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CHAPTER 1: INTRODUCTION 
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1.1 INTRODUCTION 

 

“The confession is that we are still very ignorant about institutions […] Chief among the causes of 

ignorance is that institutions are very complex.”  

(Williamson, 2000: 595) 

 

 International business (IB) scholars study the embeddedness of the firm in its institutional 

environment (Dau, 2012, 2013, 2018; Eden, 2010; Kostova, 1997; Kostova, Roth, & Dacin, 2008; Li, 

2013; Li & Qian, 2013). Since the main characteristic of the multinational enterprise (MNE) is that it is 

active in multiple institutional environments, institutions are considered a key construct in IB research 

(Henisz & Swaminathan, 2008). Furthermore, with increased globalization, MNEs are increasingly more 

active in a wide range of institutional environments that greatly differ from their own. MNEs in 

developed countries have moved more deeply into emerging markets; reversely, the number of MNEs in 

emerging countries that are active in developed markets is also growing (Fortune, 2018).  

Even firms that do not have any foreign direct investments can be exposed to a variety of 

institutional environments through participation in global production networks or through consumers in 

global marketplaces. As a result, understanding how institutional differences affect cross-border business 

and learning to successfully manage across a diverse set of institutional environments have become a 

front-and-center task for the global manager (Eden & Miller, 2004). 

Institutions have been linked to a variety of important outcomes and phenomena in IB, such as 

firm location choice, entry mode selection, subsidiary performance, firm performance, export channel 

selection, transfer of practices, innovation, level of subsidiary autonomy, and use of expatriates (Ando & 

Paik, 2013; Chan, Isobe, & Makino, 2008; Eden, 2010; Gaur, Delios, & Singh, 2007; He, Brouthers, & 

Filatotchev, 2013; Henisz & Swaminathan, 2008; Jackson & Deeg, 2008; Makino, Isobe, & Chan, 2004; 

Xu, Pan, & Beamish, 2004). Although there exists a consensus regarding the importance of institutions 

for foreign firm behavior and performance (e.g., Chan et al., 2008; Eden, 2010; Henisz & Swaminathan, 
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2008; Jackson & Deeg, 2008; Makino et al., 2004), exactly how institutions matter is a question that still 

puzzles the academic community (Eden, 2010; Henisz & Swaminathan, 2008; Hotho & Pedersen, 2012).  

Specifically, the main critiques on the use of institutions (and institutional theories) in the field of 

IB focus on the issue that the theoretical conceptualization of institutions may be too narrow (Jackson & 

Deeg, 2008; Kostova et al., 2008) and methodologically confusing (Bae & Solomon, 2010; 

Hutzschenreuter, Kleindienst, & Lange, 2016; Zaheer, Schomaker, & Nachum, 2012). This is reflected in 

the current findings especially because the institutional distance construct has not yet delivered consistent 

results over a wide array of critical IB phenomena (see Table 4.1). 

As a way of explaining the role of institutions, the field of IB has evolved along three main 

institutional perspectives: new institutional economics (NIE) (North, 1990, 1991), new organizational 

institutionalism (NOI) (Scott, 1995, 2008), and comparative institutionalism (CI) (Hall & Soskice, 2001; 

Jackson & Deeg, 2008; Whitney, 1992). Each perspective is unique in its conceptualization of institutions 

and its view on how institutions affect IB (Hotho & Pedersen, 2009). Broadly speaking, in the field of IB, 

NIE is used to discuss the uncertainty and transaction costs stemming from the institutional environments 

in which the MNE operates (Henisz & Williamson, 1999; Hotho & Pedersen, 2012; North, 1990). NOI, 

on the other hand, focuses on the social embeddedness of the MNE in the different institutional 

environments in which it operates and discusses its behaviors to determine what is acceptable, legitimate, 

and expected (Scott, 1995; Kostova, 1997; Kostova & Roth, 2002; Kostova & Zaheer, 1999). Finally, CI 

highlights the interdependence and the mutually reinforcing nature of the different institutions within an 

environment and discusses how the specific institutional configuration influences MNE behavior both at 

home and abroad (Hall & Soskice, 2001; Hotho & Pedersen, 2012; Jackson & Deeg, 2008; Witt & 

Jackson, 2016). A more extensive discussion on the intricacies and the use of the different institutional 

perspectives is presented throughout this thesis. 

Despite diverging views on the role of institutions in IB, all three theoretical perspectives agree 

that institutions are inherently complex. Furthermore, they all point to this complexity as one of the key 

reasons why the impact of institutions on IB outcomes is still not fully understood (e.g., Jackson & Deeg, 
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2008; Kostova & Zaheer, 1999; Williamson, 2000). Meanwhile, even though the importance of 

complexity is recognized when explaining the role of institutions in foreign MNE activities and outcomes, 

such complexity is often not reflected on a theoretical level, and the effects of institutions are often 

studied within a single institutional perspective—their own theoretical silo. This is surprising because the 

three theoretical perspectives examine different aspects of how institutions influence MNEs, and often 

these these theories are regarded as complementary rather than contradictory (Peng, 2002; Hotho & 

Pedersen, 2012). In this thesis, I argue that this “siloization” of institutional theories is problematic when 

considering the complex nature of institutions and the issue that the isolation of theories and their effects 

hinders our understanding of the role of institutions in the field of IB. In this thesis, I argue that an 

eclectic approach—in which the three theoretical perspectives are used in conjunction to explain how 

institutions affect MNEs—is better able to capture the complex nature of institutions and will allow for 

cross-fertilization between the three perspectives’ application in IB as well as harness potential 

interactions and synergies between all perspectives. 

 

1.2 AIMS OF THE THESIS 

 This thesis sets out to explore the role of institutional complexity in IB research. To do so, I have 

divided the thesis into three main objectives, which are mirrored in specific chapters (see Figure 1.1). 

First, I aim to take stock of the current literature on institutional and cultural distance, particularly, as 

these aspects represent the most prominent approaches to studying institutional influences in IB (e.g., 

Ghemawat, 2001; Kostova et al., 2008; Zaheer et al., 2012). Chapter 2 addresses the cultural distance 

literature, while Chapter 3 addresses the institutional distance literature. In both chapters, I apply meta-

analytical techniques combined with a review of the literature to assess the impact of cultural and 

institutional distance on a variety of IB outcomes, including location choice, entry mode, and firm 

performance. 

The second aim of this thesis is to identify theoretical and methodological challenges associated 

with the use of different institutional theories in IB. Chapters 3 and 4 both identify key issues resulting 
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from the main premise of this thesis, namely that the dominant institutional perspectives in IB research 

tend to operate in isolation rather than concurrent. Chapter 3 focuses on NOI and NIE and discusses the 

way these perspectives—each with their own mechanisms and assumptions—are used in IB. It 

demonstrates that the mechanisms of both perspectives influence each other to a degree such that omitting 

one perspective may have ripple effects on the results of the other perspective. Chapter 4 focuses on how 

combining multiple institutional theories may add to the current “narrow” description of institutions 

(Jackson & Deeg, 2008). It discusses the existence of multiple unique and independent sub-dimensions, 

positing that current unidimensional practices inaccurately reflect the richness of the most commonly 

used theoretical institutional perspective, let alone when combining institutional perspectives. 

The third aim is to advance institutional research in the field of IB. Chapters 3, 4, and 5 all 

contribute toward achieving this aim. Chapters 3 and 4 illustrate that, from both a theoretical and 

methodological perspective, understanding and accounting for the complexity of institutions is vital for 

furthering our understanding of how institutions matter in international activities. Chapter 5 exemplifies 

this importance in the context of awarding managers with ownership for the purpose of solving agency 

issues across a variety of institutional environments. 

 

FIGURE 1.1 
Overview of the Chapters  
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1.3 CONTRIBUTIONS AND THEORETICAL IMPLICATIONS 

Overall, my findings suggest that the contrast between the theoretical richness associated with the 

different institutional perspectives and the current, relatively “simple” way of approaching institutions 

(empirically) both largely account for prior challenges in IB research in capturing the effects of 

institutions on MNE behavior and foreign performance. The meta-analyses presented in Chapters 2 and 3 

highlight that the different institutional perspectives that are prominently used in IB research have, thus 

far, been applied in isolation. Meanwhile, empirical results presented in this thesis suggest that the many 

different institutional perspectives all contribute to a deeper understanding of the influence of institutions 

simultaneously, and that failing to account for one perspective has the potential to influence the results of 

the other perspectives’ effects. I contribute to the development of both theory and methodology for the 

current institutional literature in the field of IB. 

 First, I provide a rich overview of the different institutional frameworks by highlighting their 

differences and complementarities and pointing to potential synergies. This thesis elaborates upon the 

unique ways in which these distances—be they cultural or institutional—between the home country’s and 

the host country’s institutional environments influence MNEs for a variety of strategic decisions and 

outcomes. Furthermore, I discuss the importance of institutions as contingencies for other theories 

(agency theory, specifically) by highlighting the centrality of the institutional construct to the field of IB 

and demonstrating that diverging institutions have the potential to influence a multitude of aspects. 

Finally, I explain that institutions are a multifaceted construct of which different facets have the potential 

to produce diverse and unique effects. The various institutional perspectives provide different, but not 

necessarily contradicting, viewpoints on the role of institutions in IB activities. I contribute by discussing 

these perspectives outside of their silos, finding that the sum is larger than the individual parts. 

 Second, the two meta-analyses reveal that MNEs are affected by institutions in a variety of ways 

that depend on the phenomena of interest. Some aspects of MNE behavior are more sensitive to 

institutions, such as the large positive effect of cultural distance on the benefit of practice transfers, while 
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other outcomes are unaffected, such as entry modes (see Figure 2.3). Institution type influences MNEs in 

diverging ways; for example, large differences are found between the effects of cultural distance on MNE 

performance and subsidiary performance, but this does not seem to be the case for institutional distance. 

Similarly, institutions influence MNEs in different ways; for example, both home–host differences in 

institutional quality (distance) and host or home country institutional quality (level) effects are found to 

influence performance simultaneously. Finally, the thesis discusses the transferability of managerial 

practices, arguing that MNEs should not underestimate the importance of institutions when aiming to 

transfer practices and routines abroad. 

 Third, I suggest a new approach for conceptualizing institutional distance and institutional 

complexity in IB. The approach proposed in this thesis takes multiple institutional perspectives into 

account simultaneously and allows for multiple types of institutional measurements, be they distances, 

differences, or host country institutional quality levels. This approach suggests future research should not 

necessarily include endless lists of every possible institutional variable imaginable, but rather implies 

quite the opposite: in my opinion, future research should theoretically identify and operationalize the 

facets of institutions that matter to the specific phenomena of interest, considering that multiple 

perspectives can, but are not required to, be simultaneously relevant. Different (sub) dimensions of 

institutions can influence MNE behavior and outcomes differently and in potentially opposing ways. 

However, within the current use of composite institutional distance indices that collapse institutional 

variation into a single distance metric, the potential to capture the richness of the different theoretical 

perspectives gets lost. 

Methodologically, an important conclusion of this thesis is that measurement should be aligned 

more closely with the theoretical mechanism. The current measurement of institutions does not always 

follow the logic of the institutional perspective that is used, resulting in both measurement noise and 

theoretical confusion (see Chapters 3 and 4). I suggest two alternative ways of advancing institutional 

research in the field of IB. First, I suggest moving toward a more fine-grained description of institutions, 

therefore allowing different institutions to influence MNE activities and outcomes differently. Chapter 4 
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presents an empirical framework that considers the existence of multiple dimensions of institutional 

distance, explaining that a unidimensional (Jackson & Deeg, 2008) approach toward institutions is less 

capable of capturing the intricacies of the institutional concept. Second, an alternative approach would be 

to transition to a meta-country approach toward institutions (also known as using institutional blocks or 

cultural clusters) (Ronen & Shenkar, 2013). Doing so may improve our understanding of how 

institutional configurations, as a whole, influence firm behavior; this is an approach that is rooted in the 

CI perspective. Chapter 5 applies this approach to agency theory by developing a theoretical narrative on 

supranational cultural differences. 

 The topic of institutions and their influences on MNEs has long intrigued the IB community, and 

as this thesis demonstrates, several opportunities remain to advance research on this topic. Williamson 

(2000) claims that the main reason we are “ignorant” about the effects of institutions on economic actors 

and economies as a whole is that institutions are simply very complex. Complexity, however, is never a 

reason to avoid studying a specific topic, especially when it relates to a topic that is central to a field of 

research. The central tenet of this thesis is that institutions and the ways they affect IB activities and 

outcomes possess multiple facets that each have the potential to influence the phenomenon of interest 

both simultaneously and divergently. The IB literature has recognized the importance of institutions and 

has developed a strong foundation for attempting to understand how institutions determine effective firm 

behavior across the world. The challenge that remains involves gaining a deeper understanding of which 

institutions matter to firms, when they matter, and how they matter. This thesis contributes to this 

discussion. 

 

1.4 READING GUIDE 

 Although the thesis’s chapters and introduction fit together and build on one another, they are 

written in such a way that the reader should be able to read each chapter separately. The chapters are 

stand-alone pieces and may be read as such. A short summary of each chapter is given below. 



CHAPTER 1: INTRODUCTION 

9 
 

 Chapter 2 (titled “Cultural distance and firm internationalization: A meta-analytical review and 

theoretical implications”) presents a comprehensive review and meta-analysis of the literature on cultural 

distance and firm internationalization. It was written together with prof. Dr. S. Beugelsdijk, prof. Dr. T. 

Kostova, Dr. E. Spadafora, and Dr. M. van Essen, and has been published in the Journal of Management. 

This paper analyzes the effects of cultural distance on key strategic decisions throughout firms’ entire 

internationalization process. Regarding the pre-investment stage, this chapter examines the decisions on 

where to invest (location choice), how much to invest (degree of ownership), and how to organize the 

foreign expansion (entry and establishment mode). For the post-investment stage, we examine the 

decision of how to integrate the foreign subsidiary into the organization (transfer of practices) as well as 

the performance effects of cultural distance at both the subsidiary and the MNE level. We find that firms 

are less likely to expand to culturally distant locations but if they do, they prefer Greenfield investments 

and integrate subsidiaries more through transfer of management practices. Cultural distance does not 

seem to affect how much capital firms invest and whether they enter through a joint venture or full 

ownership. Interestingly, cultural distance has a strong negative effect on subsidiary performance but no 

effect on the performance of the MNE as a whole. In addition, we find that the effects of cultural distance 

are not sensitive to time, although they are sensitive to the cultural framework used to measure cultural 

distance (e.g., Hofstede’s 2001 framework or the Global Leadership and Organizational Behavior 

Effectiveness [GLOBE] framework by House et al., 2004). Finally, results are sensitive to the home 

country of the MNE being developed or emerging. 

  In addition to cultural distance, institutional distance is one of the key concepts in IB and has 

received a large amount of academic attention. In Chapter 3 (titled “Institutional distance and MNE 

performance: Disentangling the effects of new organizational institutionalism and new institutional 

economics”), I relate institutional distance to MNE performance (Buckley & Casson, 1998; Hymer, 1960; 

Gaur et al., 2007; Ghemawat, 2001; Kostova & Zaheer, 1999; Luo & Mezias, 2002; Zaheer, 1995; Zaheer 

& Mosakowski, 1997; Zhou & Guillen, 2014). Results concerning the relationship between the effects of 

institutional distance on MNE performance are mixed. Some studies report negative performance effects 
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of institutional distance (e.g., Crilly, Ni, & Jiang, 2016; Mohr, Luo, & Zhao, 2013; Wang & Goerzen, 

2016; Wu & Salomon, 2016), whereas other studies report positive effects (e.g., Du & Boateng, 2015; 

Du, Boateng, & Newton, 2015; Gubbi, Aulakh, Ray, Sarkar, & Chittoor, 2010; Wu, 2013). In addition, 

researchers in the field have drawn on different institutional perspectives—specifically, NIE and NOI—to 

argue how institutional distance affects the performance of MNEs. This chapter disentangles the different 

theoretical arguments associated with both these perspectives that have been used to explain differences 

in MNE performance. Using a variety of meta-analytical techniques on 248 correlations from 70 

empirical papers, I find that both the mechanisms associated with NIE as well as the mechanisms 

associated with NOI influence MNE performance in a unique and independent manner. I conclude that 

both perspectives have explanatory power. Omitting one perspective may lead to an incomplete picture of 

the relationship between institutions and MNE performance.  

 Chapter 4 (titled “Multidimensionality in institutional distance research”) relies on NOI and CI to 

argue that institutional distance is a multidimensional construct. I demonstrate how multiple unique and 

distinct dimensions may be associated with each institutional pillar (Scott, 1995, 2014) and argue why 

these differences should be accounted for. The chapter concludes that institutional distance research may 

wish to take the complexity of the underlying construct in both theory and operationalization more 

seriously than in contemporary institutional distance research. Chapter 4 has been presented at the 

Academy of International Business (2014), the European Institute for Advanced Studies of Management 

(2014), and the European International Business Academy (2014), where it was nominated for the 

Copenhagen Business School prize.  

