significant relationships. Duus’ (2020) definition of innovation as a profit-adding 

activity suggested that a positive relationship would be identified. This goes in line with the findings of this 

research and is consequently supported. Furthermore, this research supports the findings from Vithessonthi 

and Racela (2016) who found that excessive innovation was detrimental for the performance of a firm, given 

that a negative relationship between innovation intensity and firm performance was identified. Thereby, 

findings from the research highly support current research and theories on innovation and firm performance. 

However, findings on internationalization deviate from theory in terms of its relationship with innovation. 

The research challenges current knowledge with the finding that internationalization to emerging markets has 

no significant impact on innovational capabilities in fashion companies. This research therefore shows that 

internationalization alone does not improve innovational skills. Iandolo and Ferragina (2019) had likewise 

determined that internationalization alone was not enough as a factor to improve innovation and that the 

company should already have high innovational focus. Additionally, findings from this research suggest that 

the location to which a company internationalizes has high impact on the innovational contribution from the 

location. The research thereby contributes by adding to the theory by Iandolo and Ferragina (2019) that 

location is also a determining factor. As previously discussed, this may be due to low innovational activity in 

the market and a low degree of offshoring innovation to emerging markets. If no innovational advantage is 

found in emerging markets, then according to the eclectic paradigm, innovation is unlikely to be offshored to 

those markets. Emerging markets have lower innovational capabilities and companies can therefore be 

expected not to enter the market to improve innovation but to gain other advantages. 
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Findings on the relationship between internationalization and firm performance cannot be said to dispute 

prior research, as previous results are highly diverse. The research therefore contributes to the field by 

clarifying the nature of the relationship in the fashion industry with a specific focus on emerging markets. 

The finding is particularly interesting, given that emerging markets have been labeled as such due to their 

high growth. Entering emerging markets would thus be expected to result in growth for the company. The 

finding could be interpreted as contradicting theories on internationalization by presenting challenging 

evidence, however, the results only apply to emerging markets. The hypothesis was built upon theories on 

general internationalization which would expect a positive and significant relationship. This is not disputed 

by the results, as it is likely that the results will vary, if overall internationalization is examined. 

Finally, the findings contribute to the field of research by determining that internationalization to emerging 

markets negatively impacts the relationship between innovation and firm performance as a modifying effect. 

Macchion et al. (2015) were able to determine a modifying effect from internalization on the relationship 

between innovation and sustainability efforts, whereas Vithessonthi and Ferragina (2016) were likewise able 

to determine a modifying effect from internationalization on innovation and firm performance. This shows 

that previous evidence of this finding can be identified in prior research and is thereby supported by the 

outcome of this research. 

5.2.2 MANAGERIAL IMPLICATIONS 

The managerial implications of this research apply to management in the fashion industry. More specifically, 

it applies to fashion companies that operate internationally and are present in emerging markets. The 

implications are based on actionable findings that would improve firm performance through innovation both 

domestically and when operating in emerging markets. 

The findings from the research suggest that for innovation to have a positive impact on firm performance, 

fashion companies should focus on integrating innovation to the core values of the company or the brand 

identity. Furthermore, it is recommended that management create a learning environment within the 

company that encourages seeking new knowledge amongst the employees regardless of what department 

they work in (Duus, 2020). This follows the theories proposed by Calantone et al. (2002) and Nagji and Tuff 

(2012) that state that companies can increase innovational capabilities by committing to intraorganizational 

learning and incorporating innovation in the processes. Furthermore, management should focus on 

determining the right balance in innovational efforts. Fashion companies are recommended to deviate from 

the golden ratio, by placing higher emphasis on developing the core products and processes of the company 

while devoting very little effort to transformational innovation (Christensen & Overdorf, 2000; Nagji & Tuff, 

2012). This means that more than 70% of the investment allocation should go to core products and resources, 

where much less than 10% should be allocated to transformational innovation. Management in fashion 
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companies should further focus on determining an appropriate allocation of investment to innovation in 

relation to sales and avoid a high allocation percentage. 

