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DOES OFFSHORE 
EXPANSION LEAD TO 
SUPERIOR RETURNS? 
By Damien Wodak, Managing Director and Partner, and  
Daniel Selikowitz, Partner, Boston Consulting Group (BCG)

INTRODUCTION 
The situation surrounding COVID-19 is dynamic and rapidly 
evolving, with still unknown implications for the global economy 
and millions of human lives. No industry will be immune to the 
impacts of COVID-19, which will present both challenges and 
opportunities for businesses, particularly those with overseas 
operations. The crisis will likely have lasting impacts on how 
businesses operate and broadly play out over three phases – 
Flatten, Fight, and Future.

The Flatten phase, describing the stage when a nation or area is 
locked down in order to reduce the peak caseload, has prompted 
some businesses – particularly those providing essential services – 
to re-localise parts of their supply chain, building resilience ahead 
of a prolonged Fight phase. The Fight phase will see governments 
gradually ease restrictions with the aim of restoring a moderate 

amount of economic activity. While many businesses will be 
challenged during this period, it may also provide opportunities 
to prospective dealmakers, with BCG research showing that 
acquisitions executed in a weak economy tend to have higher 
returns than deals done in a strong economy. 

When a vaccine or highly effective treatment eventually becomes 
widely available, we will transition to the Future phase. Economic 
activity will eventually be fully restored; however, it is likely some 
of the behavioural changes caused by COVID-19 will remain. For 
example, COVID-19’s disruption to the status quo may make 
people more willing to engage remotely in the future, potentially 
providing new opportunities in established industries such as 
health and education services. At the time of publication, it is still 
too early to determine how COVID-19 will impact the overall 
trend of internationalisation seen among Australian companies in 
recent years. 
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SECTION SUMMARY
Australia’s largest listed companies are becoming more 
internationally diversified, as measured by the proportion of 
revenue generated in foreign markets. ASX 20029 companies 
generate 34 per cent of their revenues from foreign sources, more 
than the largest listed companies30 in the UK (29 per cent) and US 
(26 per cent), but less than Japan (42 per cent). 

The level of internationalisation seen among Australian companies 
differs meaningfully by sector. In some industries, such as utilities, 
insurance, consumer staples and banking, companies have 
tended towards less offshore expansion. Potential reasons include 
favourable local market dynamics, or offshore expansion being 
hindered by high barriers to entry or significant regulatory hurdles. 
By contrast, industries with favourable offshore market dynamics 
or high cross-border flexibility have an imperative to seek growth 
offshore. Mining, healthcare and IT are all export-heavy industries 
in which Australian companies continue to grow their offshore 
revenues at a higher rate than domestic revenues. 

When considering larger ASX 200 companies ($2bn+ market 
cap), the incentives associated with offshore expansion are 
heightened when domestic growth opportunities are limited or 
constrained. Additionally, larger companies tend to be better 
equipped to navigate barriers associated with operating in a 
foreign market. It is then reasonable to expect that among the 
largest firms in a given market, higher international diversification 
would be associated with superior returns. This is demonstrated 
empirically among companies with $2bn+ market cap, by 
internationally diversified31 companies outperforming domestically 
focused32 companies on five-year total shareholder return (TSR).

While analysis of the complete ASX 200 dataset and previous 
academic studies33 fail to reach a consensus on whether capital 
markets invariably support international diversification, they 
suggest that expanding offshore can be a valuable strategy under 
particular conditions. Like many strategic decisions faced by the 
board and management of Australian companies, there is no ‘one 
size fits all’ answer to offshore expansion. Expanding abroad can 
create significant shareholder value when compelling market 
conditions, strategic rationale and execution come together.

AUSTRALIA IS BECOMING MORE 
INTERNATIONALLY DIVERSIFIED
Over the last five years, as domestic growth plateaued, ASX 
200 companies looked offshore for growth and to increase their 
exposure to foreign markets. The aggregate amount of foreign 
revenues generated by ASX 200 companies grew by 26 per cent 
from 2014 to 2019, while revenues from domestic sources were 
flat. As a result, 34 per cent of total revenues were generated from 
foreign sources in 2019, a five percentage point increase from 29 
per cent in 2014. 