 In the final chapter of this thesis (titled: “Managerial ownership and firm performance; the 

cultural boundaries of agency theory”), I continue the line of reasoning developed in Chapter 4 and apply 

it to agency theory. Agency theory is a cornerstone of corporate governance both in theory and in 

practice. This theory finds that the interests of an agent and his/her principal are naturally misaligned, and 

predicts that awarding the agent with ownership solves the subsequent agency problem. However, 
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empirical evidence regarding agency theory has thus far failed to render unambiguous support for this 

proposed solution, leading critics to question the theory’s predictive power. Drawing on a worldwide 

sample of 27,852 listed firms in 123 countries, I explore the cultural/institutional boundaries of agency 

theory. My results indicate that rewarding agents with ownership improves firm performance for firms 

operating in—but not outside—the Anglo-Saxon cultural context. I conclude that agency theory is 

contingent on the cultural/institutional setting in which firms are embedded and argue that the parts of 

agency theory that depend on its assumptions regarding human behavior should be considered culture-

bound or “regiocentric” (i.e., only applicable to a certain region—in this case, the Anglo-Saxon block) 

and not universally applicable. Chapter 5 has been presented at the Academy of International Business-

UK (2018) and the Academy of Management (2018). 



 

 
 

  



 

 
 

 

 

 

 

CHAPTER 2 

 

CULTURAL DISTANCE AND FIRM PERFORMANCE: 

A META-ANALYTICAL REVIEW AND THEORETICAL 

IMPLICATIONS1 

  

                                                           
1 This chapter was published in Journal of Management. See Beugelsdijk, S., Kostova, T. , Kunst, V.E., Spadafora, E. 
& van Essen,  M. 2018. Cultural distance and firm internationalization: a meta-analytical review and theoretical 
implications. Journal of Management, 44 (1): 89-130. 
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2.1 INTRODUCTION 

When internationalizing, firms are faced with several critical decisions such as where and how much to 

invest and how to organize and govern the foreign venture for maximizing benefits and minimizing risks 

and losses (Dunning & Lundan, 2008; Marano, Arregle, Hitt, Spadafora, & van Essen, 2016). Theories of 

internationalization explaining these processes and strategies have been at the core of the field of 

international business (Andersen, 1993; Johanson & Vahlne, 1977; Vernon, 1979). Central to this 

research is the proposition that due to the cross-border condition, multinational companies (MNCs) are 

different from domestic firms not only in degree but also in kind as they are simultaneously embedded in 

multiple and diverse social contexts. This uniquely affects their strategies and organization and creates 

distinct challenges and opportunities that need to be carefully managed (Bartlett & Ghoshal, 1998; 

Hymer, 1976; Johanson & Vahlne, 1977; Kostova, Roth, & Dacin 2008; Kostova & Zaheer, 1999; 

Westney & Zaheer, 2009).  

To better understand the essence and the impact of the cross-border condition, international 

business scholars have introduced the concept of “distance” (i.e., difference between countries) and have 

applied it to a wide range of topics. Distance has been found to affect various organizational processes 

and outcomes in MNCs including location choices, entry mode, standardization of practices, transfer of 

knowledge, performance, and others (Johanson & Vahlne, 1977; Kogut & Singh, 1988; Kostova, 1999; 

Kostova & Zaheer, 1999; Tihanyi, Griffith, & Russell, 2005; Xu & Shenkar, 2002). The centrality of this 

condition has led some to conclude that “essentially, international management is management of 

distance” (Zaheer, Schomaker, & Nachum, 2012: p. 19; italics in original).  

Reflecting the different domains of contexts, scholars have studied different types of distance 

including geographic (e.g., Eden & Miller, 2004), economic, administrative (e.g., Ghemawat, 2001), 

institutional (e.g., Kostova, 1996; 1997; Kostova & Roth, 2002), linguistic (e.g., Dow & Karunaratna, 

2006), or combinations of the above (e.g., Beugelsdijk, Nell & Ambos, 2017). Despite such proliferation, 

cultural distance, i.e., the difference in cultural values between two countries, remains the most widely 

used type of distance in international business (Beugelsdijk & Mudambi, 2013; Shenkar, Luo, Yeheskel, 
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2008; Tihanyi et al., 2005), perhaps owing to the centrality of cultural values in shaping individual and 

organizational behaviors (Hofstede, 2001; House et al., 2004; Kirkman, Lowe & Gibson, 2006; Schwartz, 

1994). Despite serious critique on both conceptual and methodological grounds (most notably, Shenkar, 

2001), the construct of cultural distance continues to be widely used. With over 5,000 citations, the 

original article that introduced cultural distance and provided a measurement instrument for it – the so 

called Kogut and Singh cultural distance index (Kogut & Singh, 1988) is among the most cited papers in 

management, (Harzing & Pudelko, 2016). In fact, in a review of Hofstede based research, Kirkman et al. 

(2006) concluded that “most research examined the impact of cultural distance on organizational and 

country level outcomes” (p. 299). Similarly, Lopez-Duarte, Vidal-Suarez and Gonzalez-Diaz (2016) 

found that more than 80% of the articles on culture and firm internationalization focused on cultural 

distance.  

 Given the vast amount of work on cultural distance and firm internationalization on the one hand 

and the serious points of critique raised about the cultural distance construct on the other, we believe that 

there is a need for a critical assessment of the current state of this research. First, internationalization is an 

increasingly common strategy for all types of companies around the world and understanding the impact 

of cultural differences on the survival and success of these endeavors is vital. Pressured by growing 

global competition, Western companies are internationalizing at unprecedented levels and are, often 

expanding into rather “distant” developing and emerging host countries. Likewise, emerging market firms 

are aggressively internationalizing to “distant” Western countries (BCG, 2014; Gubbi, Aulakh, Ray, 

Sarkar, & Chittoor, 2010; Guillén & García-Canal, 2009; Luo & Tung, 2007). In this context, the original 

view that cultural distance is a deterrent in international expansion may need to be reassessed. Does 

cultural distance continue to be an important factor concerning internationalization decisions and does it 

matter what the home base of the firm is – developed or emerging market country? Second, in our review 

we found that with few exceptions, researchers tend to apply the “blanket” logic of negative effects of 

distance on internationalization and rarely provide an in-depth or nuanced explanation of its multifaceted 

impact. How does distance affect the different stages of the internationalization process? Is it equally 
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salient in the pre- and post-expansion period? Which particular outcomes associated with firm 

internationalization are most affected by cultural distance? Third, in light of some of the existing critique 

(Shenkar, 2001; Kirkman et al., 2006; Tung & Verbeke, 2010), it is worth testing for methodological 

contingencies related to operationalization and measurement of cultural distance. For example, which 

cultural frameworks (e.g., Hofstede or GLOBE) have the most salient impact on firm internationalization? 

Are perceptual or “objective” measures of cultural distance (e.g., based on Hofstede and GLOBE indexes) 

equally potent? How has economic globalization impacted the importance of cultural distance for firm 

internationalization? For example, is distance less important now than it was twenty-five years ago?  

Accordingly, the objective of our paper is threefold: (a) take stock of the growing literature on 

cultural distance and the process of firm internationalization, (b) synthesize and analyze this literature 

identifying robust findings, and (c) develop new theoretical insights on the effects of cultural distance on 

the firm internationalization process. Such combined approach of review, analysis, and theory expansion 

is particularly important for areas of research that have experienced massive growth and may have 

produced inconsistent and inconclusive results as is the work on internationalization. Moving forward 

requires making sense of what has been already done in an informed and rigorous way, and laying out 

ideas about future research steps in this area of inquiry.   

Our study seeks to make a distinct contribution beyond the existing reviews and the six prior 

meta-analyses on cultural distance and internationalization (Magnusson, Baack, Zdravkovic, & Staub, 

2008; Morschett, Schramm-Klein, & Swoboda, 2010; Reus & Rottig, 2009; Stahl & Voigt, 2008; Tihanyi 

et al., 2005; Zhao, Luo & Suh, 2004). It is more comprehensive and detailed at the same time because we 

assess the impact of cultural distance on the various stages of the entire internationalization process. This 

is different from previous work which has focused only on specific aspects of internationalization (e.g., 

examining entry mode while ignoring location choice), or has aggregated various aspects into one 

internationalization construct.  We distinguish between pre- and post-investment stage. Pre-investment 

decisions include (a) location choice (Dunning & Lundan, 2008; Rugman & Verbeke, 2009), i.e., which 

host country to enter; (b) entry mode (e.g., Brouthers, 2002; Kogut & Singh, 1988), i.e., whether to enter 
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through a joint venture (JV) or a wholly-owned investment (WOS); (c) establishment mode, i.e., whether 

to enter through acquisition (Acq) or greenfield (GF); (d) degree of ownership (e.g., Chan & Makino, 

2007; Madsen, 2009), i.e., the size of the investment or the amount of capital invested, which reflect the 

level of commitment to the host country (Ghemawat, 1991). Post-investment decisions concern (a) the 

integration of the foreign operations through practice transfer from the parent company to the subsidiary 

(e.g., Ahuja & Katila, 2001; Sarala & Vaara, 2010; Slangen, 2011), and (b) performance results of 

internationalization at both subsidiary and firm level (e.g., Barkema, Bell, & Pennings, 1996).  

To ensure rigor, parsimony, and confidence in our findings, we use a meta-analytic methodology 

(Duran, Kammerlander, & van Essen, 2016) pulling together a large number of independent studies of 

cultural distance effects on various stages of the internationalization process.  This technique also allows 

us to examine certain contextual and methodological contingencies that could be viewed as boundary 

conditions of the underlying theoretical model, for example the measurement approach used for 

computing cultural distance or the type of home country of the MNC – developed versus emerging 

market.  

We have reviewed and coded a total of 156 papers published in a wide range of management and 

international business journals in the period 1988-2015. Our coding protocol is extensive, assessing both 

different stages of the process of firm internationalization and different approaches to conceptualizing and 

measuring cultural distance. This much bigger sample compared to previous meta-analyses (with sample 

sizes between 14 and 61 papers) provides the necessary statistical power to more precisely assess the 

various stages and outcomes of the process of firm internationalization. It also covers a more diverse set 

of countries with greater variation of cultural values and level of economic development, which allows us 

to explicitly test many of the conjectures suggested by critics of the cultural distance literature (Shenkar, 

2001; Tung & Verbeke, 2010).  

 The picture that emerges from our study is that cultural distance has a differential effect on the 

various stages of the internationalization process. It is a significant factor in the ex-ante decisions about 

location choice (a high cultural distance reduces the probability of investment in a country) and 
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establishment mode (a high cultural distance is associated with firms preferring a Greenfield and not an 

acquisition), but does not directly affect the degree of ownership invested. Regarding the post-investment 

stages, cultural distance is associated with greater transfer of home country practices, most likely as a way 

to bring the parent company and the foreign subsidiary closer together. Interestingly, we find that cultural 

distance makes transfer of practices more difficult but firms that do so, benefit from it. Finally, the 

performance implications of cultural distance are also nuanced. It has a negative impact on subsidiary 

performance (consistent with the liability of foreignness argument), but has no effect or even a marginally 

positive effect on the performance of the whole MNC. We also find that effects can depend on the 

particular way in which cultural distance is measured (Hofstede, GLOBE, Schwartz, or perceptual 

measures).  

 

2.2 CULTURAL DISTANCE AND FIRM INTERNATIONALIZATION 

2.2.1 National cultural distance 

 Theoretically, the argument on the role of national cultural distance in firm internationalization is 

a core element of the “Uppsala Model” (Johanson & Vahlne, 1977) and can even be traced back to 

Beckerman (1956). As suggested, cultural distance, i.e., the difference between the cultures of the home 

and host countries, is an important consideration in internationalization strategies. When 

internationalizing, firms first expand to culturally and/or geographically close countries and move 

gradually - to culturally and geographically more distant countries, as they learn from their international 

experiences. Implicit here is the idea that cultural distance creates difficulties and challenges for firms due 

to lack of knowledge and understanding of how the host country works, as well as the perceived 

“foreignness” or “psychic distance” that creates barriers for collaboration and cooperation.  

Cultural distance affects all stages of the internationalization process including the pre-investment 

stage when the company has to decide whether to invest in a particular market, what entry mode to use, 

and how much to invest, as well as the post-investment stage when the decisions revolve around the 

degree of integration of the foreign location through common practices, as well as the performance 
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outcomes of the international investment. Appendix A presents a set of quotes (at least one for each stage 

and associated strategic decisions of the internationalization process) that illustrate these effects. While 

the particular arguments about the impact of cultural distance vary by stage and decision, the overarching 

rationale is that cultural distance leads to higher complexity and costs of doing business abroad.  

 Empirically, cultural distance was first operationalized by Kogut and Singh, in their 1988 article 

where they used the construct to explain entry mode choice. Using Hofstede’s multidimensional culture 

framework, Kogut and Singh (1988) introduced a Euclidean distance measure to capture cross-country 

cultural differences in one index. The Euclidean distance index takes the difference on the national score 

on each of Hofstede’s cultural dimension (Hofstede, 2001), and then aggregates these differences in one 

overall index. Cultural distance is calculated as the distance to a single country. The vast majority of 

cultural distance studies follow this approach in operationalizing and measuring cultural distance 

(Kirkman et al., 2006; 2016). As seen in Figure 2.1, the number of cultural distance studies published in 

management journals has steadily increased since 1988.  

Despite its proliferation, cultural distance research has been criticized on multiple grounds 

(Beugelsdijk, Kostova, & Roth, 2017; McSweeney, 2002; Shenkar, 2001, 2012; Tung & Verbeke, 2012): 

(a) an overly simplistic way of using the cultural distance construct in theory building - assuming 

equivalent (negative) effect of cultural distance on different organizational outcomes (location choice, 

entry and establishment mode, governance, performance); (b) ignoring important statistical properties of 

the index, for example, assuming uncorrelated cultural dimensions; and (c) using almost exclusively the 

possibly outdated Hofstede’s data in computing the index of cultural distance. Finally, it has been 

suggested that distance effects are possibly conflated with level effects depending on the sample structure 

(Brouthers, Marshall, & Keig, 2016; Harzing & Pudelko, 2016; van Hoorn & Maseland, 2016). Cultural 

distance studies that include one home (host) and multiple host (home) countries may not be able to 

attribute the effect of cultural distance to cultural differences (and, in fact, find a level effect), depending 

on the absolute score of the single home (host) country on the cultural dimensions. Van Hoorn and 
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Maseland (2016) show that this is particularly problematic for cultural distance studies using the U.S. as a 

reference country.  

 

FIGURE 2.1 

Distribution of Cultural Distance Papers over Time 

 

 Adding to this growing literature, in this paper we examine the differential effects of cultural 

distance on various decisions related to the different stages of the internationalization process recognizing 

that these effects can differ in strength and also in terms of underlying theoretical explanations. Thus, we 

aim to address the critique that cultural distance has been used as a “blanket” “catch-all” treatment of 

country differences and the myopic view that it affects all phenomena of cross-border nature in a similar 

and negative way. In testing the relationship between cultural distance and location choice, entry and 

establishment mode, degree of ownership, transfer of practices, and performance, we consider these 

critical observations. 
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2.2.2 The process of firm internationalization 

As depicted in Figure 2.2, the process of firm internationalization has been conceptualized as a set of 

several key decisions - on location (whether a company should invest into a particular host country), entry 

mode, how much it should invest; and how the foreign operation should be controlled and managed. 

These are strategically important decisions and making a mistake in any of them can have a detrimental 

impact on performance, including a potential failure of the foreign operation altogether. Expanding the 

company’s operations abroad is far more challenging than doing it in a domestic setting. Abroad, firms 

face difficulties and incur additional costs due to political and economic risks in the host country (Alvarez 

& Barney, 2005; Maitland & Sammartino, 2015b), as well as legitimacy challenges (Kostova & Zaheer, 

1999) and the so-called “liability of foreignness” (Eden & Miller, 2004; Hymer, 1976; Zaheer, 1995). 

This is due to lack of familiarity with the host country and the ways of organizing and conducting 

business, limited information about opportunities and risks on operating in a foreign country, lack of 

adequate organizational capabilities to deal with those risks, and common discrimination by local 

constituents against “foreign” entities (Zaheer, 1995). These difficulties permeate all stages and aspects of 

firm’s expansion and operation abroad and can only be addressed, at least to some extent, with 

appropriate internationalization strategies.  
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FIGURE 2.2 

The Firm Internationalization Process Unpacked

 

 

 As we describe below, various theories have been proposed to explain different outcomes 

associated with the stages of firms’ internationalization process. Rather than being comprehensive in our 

review of this vast literature, our goal is to sketch the totality of approaches and the central themes and 

findings in order to build a basic understanding of the firm internationalization process, which can then 

provide the necessary foundation for our examination of the role of cultural distance. 

 Location choice. Location choice theories of firm internationalization are classified into two 

main types (Buckley, Devinney, & Louviere, 2007; Kim & Aguilera, 2016). The first is rooted in the 

economic tradition (Kindleberger, 1969; Vernon, 1966), whereby the choice of a specific location for 

foreign investment is based on a rational process of decision-making based on a set of clear criteria 

(Buckley & Casson, 1976). In this perspective, internationalization motives typically include market 

seeking, efficiency seeking, natural resource seeking and knowledge or strategic asset seeking (Dunning, 

1980; Dunning & Lundan, 2008; Hymer, 1976). Firms choose to invest in a specific location because of 

the related growth opportunities and/or cost advantages. This is a calculative rational economic decision.  

 The second perspective takes a more behavioral approach. Grounded in Cyert and March (1963) 

and Penrose (1959), it emphasizes the gradual learning that happens as firms internationalize, which then 
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expands firms’ horizons for future internationalization. This perspective on internationalization is 

captured by the so-called “Uppsala model” (Johanson & Vahlne, 1977, 1990, 2009; Barkema & 

Drogendijk, 2007). Here, location choices are viewed as a sequence that builds on previous foreign 

expansions and the associated organizational learning. Each subsequent foreign expansion is likely to be 

to a market that is somewhat similar to the existing locations of the company’s operations. Although it 

has been suggested that location choice is best explained by a combination of both rational economic 

approach and capability process based approach (e.g., Makino, Lau, & Yeh, 2002), these two 

internationalization theories continue to be generally seen as distinct archetypes of firm location choice 

theories (Buckley et al., 2007).2  

 Theoretically, location choice studies typically explain the decision to expand to a specific host 

country based on the anticipated communication, coordination, and control costs. Accordingly, they 

predict that firms will first locate in countries that are culturally close and may move to more distant 

countries later after they gradually learn how to do business internationally (Johanson & Vahlne, 1977). 