It is further recommended that management in fashion companies attempt to create stronger links between 

retail and the design team. This recommendation is based on findings from Mudambi’s (2008) theory on the 

smiling curve, stating that efficiency is increased by connecting two ends of the value chain. The thematic 

analysis showed no indication on communication between the two departments. Implementing this initiative 

would allow creating collections that are tailored to market specifications. This does not mean that fashion 

companies should create different collections for each market, but rather that collections are created to 

provide the option of strategically selecting products from the collection that would cater to the market and 

show better sales performance. 

Finally, fashion companies are recommended to pay more attention to institutional environments when 

internationalizing to emerging markets. Solely focusing on advantages when determining what markets to 

enter, risks reducing innovational value from the inability to navigate institutional limits, which includes IP 

protection. As fashion companies have higher reliance on legal structures to minimize knowledge spillover, 

it becomes crucial to understand the extend at which institutions offer protection, otherwise fashion 

companies risk losing their competitive edge in that market. This recommendation goes against findings by 

Zhao (2006) who stated that companies can circumvent the low IPR in emerging markets by creating internal 

complexities and interconnectivity which would increase the inimitability of the resource. However, 

increased complexity reduces the ability to react and adapt to the environment and given that fashion is a 

turbulent industry and that emerging markets are highly volatile, flexibility and reactive capabilities become 

crucial. It is therefore recommended that fashion companies utilize institutional protection while 

implementing efforts that combat knowledge spillover. Considering this finding, fashion companies are 

advised against offshoring innovation to emerging markets.  

5.3 LIMITATIONS 

Limitations to the research can be identified due to methodological choices, data access, and delimitations of 

focus areas. These limits influence the applicability of the findings from the research and the most central 

limitations will therefore be addressed. 

The generalizability of the research is limited to emerging markets, as the focus of the study relates to 

internationalization trends in fashion companies. The results from the research cannot be applied to advanced 

economies or other economies of the world, as findings in other markets are expected to vary greatly from 

the current research given the differences in institutional risks and innovational activity. Furthermore, the 

research only applies to the fashion industry, which has very distinguished characteristics that are not 



Page 72 of 94 
 

necessarily found in other industries, and the findings and implications are thus limited to fashion. However, 

the fashion industry is composed of several sub-industries, and the generalization of the research means that 

variations in the sub-industries are not captured, thereby limiting the findings to an overall view of the 

fashion industry. The same limitation is found in terms of emerging markets. Although emerging markets 

carry many of the same characteristics, the markets are highly diversified, which impacts the generalizability 

of the research. 

Given the lack of data on innovational productivity, the impact of the productivity level cannot be confirmed 

by the research. Therefore, an aspect of innovation that is expected to impact firm performance is lacking 

from the research, and the research is thereby limited to the factors included in the research model. 

Internationalization experience is another factor that impacts innovational activities. Theory suggests that 

companies that have been international for many years will have higher absorptive capabilities due to more 

experience in international markets (Chen & Hsu, 2010). The lack of access to data on international 

experience therefore limits the research from examining and concluding on this aspect of 

internationalization. 

5.4 FURTHER RESEARCH 

Researchers are encouraged to further narrow the scope of emerging markets, as they are highly diverse. It 

would therefore be relevant to apply the research to a specific continent, region or country, which would 

allow more in-depth analysis of emerging markets to better explain findings through additional evidence. 

Given that Asia-pacific is receiving relatively more FDI from fashion companies, it would be relevant to 

apply the research to this geographic area (Dollar, 2008).  

Further research could be applied on the impact of entry modes to determine whether a specific entry mode 

will garner better results when entering emerging markets. Alternatively, research can further develop the 

findings by including the offshoring of innovation as a factor in the research model. This will clarify the 

relationship between innovation and internationalization that have been identified in the research and could 

conclude if this relationship is dependent on offshoring innovation to emerging markets, and if so, determine 

whether that relationship would be positive or negative. It would, furthermore, be highly valuable to examine 

the impact of proximity between innovation and production facilities. Further research could additionally 

examine the impact of productivity level in innovation to determine its impact on the identified relationships. 