Exports to the Asia-Pacific region in particular boomed over the 
last five years, growing at a rate of 8.5 per cent per year on the 
back of strong import demand for Australian goods and services 
from rapidly developing countries in the region. Exports by 
Australian companies to other regions of Europe and the Americas 
also grew, but at more subdued rates.

By contrast, the slight decrease in the ASX 200’s aggregate 
domestic revenues from 2014 to 2019 can be explained by 
weak recent performance in the banking sector and significant 
divestments by a handful of the index’s largest companies. The 
banking sector drove the decline in revenue due to unfavourable 
market conditions and the sale of a series of wealth management 
and insurance assets by the Big Four banks. Additionally, in the 
consumer sector, Wesfarmers’ listing of Coles caused a (technical) 
reported loss of domestic revenues. Excluding these companies, 
the annual rate of growth in domestic revenues from 2014 to 
2019 was positive at 2.4 per cent, but still slower than growth in 
revenues from foreign sources at 5.3 per cent.
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FIGURE 3. Share of revenues from foreign sources among ASX 200 companies has increased, driven by growing exports to Asia 
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Note: ASX 200 dataset consists of 127 companies for which  revenue by geographic region was available. 
Unspecified international revenues allocated to “Other International”. 
Source: S&P Capital IQ, BCG Analysis. 
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Comparing the distribution of companies by geographic revenue mix in 2014 and 2019, it becomes apparent that the growth in revenue 
from foreign sources was caused by an increase in both the number of companies exporting and the amount being exported by individual 
companies. From 2014 to 2019, the number of companies exporting increased by around 10 per cent, while five additional companies 
generated over 70 per cent of their revenues offshore. 

FIGURE 4. More ASX 200 companies have begun to generate foreign revenues, particularly in the 70%+ range
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Note: ASX 200 dataset consists of 127 companies for which revenue by geographic region was available. 
Source: S&P Capital IQ, BCG Analysis. 
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AUSTRALIA GENERATES A 
GREATER PROPORTION OF 
REVENUES FROM FOREIGN 
SOURCES THAN SEVERAL PEERS, 
DRIVEN BY EXPORTS FROM THE 
MINING SECTOR 
Comparing Australia to global peers, the high proportion of 
revenues generated offshore in 2019 by ASX 200 companies 
(34 per cent) makes them more internationally diversified than 
the largest companies in the UK (29 per cent) and the US (26 
per cent). Australia continues to trail Japan, however, where the 
largest companies generate 42 per cent of revenues offshore. 

Australia’s exposure to foreign markets has also grown at a faster 
rate than global peers, with a five percentage point increase in 
share of exports over the last five years, compared with a two 
percentage point increase in Europe and no change in Japan. By 

contrast, in the US, relative exposure to overseas markets reduced 
following recent protectionist policies and trade tensions between 
the US and China. 

Australia’s particularly strong growth was driven by increasing 
exposure to the Asia-Pacific region, now the highest of the 
global peer set despite Japan’s geographic proximity. This is 
likely due to the different mix of goods and services exported – 
Australia’s largest export products of minerals and raw materials 
are demanded predominantly by developing economies, of which 
there are many in the Asia-Pacific region. On the other hand, 
Japan’s largest export products are high value-added, finished 
goods such as vehicles and machinery which are often sold to 
developed markets.

Considering the makeup of each country’s exports by industry, 
over half of the ASX 200’s foreign revenues are generated by 
the mining and materials sector. Conversely, in each of consumer 
staples, consumer discretionary, energy and industrials, ASX 
200 companies generate the lowest proportion of total revenues 
offshore when compared with companies in the US, UK and Japan. 