Similar arguments stressing the costs of doing business abroad have been advanced by scholars following 

the economics perspective (Buckley & Casson, 1976; Ramachandran & Pant, 2010). Some recent 

research provides evidence for the limitations of this prediction as companies seem to be motivated to 

enter culturally (and otherwise) distant host markets due to their strategic and economic appeal. For 

example, many emerging market firms from China, South Korea, and other Asian countries are boldly 

investing in Western (culturally distant) hosts to be closer to technology centers, strong competitors, and 

demanding customers who would help them develop further their innovation and organizational 

capabilities (BCG, 2014; Guillén & García-Canal, 2009; Luo & Tung, 2007). While this work does not 

explicitly suggest that the large cultural distance is the reason for such location decisions, it implies that 

                                                           
2 Recently, these location choice models have been enriched in two ways. First, management scholars have 
incorporated insights from economic geography stressing the interdependencies between different locations in 
space (Beugelsdijk, McCann, & Mudambi, 2010; Beugelsdijk & Mudambi, 2013; Buckley & Ghauri, 2004; McCann & 
Folta, 2008). Second, the more recent shift towards behavioral and micro-foundations in strategy research has led 
to a renewed interest in cognitive underpinnings of location choice decisions (Foss & Lindenberg, 2013; Powell et 
al., 2011; Aharoni, 1966, 2010; Maitland & Sammartino, 2015a, 2015b). 
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cultural distance concerns can be outweighed by other factors that create benefits for the firm. Hence, it 

provides an argument for considering boundary and contingency conditions in studying cultural distance 

effects on the process of firm internationalization.   

 The empirical evidence on cultural distance and location choice is mixed. Holburn and Zelner 

(2010) find a significant negative effect, Delios, Gaur and Makino (2008) a significant positive effect, and 

Rose and Ito (2008) do not find any significant effect. Despite the broad interest in cultural distance and 

firm internationalization, location choice studies are relatively scarce and there is no meta-analysis on this 

topic to date. Anecdotal evidence and consulting reports acknowledge cultural differences as a factor that 

should be taken into account when firms decide whether to enter a specific host country, but only after 

market size, growth opportunities, legal constraints, market stability and costs of production (KPMG, 

2016). This is consistent with Sethi, Guisinger, Phelan and Berg’s (2003: p. 319) observation that MNCs 

may “be compelled to ignore the greater cultural distance of developing countries in favor of their low-

wage advantage”. More robust evidence is provided by Buckley et al. (2007) who show in a series of 

experiments that managers rank culture 16th in importance as a factor of foreign location choices (return 

on investment ranks 1st). All in all, the existing evidence on location choice suggests that cultural 

differences may be relevant to location choice, but only after key economic indicators suggest that a 

location is attractive. 

 Entry and establishment mode. The next step in the firm internationalization process concerns 

the decision about the specific organizational form of the operation. This literature distinguishes between 

entry mode and establishment mode (see Dikova & Brouthers, 2016 for an overview), with the former 

referring to joint venture (JV) versus wholly owned subsidiary (WOS), and the latter – to acquisition 

(Acq) versus Greenfield (GF) (Brouthers & Hennart, 2007; Martin, 2013; Slangen & Hennart, 2007). The 

term entry mode often is used to refer to both (Klier, Schwens, Zapkau, & Dikova, 2016).  

 The primary theoretical perspective that has been employed in studying entry and establishment 

mode is transaction cost economics (TCE) (Williamson, 1985), with some variations depending on 

whether a JV should be classified as a form of hierarchical control (Hennart, 1988, 1991) or a hybrid 
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organizational form between ‘hierarchy’ and ‘market’ (e.g., Anderson & Gatignon, 1986; Erramilli & 

Rao, 1990). In this view, the choice of a specific entry mode (JV vs WOS is most commonly studied, 

Brouthers & Hennart, 2007) is based on the anticipated cost of transactions which are in turn determined 

by the firm’s asset specificity (e.g., R&D intensity) or the uncertainty of the transaction (both internal 

uncertainty, such as international experience and external uncertainty, such as country risk).3  The 

transaction cost perspective overall has provided high explanatory power to studying entry mode 

decisions as shown in a meta-analysis on the topic (Zhao, Luo, & Suh, 2004).  

 In addition, some entry and establishment mode research has employed the resource-based view 

(RBV) (Barney, 1991), which focuses on firm resources (e.g., experience) in explaining the choice 

between JV and WOS (Delios & Henisz, 2000; Madhok, 1997) and between acquisition and Greenfield 

(Klier et al., 2016). In general, the RBV perspective on entry mode choice suggests that the greater the 

resource base of the MNC, the higher the likelihood that it will select more complex organizational 

arrangements (Brouthers & Hennart, 2007; Brouthers, Brouthers, & Werner, 2008), a finding in line with 

the key predictions of the transaction cost theory. In addition to TCE and RBV, entry mode studies have 

also used institutional theory (Martin, 2013), whereby the main idea has been that firms mimic others 

from their organizational class, i.e., they select a particular entry mode because other firms in the same 

industry and/or country tend to use that entry mode (e.g., Lu, 2002). In a study combining the transaction 

cost perspective with institutional theory, Yiu and Makino (2002) showed that both perspectives are 

robust in explaining firms’ preference for JV or WOS.   

 Theoretically, most of this work views cultural distance as a source of uncertainty, complexity, 

and additional costs (see Appendix A) and suggests that greater distance increases the need to collaborate 

with a local partner familiar with the host country culture, thus predicting a JV (Anderson & Gatignon, 

1986). From a transaction cost perspective, “cultural distance increases information asymmetry and 

consequently leads to increased monitoring costs. Accordingly, internalized foreign activities would be 

                                                           
3 The third pillar of Williamson’s TCE theory – frequency of the transaction is less used in entry mode studies for 
reasons of lack of theoretical applicability (Brouthers & Hennart, 2007). 



CHAPTER 2: CULTURAL DISTANCE AND FIRM PERFORMANCE 

26 
 

more efficient” (Morschett et al., 2010: p. 62). And further: “Transferring a company’s capabilities to a 

culturally dissimilar host country is difficult and it is linked to high learning costs in the unfamiliar 

environment. [..] A cooperative entry mode can serve as a risk-reduction strategy” (Morschett et al., 2010: 

p. 61). Therefore, cultural distance is associated with JV rather than WOS entry mode.   

 Interestingly, the same theoretical perspective has been used to argue exactly the opposite (e.g., 

Hennart, 1988) – that when cultural distance is significant, firms should limit interaction with foreign 

partners and do it by themselves, that is, choose a WOS entry mode. High cultural distance increases 

uncertainty, and because of that, a firm may want to limit interaction and collaboration with a local 

partner. Post-acquisition integration requires interaction between employees from different cultures, 

potentially causing conflict and misunderstandings (Reus & Lamont, 2009). Also, working with another 

partner “would involve “double-layered” acculturation whereby the company expanding abroad would 

have to cope with the foreign culture of customers and, moreover, with the different corporate culture of a 

cooperative partner, thus enhancing complexity” (Morschett et al. 2010: p. 62; Barkema et al., 1996). 

When cultural distance is high, it is “difficult for MNCs to integrate into their corporate network 

acquisitions made in culturally distant countries, as the practices of MNCs and acquired firms are likely to 

be incompatible and difficult to transfer in such cases” (Drogendijk & Slangen, 2006: p. 365). In 

acquisitions, the acquired company may strongly resist knowledge transfer to the acquiring company 

(Hennart, 1991). This line of reasoning predicts a lower probability of acquisitions, and a higher 

probability of Greenfield investments and WOS when cultural distance increases. As Anderson and 

Gatignon (1986, p. 18) note, “transaction costs analysis suggests both views are correct”. 

 The empirical findings on cultural distance and entry and establishment mode are inconclusive. In 

a comprehensive review of culture research in international business, Kirkman et al. (2006) state that “the 

most glaring need […] is to explain the conflicting findings regarding the effects of cultural distance on 

various organizational decisions such as entry mode choice” (Kirkman et al., 2006: p. 302). Specifically, 

Morschett et al. (2010) find no significant relation between cultural distance and entry mode, defined as 

cooperative (e.g., JV) versus WOS. Zhao et al. (2004) establish a small negative effect of cultural distance 
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on entry mode operationalized as ownership mode (though it is unclear whether this refers to JV, WOS, 

Acq or GF). They also find that this effect is moderated by whether the reference country is the USA or 

not (p. 531-532), which is in line with the earlier observation that sample structure may matter for cultural 

distance effect. Other meta-analyses on cultural distance and mode choice show inconclusive results 

(Magnusson et al., 2008; Morschett et al., 2010; Reus & Rottig, 2009; Tihanyi et al., 2005). One 

particular challenge with entry mode studies, including these meta-analyses, is that entry mode choice is 

usually defined broadly and mode decisions are explained by estimating logistic models on several binary 

choices between modes. Martin (2013) observes that scholars compare not only JV vs. WOS, but for 

example also JV vs. Acq and JV vs. GF, and combinations of these different modes. This is problematic 

to the extent that any finding on a possible determinant of entry or establishment mode choice (e.g., 

cultural distance) is “contingent on the heterogeneous aggregation or exclusion of some modes of entry” 

(Martin, 2013: p.36). As a result, the reference category shifts across studies. We tackle this empirical 

challenge in our meta-analysis by clearly distinguishing between entry (JV vs WOS) and establishment 

(GF vs Acq) mode. 

 Degree of ownership. Research on cultural distance and degree of ownership (or level of 

commitment) has been usually integrated with entry mode studies, and similarly has produced 

inconclusive findings. There appears to be no consensus regarding the effects of cultural distance on 

amount of capital invested (often operationalized by ownership share for cooperative entry modes). Some 

studies report a negative relationship, suggesting less ownership shares under large cultural distance (e.g., 

Malhotra, Sivakumar, & Zu, 2011; Wilkinson, Peng, Brouthers & Beamish, 2008) while others find a 

positive relationship (e.g., Padmanabhan & Cho, 1996). In their meta-analysis, Tihanyi et al. (2005) do 

not find significant direct effect of cultural distance on the degree of ownership. We note though that in 

Tihanyi et al.’s study the degree of ownership is pooled with other high equity entry modes such as WOS, 

acquisition, and JV (Tihanyi et al., 2005: p. 274) making it hard to directly attribute these results to a 

particular measure of amount of capital invested.  
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 Integration of foreign operation. Having decided on location, entry and establishment mode, and 

degree of ownership, MNCs need to address the question of how to manage the foreign operation, what is 

the proper governance arrangement between the parent company and the foreign unit that would provide 

the best integration, coordination and control (Bartlett & Ghoshal, 1998; Kostova, Nell, & Hoenen, 2016). 

Different models require different levels of control and coordination between the headquarters and the 

subsidiary (Bartlett & Ghoshal, 1998; Prahalad & Doz, 1987); they vary with regard to allocation of 

assets and decision-making authority, and the degree to which different units in the MNC use 

standardized organizational practices and structures (Kostova, Marano, & Tallman, 2015). Transfer of 

practices is an essential element in all MNC models, although the direction and the drive of this process 

might vary across models (Kostova, 1999). While research on transfer of practices within MNCs has 

employed a number of theoretical perspectives, such as information processing theory (Szulanski, 1996) 

and social capital theory (Nahapiet & Ghoshal, 1998), the majority of the work in this area is based on 

institutional theory (Kostova, 1999; Powell & Dimaggio, 1991; Sanders & Tuschke, 2007; Scott, 1995). 

 Theoretically, the relationship between cultural distance and integration of the foreign subsidiary 

into the MNC is complex. On the one hand, cultural distance is expected to negatively affect the degree 

and ease of integration because it is associated with different organizational practices and ways of doing 

business at the parent company and the foreign operation, difficulties in communication due to language 

barriers and distinct communication patterns, and a general lack of trust between the two sides as a result 

of the perceptions of “foreignness”. Several studies in international management have theorized and 

proposed such negative effects on various aspects of integration including control, coordination, transfer 

of practices, and agency relationships between headquarters and subsidiaries (Kostova, 1999; Kostova et 

al., 2016).  

On the other hand, the strategic motivation for investing abroad when distances are considerable 

is often accompanied by a belief that the MNC possesses firm-specific competences that if transferred to 

the foreign location, will create value, or that it can learn from the host country and leverage its 
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competences worldwide (Bartlett & Ghoshal, 1998). This could explain the paradox of emerging market 

firms investing aggressively in developed economies and vice versa, developed economy MNCs investing 

boldly in distant and less developed countries where they see economic advantages and a potential benefit 

of organizational upgrades of the foreign operation.  

Thus, on the one hand, cultural distance makes it more beneficial for the company to integrate the 

foreign operation through best practices and establishing organizational control and coordination systems; 

on the other hand, cultural distance makes such integration more challenging and difficult compared to 

locations that are culturally proximal. The empirical literature is reflective of this complex picture. Extant 

meta-analyses have not explored this aspect of firm internationalization. As concluded by Stahl and Voigt 

(2008: p. 161), “integration process variables […] have not been examined with sufficient frequency in 

previous research to be considered” in their meta-analysis. Theoretically, it may be important to 

distinguish between the amount and benefits of transfers. Research would benefit if scholars could 

capture this distinction between the potential value/need for integration versus the potential difficulty in 

achieving integration.  

 Performance. The dominant view in the literature is that cultural distance has negative 

performance consequences because of the complexity and uncertainty of doing business in a distant host 

country (see Appendix A). Complexity results in higher transaction, communication, coordination, and 

control costs as well as in increased difficulty to integrate the foreign operation through common 

practices (Kostova et al., 2016). Uncertainty further exacerbates such costs and risks and drives down 

company’s commitment to a certain location. Recently, a few studies have suggested a positive effect of 

cultural distance due to the potential benefits of learning from a more distant counterpart that is likely to 

have different competences and capabilities, and also more creative decision making (Gomez-Mejia & 

Palich, 1997; Morosini, Shane, & Singh, 1998). Reus & Lamont (2009) show that firms that have chosen 

to acquire a foreign firm and possess integration capabilities are able to mitigate the negative performance 

effects of cultural distance. 
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 The empirical evidence on this relationship is mixed. Magnusson et al. (2008) report a small 

negative effect of cultural distance on performance. A meta-analysis of performance effects in 

international joint ventures (IJVs) shows that “empirical findings for a direct effect of cultural distance on 

IJV performance are inconclusive” (Reus & Rottig, 2009: p. 610). Tihanyi et al. (2005: p. 276) find that 

“the estimate of the multivariate relationship indicated that cultural distance was not meaningfully related 

to firm performance”. A possible reason for the inconclusive results regarding performance (besides 

sample size differences as suggested by Tihanyi et al., 2005) may be the fact that none of the extant meta 

analyses have distinguished between the MNC and subsidiary level of analysis and very few (e.g., Reus & 

Lamont, 2009) have explored additional moderating conditions where the performance effect of distance 

turns positive.  

 

2.2.3 Research questions 

In summary, our review of the literature on cultural distance and the process of firm internationalization 

shows that scholars have employed an “envelope” of theories and theoretical perspectives (Dunning, 

2000) (transaction costs theory, RBV, institutional theory) to explain different outcomes associated with 

various aspects of the firm internationalization process. Furthermore, the findings on cultural distance 

effects have been inconclusive (positive, negative or insignificant results for the same outcome), and 

research approach has been typically partial and incomplete (e.g., focusing on only one stage as opposed 

to all stages, pooling firm and subsidiary performance and /or pooling mode choices). In our effort to 

synthesize and further advance this literature we address several research questions, some concerning the 

base relationship between cultural distance and various aspects of the firm internationalization process, 

others –addressing additional contingences (moderating factors) that could help explain the inconclusive 

findings in past research. Under the broad research question of our study about the relationship between 

cultural distance and the process of firm internationalization, we address the following specific research 

questions:  
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RQ1. How does cultural distance affect the different stages of the firm internationalization 

process? Does the effect vary depending of the particular aspect of the internationalization 

process - location choice, entry and establishment mode, degree of ownership, and transfer of 

practices? Does the performance effect vary between subsidiary and MNC? 

RQ2. Given the criticism on the measurement of cultural distance, do the relations uncovered 

under RQ1 depend on the particular operationalization and measurement of cultural distance used 

in the respective studies?  

RQ3: Are the effects of cultural distance on the various aspects of internationalization contingent 

on the type of home and/or host country studied? Specifically, does the developed vs. emerging 

market country condition moderate these relationships? 