Finally, the fashion industry is diverse and although findings apply to the industry in general, deviations may 

occur depending on what sub-industry is examined. Further research could therefore contribute to the 

findings by applying the research to fashion sub-industries such as fast fashion, luxury fashion, sportswear or 

alternative sub-industries.  
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6. CONCLUSION 

The study concludes that no significant relationship between innovation and internationalization to emerging 

markets exists. Fashion companies will therefore not see major differences in their innovative capabilities as 

a result of entering an emerging market. However, it is concluded that innovation significantly influences 

firm performance in fashion companies, which means that a higher commitment to innovational activities 

will improve the firm performance. It was further found that fashion companies that have a higher turnover 

tend to invest more of their sales in innovation, however, a high investment intensity relative to sales will 

decrease the firm performance. It is therefore necessary to regularly monitor the investment intensity to 

ensure that the commitment to innovation positively influences firm performance.  

Furthermore, internationalization to emerging markets does not significantly impact firm performance. This 

means that although fashion companies may influence their firm performance by entering emerging markets, 

no significant change will occur. This relationship may also be explained by the lack of innovational impact 

from entering emerging markets given that firm performance is highly influenced by innovational activities. 

Internationalization to emerging markets does, however, significantly reduce the positive influence of 

innovation on firm performance. This means that fashion companies need to pay close attention to how 

innovation is compromised by entering an emerging market.  

The lack of a significant relationship between innovation and internationalization to emerging markets is 

likely due to an advantage-seeking internationalization pattern in fashion companies. Emerging markets have 

lower innovational performance compared to developed markets, and fashion companies are therefore less 

likely to offshore innovational activities to emerging markets, which limits the absorptive capabilities of the 

firm. Furthermore, fashion companies should be committed to innovation and present high absorptive 

capabilities prior to entering a new market, to see a positive impact from internationalization. Therefore, 

internationalization in and of itself does not improve innovative capabilities. The location choice and the 

departments that are present in that market, in combination with high innovational commitment and 

absorptive capabilities are important determinators. 

Fashion companies that incorporate innovation into their core values or the brand identity will encourage an 

innovative mindset amongst employees which increases the innovative capabilities of the firm and ensures 

better integration of innovation into company processes. The positive influence from innovation is further 

strengthened if fashion companies find a reliable method for transferring and storing knowledge within the 

firm, and encourage knowledge-seeking behavior, which includes seeking knowledge outside of the firm. 

Fashion companies have the opportunity of increasing efficiency within the firm by creating a 

communicative link between retail and the design team, as retail is an important knowledge source given its 

direct touch point with consumers. The digitization of the fashion industry further introduces new 
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possibilities for efficiency and pushes the boundaries of innovation. Digitization is therefore increasingly 

becoming an integral part of the industry and is thus an important integration to the business model.  

Fashion companies are recommended to monitor investment levels, but in addition to finding the right 

balance of investment in innovation, fashion companies must further find the right balance of the allocation 

of investment in different innovative areas. Fashion companies should have a very high focus on core 

products and resources and minimal focus on transformational innovation.  

The negative impact from internationalization to emerging markets on the relationship between innovation 

and firm performance is likely due to a higher risk of outward knowledge spillover when operating in 

emerging markets. The higher risk can be combatted by creating internal complexities and interconnectivity 

between resources. Increased organizational complexity increases the inimitability of the resources but is at 

the cost of flexibility and adaptive capabilities, which are crucial skills when operating in turbulent industries 

and markets. Fashion companies should therefore prioritize reactive and adaptive capabilities and rely on 

external measures to reduce outward knowledge spillover. However, legal institutions in emerging markets 

have lower performance compared to advanced economies, which is why emerging markets present higher 

risks for outward knowledge spillover. Fashion companies should therefore pay higher attention to 

institutional voids when entering and operating in emerging markets. It is therefore necessary for fashion 

companies to implement additional initiatives to protect IP and innovational activities when operating in 

emerging markets. Regular analyses and market assessments are, furthermore, recommended for timely 

reaction to market changes. However, fashion companies should avoid offshoring innovational activities to 

emerging markets, if possible, to minimize the negative impact on the relationship between innovation and 

firm performance. 
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APPENDICES 

APPENDIX 1: DATA SAMPLE AND VARIABLE LIST  

Total data sample (n = 30) with full variable list excluding interaction term and outliers. 