FIGURE 5. Japan has the highest proportion of international revenues amongst peers 
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IN AUSTRALIA, INDUSTRY 
DYNAMICS HAVE SIGNIFICANT 
INFLUENCE ON THE DECISION 
TO EXPAND OVERSEAS 
Among ASX 200 companies, there is considerable variation in the 
level of internationalisation by industry sector. Several industry-
specific factors significantly influence management decisions to 
expand internationally – conditions in offshore markets relative 
to domestic markets, additional advantages from expansion of 
business offshore and ease of entering foreign markets, including 
regulatory barriers.  

Firstly, companies operating in industries with slow domestic growth 
or high market saturation have reason to expand their operations 
offshore where market dynamics are more favourable. For example, 
Australia’s rich supply of natural resources allows domestic mining 
companies to produce vast quantities of commodities that far 
outweigh local demand, given Australia’s advanced economic 
development. To avoid a local supply glut and the resulting 
unfavourable conditions, miners look to sell their products in 
offshore markets with limited domestic production capacity. 

By contrast, Australia’s consumer sectors have generally had 
favourable conditions relative to overseas markets, supported by 
a strong local economy which grew for 28 years without technical 
recession from 1991 to 2019. Additionally, offshore expansion 
in the industry remains particularly costly and risky, given that 
investment in a large network of stores is generally needed to 
compete with established local players, particularly in the grocery 
retailing subsector. As a result of unfavourable market dynamics 

and persistent risks associated with expansion, Australian retailers 
are provided less impetus to search for growth offshore. By 
continuing to focus on gaining a larger share of the Australian 
wallet, company returns in the S&P/ASX 200 consumer staples 
index have exceeded comparable benchmarks in the US, Europe 
and Asia over the last 10 years34. 

Secondly, in some cases the need to consider offshore expansion is 
heightened by other structural advantages, such as the opportunity 
to achieve economies of scale in sales volumes to overseas 
markets. This is particularly true for the medtech and biopharma 
subsectors of the healthcare industry, and for tech innovators, 
who need access to a global sales pool to recoup the considerable 
upfront investments required to develop intellectual property. 

Lastly, industries with high levels of cross-border flexibility, 
including low levels of regulation, have lower incremental costs 
associated with offshore operation. The mining sector is an 
example of a market in which products are so commoditised that 
they are traded worldwide at a global price, which minimises the 
constraints of selling products offshore. 

By contrast, banking and insurance companies often face significant 
barriers to offshore expansion as a result of low product flexibility 
and high levels of regulation, which increases the cost of establishing 
offshore operations. Australian banks ANZ and NAB have previously 
made significant efforts to expand into foreign markets and since 
largely retreated due to underperformance of their foreign assets, 
instead refocusing on core operations in Australia and New Zealand. 
In the utilities sector, stringent regulations on foreign ownership 
make it commonplace for companies to be restricted from entering 
offshore markets altogether. 

FIGURE 6. Significant variation in level of international diversification between ASX 200 sectors 
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LARGE COMPANIES THAT ARE 
INTERNATIONALLY DIVERSIFIED 
TEND TO OUTPERFORM THOSE 
THAT ARE DOMESTICALLY 
ORIENTED 
There is evidence to suggest that, among larger companies, 
those that are internationally diversified create more value for 
shareholders than companies that are domestically focused. For 
the medium ($2bn-5bn) and large ($5bn+) market cap groups, 
the internationally diversified group outperformed the domestically 
focused group on average in long-term value creation, measured 
by a five-year TSR from 2014 to 2019. Internationally diversified 
companies in the medium group achieved on average 82 per cent 
more shareholder returns, while in the large group they achieved 
on average 36 per cent more shareholder returns. 

This outperformance by large, internationally diversified companies 
generally holds within industries as well. Among medium and 
large companies ($2bn+), the internationally diversified group 
outperformed domestically focused companies on average five-year 
TSR from 2014 to 2019 in all industries except industrials and IT35.

The relationship between international diversification and TSR 
is exacerbated when looking across industries at only the very 
largest companies in the ASX 200 by market cap. Among the 10 
largest companies in each group, accounting for more than 70 
per cent of ASX 200 market cap, those that are internationally 
diversified achieved on average 74 per cent greater shareholder 
return compared to those that are domestically focused, from 
2014 to 2019. 