RQ4. Are cultural distance effects stable or possibly diminishing over time, as a result of 

globalization and cross-country integration of the world economy and firms’ increasing 

international experience?  
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2.3 METHOD 

2.3.1 Sample 

To address our research questions, we conducted a meta-analytical study that followed recently 

established guidelines for developing rigorous meta-analytic research in management and international 

business (Buckley, Devinney, & Tang, 2013; Marano et al., 2016). In order to identify the highest number 

of articles investigating the effects of cultural distance on firm internationalization, we followed a 

sequence of five search strategies. First, we read several narrative reviews (e.g., Kirkman et al., 2006, 

Shenkar, 2001) and existing meta-analyses (Klier et al., 2016; Magnusson et al., 2008; Morschett, 

Schramm-Klein, & Swoboda, 2010; Stahl & Voigt, 2008; Reus & Rottig, 2009; Tihanyi et al., 2005; Zhao 

et al., 2004) concerning the relationship between cultural distance and aspects of the process of firm 

internationalization (none of these address the whole process in an integrated way). Second, we searched 

three major electronic databases (Business Source Complete, Google Scholar, and Web of Science) by 

using the following search terms: “distance”, “cultural distance”, “cultural differences”, and 

“internationalization”. Third, after the initial sample of studies was completed we conducted a manual 

search in 15 journals across the disciplines of economics, management, and international business that 

have published articles on cultural distance, including: Journal of International Business Studies, Journal 

of Management, and Academy of Management Journal. Fourth, we continued our search by using the 

“snowballing” technique, which entails exploring references lists and Google Scholar citations of the 

articles in our initial pool. Finally, we reached out to researchers whose studies we had identified but we 

were not able to access through the above channels. This systematic approach reflects best practice for 

conducting meta-analysis since it minimizes the chance of missing important papers and increases the 

validity of the findings.  

Our search process yielded a final dataset consisting of 156 studies published in the period 1988-

2015 from various fields, including international business, strategy, human resource management, 

entrepreneurship, marketing, economics, and finance. We note that studies using country level FDI data 

were not included in the sample because our paper is about firm internationalization, which is difficult to 
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derive from country level statistics. As other scholars have pointed out, such country level FDI studies do 

not specifically capture the foreign value adding activity of MNCs (Beugelsdijk, Hennart, Smeets & 

Slangen, 2010).  

A full list of all primary studies is included in Appendix B. Out of all 156 studies in the sample, 153 are 

published and 3 are working papers or doctoral dissertations. The primary studies published between 

1988-2015 are included in our sample cover the period 1968-2011 in which firms made 

internationalization decisions. These include both developed and emerging markets from all regions of the 

world. Our data concerning the cultural distance-performance relationship consist of 218,106 bivariate 

observations and 698,589 partial observations. This is a significant increase from the previous meta-

analyses on the cultural distance-internationalization relationship by Tihanyi et al. (2005) based on 7,848 

bivariate observations, Magnusson et al. (2008) based on 35,005 bivariate observations, Reus and Rottig 

(2009) – with 22,460 bivariate correlations, and Stahl and Voigt (2008) with 9,396 bivariate observations. 

The larger sample size ensures the necessary statistical power to derive findings and implications for the 

various aspects of the internationalization process. We add to the previous literature by examining the 

distance effects on multiple outcomes related to internationalization, distinguishing between different 

entry and establishment modes, and examining performance impact at both subsidiary and MNC levels. 

Finally, we apply more advanced meta-analytical techniques leveraging the progress made in this area of 

research (Kirca & Yaprak, 2010; Stanley & Doucouliagos, 2012). One extension is that we use partial 

correlation as effect sizes, allowing us to incorporate samples from disciplinary results such as economics, 

in which pearson product-moment correlations is not normally reported (Van Essen, Heugens, Otten, & 

van Oosterhout, 2012), and control for the influence of the control variables contained in the z-vector 

(Marano et al., 2016). Table 2.1 summarizes the differences between our study and previous similar meta-

analyses including the work on foreign market entry mode (Morschett et al., 2010; Zhao et al., 2004), 

performance (Reus & Rottig, 2009; Stahl & Voigt, 2008), and entry mode and performance (Tihanyi et 

al., 2005; Magnusson et al., 2008). 
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We proceeded by reading all articles and by developing a coding protocol (Lipsey & Wilson, 2001) 

to extract data on all relevant variables and study characteristics. Two authors coded all the data, while a 

third author coded a sub-sample of 270 randomly-selected effect sizes to assess the degree of agreement 

in terms of extracting information from primary studies (Stanley et al., 2013). We had a high degree of 

inter-rater agreement - (Cohen’s kappa of 0.98 (Cohen, 1960).  
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TABLE 2.1 
Comparison of Meta-Analyses on Firm-Level Consequences of Cultural Distancea 

a CD = cultural distance; PERF = performance; ACI = amount of capital invested; EM = entry mode; ESTM = establishment mode; CE= choice to enter; ATP = amount of transfer 
practices; BTP = benefit of transfer practices; DV = dependent variable; NA = not available / not tested; ns = not significant; ***=sig with p<0.01; **=sig with p<0.05; *=sig 
with p<0.01. 

 

 
Our meta-analysis Zhao et al. (2004) Tihanyi et al. (2005) Magnusson et al. (2008) Stahl & Voigt (2008) Reus & Rottig (2009) Morschett et al. (2010) 

No studies included  / K 156 / 437 14 / 15 55 / 66 61 / 72 16 / 31 40 / 37 14 / 37 
Effect size data Pearson’s r and partial correlation rxy.z Pearson’s r Pearson’s r Pearson’s r Pearson’s r Pearson’s r Vote count  
Time window  1988-2015 1988-2002  1992 – 2002  1991-2005 NA 1997-2007 1992-2008 
Location choice r- and  rxy.z-based mean: -0.023** NA NA NA NA NA NA 
Scale of investment r- and  rxy.z-based mean: -0.006  

r-based mean: -
0.029*** 

 
r-based mean: -0.064 

 
r-based mean: -0.036* 

NA NA NA 
Entry mode r- and  rxy.z-based mean: 0.003 NA NA VC mean: -0.473 (ns) 

 
Establishment mode r- and  rxy.z-based mean: -0.050*** NA NA NA NA NA NA 
Amount of practices 
transferred 

r- and  rxy.z-based mean: 0.011 NA NA NA NA NA NA 

Benefical if practices 
transferred 

r- and  rxy.z-based mean: 0.148*** NA NA NA NA NA NA 

Performance r- and  rxy.z-based mean: -0.032*** 
 

NA r-based mean: -0.035 r-based mean: -0.040**  r-based mean: 0.01 (ns) 
r-based mean:  -0.03** 

r-based mean:  
−0.028*** 

NA 

Moderators influencing the 
effect of CD on DVs 

(single) home country  
    USA; developed; emerging 
(single) host country  
    USA; developed; emerging 
Firm identity  
    subsidiary; MNC 
Time  
    (Until median year; After median year) 

Host country   
    USA; Non-USA 
Home Country   
    USA; Non-USA 
Industry Type  
    Manufactoring;     
    Service; Non-
specified 

Home country  
    USA;  Non-USA 
Host country      
    developed; 
developing 
Industry 
    high-tech; others 
Time 
    1980s; 1990s 

Home country 
    USA; non-USA;   
Europe; Asia 
Time 
    prior to 1990; 1990- 
    1995; after 1995 

Degree of [industry] 
relatedness 
    Low; medium; high 

Host country 
    China; non-China 

Industry type 
    Service; manufactoring 
Time 
    Early; late 

Methodological artifacts Published study; median year; panel design; 
endogeneity check 

NA NA NA NA NA NA 

Model specification artifacts Study controls for other distances; study controls 
for performance; partial correlation dummy 

NA NA NA NA NA NA 

Statistical artifacts – 
cultural distance 

KSI/Euclidean distance; Mahanalobis distance; 
Cultural zone distance; Perceptual distance; other 
distance operationalization. 
Hofstede data (plus seperation of dimensions); 
GLOBE data; Schwartz; Trompenaars; Ronen & 
Shenkar data; other datasource. 

Secondary data; 
Survey  

Euclidean distance; 
Other 

Individual measurement;  
National measurement 

National; organizational KSI; Subjective CD; 
Other 

NA 

Statistical artifacts -  DVs PERF 
   accounting performance; market performance; 
survey performance; survival; innovation; other 

ACI/EM  
    binary; Equity  
    ownership;  
    categorical 

NA NA PERF 
    Announcement effects; 
longer-term effects; target 
firms; acquiring firms 

PERF  
    objective 
performance; 
    subjective 
performance 

NA 
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2.3.2 Meta-analytic Procedure 

We used two methodological procedures – HOMA and MARA –, which help achieve distinct 

analytical objectives. 

 HOMA procedure. We use Hedges-Olkin type meta-analysis (HOMA) in order to determine 

the mean size of the effect of cultural distance on the outcomes associated with the different stages of 

internationalization. We used Pearson product-moment correlations (r) and partial correlation 

coefficients (rxy.z) as effect sizes. The latter represents the relationship between those variables when 

keeping a certain set of variables (z) constant. Like r, rxy.z is an easily interpretable and scale-free 

measure of linear association. It can be computed from the t-statistics and degrees of freedom reported 

in the primary studies (Greene, 2003). We performed our computations using random-effects HOMA, 

which accounts for potential heterogeneity in the effect size distribution and is more conservative than 

fixed-effects HOMA (Kisamore & Brannick, 2008; Raudenbush & Bryk, 2002). 

When multiple measurements of the focal effect were reported in one study (for example, due to 

the reporting of results for different operationalizations of cultural distance), we included all of them in 

our analyses. Monte Carlo simulations show that procedures using the complete set of measurements 

outperform those representing each study with a single value in areas like parameter significance testing 

and parameter estimation accuracy (Bijmolt & Pieters, 2001). To accurately account for differences 

across effect sizes, we weighted each effect size by its inverse variance weight w, the inverse of the 

squared standard error (Hedges & Olkin, 1985).4 Next, we used these weights to compute the standard  

                                                           

4 w is calculated as follows: , where SE is the standard error of the effect size and is the 

random effects variance component, which is in turn calculated as: , and the formula of 

random effect variance is:  
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error of the mean effect size and its corresponding confidence interval.5  

MARA procedure. We use meta-analytic regression analysis (MARA) to test the robustness of 

our model against a number of control variables. In the MARA analyses, the dependent variable is 

neither cultural distance nor any of the independent variables (e.g., entry mode or performance), but an 

estimate of the associational strength of the focal relationship in a given sample (e.g., cultural distance 

and performance), such that all independent variables in the regression equation are modeled as 

moderators of the focal relationship (Van Essen et al., 2015). MARA is a weighted least squares 

technique, which seeks to model previously unexplained variance in the effect size distribution 

(Lipsey & Wilson, 2001). We used weighted regression to account for differences in precision across 

effect sizes. The statistically preferable weighting variable is, once again, w (Hedges & Olkin, 1985).  

Following current standards in the meta-analytic literature (Geyskens, Kirshnan, Steenkamp, 

& Cunha, 2009), we used random effects estimation methods in the MARA analyses, which are more 

conservative than conventional fixed effects methods. Specifically, this yielded the following 

regression equation: 

Ri = y0+ ym Di + βmSi + φRI + ui 

where Ri is the correlation between cultural distance and each of the outcomes for the different stages 

of the firm internationalization process (i.e., location choice, entry mode, establishment mode, degree 

of ownership, transfer of practices, and performance), y0 is the constant term, D is a vector of 

measurement artifacts, S is a vector of methodological study characteristics, R is the set of firm 

characteristics, and ui is the random component.  

 

  

                                                           

5 The meta-analytic mean is calculated as follows: , with its standard error: 

, and with its 95% confidence interval computed as: , 

 


 


w

ESw
ES

)(




w
se

ES

1
)(96.1

ES
seESLower 

)(96.1
ES

seESUpper 



CHAPTER 2: CULTURAL DISTANCE AND FIRM PERFORMANCE 

38 
 

2.3.3 Operationalizing Firm Internationalization and Cultural Distance 

Stages of internationalization. As described above, primary studies have related cultural 

distance to various decisions associated with the firm internationalization process. Consistent with the 

literature, we operationalize them in the following way: (1) Location choice (Dunning & Lundan, 

2008; Rugman & Verbeke, 2009), i.e., in which host country to invest. The choice to invest in a 

country is typically measured using a binary variable, with the MNC-host country-year as the unit of 

analysis. The variable takes the value of 1 if the MNC invests in a certain host country in a given year 

and 0 otherwise. Since the unit of analysis is the MNC-host country-year, the primary studies focusing 

on the choice to invest are based on a sample size that is considerably higher than that of other studies. 

(2) Entry mode, operationalized through a binary variable, which is equal to 1 when the MNC opts for 

a wholly-owned foreign subsidiary (WOS) and to 0 when it chooses a joint venture (JV) with a local 

or international partner. (3) Establishment mode (e.g., Brouthers, 2002; Kogut & Singh, 1988), i.e., 

whether the company enters the foreign market through acquisition or Greenfield investment. 

Following extant literature (e.g., Barkema & Vermeulen, 1998; Slangen, 2011), we operationalize 

establishment mode through a dummy variable, taking the value of 1 for acquired subsidiaries and 0 

for those established through Greenfield investments. (4) Degree of ownership (e.g., Chan & Makino, 

2007), i.e., the size of the foreign investment, which determines the level of commitment (Ghemawat, 

1991) in the host country. The scale of investment is rarely measured in “absolute” terms, i.e., in terms 

of the absolute amount of capital employed by the MNC when investing in a certain host country. 

Consequently, we use a proxy that captures scale of investment in “relative” terms, i.e., the equity 

stake of the parent company in the foreign investment (e.g., Chan & Makino, 2007; Xu, Pam & 

Beamish, 2004). (5) As discussed above, we operationalize the integration of foreign operations as 

both the amount of practices transferred to the foreign subsidiary and the benefits of the practice 

transfer. The amount of practices transferred is measured by: (a) whether a transfer event has occurred 

(e.g., Hansen & Lovas, 2004; Xia, 2011); (b) number of transfers (e.g., Drogendijk & Slangen, 2006; 

Slangen, 2011); and (c) actual amount of transferred practices, such as those “incorporated” in the 

patents of an acquired subsidiary (e.g., Ahuja & Katila, 2001). The benefit of the practice for the 

recipient foreign subsidiary is measured as the unit’s perceived organizational learning as a result of 
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the transfer (e.g., Lane, Salk, & Lyles, 2001; Minbaeva et al., 2003; Sarala & Vaara, 2010). (6) Firm 

performance. For a broader account of the internationalization strategy, we examine performance 

effects at the MNE and the subsidiary level (e.g., Barkema et al., 1996). Specifically, we use: (a) 

accounting performance including return on assets (ROA), return on investment (ROI), return on sales 

(ROS), and return on equity (ROE) (e.g., Barkema & Vermeulen, 1998; Luo, 2005); (b) market 

performance including earnings per share, market to book value, Tobin’s Q, and cumulative abnormal 

returns on the stock (e.g., Aybar & Ficici 2009; Reuer, 2001); (c) subsidiary longevity (e.g., Lu & 

Beamish, 2006) or survival (e.g., Delios & Beamish, 2004); (d) innovation performance reflected in 

the innovation output of the firm, for example in terms of patents (e.g., Ahuja & Katila, 2001). All 

other measures of performance (e.g., sales growth, market share) are included in the “Other” category. 

Cultural distance. Since cultural distance has been measured in different ways, we distinguish 

between the various measures and data sources. We test for a possible moderating effect of the 

operationalization and measurement approach by creating dummy variables indicating whether 

cultural distance was measured through one of the following measures: (1) Kogut and Singh (1988) 

Cultural Distance Index (KSI), measured as the Euclidean distance (using normalized scores on 

culture dimensions), i.e., the square root of the sum of the squared differences in cultural value 

dimensions between home and host country. We coded this dummy as 1 when a study used this 

measure of cultural distance, and 0 otherwise. Typically, KSI is based on the four dimensions of 

Hofstede’s (1980) culture framework. (2) Mahanalobis distance, introduced in the distance literature 

by Berry, Guillen, & Zhou (2010). This measure, unlike the Euclidean distance, takes into account the 

correlation between the cultural dimensions used in the measurement. In the absence of correlation 

between the culture dimensions, this measure is identical to KSI based on Euclidean distance 

(Beugelsdijk et al., 2017a). The dummy takes the value of 1 when the Mahalanobis technique is used 

to calculate cultural distance. (3) A dummy variable indicating whether the host country is located in a 

cultural cluster different from the home country of the firm. Typically, studies that use this approach 

rely on the cultural clusters identified by Ronen and Shenkar (1985, 2013). We coded this dummy as 1 

when a study used cultural clusters to measure cultural distance. (4) Perceptual (or “psychic”) 

distance, which is managers’ perception of the cultural distance between home and host country. This 
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measure typically employs primary data collected through questionnaires among managers involved in 

the internationalization process and does not involve scores from both home and host country. We 

coded the dummy as 1 if a study used perceptual measures of cultural distance. (5) Other measures of 

distance include, for example, stepwise cultural zone distance (Barkema et al., 1996) and sum of 

cultural distance between the home country and the host countries weighted by number of subsidiaries 

in each host country (Beamish & Kachra, 2004). The dummy takes the score 1 if such other 

operationalizations of cultural distance are used.  