 

APPENDIX 2: LIST OF EMERGING MARKETS  

List of countries categorized as emerging markets by MSCI Emerging Markets Index (Index Solutions: 

Emerging Markets Index - MSCI, n.d.). 
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APPENDIX 3: SCATTERPLOT INCL. OUTLIERS  

 

APPENDIX 4: SCATTERPLOT OF RESIDUALS VS. PREDICTED VALUES  
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APPENDIX 5: SCATTERPLOT FOR LINEARITY  

Scatterplot of average revenue and number of emerging markets (n = 30). 

 

Scatterplot of average revenue and average R&D expenditure (n = 30). 

 

Scatterplot of average revenue and R&D intensity (n = 30). 
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Scatterplot of average revenue and emerging market intensity (n = 30). 

 

Scatterplot of average revenue and interaction term between R&D and emerging markets (n = 30). 

 

Scatterplot of average R&D and emerging markets (n = 30). 
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Scatterplot of average R&D and emerging market intensity (n = 30). 

 

APPENDIX 6: HUGO BOSS INTERVIEW TRANSCRIPT  

Viktoria Kirchmaier, Team Leader Corporate Sales Development at Hugo Boss, Germany 

Date: 21.12.2020 

Location: Online interview, Microsoft Teams 

 

Let’s start with you introducing yourself and what you do at Hugo Boss. 

My name is Viktoria Kirchmaier. I have been working with Hugo Boss for five years. I lead the corporate 

sales development team which means that I am responsible for the global distribution strategy and the sales 

strategy, meaning where are we expanding Hugo Boss, which countries with which channels, online, 

wholesale, retail, how is the performance in these channels currently, how much can we push Hugo Boss in 

certain countries and grow there, so that is my main responsibility. The team is located in the group strategy 

corporate development department, and within this department we have several teams, also digital teams, and 

all our teams are working strategically, meaning looking for the future of Hugo Boss for the next 3-5 years, 

so for sure topics like innovation, progress, and internationalization are everyday topics for us. 

 

How do you use innovation at Hugo Boss and what departments do you use it for? 

With innovation, the first thing that comes to mind is product innovation, meaning how can fabrics and 

materials be more innovative. There we have trials for materials such as raincoats and if you can charge your 

phone if you put it in your pocket, or sustainable leather, things like that. We do have a team within the 

design team that specifically looks at this. Besides this, Hugo Boss is best in class for AI in our production 
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site in Izmir, Turkey. There we have our biggest production site which is very digitalized, and everything is 

very fast and super modern, so there we look at innovation in terms of how can we produce faster and more 

sustainably. And also, of course, in everything we are doing, so you can go through the whole supply chain 

starting from production, then how do we deliver it, where do we put it in the stores, can the stores be more 

innovative, like for example, digital assets, gamification points, but then also delivery from stores. We are 

trying to be more innovative in how we can locate where the product exactly is, super fast, and the customer 

sees it, so no matter where he lives or shops, he has direct access to the product. From a delivery perspective, 

we do not want to have a huge environmental impact. If you use DHL or UPS that go into the city, you have 

more sustainable ways to deliver, for example with electric vehicles which saves all the pollution from 

delivering our packages. These are our main areas. 

 

How would you say that you manage innovation at Hugo Boss in terms of investment allocation? 