As companies increase in size, some of the factors discussed 
in ‘Australia generates a greater proportion of revenues from 
foreign sources than several peers, driven by exports from 
the mining sector’ – conditions in offshore markets relative to 
domestic markets and ease of executing offshore expansion 
– tend to skew in favour of offshore expansion. Indeed, larger 
companies often have a higher incentive to expand offshore 
as well as a greater ability to do so. As a company operating 
only in a domestic market grows larger, it is more likely to 
become constrained by domestic demand, which makes foreign 
markets increasingly attractive. Furthermore, larger companies 
are typically better resourced and equipped to navigate the 
challenges associated with offshore expansion. 

FIGURE 7. For companies >$2B market cap, internationally diversified companies tend to outperform domestic companies on TSR 
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 – GOODMAN GROUP
Goodman Group (GMG) is the most internationally diversified real estate company 
in the ASX 200 (measured by proportion of foreign revenues) and provides an 
example of how exposure to foreign markets allows a company to outperform 
domestic players on returns. 

GMG generated 65 per cent of its revenues from 
foreign sources in 2019 following recent offshore 
expansion, particularly in Asia. The broader real estate 
index generates an average of only nine per cent of its 
revenues internationally. 

While revenues from GMG’s domestic business grew 
in line with the median rate of the industry index from 
2014 to 2019, at seven per cent per year, offshore 
revenues grew approximately twice as fast at 15 per 
cent per year. GMG was able to capitalise on this to 
report a five-year TSR of 26.3 per cent, double the 
industry index return of 13.1 per cent.

CASE STUDY

FIGURE 8. Sampling the largest 10 companies of each group  (>70% of market cap) shows large discrepancies in TSR results

1. TSR runs 30 September 2014 - 30 September 2019. 2. Companies with <10% share of foreign revenues. 3. Companies with >10% share of foreign revenues
Source: S&P Capital IQ, BCG Analysis. 
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THERE IS NO UNIFORM ANSWER 
TO OFFSHORE EXPANSION – IT 
REQUIRES SOUND STRATEGIC 
RATIONALE SUPPORTED BY 
STRONG EXECUTION 
As discussed in previous sections, ASX 200 companies are 
exposed to varying market dynamics which provide the board 
and management of each company with a unique set of 
opportunities and challenges to consider when making strategic 
decisions on growth. As a result, there is no ‘one size fits all’ 
answer to international expansion; business leaders should assess 
geographic expansion against other growth opportunities on a 
case-by-case basis. 

This observation is supported by analysis of the complete ASX 200 
dataset which finds no uniform relationship between a company’s 
geographic revenue mix and their TSR36. This is reaffirmed by a 
review of related literature which is similarly unable to determine 
if capital markets are invariably supportive or discouraging of 
international expansion.

A review of literature37 reports mixed results:

• A study of European firms suggests capital markets 
are unsupportive of international expansion, 
reporting that firms which acquire cross-border 
targets have lower abnormal returns than those 
acquiring domestic targets.

• A study of foreign direct investments by UK firms 
into emerging economies indicated markets are 
positively receptive to offshore expansions, with 
shareholders seeing significant wealth gains during 
the announcement period.

• A study of US companies proposed an inverted 
U-shape relationship between return on capital and 
degree of internationalisation, suggesting there is an 
optimal degree of internationalisation.

BCG takes the view that geographic expansion is one of a range 
of strategies that business leaders should consider when aiming to 
achieve growth in adjacent or new markets. Geographic expansion 
in a particular market, along with other growth opportunities 
identified by the business (for example, mergers and acquisitions-
led growth, innovation, digital growth, etc), should be evaluated 
by management and prioritised accordingly. BCG suggests a 
decision-making framework that prioritises growth opportunities 
based on four criteria – size of the prize, potential for play, right  
to win, and path to achieve. 
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FIGURE 9. Four evaluation criteria for prioritisation of growth opportunities
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Expanding abroad, like any growth strategy, can create significant shareholder value when compelling market conditions, strategic rationale 
and execution come together. 
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