Cultural distance data source. We also examine the impact of the source of cultural distance 

data sources used by the primary studies in our sample. For an extensive description of the dimensions 

included in each of these frameworks, we refer to the original publications and overviews, such as 

Kirkman et al. (2006). Specifically: (1) Most studies rely on the cultural framework developed by 

Hofstede (1980, 2001). In his study of how values in the workplace are influenced by culture, 

Hofstede analyzed a large amount of primary data collected at IBM between the late 1960s and early 

1970s and identified the following cultural dimensions: power distance, individualism, masculinity, 

uncertainty avoidance, and long-term orientation. Hofstede, Hofstede, & Minkov’s (2010) recent 

addition of a sixth dimension (indulgence versus restraint) is too recent to have been included in 

primary studies considered. We would also note that the correlation between the fifth and sixth 

dimensional distance metric is very high. (2) National scores on cultural dimensions from the GLOBE 

project (House et al., 2004). The cultural dimensions identified in the study are performance 

orientation, assertiveness, future orientation, humane orientation, institutional collectivism, in-group 

collectivism, gender egalitarianism, power distance, and uncertainty avoidance. (3) National scores on 

cultural dimensions based on Schwartz (1994, 1999, 2004). The author identifies three key issues that 

societies confront and derives three corresponding dimensions for cross-country cultural analysis: 

embeddedness vs. autonomy, hierarchy vs. egalitarianism, and mastery vs. harmony. (4) Trompenaars’ 

(1993) developed a framework that includes seven cultural dimensions: universalism, individualism, 

neutral vs. affective, specific vs. diffuse, achievement vs. ascription, attitudes with regard to time, 

attitudes with regard to the environment. Although these data are not publicly available, they have 

been included in a small subset of studies. (5) Cultural clusters identified by Ronen and Shenkar 
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(1985, 2013). These authors reviewed and synthesized eight studies on cross-country cultural 

differences and identified eight relatively distinct cultural clusters: Anglo-Saxon, Germanic, Nordic, 

Latin European, Latin American, Near East, Far East, Arabic. (6) Primary data, which overlaps with 

the perceptual measurement. These data refer to surveys in which managers are asked to indicate the 

(perceived) cultural distance to a particular country. These data are study specific (e.g., Luo, 2002). 

Control variables. When performing the MARA analysis, we included several control 

variables have been continuously raised by the critics; aimed to account for the effect of various 

artifacts on the relationships of interest. (1) We controlled for the moderating effect of firm identity on 

the effect of cultural distance on performance. As discussed in the “Theory” section, there is a reason 

to believe that the effect of cultural distance on performance differs between subsidiary and MNC. (2) 

In order to test for the moderating effect of methodological artifacts, we controlled, first, for the “file 

drawer problem” (Rosenthal, 1979; Meyer, van Witteloostuijn, & Beugelsdijk, 2017), by including a 

dummy variable denoting whether a study was published (1) or not (0). Our sample predominantly 

includes published studies which may limit the possibility to detect selection bias. However, the file 

drawer problem does not appear to affect correlation tables in published versus unpublished papers 

(Dalton et al., 2012), and since we provide both the results of the bivariate as well as the partial 

correlation coefficients, we have no reason to suspect a major bias of our result because of the 

selection bias. Second, we controlled for the sample median year to test whether the base relationship 

has changed over time. Third, we included a panel (1) or cross-sectional (0) data dummy. Fourth, we 

included an endogeneity check dummy to test if endogeneity is driving our results or not, taking value 

of 1 if the effect is estimated while controlling for potential endogeneity or not (0). (3) Since a 

significant part of our sample is based on U.S. companies, and it has been suggested that using a 

developed country, specifically the U.S. as a single reference country may affect the results, we 

included a dummy that takes value of 1 when cultural distance is measured from or to the U.S. and 0 

otherwise. (4) We included a dummy variable indicating whether the home or host country is 

developed or an emerging market. (5) We also controlled for model specification artifacts, which are 

all dummy variables. Specifically, we controlled for whether the effect is measured as a partial (1) or a 

bivariate correlation (0). Two dominant extensions of the cultural distance construct are the CAGE-
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framework (Ghemawat, 2001) and the institutional distance construct (Kostova, 1999). In order to 

control for potential effects of alternative types of distance, we included in the MARA analyses a 

binary variable taking value of 1 when the primary study includes other types of distance (i.e., 

economic, institutional/administrative, or geographic) in the estimated models. We also controlled for 

whether the primary study includes other performance controls, normally lagged performance 

measures. 

 

2.4 RESULTS 

2.4.1 HOMA results 

Tables 2.2-2.10 show results of our HOMA. We only show the bivariate and partial correlation 

coefficients when the number of effects sizes is based on a minimum number of effect size (k) of 3 

(Lipsey & Wilson, 2001) consisting of at least 2 studies (Valentine, Pigott & Rothstein, 2010). Table 

2.2 reports the results of a number of r- and rxy.z-based HOMA analyses of the effect of cultural distance 

on the decision to invest in a foreign country (location choice). We find that cultural distance has a 

negative and statistically significant effect on the choice to invest in a particular host country (mean 

effect size = -0.023, p=.034). Our distinction between measurement techniques shows that this 

negative relation is driven by two studies using the Mahalanobis technique to calculate cultural 

distance (Berry et al., 2010; Zhou & Guillen, 2015). For the Hofstede-based studies using the standard 

Kogut and Singh index of cultural distance we find no significant effect on location choice. The use of 

the Mahalanobis technique is fairly recent. It is thus no surprise that the relationship between cultural 

distance and location choice becomes more negative over time. As the number of studies that have 

used the Mahalanobis technique is still very limited, we interpret this result with care. More location 

choice studies applying the Mahalanobis technique are required to corroborate this finding. 
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TABLE 2.2 
HOMA Meta-Analytic Results Cultural Distance to Location Choice 

 Note: Location choice is measured as the 0/1 measure to invest in a particular country. Mean = mean effect sizes. 

P-value shows the exact p-value.  k = number of effect sizes; N = total sample size; SE = the standard error of 
mean correlation; Q = Cochran’s homogeneity test statistic; I2 = scale-free index of heterogeneity.  * p<0.10; ** 
p<0.05; *** p<0.01. 

 

Table 2.3 reports the results of the r- and rxy.z-based HOMA analyses of the effect of cultural 

distance on entry mode decision. We find that overall the relationship between cultural distance and 

entry mode decision is not statistically significant. However, this result varies across cultural distance 

data sources. Specifically, results based on Hofstede’s data on four cultural dimensions, suggest a 

negative and statistically significant effect of cultural distance on the likelihood of WOS (mean effect 

size = -0.023; p=.059), while results based on GLOBE’s (mean effect size = 0.079; p=.001) and 

Schwartz’s (mean effect size = 0.170; p=.000) data show a positive and statistically significant 

relationship. The effect of cultural distance changes over time, being negative and statistically 

significant in earlier years and positive and statistically significant in more recent years. This change 

in effect over time coincides with the use of GLOBE and Schwartz (versus the use of Hofstede) in 

more recent years. The number of studies that have unpacked the overall Hofstede based cultural 

distance measure in its different cultural dimensions is limited. The findings do suggest that especially 

the Individualism-Collectivism dimension drives the negative overall effect of cultural distance. This 

is not surprising given the generally acknowledged relevance of Individualism as one of the key 

dimensions of national culture (Triandis, 1995). 

 
 

 
Pearson product-moment correlation (r) and partial correlation coefficients 
(rxy.z) 

Predictor K N Mean (p-value) SE Q test I2 
Cultural distance to Location Choice  34 2,441,680 -0.023 (0.034)** 0.011 8,086.78*** 1.00 
       
Measurement of Cultural Distance       
Kogut and Singh index 26 1,147,466 -0.020 (0.198) 0.015 5,663.34*** 1.00 
Mahanalobis 8 1,294,214 -0.036 (0.031)** 0.017 2,328.68*** 1.00 
       
Cultural Distance Data Source       
Hofstede 28 1,651,546 -0.024 (0.078)* 0.014 7,306.44*** 1.00 
       
Time       
Until medium year 21 618,377 0.000 (0.667) 0.005 284.89*** 0.93 
After medium year 13 1823,303 -0.050 (0.002)*** 0.02 4,731.84*** 1.00 
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TABLE 2.3 
HOMA Meta-Analytic Results Cultural Distance to Entry Mode 

 Note: Entry mode is operationalized as WOS taking a 1 (JV = 0). Results for Perceptual measures and Primary 
data are based on similar primary studies. For reasons of completeness we have included them in both the 
measurement as well as the data category. Mean = mean effect sizes. P-value shows the exact p-value.  k = number 
of effect sizes; N = total sample size; SE = the standard error of mean correlation; Q = Cochran’s homogeneity 
test statistic; I2 = scale-free index of heterogeneity. * p<0.10; ** p<0.05; *** p<0.01. 

 Table 2.4 reports the results of the r- and rxy.z-based HOMA analyses of the effect of cultural 

distance on establishment mode. Consistent with the extant literature (e.g., Barkema & Vermeulen, 

1998; Kogut & Singh, 1988), we find a negative and statistically significant effect of cultural distance 

on the likelihood of acquisition (mean effect size = -0.050; p=.000). This result is consistent when 

using perceptual measures (mean effect size = -.100; p=.012). These negative effects become 

insignificant when Schwartz data are used (mean effect size = -.076; p=.403).  

  

 
Pearson product-moment correlation (r) and partial correlation 
coefficients (rxy.z) 

Predictor K N Mean (p-value) SE Q test I2 
Cultural distance to Entry Mode 119 92,923 0.003 (0.809) 0.010 931.57*** 0.87 
       
Measurement of Cultural Distance       
Kogut and Singh index 86 80,022 -0.014 (0.238) 0.012 686.78*** 0.88 
       
Cultural Distance Data Source       
Hofstede 99 74,347 -0.017 (0.154) 0.012 796.19*** 0.88 

Four Dimensions 69 60,135 -0.023 (0.059)* 0.012 401.99*** 0.83 
Five Dimensions 7 3,370 0.014 (0.889) 0.103 197.15*** 0.97 

Power Distance Dimension 5 2,221 -0.029 (0.673) 0.068 34.09*** 0.88 
Uncertainty Avoidance Dimension 5 2,221 0.021 (0.319) 0.021 7.96* 0.50 

Individualism Dimension 5 2,221 -0.098 (0.049)** 0.050 17.95*** 0.78 
Masculinity Dimension 5 2,221 0.003 (0.946) 0.041 12.00*** 0.67 

GLOBE 14 17,244 0.079 (0.001)*** 0.024 85.45*** 0.85 
Schwartz 5 1,194 0.170 (0.000)*** 0.029 6.75 0.41 
       
Time       
Until medium year 63 36,495 -0.056 (0.001)*** 0.017 537.90*** 0.88 
After medium year 56 56,428 0.070 (0.000)*** 0.01 258.37*** 0.79 
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TABLE 2.4 
HOMA Meta-Analytic Results Cultural Distance to Establishment Mode 

 Note: Establishment mode is operationalized as acquisition taking a 1 (greenfield = 0). Results for Perceptual 
measures and Primary data are based on similar primary studies. For reasons of completeness we have included 
them in both the measurement as well as the data category. Mean = mean effect sizes. P-value shows the exact p-
value.  * p<0.10; ** p<0.05; *** p<0.01.  

 

 Table 2.5 reports the results of the r- and rxy.z-based HOMA analyses of cultural distance effect 

on degree of ownership. We find no significant relationship between the two and this finding is stable 

across different cultural distance measures and data sources. Table 2.6 reports the results of the r- and 

rxy.z-based HOMA analyses of the effect of cultural distance on amount of practice transfer showing no 

statistically significant relationship overall (mean effect size = 0.011; p=.442). However, we find 

variation depending on the particular cultural distance measures used. Specifically, Hofstede-based 

measures show a positive and statistically significant effect of cultural distance on amount of practice 

transfer (mean effect size = 0.045; p=.001) while perceptual measures show a strong negative 

relationship (mean effect size = -0.615; p=.021). It should be noted though that the results for 

perceptual measures are based on only two studies (Cho & Lee, 2004; Drogendijk & Slangen, 2006). 

Furthermore, as shown in Table 2.7, it seems that the opportunity perceived in cultural distance turns 

into actual benefits for MNEs. The results of the r- and rxy.z-based HOMA analyses show that cultural 

distance has a positive and statistically significant effect on benefits of practice transfer (mean effect 

size = 0.148; p=.000) and these results are consistent across cultural distance data and over time. The 

 
Pearson product-moment correlation (r) and partial correlation 
coefficients (rxy.z) 

Predictor K N Mean (p-value) SE Q test I2 
Cultural distance to Establishment Mode 95 46,184 -0.050 (0.000)*** 0.014 735.30*** 0.87 
       
Measurement of Cultural Distance       
Kogut and Singh index 67 36,261 -0.069 (0.000)*** 0.016 550.61*** 0.88 
Dummy variable 16 6,528 -0.007 (0.792) 0.028 65.06*** 0.77 
Perceptual measures 3 630 -0.100 (0.012)** 0.040 5.62* 0.64 
       
       
Cultural Distance Data Source       
Hofstede 66 36,882 -0.067 (0.000)*** 0.016 557.97*** 0.88 
Schwartz 6 1,232 -0.076 (0.403) 0.091 50.04*** 0.90 
Primary Data 3 630 -0.100 (0.012)** 0.040 5.62* 0.64 
Ronen & Shenkar 16 6,528 -0.007 (0.792) 0.028 65.06*** 0.77 
       
Time       
Until medium year 53 37,437 -0.050 (0.003)*** 0.016 439.51*** 0.88 
After medium year 42 8,747 -0.050 (0.072)* 0.029 295.23*** 0.86 
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effect size is also very high suggesting a strong relationship between cultural distance and the benefits 

of practice transfer. 

 

TABLE 2.5 
 HOMA Meta-Analytic Results Cultural Distance to Degree of Ownership 

Note: Degree of ownership measures the size of the foreign investment. Results for Perceptual measures and 
Primary data are based on similar primary studies. For reasons of completeness we have included them in both 
the measurement as well as the data category. Mean = mean effect sizes. P-value shows the exact p-value.  k = 
number of effect sizes; N = total sample size; SE = the standard error of mean correlation; Q = Cochran’s 
homogeneity test statistic; I2 = scale-free index of heterogeneity.  * p<0.10; ** p<0.05; *** p<0.01. 

 
  

 
Pearson product-moment correlation (r) and partial correlation 
coefficients (rxy.z) 

Predictor K N Mean (p-value) SE Q test I2 
Cultural distance to Degree of Ownership 90 463,008 -0.006 (0.490) 0.009 1,930.77*** 0.95 
       
Measurement of Cultural Distance       
Kogut and Singh index 58 444,796 -0.005 (0.597) 0.010 1,845.58*** 0.97 
Dummy variable 16 13,816 0.001 (0.969) 0.014 31.96*** 0.53 
Perceptual measures 12 1,476 0.004 (0.936) 0.047 32.72*** 0.66 
       
Cultural Distance Data Source       
Hofstede 61 341,295 -0.008 (0.478) 0.011 1,826.10*** 0.97 

Four Dimensions 47 315,066 0.000 (0.967) 0.012 1,314.07*** 0.96 
Five Dimensions 4 721 0.053 (0.157) 0.037 1.23 0.00 

Uncertainty Avoidance Dimension 4 7,472 -0.080 (0.303) 0.078 84.38*** 0.96 
Individualism Dimension 4 7,472 -0.039 (0.752) 0.124 214.59*** 0.99 

Primary Data 12 1,476 0.004 (0.936) 0.047 32.72*** 0.66 
Ronen & Shenkar 16 13,816 0.001 (0.969) 0.014 31.96*** 0.53 
       
Time       
Until medium year 46 392,760 -0.002 (0.830) 0.011 1,240.67*** 0.96 
After medium year 44 70,248 -0.009 (0.526) 0.02 591.12*** 0.93 
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TABLE 2.6 
 HOMA Meta-Analytic Results Cultural Distance to Amount of Transfer 

 Note: Amount of transfers deals with the amount of knowledge has been transferred or acquired. Results for 
Perceptual measures and Primary data are based on similar primary studies. For reasons of completeness we 
have included them in both the measurement as well as the data category. Mean = mean effect sizes. P-value shows 
the exact p-value.  k = number of effect sizes; N = total sample size; SE = the standard error of mean correlation; 
Q = Cochran’s homogeneity test statistic; I2 = scale-free index of heterogeneity. * p<0.10; ** p<0.05; *** p<0.01. 

 
TABLE 2.7 

HOMA Meta-Analytic Results Cultural Distance to Benefits of Transfers 

 Note: Benefits of transfers deals with the degree to which a (knowledge) transfer has been beneficial for the vocal 
entity.. Results for Perceptual measures and Primary data are based on similar primary studies. For reasons of 
completeness we have included them in both the measurement as well as the data category. Mean = mean effect 
sizes. P-value shows the exact p-value.  k = number of effect sizes; N = total sample size; SE = the standard error 
of mean correlation; Q = Cochran’s homogeneity test statistic; I2 = scale-free index of heterogeneity. * p<0.10; 
** p<0.05; *** p<0.01.  