We have heavy focus on our core products, but it is different in fashion than compared to for example a car 

manufacturer. In fashion we have four new collections every year, and so we have to be new all the time and 

we are always developing the product. But then there are other streams we look into, where we consider if 

we only want to do clothes at Hugo Boss or are there other areas that could be interesting for us. We are a 

publicly listed company, and we will reach a point where we have a market share everywhere and we cannot 

expand anymore, so if we still want to grow, we have to do something else, and we are looking into it. It is 

managed at Hugo Boss, where on one hand every department has the opportunity to look into innovation, 

and on the other hand we have special departments that look into innovation such as my department, 

corporate development, and then we talk to the board where we evaluate the ideas, and depending on the 

profit possibility, it is decided whether we go for it or not. The third thing is an innovation and idea program 

called Kick Box, where every employee has the chance to say that they discovered something, which will be 

evaluated. 

 

Through this Kick Box program, are your employees encouraged to try to innovate during work hours? 

First they have to come up with an idea, but then if they pass the first gate where we want them to look into 

it, then they will get free time from the supervisor, about 10%-20%, to work on the idea. And if he is one of 

the final employees with the best idea, then they will get more time to work on it. And if the idea is selected, 

it will then be decided if the employee will drive it from there on or if we give it outside of the company. 
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A big part of innovation is the ability to acquire knowledge. How would you describe the way you acquire 

and store knowledge? 

We have a Hugo Boss University, where every employee can select what they want training in. There is a lot 

of different training such as soft skills like communication, but also insights or controlling. There are also 

mandatory seminars at the University that everybody has to know, such as how a suit is made, our 

philosophies and so on. Besides this, especially in my department as we are responsible for having new ideas 

and driving the growth of the company, we are free to attend conferences and seminars outside of Hugo 

Boss. We also connect with other industry leaders to understand how their supply chain works, or what are 

they doing to satisfy their customers more, how do they work with customer data. So, we have both internal 

training and external connections and conferences. I, for example, have a personal external coach that is paid 

by Hugo Boss, where I can train very specific points if I know most things that are discussed in conferences 

and only want to learn about one specific thing, and then we only train the things I want. This is not available 

for every employee; you have to be at a certain hierarchical level.  

 

So, you have a lot of different departments that each focus on specific areas, but do these departments 

communicate with each other in terms of transferring knowledge and making sure things work efficiently, 

and if so, how do you transfer knowledge? 

On a daily basis, all departments are communicating with each other, but I think some of my examples show 

how we are connected in a good way. We do have for example the omni channel round, where we in the past 

said that all sales channels had to be connected, but at the end, the departments that are located there are IT, 

logistics, merchandising, strategy, brand, e-com, legal, we are maybe ten departments, and we are always 

looking at the customer experience. We do for example maturity tests, where we look outside at the market, 

competitors, looking at what is possible from a technology point, and then we detect our gaps and say that 

we have to be better at this or that, and then we look into it. We are meeting up biweekly and all the new 

ideas are rated and there is a whole procedure. It’s a really big and important group, they are all leaders, so 

they all know what is going on and then we mix all our insights. We also have project portfolios, where we 

put all our project ideas, and then we have to steer it because we have limited resources to drive new ideas 

and projects. We rate all the ideas based on net sales potential, profit, cost and the number of people that are 

needed, and then it is either accepted, neglected or postpone and it is then given a priority and then finally 

implemented. The departments work really closely together, but we also discuss a lot at the board and top 

management level where they have circle 1 meetings. The managing directors also talk biweekly on 

Mondays. For example, with the Corona virus, we looked at China because they were doing better than us, 

and we looked at how they managed it, did they close the stores, did they pay rent to the landlords, what did 
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they do with all the merchandise, and so we have these calls where all managing directors can talk to each 

other. 

 

It sounds like there are a lot of departments that are in touch with each other, but have you experienced that 

this led to any issues? 

Sure, of course. Even though we have these meetings, with big and smaller rounds, there are always silos, 

and communication is always a problem. Sometimes there is a really good idea, and the top management 

knows why we are doing it, but then it isn’t communicated to every department, and then the jr. manager 

doesn’t have the full picture, which is always a challenge and could be better. 