 
Pearson product-moment correlation (r) and partial correlation 
coefficients (rxy.z) 

Predictor K N Mean (p-value) SE Q test I2 
Cultural distance to Amount of 
Transfers 

47 171,990 0.011 (0.442) 0.040 1,522.60*** 
0.97 

       
Measurement of Cultural 
Distance 

     
 

Kogut and Singh index 42 171,420 0.045 (0.001)*** 0.014 1,287.00*** 0.97 
Perceptual measures 5 570 -0.615 (0.021)** 0.266 147.56*** 0.97 
       
Cultural Distance Data Source       
Hofstede 40 170,928 0.047 (0.001)*** 0.014 1,285.73*** 0.97 

Four Dimensions 37 157,848 0.052 (0.000)*** 0.015 1,210.22*** 0.97 
Primary Data 5 570 -0.615 (0.021)** 0.266 147.56*** 0.97 
       
Time       
Until medium year 32 153,792 0.050 (0.001) *** 0.015 1,199.32*** 0.97 
After medium year 15 18,198 -0.139 (0.000)*** 0.038 259.01*** 0.95 

 
Pearson product-moment correlation (r) and partial correlation 
coefficients (rxy.z) 

Predictor K N Mean (pvalue) SE Q test I2 
Cultural distance to Benefits of 
transfers 

18 3,589 0.148 (0.000)*** 0.029 50.50*** 
0.66 

       
Measurement of Cultural Distance       
Kogut and Singh index 15 3,232 0.177 (0.000)*** 0.028 34.92*** 0.60 
Perceptual measures 3 357 -0.025 (0.479) 0.053 3.88 0.48 
       
Cultural Distance Data Source       
Hofstede 5 1,380 0.078 (0.004)*** 0.027 8.90 0.55 
GLOBE 10 1,852 0.231 (0.000)*** 0.023 7.55 0.00 
Primary Data 3 357 -0.025 (0.545) 0.053 3.88 0.48 
       
Time       
Until medium year 12 2,008 0.196 (0.000*** 0.035 26.88 0.59 
After medium year 6 1,581 0.080 (0.027)** 0.034 9.02 0.45 
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 The r- and rxy.z-based HOMA results for the relationship between cultural distance and firm 

performance are reported in Table 2.8. We find that cultural distance has a negative and statistically 

significant effect on firm performance (mean effect size = -0.032; p=.000). The variance in effect size 

distribution is substantial (Q = 7,126.47; I2 = 0.94) suggestion the mean effect is best interpreted as an 

average rather than a common true correlation value, implying that further robustness analyses are 

needed. 

Table 2.8 also reports robustness tests of the HOMA results. With the exception of the GLOBE 

data, the results are similar across different measures and data sources of cultural distance as well as over 

time. We would note that the effect size for the distance measure based on Trompenaars’ framework is 

large compared to the other data sources, but that this should be interpreted with care given the limited 

number of studies using Trompenaars. Furthermore, results are largely robust across different 

performance measures, and most of the subsample analyses yield effect sizes consistent with the 

overall mean. We observe a very large effect size for perceptual measures compared to the non-

perceptual measures (-.211 versus -.035 for the Kogut-Singh Index). A similar result for perceptual 

measures on performance was obtained by Reus & Rottig (2009) in their meta-analysis of performance 

of international joint ventures.  

The only two performance measures that do not show a significant negative relationship with 

cultural distance are market performance and innovation. While the mean effect size is not significant 

for market performance, the mean effect size for innovation is positive and statistically significant 

(mean effect size = 0.032; p=.065). Interestingly, this result seems consistent with our findings about 

the effect of cultural distance on the amount and benefit of practice transfer and suggests that cultural 

distance may represent an opportunity for organizational learning, and as a consequence, the 

innovativeness of the firm.  



CHAPTER 2: CULTURAL DISTANCE AND FIRM PERFORMANCE 

49 
 

TABLE 2.8 
HOMA Meta-Analytic Results Cultural Distance to Performance 

 Note: Mean = mean effect sizes. P-value shows the exact p-value.  k = number of effect sizes; N = total sample 
size; SE = the standard error of mean correlation; Q = Cochran’s homogeneity test statistic; I2 = scale-free index 
of heterogeneity. * p<0.10; ** p<0.05; *** p<0.01. 

 
Pearson product-moment correlation (r) and partial correlation 
coefficients (rxy.z) 

Predictor K N Mean (p-value) SE Q test I2 
Cultural distance to Performance 437 913,260 -0.032 (0.000)*** 0.005 7,126.47*** 0.94 
       
Measurement of Cultural Distance       
Kogut and Singh index 267 821,834 -0.035 (0.000)*** 0.005 4,140.89*** 0.94 
Mahalanobis distance 6 42,269 -0.028 (0.000)*** 0.005 2.98 0.00 
Dummy variable 51 8,199 -0.049 (0.034)** 0.023 212.29*** 0.76 
Perceptual measures 40 7,673 -0.211 (0.000)*** 0.047 639.67*** 0.94 
       
       
Cultural Distance Data Source       
Hofstede 324 839,576 -0.015 (0.003)*** 0.006 5,885.53*** 0.95 

Four Dimensions 240 815,150 -0.030 (0.000)*** 0.006 4,061.10*** 0.94 
Five Dimensions 20 5,444 -0.080 (0.000)*** 0.018 30.86** 0.38 

Power Distance Dimension 11 2,575 -0.021 (0.276) 0.020 9.85 0.00 
Uncertainty Avoidance Dimension 14 3,409 -0.038 (0.027)** 0.017 18.24 0.29 

Individualism Dimension 12 3,305 -0.003 (0.937) 0.032 26.83*** 0.59 
Masculinity Dimension 11 2,575 -0.038 (0.258) 0.033 20.26** 0.51 

GLOBE 9 3,680 0.015 (0.708) 0.040 23.94*** 0.67 
Ronen & Shenkar 57 12,993 -0.041 (0.043)** 0.020 255.48*** 0.78 
Trompenaars 2 264 -0.206 (0.001)*** 0.062 2.99* 0.67 
Primary Data 40 7,673 -0.210 (0.000)*** 0.047 639.67*** 0.94 
       
Performance types       
Accounting Performance 60 84,578 -0.023 (0.032)** 0.011 311.21*** 0.81 
Market Performance 72 17,232 0.032 (0.387) 0.037 1,595.45*** 0.96 
Survey Performance 119 130,697 -0.051 (0.000)*** 0.008 477.07*** 0.75 
Survival 95 410,861 -0.049 (0.000)*** 0.007 986.74*** 0.90 
Innovation 39 176,750 0.032 (0.065)* 0.017 2,016.16*** 0.98 
Other 52 93,142 -0.125 (0.000)*** 0.016 975.42*** 0.95 
       
Firm identity       
MNC 157 303,590 0.017 (0.106) 0.011 4,369.65*** 0.96 
Subsidiary 231 569,163 -0.073 (0.000)*** 0.006 2,610.52*** 0.91 
       
Home country type       
USA 52 57,951 -0.034 (0.288) 0.032 2,318.39*** 0.98 
Developed Markets 185 651,779 -0.041 (0.000)*** 0.007 3,605.40*** 0.95 
Emerging Markets 31 19,152 0.014 (0.425) 0.018 83.18*** 0.64 
       
Host country type       
USA 21 5,667 0.057 (0.065)* 0.031 101.53*** 0.80 
Developed Markets 41 12,224 0.039 (0.096)* 0.023 189.31*** 0.79 
Emerging Markets 109 28,214 -0.115 (0.000)*** 0.018 964.90*** 0.89 
       
       
Time       
Until medium year 234 766,672 -0.022(0.000)*** 0.006 3,429.88*** 0.93 
After medium year 203 146,588 -0.043(0.000)*** 0.012 3,546.59*** 0.94 
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 One unexpected finding that HOMA analysis reveals is that cultural distance only impacts 

subsidiary performance, but not the performance of the whole MNC. This differential effect suggests that 

the risks and costs associated with investments to culturally distant countries may be offset by the overall 

benefits of internationalization, which seem to be reaped at the level of the MNC as opposed to the level 

of a specific host-country subsidiary.  

 Furthermore, we find that cultural distance has a negative effect on performance (mean effect size 

= -0.115; p=.000) for emerging markets but a positive effect (mean effect size = 0.039; p=.096) for 

developed host countries. This might suggest a potential learning effect of internationalization, especially 

for firms coming from emerging countries. Finally, the HOMA analysis shows no significant performance 

effect of cultural distance for U.S. firms. This could be explained perhaps by the higher degree of 

internationalization and greater international experience of American firms accentuating the learning 

effects. 

 Table 2.9 reports the analytical results for both Pearson bivariate correlation and partial 

correlation coefficients. It shows that cultural distance has a negative and statistically significant effect on 

performance using both techniques (r-based mean = -0.034 and p=.002; rxy.z-based mean = -0.031 with 

p=.000). However, there are a few noteworthy differences. First, when using Pearson correlations, 

cultural distance has a negative effect on subsidiary performance but has no significant effect on MNC 

performance. Results are slightly different for the partial correlation technique where cultural distance 

shows a negative and statistically significant impact on subsidiary performance and a positive and 

significant effect on MNC performance. This is possibly due to the potential organizational learning 

opportunities of internationalization achieved at the level of the entire MNC network. Second, Pearson 

correlation technique does not yield significant results with regards to firm origin, the partial correlation 

technique shows negative and statistically significant results for firms from developed countries (rxy.z-

based mean = -0.049; p=.000) and positive and statistically significant results for firms from emerging 

markets (rxy.z-based mean = 0.040; p=.092). Third, r-based estimations do not provide evidence of a 

significant effect of cultural distance from developed host countries. However, consistent with our 
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HOMA results, rxy.z-based estimations show a positive and statistically significant effect. Overall, we can 

conclude that we find less significant results when using the Pearson bivariate correlation technique of 

meta-analysis than when using the partial correlation technique (which, as stated above, keeps other 

variables constant), probably as a result of different sample sizes in the two analyses. 
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TABLE 2.9 

HOMA Meta-Analytic Results Cultural Distance to Performance Separated 

 Pearson product-moment correlation (r) Partial correlation coefficient (rxy.z) 
Predictor K N Mean (p-value) SE Q test I2 K N Mean (p-value) SE Q test I2 
CD to performance  162 216,961 -0.034 (0.002)*** 0.011 3,140.59*** 0.95 275 696,299 -0.031 (0.000)*** 0.006 3,984.33*** 0.93 
             
Measurement of CD             
Euclidean (Kogut and Singh) 
distance 

105 185,530 -0.026 (0.054)* 0.014 2,971.85*** 0.97 162 636,304 -0.037 (0.000)*** 0.005 1,168.35*** 0.86 

Mahalanobis distance 3 20,967 -0.034 (0.000)*** 0.007 0.75 0.00 3 28,302 -0.024 (0.000)*** 0.006 1.01 0.00 
Cultural zone distance (dummy) 6 420 -0.032 (0.516) 0.049 1.63 0.00 45 7,779 -0.052 (0.041)** 0.025 210.60*** 0.79 
Perceptual distance 16 6,192 -0.181 (0.000)*** 0.032 33.07*** 0.55 24 5,381 -0.231 (0.001)*** 0.071 605.37*** 0.96 
             
Cultural distance data source             
Hofstede 131 190,012 -0.022 (0.074)* 0.013 3,000.91*** 0.96 193 649,564 -0.012 (0.020)** 0.006 2,884.58*** 0.93 

Four dimensions 89 179,394 -0.030 (0.042)** 0.016 2,935.38*** 0.97 151 635,756 -0.031 (0.000)*** 0.005 1,124.61*** 0.87 
Five dimensions 10 2,966 -0.044 (0.016)** 0.018 15.04* 0.40 10 2,478 -0.129 (0.000)*** 0.020 6.17 0.00 

Power distance dimension 7 1,328 -0.037 (0.172) 0.027 6.05 0.01 4 1,247 -0.004 (0.918) 0.028 3.10 0.03 
Uncertainty avoidance dimension 9 2,110 -0.017 (0.438) 0.022 5.48 0.00 5 1,299 -0.055 (0.309) 0.054 10.34** 0.61 

Individualism dimension 8 2,058 -0.028 (0.507) 0.042 15.94** 0.56 4 1,247 0.040 (0.499) 0.060 9.53** 0.69 
Masculinity dimension 7 1,328 0.015 (0.698) 0.027 9.02 0.33 4 1,247 -0.089 (0.009)*** 0.028 4.31 0.30 

GLOBE 5 3,108 -0.016 (0.768) 0.053 13.19** 0.70 4 572 0.012 (0.863) 0.072 8.71** 0.66 
Ronen & Shenkar 7 645 0.032 (0.421) 0.039 6.47 0.07 50 5,381 -0.046 (0.033)** 0.021 247.76*** 0.80 
Primary data 16 2,292 -0.181 (0.000)*** 0.032 33.07*** 0.55 24 12,348 -0.231 (0.001)*** 0.071 605.37*** 0.96 
             
Performance types             
Accounting Performance 40 75,171 -0.038 (0.002)*** 0.012 189.54*** 0.79 20 9,407 0.011 (0.685) 0.026 113.23*** 0.83 
Market Performance 20 2,607 -0.006 (0.760) 0.020 17.99 0 52 14,625 0.046 (0.319) 0.047 1,541.81*** 0.97 
Survey Performance 66 39,665 -0.063 (0.000)*** 0.017 253.73*** 0.74 53 91,032 -0.043 (0.000)*** 0.010 204.93*** 0.75 
Survival 6 32,902 0.052 (0.105) 0.032 48.96*** 0.90 89 377,959 -0.058 (0.000)*** 0.008 870.37*** 0.90 
Innovation 8 29,436 0.125 (0.153) 0.087 1491.35*** 1.00 31 147,314 0.005  (0.351) 0.005 127.07*** 0.76 
Other 22 37,180 -0.081 (0.000)*** 0.023 270.97*** 0.92 30 55,962 -0.156 (0.000)*** 0.024 703.59*** 0.96 
             
Firm identity             
MNC 63 123,987 0.004 (0.839) 0.021 2,349.96*** 0.97 94 179,603 0.027 (0.026)** 0.012 2,013.72*** 0.95 
Subsidiary 84 90,702 -0.062 (0.000)*** 0.014 728.21*** 0.89 147 478,461 -0.077 (0.000)*** 0.007 1,880.86*** 0.92 
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Note: Mean = mean effect sizes. P-value shows the exact p-value.  k = number of effect sizes; N = total sample size; SE = the standard error of mean correlation; 
Q = Cochran’s homogeneity test statistic; I2 = scale-free index of heterogeneity. * p<0.10; ** p<0.05; *** p<0.01. 
 

 

Home country 
USA 21 24,562 0.005 (0.947) 0.072 1,950.98*** 0.99 31 33,389 -0.038 (0.026)** 0.017 116.58*** 0.74 
Developed markets 58 153,247 -0.013 (0.543) 0.021 2,648.95*** 0.98 127 498,532 -0.049 (0.000)*** 0.006 955.57*** 0.87 
Emerging markets 17 14,154 -0.007 (0.756) 0.024 32.16*** 0.50 14 4,998 0.040 (0.092)* 0.024 27.45** 0.53 
             
Host country             
USA 7 3,063 -0.018 (0.738) 0.054 47.81*** 0.87 14 2,604 0.099 (0.000)*** 0.021 14.91 0.13 
Developed markets 23 9,169 -0.004 (0.885) 0.027 79.53*** 0.72 18 3,055 0.072 (0.068)* 0.039 77.42*** 0.78 
Emerging markets 49 8,465 -0.105 (0.000)*** 0.024 231.07*** 0.79 60 19,749 -0.121 (0.000)*** 0.026 729.78*** 0.92 
             
Time             
Until medium year 83 163,928 -0.013 (0.453) 0.02 2,775.79*** 0.97 145 597,023 -0.012 (0.001)*** 0.004 595.55*** 0.76 
After medium year 79 53,033 -0.05 (0.000)*** 0.01 297.58*** 0.74 130 99,276 -0.039 (0.02)** 0.017 3,289.25*** 0.96 
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2.4.2 MARA results 

MARA results (Table 2.10) further confirm the importance of controlling for methodological and model 

specification artifacts and variable operationalization. Consistent with the HOMA results, the relationship 

between cultural distance and performance is more negative when cultural distance is operationalized 

through perceptual measures based on primary data. As already noted for HOMA analysis, performance is 

more positively influenced by cultural distance when operating in developed host countries and more 

negatively influenced by cultural distance when operating in emerging markets. Moreover, the impact of 

cultural distance on performance is more positive for firms from emerging markets (in Model 3, β = 0.05, 

p= .057). Also, consistent with the HOMA results, the MARA analysis indicates that cultural distance has 

a negative effect on performance when it is measured at the subsidiary level (in all models, β = -0.15, 

p=.000). Among the methodological artifacts, panel design of a study shows a significant positive effect 

on the cultural distance to performance relationship (in Model 2, β = 0.05, p=.009). This indicates that 

panels tend to yield more positive effects of cultural distance on firm performance. Also, the focal 

relationship tends to be more negative when potential endogeneity issues are addressed in the primary 

study (in Model 2, β = -0.06, p=.023). 
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TABLE 2.10 

MARA Meta-Analytic Results Cultural Distance to Performance 
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Note: The table shows estimated coefficients and p-values between parentheses. * p<0.10; ** p<0.05; *** p<0.01 

Variable Model 1 Model 2 Model 3 
Measurement of Cultural Distance    
Kogut and Singh index  -0.25 (0.000)***  -0.36 (0.000)*** 
Mahalanobis distance -0.32 (0.000)***  -0.37 (0.001)*** 
Dummy variable -0.24 (0.000)***  -0.05 (0.207) 
Perceptual measures -0.45 (0.000)***  -0.44 (0.000)*** 
Absolute distance -0.26 (0.000)***  -0.37 (0.000)*** 
Other (ref group)    
    
Cultural Distance Data Source    
Hofstede  0.20 (0.000)*** 0.12 (0.174) 
Berry  0.12 (0.015)** 0.04 (0.783) 
GLOBE  0.27 (0.000)*** 0.20 (0.033)** 
Ronen & Shenkar  0.20 (0.000)*** -0.20 (0.06)* 
Primary Data (ref group)    
    
Firm performance definition    
Accounting measures 0.09 (0.000)*** 0.08 (0.000)*** 0.08 (0.000)*** 
Market performance 0.05 (0.057)* 0.10 (0.000)*** 0.02 (0.479) 
Survey measures 0.04 (0.019)** 0.06 (0.004)*** 0.03 (0.103) 
Survival 0.07 (0.005)*** 0.10 (0.000)*** 0.08 (0.001)*** 
Innovation 0.10 (0.000)*** 0.06 (0.039)* 0.11 (0.000)*** 
Other (reference group)    
    
Performance evaluation    
MNC -0.13 (0.000)*** -0.14 (0.000)*** -0.13 (0.000)*** 
Subsidiary  
 

-0.15 (0.000)*** -0.15 (0.000)*** -0.15 (0.000)*** 

Methodological study artifacts    
Published study 0.03 (0.143) 0.04 (0.05)* 0.03 (0.190) 
Median year of sample window 0.00 (0.686) 0.00 (00.31) -0.00 (0.249) 
Panel design 0.01 (0.731) 0.05 (0.009)*** -0.02 (0.180) 
Endogeneity check 0.00 (0.915) -0.06 (0.02)** 0.01 (0.713) 
    
Home country type    
Developed Markets -0.01 (0.766) -0.03 (0.123) 0.00 (0.958) 
Emerging Markets 0.04 (0.113) -0.00 (0.931) 0.05 (0.057)* 
    
Host country type    
Developed Markets 0.07 (0.01)** 0.03 (0.306) 0.06 (0.031)** 
Emerging Markets -0.05 (0.04)** -0.09 (0.000)*** -0.04 (0.078)* 
      
Model specification artifacts    
Distance controls -0.01 (0.119) -0.02 (0.068)* -0.00 (0.703) 
Performance controls -0.06 (0.024)** -0.11 (0.000)*** -0.07 (0.004)*** 
Partial correlation -0.00 (0.879) 0.02 (0.208) -0.01 (0.441) 
    
K 437 437 437 
R2 0.29 0.23 0.32 
Qmodel(p) 420.93 (0.00) 311.74 (0.00) 473.10 (0.00) 
Qresidual(p) 1,015.56 (0.00) 1,064.04 (0.00) 997.14 (0.00) 
V 0.00661 0.00705 0.00637 
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2.5 DISCUSSION AND CONCLUSION 

Our objective in this paper was to bring additional clarity on the role of cultural distance in the process of 

firm internationalization. Despite the wide use of cultural distance in the global strategy literature, results 

on its effects on the firm internationalization process have been inconclusive. Based on our review and 

analysis, we believe that a major reason for this lack of consistency is that this research has been often 

done in a rather broad-brush manner. Scholars have either tended to generalize the construct of 

internationalization a bit too much without sufficient attention to its different stages, aspects, or outcomes, 

or have narrowly focused on a specific decision or outcome without an attempt to integrate findings 

across related outcomes. In addition, different cultural distance measures have been used without proper 

explanation of their reliability or relative advantages.  

 To remedy these limitations, we adopted a comprehensive view of the process of firm 

internationalization examining all key stages and strategic decisions related to this process, even adding to 

the discussion its performance consequences. We followed a similar approach to cultural distance 

considering a wide range of studies that employed different operationalizations and measures of cultural 

distance. We were able to maximally leverage existing research by conducting the largest meta-analysis 

of primary cultural distance studies to date. Furthermore, we employed the most advanced meta-analytical 

methodology for our analysis. As a result, we feel confident that our review and analysis of the substantial 

literature on this topic were both comprehensive and rigorous, and thus provide a solid foundation for 

drawing a number of important theoretical insights and ideas for future research in this area. Figure 2.3 

summarizes our key findings. Below we relate the key findings to the four research questions that we 

posited and put our results in perspective. 
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FIGURE 2.3 
Summary Findings on Cultural Distance and the Process of Firm Internationalization 

 
 
 
 
 
 
 

 

 
  

 

 

 

 

Note: The constructs in each of the four blocks (cf. Figure 2.2) are all dependent variables studied in our meta-
analysis. Constructs in bold show significant relationships between cultural distance and the specific aspect of firm 
internationalization. We only report significant coefficients. The coefficient refers to the HOMA results reported in 
the different tables and their relative effect size can be interpreted in an absolute way. 

 

 RQ1 asked whether cultural distance affects key decisions in the various stages of firm 

internationalization and if so, how. We find that cultural distance affects internationalization, but in a 

more intricate way than commonly assumed. In sum, firms tend to stay away from culturally distant 

countries, which is consistent with mainstream theories of location choice and FDI. If they invest in such 

countries, firms prefer Greenfields over acquisitions. Although transaction costs theory has been used to 

predict both an acquisition (as it provides learning possibilities), as well as a Greenfield (to minimize 

friction with host country nationals), our meta-analytic results suggest the latter effect dominates. Firms 

also benefit significantly from the transfer of practices to such culturally distant locations. However, 

going to a culturally distant host country negatively impacts the performance of the subsidiary there. 
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Figure 2.2 provides a visual summary of cultural distance effects on the various stages of firm 

internationalization. Unpacking these stages shows the differential effects of cultural distance and 

underscores that studies of internationalization would benefit from more fine-grained analysis by stage. 

As seen in Figure 2.3, the effect size of cultural distance is largest for the integration stage of practice 

transfer (|.148|), followed by the negative subsidiary performance effect (|.073|), the preference for 

Greenfield vs acquisition (|.05|), and lastly, location choice (|.023|). 

The differential performance effect of cultural distance (subsidiary vs. MNC) is one of our most 

interesting findings. The negative effect of distance on subsidiary performance is in line with existing 

theories including both classic MNC views and the behavioral view. According to the classic view 

(Hymer, 1976; Kogut & Zander, 1992), negative performance effects are due to costs exceeding the 

benefits of internationalization. In the behavioral view (Foss & Lindenberg, 2013; Maitland & 

Sammartino, 2015b; Powell, Lovallo, & Fox, 2011), they result from underestimation of the true costs 

associated with internationalizing to culturally distant countries (Dibbern, Winkler, & Heinzl, 2008; 

Larsen, Manning, & Pedersen, 2013). Thus, while the two perspectives suggest different explanatory 

mechanisms, the result is the same – subsidiaries are impacted negatively by large cultural distance. 

Intriguingly, cultural distance does not affect the performance of the MNC as a whole. This finding is 

intuitive, as companies would not be internationalizing if it were otherwise. But understanding how firms 

can compensate at the corporate level for the negative subsidiary performance in distant (and thus risky 

and high cost) host countries is a fascinating question. The data from our sample did not allow us to tease 

out these complex dynamics, but we are excited about the opportunity to study this question further in the 

future. It seems that companies perhaps make these location decisions in the context of their overall 

strategic portfolios of international operations rather than with regard to a specific host market. Theories 

of internationalization should be catching up with this possible view. 

Another set of findings worth noting is the mixed effect of cultural distance on amount of practice 

transfer, coupled with a positive impact on the benefits of practice transfer. In fact, this was the strongest 
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effect of cultural distance among all outcomes that we examined. The first part of this finding is rather 

straightforward as companies are reluctant to engage in such efforts given the very different context in 

which the subsidiary is placed; hence the anticipated difficulties of transferring the practice and the 

meaning behind it, in particular, which is essential for its successful adoption (Kostova, 1999; Kostova & 

Roth, 2003). The second part of the finding, although a bit counterintuitive, is not surprising either. It is 

consistent with the concept of the “transnational” organization (Bartlett & Ghoshal, 1998), which 

suggests that companies benefit from a more integrated model of sharing knowledge and best practices 

among the portfolio of operations that might be located in very diverse national settings. As scholars have 

shown, there are mechanisms through which companies can overcome the challenges of cultural distance 

in such integration efforts through common practices. For example, Kostova and Roth (2002) found that 

social capital reflected in trust, commitment, and identification of the subsidiary with the corporate 

headquarters facilitate practice transfer by closing of the gap between the two sides. Although our study 

did not allow us to test these ideas on a larger scale, future research to identify most effective ways in 

which organizations may overcome cultural distance for the benefits of organizational integration, and 

when such benefits outweigh the costs related to distance is warranted. 

RQ2 concerned the sensitivity of the distance effects to the particular measurement and 

operationalization of cultural distance. We find that studies using perceptual measures tend to have more 

pronounced effects compared to the cultural distance index based on secondary data. One explanation 

may be that the number of studies using perceptual measures is still limited. This does however not hold 

for performance studies of which a sufficient number exists and for which we still find a large negative 

effect, much larger than any of the other cultural distance measures. The reason why the perceptual 

measures have a stronger performance effect (relative to other measures of cultural distance) may be that 

they possibly capture other perceived differences and difficulties in the respective host country (beyond 

culture) but respondents attribute these negative perceptions to cultural distance. As a result, perceptual 

measures may overstate the role of cultural distance. In fact, the early Uppsala model of 

internationalization was based on psychic (i.e., perceptual) rather than cultural distance.   
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We also showed that results are not always consistent across different cross-cultural frameworks. 

For example, regarding entry mode decisions we found an insignificant effect of the Hofstede-based 

cultural distance, but a positive effect of cultural distance based on GLOBE or Schwartz. Similarly, the 

negative effect of cultural distance on establishment mode using Hofstede turns positive when using 

GLOBE. Finally, the negative effect of cultural distance on performance using Hofstede turns 

insignificant when using GLOBE. This raises the question which cross-cultural framework to use in 

cultural distance studies. It is beyond the scope of this paper to discuss the numerous methodological 

differences between these cross-cultural frameworks and their pros and cons (Beugelsdijk & Maseland, 

2011; Schaffer & Riordan, 2003; Smith, 2006). Moreover, many management scholars are “users” of 

these frameworks and tend to be methodologically indifferent regarding which framework to use to 

measure cultural distance. Instead of suggesting which framework may be the preferred one, we take a 

more pragmatic approach.  

One practical recommendation is to run the cultural distance analysis using multiple frameworks 

(e.g., Drogendijk & Slangen, 2006). This however raises the follow-up question what to do if results are 

not consistent, and how to attribute these findings to differences between these frameworks. An 

alternative solution is to treat these frameworks as complementary, each capturing part of the overall 

variation in cross-national cultural values (Steenkamp, 2001). Without a prior normative position on 

which framework is best, the optimal approach is then to combine all these frameworks in one composite 

cultural distance index. Beugelsdijk et al. (2017b) have calculated such a composite cultural-distance 

index using the Mahalanobis correction to control for the correlation between the dimensions of the three 

frameworks. They find that the resulting cultural distance scores match the cultural classification of 

countries in specific cultural zones (Ronen & Shenkar, 2013). One key advantage of such a composite 

cultural distance index is that it simplifies the discussion what framework to use, and limits the possibility 

for researchers to “shop” for the result that best supports their hypothesis. Of course, the disadvantage of 

this approach is that it can only be used for a generic cultural distance argument and not to test distance 
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effects on a specific cultural dimension. Our literature review showed that most studies are interested in 

exploring such a general cultural distance effect, and not the effect of distance on specific dimensions. 

RQ3 concerned the possible contingences of home and host countries being developed or 

emerging markets. Our results suggest that cultural distance effects are very sensitive to sample structure. 

When the home country is an emerging market (e.g., India, Brazil or China), the negative effect of 

cultural distance on performance turns positive and insignificant. Alternatively, if the host country is an 

emerging market, the negative relation between cultural distance and performance becomes even more 

negative. In contrast, when the host country is a developed market (especially when it is the U.S.), the 

relation between cultural distance and performance turns positive. There are two possible explanations for 

the moderating effects of home/host and emerging/developed country. It might be that emerging market 

MNEs actively seek “distant” locations to invest because they are usually associated with more 

competitive environments where these nascent global players can acquire technological capabilities and 

learn best practices. The benefits of operating in such distant places can outweigh the risks and costs of 

dealing with cultural differences. While our data again did not allow us to fully explore these alternative 

explanations, the results at least highlight this interesting contingency and present opportunities for future 

research.  

Another possible explanation is methodological in nature. It might be that studies of cultural 

distance conflate distance with direct or level effects and the results that we see are not due to the 

difference between home and host country but are instead caused by the conditions (cultural or 

institutional) in the home or the host country. For example, going to a “failed state” or an emerging 

market with “institutional voids” might lead to negative outcomes regardless of whether the home country 

is culturally similar or distant from the host country. Distinguishing between distance and direct (or 

“level”) effects is particularly problematic when distance studies include only one home or one host 

country (Brouthers et al., 2016). Thus, the suggestion to ideally have multiple home and hosts as to make 

sure level and distance effects are not conflated.  
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RQ4 concerned the impact of time. Our sample included primary studies published between 1988 

and 2015 which allowed us to indirectly explore the longitudinal performance effects of cultural distance. 

We found that the effect of cultural distance on firm internationalization is relatively stable over time. 

This is in sharp contrast to the conclusion by Taras et al. (2012) (using different data and a different 

method) that Hofstede data are less and less able to explain cultural differences because they are outdated. 

Their interpretation is however at odds with our finding that results on cultural distance do not 

consistently depend on the use of Hofstede data or more recent data from alternative culture frameworks. 

More important perhaps is that our finding on the relatively stable effect of cultural distance over time 

does not imply that cultures do not change. As long as cultures change on parallel trajectories (as shown 

by Inglehart & Baker, 2000), cross-country cultural distances are relatively stable (Beugelsdijk, 

Maseland, & van Hoorn, 2015). Here the question was whether the effect of cross-country cultural 

distance changes over time, and results suggest it does not, at least not in a significant way and not in a 

consistent direction. 

Jointly, these findings provide a solid foundation and interesting insights for future research in 

this area. In addition to the ideas that we discussed in the previous paragraphs, we would note the 

following. First, our review showed an interesting gap in the literature on cultural distance – there appears 

to be very little work examining its effects on managerial and organizational aspects of 

internationalization, both in an absolute sense, but also especially compared to the large number of studies 

on entry mode, establishment mode, and performance. For the few studies that address management 

aspects such as the benefits of the transfer of practices, we find large effect sizes of cultural distance. 

Although we cannot rule out the possibility that these large effect sizes are (partly) driven by the low 

number of primary studies available, we see this as a very promising area of future cultural distance 

research. We recommend future work to address an array of management related outcomes related to 

internationalization. We discussed transfer of practices but there are many other important aspects of 

integration and control of foreign operations that warrant attention including use of cross-cultural teams, 

organizational learning and innovation across subsidiaries and parent companies, and management of 
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agency problems between parent companies and foreign operations (Kostova et al., 2016). Second, we 

would encourage more in-depth studies of different types of distance on internationalization, particularly 

institutional and economic distance, and an examination of the relative salience of different types of 

distance for different outcomes. It is possible that cultural distance for example, is more tied to post-

investment management integration while institutional distance is more critical in the pre-investment 

stages. Such extensions of research in this area will bring more definitive understanding of what particular 

context matters for what organizational outcomes. Finally, some of our findings raise questions, (if not 

provide insights) about the limitations and boundary conditions of existing internationalization theories. 

Do they apply equally to developed and emerging market MNCs, is the notion of distance possibly bound 

by the perspective of industrialized countries, and what are the remedies to distance in MNC 

management?  

 To conclude, cultural differences continue to be a serious consideration for managers and 

companies as they expand internationally. Understanding when and for which aspects of the 

internationalization process cultural differences really matter is a necessary step in learning how to 

manage and possibly leverage such differences.   
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3.1 INTRODUCTION 

 In 2010, Google exited the Chinese market due to disagreements with the Chinese government. 

The pinnacle of these disagreements was the “Google suggest incident”, where the Google “suggest” 

option was recommending sexual content for certain search terms, ultimately leading the Chinese 

government to ban it altogether (Google, 2010; Fannin, 2010; Jacobs & Helft, 2010; Lau, 2010). 

Similarly, Netflix exited the Chinese market, stating: “The regulatory environment for foreign digital 

content services in China has become challenging” (Netflix, 2017: 4). Struggles with the host country’s 

institutional environment, such as those highlighted in the examples of Google and Netflix, often create 

performance obstacles for firms operating abroad pertaining to both the institutional environment in 

which the activity takes place (Chan, Isobe, & Makino, 2008; North, 1990) as well as the differences 

between institutional environments at home and abroad (Kostova & Zaheer, 1999; Scott, 1995). The 

multinational enterprise (MNE) performance implications of doing business in institutionally distant 

environments is a well-established issue in both the international business (IB) and management literature 

(Buckley & Casson, 1998; Gaur, Delios, & Singh, 2007; Ghemawat, 2001; Hymer, 1960; Kostova & 

Zaheer, 1999; Luo, 2002; Xu & Shenkar, 2002; Zaheer, 1995; Zaheer & Mosakowski, 1997; Zhou & 

Guillen, 2014). 

 Difficulties faced by MNEs when operating in institutionally distant environments are referred to 

as the costs of doing business abroad (CDBA) or liability of foreignness (LOF). LOF is a key concept in 

IB and management (Beugelsdijk, 2011) and is considered to be a “fundamental assumption driving 

theories of the multinational enterprise” (Zaheer, 1995: 341). The assumption in IB research is that the 

LOF can impede firm performance due to legitimacy and isomorphism challenges. More specifically, new 

organizational institutionalism (NOI) argues that LOF stems from a lack of legitimacy in the host 

environment, and this lack of legitimacy results in complexity, unfamiliarity, and both relational and 

discriminatory hazards (e.g., Calhoun, 2002; Eden & Miller, 2001, 2004; Kostova & Zaheer, 1999; 

Mezias, 2002; Zaheer, 1995). Existing literature identifies institutional distance— (dis)similarities 
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between the institutions of the MNE’s home and host country—as the key driver of LOF (Eden & Miller, 

2004; Ghemawat, 2001, 2011; Kostova and Zaheer, 1999). Specifically, existing research posits that an 

increase in institutional distance results in higher LOF and, consequently, lower MNE performance (Eden 

& Miller, 2001, 2004; Kostova, Roth, & Dacin, 2008; Kostova & Zaheer, 1999; Xu, Pan, & Beamish, 

2004; Xu & Shenkar, 2002; Zaheer, 1995).  