 

Is there anything that you are doing currently or trying to figure out to combat these issues? 

We do have a new internal communication department, because it is really important that the big decisions 

are understood by every employee and that they understand their own contribution. It could be tackled better, 

but we need more town hall meetings from the board and department leaders. We could also transfer 

knowledge within the company by sending a jr. manager for three months to another department so that they 

connect with other employees. For my team, for example, they always have networking as a goal, because it 

is key in communication. We need to understand the whole company, so it’s a little different from other 

departments. Another tool to prevent it is the connect platform, which is an internal platform where 

employees can chat with each other, share news and information and so on. 

 

In which area do you have the most innovational focus? 

I would say the product area. It’s the main thing we deliver to the customer and everything else is just nice to 

have. Sustainability is also very important to us, so we also look at anything we can do there. In the end, we 

focus most on the customer experience, and we look at anything innovation can help us with in two areas. 

One is being fast and convenient, and the other is the shopping experience that they have. 
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I want to talk a little bit about internationalization as well. So, when you internationalize, what is the 

strategy behind the markets you choose to expand to? 

We look at the market data first. We look at how big the premium market is. If we take India for example, 

the amount of people that already shop premium goods is not very big, so of course we are in India, but we 

could have more stores. So, we always look at how big the premium segment is, how the competition is, and 

then we select our entry mode. Do we choose a franchise partner that supports us in the market or will we do 

it ourselves with our own retail stores, which is always tied to more investment which is a disadvantage, so 

we only do it if the premium segment is big enough. But on the other hand, the advantage is that the way the 

brand is presented is in our hands which is important when you enter a new market. If you give it to a 

partner, we can only provide them with guidelines, but in the end, they are presenting Hugo Boss, which may 

be different from how we do it ourselves, which is why we would always want to do it ourselves.  

 

Are there certain markets that you are more focused on? 

Hugo Boss is in more than 124 countries, so we are almost everywhere already, but the Asian market has 

received the highest focus in the last couple of years and it will remain the focus in the next 3-5 years as 

well. But then the African market is also interesting and so we look at how fast they can catch up. Besides 

this we are everywhere: Latin America, Eastern Europe etc. Hugo Boss is a couple of years old so it’s maybe 

not so interesting because we did this years ago.  

 

You also have production facilities in these markets that you operate in. has that been a factor in deciding 

whether or not you want to enter a market? 

No. We have entered many markets before having production facilities there. We have our main production 

facility in Turkey, we have one in Italy and Eastern Europe and China of course. 

 

You mentioned earlier that you also have innovational activities in Izmir with the production facility. How 

has it impacted the efficiency having innovative activities near production? 

It affected the production a lot and sped up the whole process. When people had new ideas, they could test it 

immediately without having the company being involved all the time.  
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Do you also have innovative activities with other production facilities or just in Izmir? 

Izmir is a special case because it is our biggest. We also have a production facility in Metzingen in Germany, 

but as it’s small it wouldn’t have much impact and it’s the same with Italy, so the focus is mainly in Izmir, 

but if the research was good then we will transfer it to the other facilities. And it makes sense to bundle the 

resources somewhere and spread it afterwards. 

 

Do you also allocate innovative activities to emerging markets? 

It’s not very country specific, but more department specific. Like Izmir is production, so it is only attached to 

production. But we also do not have innovation centralized anywhere, it’s all attached to departments and 

they each have smaller teams that focus on innovation. Also, now during Corona, Singapore for example said 

that all their stores are closed, but they didn’t have an online store, so what happened was they send a small 

webpage to the customers where they put together the best outfits that would fit the top costumers and if they 

liked it, the stuff would go to the stores and then the stores would send out the products to the customer. 

Depending on the resources, if they need help or resources, then it will be added to the project portfolio. 

 

Now I’m going to ask questions to uncover the relationship between these two factors. Have you experienced 

acquiring knowledge from the local environment, when offshoring knowledge intensive functions to other 

countries? 

Sure. Countries are all very different. If we look at China, their shopping pattern is very different from what 

we do in western Europe or the US. There you need the information of the local people. You wouldn’t be 

successful with the knowledge you have from operating in the western countries, so you need an office of 

Chinese people. There are also companies that approach the Chinese team and propose ways to do things, 

and it is up to them whether they want to do it. If we enter a market with franchising, we evaluate how they 

do business and how successful they are, and after some time, if we find that the market is big enough, then 

we take it back. It’s for sure a strategy that we use. 

 

So, it’s mostly retail related? 

It’s retail related but also online. We had the Hugo Boss website in China outsourced, and once it went well, 

we took it back. We did the same with our global online store, where it was an external company in 
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Switzerland that ran it at first, but then after a while, when we became more mature and learned from them, 

we took it back, since we believed we could do it better. 

 

In terms of communication between retail and design, how would you describe the current communication? 

This is a point where we could really improve, because the design team does not get all the information from 

the different countries. It’s also difficult to meet all the tastes from a Chinese customer vs. an American 

customer, but the communication could still be better. We do still have design rounds. If the design team 

provides a collection, the market buys them from the stores, where the stores provide feedback after they 

sold it, saying that the design team should look into certain areas, stating what worked and what didn’t work, 

if they need more bold logos, more red etc. But it’s also about innovative parts in the clothing. 

 

Looking at this from a revers perspective. Do concern yourself with leaking out internal information to a 

foreign market? 

Izmir is a good example because we have our production facility there, where we gained a lot of knowledge, 

but of course also brought a lot of knowledge. We don’t only produce for Hugo Boss, but also for our 

competitors, but there are still other production facilities that look to us and want to do what we do because 

we are best in class, where we sometimes intentionally transfer knowledge, but we are of course very careful. 

This is also why Europe is so innovative, because the higher the competition density, the more innovative 

you have to be as a company, and it puts pressure on us. 

 

Are you trying to combat leaking out information? 

Every employee signs a contract, and everybody we speak to has to sign an NDA, and then there are rules 

where you cannot take documents out of the office etc.  

 

So, when you rely mostly on contracts and law enforcements for the knowledge to stay within the company, 

does this mean that you avoid having such facilities that may have lower institutional efficiency? 

That was not the case in the past, but now we think about the institutional environment and whether there is 

corruption, because you as a company do not want to get involved in it. So, it is a factor, but not the most 
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important one, because it’s not that big of an issue in Germany, so we focus more on how expensive the 

work force is, how good the infrastructure is etc. 

 

When you enter developed countries vs. emerging markets, do you experience a difference in your firm 

performance? 

Yeah, for sure. It always refreshes the company when you enter a new market, because you are seen by a 

new target group, you get feedback, you can try new things, it’s like a blank sheet. People are always very 

different, the partners, the landlords, the restrictions are very different, so it is always a nice journey to enter 

a new market. From a performance view, markets where you have operated for a long time don’t see much 

growth, and if you enter a new market, you see a high growth-rate and therefore it is important.  

 

But do you experience differences in how you generate revenue when you enter a Western country vs. when 

you enter an Asian market? 

Because it is so different, and the system isn’t built the way we are used to, we often enter the market with a 

partner, which helps us. What my team is doing on annual base is that we look at all market figures on a 

potential perspective but also examine how innovation is prospered there, how is GDP, the infrastructure, 

unemployment rate, the criminal rate, to decide if we want to be there or not. 

 

That was all I had to ask; do you have anything you would like to add? 

Maybe something that is worth mentioning, besides innovation, is that I think the next big thing in fashion is 

customer data from social media footprints. There is so much data about the demand, what they want to wear 

next year. They are not aware of it, but the trends come together themselves, and you see the patterns in the 

data through predictive analytics. From a profit perspective, it’s the most important thing in fashion.  

 

Is it more specific to Hugo Boss that you are lacking in this area or the industry in general? 

It’s the industry in general. 