 Despite the vast empirical evidence relating LOF and institutional distance to the performance of 

MNEs, a scan of the extant literature on LOF shows somewhat mixed findings on the relationship. 

Several studies do not find any effects (e.g., Ando, 2014; Banalieva & Dhanaraj, 2013; Crilly, Ni, & 

Jiang, 2016; Huang, Zhu, & Brass, 2016), while others find significant, positive effects of institutional 

distance on MNE performance (e.g., Du & Boateng, 2015; Du, Boateng, & Newton, 2015; Gubbi, 

Aulakh, Ray, Sarkar, & Chittoor, 2010; Wu, 2013;).  

 As noted by Kostova et al. (2008), NOI is a commonly used stream of literature when discussing 

the influence of institutional distance. The other perspective used to explain the influence of institutional 

distance on MNE performance is new institutional economics (NIE). NIE, however, focuses on the 

performance effect of institutional quality as opposed to institutional distance. Specifically, studies in this 

NIE tradition argue that a lower host-country institutional quality leads to higher uncertainty within the 

environment, therefore leading to higher transaction costs that impede MNEs’ performance (Akerlof, 

1970; Chan et al., 2008; Christmann, Day, & Yip, 1999; Delios, Xu, & Beamish, 2008; Henisz & 

Williamson, 1999; Khanna & Palepu, 1997, 2000; Khanna & Rivkin, 2001; Makino, Isobe, & Chan, 

2004). Additionally, scholars have recently highlighted methodological challenges that occur when 

dealing with both level and distance effects (Brouthers, Marshall, & Keig, 2016; Harzing & Podelko, 

2016; van Hoorn & Maseland, 2016), giving rise to questions regarding the substitutional or 

complementary relationship between NOI and NIE in explaining the performance effect of institutional 

distance. In summary, further clarity is required to disentangle the mechanisms, theoretical arguments, 

and concepts applied in research that explore the relationship between institutional distance and the 

performance of MNEs.  
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 The goal of this chapter is to take stock of the current state of literature on the relation between 

institutional distance and MNE performance as well as disentangle the different institutional mechanisms 

(NIE vis-a-vis NOI) used to explore this relationship. I approach this goal by discussing the two most 

prominent institutional literature streams, including how they influence foreign MNE performance and 

how the arguments from these literature streams interact and explain the institutional distance–MNE 

performance relationship. By doing so, I aim to detect and disentangle the performance effect of 

institutional distance as predicted by both NOI and NIE. I perform a meta-analysis on 248 correlations 

between institutional distance and MNE performance, utilizing a total of 70 empirical papers. The results 

of the meta-analysis show how arguments from NOI and NIE lead to separate and unique effects of 

institutional distance on MNE performance. Additionally, my empirical results indicate that, under 

specific conditions, these two mechanisms may either strengthen each other or lead to opposing effects. 

Finally, I demonstrate that omitting either of the two mechanisms leads to an incomplete picture of the 

performance effect of institutions.  

 This chapter contributes to the literature in several ways: first, I describe the key mechanisms 

associated with each theoretical tradition, and how they influence MNE performance. Second, I 

empirically demonstrate the existence and effects of both mechanisms on firm performance through a 

meta-analysis. Third, I empirically illustrate under which conditions both mechanisms align and under 

which conditions both mechanisms lead to opposing empirical relationships. Finally, I show that when 

key mechanisms associated with the two theoretical traditions are present, omitting either leads to an 

incomplete picture of the effect of institutions on MNE performance. My research resonates with current 

research on the effects of institutional distance and the effect of institutional development on MNE 

performance (Chan et al., 2008; Delios et al., 2008; Luo, Xue, & Han, 2010; Wu, Wang, Hong, 

Piperopoulos, & Zhou, 2016; Yamakawa, Peng, & Deeds, 2008). Furthermore, my findings extend 

current research, highlighting the methodological challenge when measuring institutional distances or 

levels from or to a single country (Brouthers et al., 2016; Harzing & Podelski, 2016; van Hoorn & 

Maseland, 2016). 
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3.2 THEORY AND HYPOTHESES 

 With regard to the link between institutional distance and MNE performance, two streams of 

literature dominate the field of IB and management: new institutional economics (NIE) and new 

organizational institutionalism (NOI). To discuss the link between institutional distance and MNE 

performance, I discuss both streams of research. 

 

3.2.1  New Organizational Institutionalism 

 NOI (also referred to as neo-institutional theory or institutional theory in IB) provides a 

framework for explaining and understanding organizational action when rational action assumptions, such 

as economic efficiency, appear to be inadequate explanations (DiMaggio & Powell, 1983; Meyer & 

Rowan, 1977; Oliver, 1991; Scott, 1995, 2008). This literature focuses on organizational form and 

organizational practices (Powell & DiMaggio, 1991). In contrast to the prevailing theories at the time that 

treated legitimacy as a given, Meyer & Rowan (1977) discuss the need for formal organizations to 

comply with the institutionalized rational myths; (i.e., practices which are considered to be efficient and 

effective by the institutions in which the actor is embedded, but not necessarily are). The incorporation of 

these myths subsequently results in higher legitimacy, which leads to success and a higher chance of 

organizational survival. Building on their work, DiMaggio & Powell (1983) wondered why 

organizational forms in specific fields tend to display high degrees of homogeneity. They concluded that 

institutional isomorphic pressures are the main reason for organizational behavior toward homogeneity, 

discussing three mechanics of isomorphism: coercive, normative, and mimetic.  

 Extending this work, Scott introduced a three-pillar framework to understand institutions through 

a sociological lens. He describes institutions as being “composed of cultural-cognitive, normative, and 

regulative elements that, together with associated activities and resources, provide stability and meaning 

to social life” (Scott, 2001: 56). Each pillar possesses one of the isomorphic mechanisms as a base. These 
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pillars (regulatory, normative, and cultural-cognitive) explain how actors have to behave, ought to 

behave, and want to behave.  

The dominance of the open office plan in San Francisco-based tech companies is an effective 

illustration of the idea that organizations become isomorphic to their field in order to gain legitimacy. 

Literature on the open office plan tends to emphasize negative effects on productivity when compared to 

private offices (e.g., Brennan, Chugh, & Kline, 2002; Kaarlela-Tuomaala, Helenius, Keskinen, & 

Hongisto, 2009; Kim & de Dear, 2013; Smith-Jackson & Klein, 2009). Efficiency explanations, therefore, 

do not seem to adequately explain the existence of this practice. Rather, the field’s preference of the usage 

of open offices can be considered an institutionalized rational myth in the organizational field where 

external (mimetic) isomorphic pressures of the organizational field lead to the prevalence of a seemingly 

inefficient practice. 

 

3.2.2 New Organizational Institutionalism and Institutional Distance 

NOI is commonly used in the context of explaining how foreign MNEs deal with both the cost of 

operating abroad and the performance implications of such costs. LOF is one of the main underlying 

assumptions in this literature (Beugelsdijk, 2011; Luo & Mezias, 2002; Zaheer, 1995), which deals with 

the idea that there are costs rooted in the foreign nature of an MNE (Eden & Miller, 2004). The LOF 

literature considers institutional distance the main driver of increased difficulty in operating abroad (Eden 

& Miller, 2004; Kostova & Zaheer, 1999; Luo & Mezias, 2002). The main argument is that legitimacy is 

a vital resource needed in order to operate successfully (and survive) in foreign environments. 

Furthermore, the attainment of legitimacy in a foreign environment becomes more difficult when the 

foreign environment is less similar than the home country’s institutional environment, within the latter of 

which the MNE is accustomed to operating (Kostova & Zaheer, 1999; Kostova et al., 2008). Therefore, 

the costs associated with adapting to host country institutions are higher when the foreign institutional 

environment is more distant from the home institutional environment (Berry, Guillen, & Zhou, 2010; 

Eden & Miller, 2004; Kostova et al., 2008; Li, Vertinsky, & Li, 2014; Wu & Salomon, 2016). Put 
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differently, when institutional distance between the host and home country environments increases, the 

attainment of legitimacy becomes more difficult, resulting in higher CDBA and, ultimately, lower 

performance. Therefore, we can derive from the NOI literature that institutional distance has a negative 

effect on firm performance due to the difficulty in attaining legitimacy. Formally: 

 

Hypothesis 1. Institutional distance has a negative effect on MNE performance. 

 

3.2.3 New Institutional Economics 

 The NIE literature developed in response to neoclassical economics, which was generally 

dismissive of the role of institutions (Coase, 1937, 1960; Williamson, 2000). According to NIE, 

institutions matter because markets are not frictionless and transactions require governance (Coase, 1937; 

1960; Matthews, 1986; North, 1990; Williamson, 1985, 2000). Institutions are defined as “the rules of the 

game in a society or, more formally, [institutions] are the humanly devised constraints that shape human 

interaction” (North, 1990: 3). A classic distinction is made between formal and informal institutions; 

formal constraints deal with political and judicial rules, economic rules, and contracts, while informal 

constraints deal with codes of conduct, norms of behavior, and conventions (North, 1990). 

In NIE, the institutional framework fundamentally influences which organizations come into 

existence and how they evolve. The quality—effectiveness and efficiency—of institutions (or the degree 

to which institutions remove or reduce uncertainty regarding behavior), therefore affects the transaction 

costs MNEs face by influencing the possibility for opportunistic behavior. For instance, institutional 

environments that guarantee property rights and facilitate contract enforcement will decrease the level of 

transaction costs (Coase, 1937; Williamson, 1985) and may help the dispersion of efficient practices (van 

Hoorn, 2016). Therefore, the NIE literature argues that the efficiency and effectiveness (quality) of 

institutions strongly influence the behavior of organizations and the economic performance of a society 

by constraining potential opportunistic behavior and reducing the uncertainty in the environment.  
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In IB and management research, NIE has been widely utilized to relate the quality of institutions 

to the performance of the MNE. Two main arguments are introduced. First, research argues that a lower 

quality of the institutional framework increases costs for MNE activities in a host country through 

increasing the transaction costs on goods and services, increasing uncertainties, and stimulating 

opportunistic behavior (Chan et al., 2008; Khanna & Palepu, 1997, 2000; Khanna & Rivkin, 2001; 

Williamson, 1985). Therefore, if an MNE has the choice to go to a high-quality host country institutional 

environment rather than a low-quality institutional environment, ceteris paribus, it should choose the 

former because the transaction costs will be lower in that country. Second, foreign MNEs will incur 

higher costs in low institutional quality environments compared to domestic firms. The reason for such an 

additional burden on foreign MNEs is that favoritism toward domestic firms, coupled with corruption and 

injustice in such environments, increases the difficulty of effectively enforcing agreements proposed in 

the formal contracts (Henisz & Williamson, 1999).  

 

3.2.4 New Institutional Economics and Institutional Distance 

 Although the relationship between institutional distance and MNE performance through the lens 

of NOI is quite straightforward, this relationship is less obvious for NIE. As outlined above, NIE mainly 

deals with the quality of institutions in the host country environment rather than the differences between 

institutional environments. However, particularly in situations where quality and distance effects are 

difficult to distinguish, studies often lean on arguments from NIE literature in order to explain the effects 

of institutional distance on MNE performance.  

 Specifically, the NIE argumentation used for relating institutional distance to MNE performance 

typically occurs when (1) a study deals with a sample of emerging market MNEs going abroad to 

developed markets. In such samples, institutional distance is often found to have a positive effect on firm 

performance due to increased know-how (Du & Boateng, 2015; Gubbi et al., 2010; Wu, 2013), fewer 

constraints on market opportunities (Wu, 2013), and reduced risks (Choi, Lee, & Shoham, 2016; Kang & 

Jiang, 2012). Alternatively, the argumentation may typically occur (2) when a study uses a sample of 
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developed market MNEs going abroad to emerging markets. Here, studies often report a negative effect of 

institutional distance on MNE performance due to greater complexity and change (Shirodkar & Konara, 

2015), increased risk of expropriation, difficulties of contract enforcement and protection of property 

rights, increased transaction costs, or costs of market information (Abdi & Aulakh, 2012; Jiang, Holburn, 

& Beamish, 2014). The mechanisms driving both the positive and negative effects of institutional 

distance on MNE performance, which are highlighted here, stem from the quality of the host country 

institutions (i.e. lack of uncertainty of the host country environment increasing or decreasing transaction 

costs in the market), these effects are driven less so by either the distance between the host country 

environment and the home country of the MNE or the difficulty to attain legitimacy, which the distance 

measurement essentially captures. 

 Similarly, it is noticeable that NIE argumentation is combined with institutional distance in these 

two particular situations (i.e., MNEs from developed markets going abroad to emerging markets and vice 

versa). The reason is that, in both cases, quality and distance measurement become largely 

indistinguishable (van Hoorn & Maseland, 2016). To exemplify, the institutional distance between China 

and western economies equals the institutional quality score of these western economies minus a constant, 

which has the value of the institutional quality of China. Therefore, a change in the institutional quality of 

the host country denotes a similar change in the distance between the institutional quality of both the host 

and home countries. Reversely, in the case of a U.S.-based MNE going abroad to emerging markets, the 

institutional distance equals the constant institutional quality score of the U.S. minus the institutional host 

country quality score. A change in the host country’s institutional quality therefore denotes the opposite 

change in the distance between the institutional quality of both the host and home countries. As a result, 

quality and distance effects become indistinguishable and interchangeable. Therefore, argumentation 

about the host country’s institutional quality is logically related to the measurement of distance between 

home and host country institutional environments in these particular (yet commonly occurring) situations. 

The institutional distance measurement effectively captures both institutional distance and institutional 

quality simultaneously, thus conflating distance- and level-related effects. 
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 The intertwined use of these arguments is especially interesting because NIE and NOI may 

predict different outcomes regarding MNE performance. Consider the following example: an Indonesian 

MNE operating in Australia benefits from a less uncertain institutional host country environment (i.e., 

higher institutional quality) but is expected to encounter difficulties complying with the isomorphic 

pressures (i.e., high institutional distance) to adapt their business practices to attain legitimacy; 

conversely, an Australian MNE operating in Indonesia would equally struggle to gain legitimacy (i.e., 

high institutional distance), but has the additional difficulty of operating in a highly uncertain institutional 

environment (i.e., low institutional quality). In this example, the institutional distance between both 

institutional environments would predict an equally negative effect on performance for both MNEs since 

the difficulty of attaining legitimacy is based on the distance between institutional environments and 

distance is symmetric. However, the overall influence of institutions on MNE performance would vary 

due to the difference in the quality of the host country’s institutional environments. As a result, a 

complete picture of the effects of institutions on MNE performance would need to include both 

perspectives simultaneously.  

 Figure 3.1 further details the predicted effects of institutional distance on MNE performance 

across three different sample structures commonly used in the international business and management 

literature. As shown here, NIE and NOI arguments do not only lead to different effects across the three 

samples, but NIE effects can also “mask” effects and mechanisms that are essentially driven by the host 

country’s institutional quality effects. Put differently, the inclusion/exclusion of institutional quality has 

the potential to change the known effects of institutional distance on performance in samples where both 

distance and quality effects align, leading to potential under- or over-representations of the distance’s 

effect on performance. 

 

  



CHAPTER 3: INSTITUTIONAL DISTANCE AND MNE PERFORMANCE 

75 
 

FIGURE 3.1 
Predicted Effect of Institutional Distance on MNE Performance per Institutional Perspective and 

Consequences of Excluding Institutional Quality Measurement for Three Different Sample Structures. 

 

 To summarize, according to NIE, the host country’s institutional quality has a positive effect on 

MNE performance as higher institutional quality decreases uncertainty and therefore lowers transaction 

costs, ultimately translating into better performance. However, NIE argumentation is often used for 

explaining MNE activities in the developed vs emerging context. In such cases, NIE and NOI effects 

become indistinguishable, meaning the overall picture of the performance effect of institutions masks 

both NIE and NOI effects. As a consequence, I therefore argue that institutional distance and institutional 

quality should be used distinctively, but in combination to explore the effect of institutions on firm 

performance. Methodologically, I expect that the negative effect of institutional distance is more 

pronounced in samples where NIE (i.e., institutional quality) would also predict a negative effect, and is 

less pronounced in samples where NIE arguments would predict a positive effect. Formally: 

 

Hypothesis 2. Omitting institutional quality in discussing the effect of institutional distance on 

performance will lead to both underestimating and overestimating the effect of institutional distance on 

MNE performance, depending on the sample structure. 
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3.3 METHOD 

 In order to analyze the effect of institutional distance on MNE performance, I have conducted a 

meta-analysis. A meta-analysis is appropriate for testing the stated hypotheses in two ways. First, it 

allows me to take stock of the current research on institutional distance and MNE performance (required 

for the first hypothesis). Second, it enables me to analyze how differences in the sample selection affect 

the relationship between institutional distance and MNE performance (required for the second 

hypothesis).  

 The sample of studies that have been considered for the meta-analysis were collected in two 

separate ways. First, I identified all papers in relevant journals mentioning the terms “institutional 

distance”, “institutional difference”, “regulatory distance”, “formal distance”, and “administrative 

distance”, including: Academy of Management Journal, Academy of Management Review, Asia Pacific 

Journal of Management, Administrative Science Quarterly, European Journal of International 

Management, Global Strategy Journal, International Business Review, International Journal of 

Management, International Journal of Management Reviews, Journal of International Business Studies, 

Journal of International Management, Journal of Management, Journal of Management Studies, Journal 

of World Business, Management International Review, Organization Science, Research Policy, Strategic 

Management Journal, and Thunderbird International Business Review. The search for these terms 

resulted in a total of 549 papers, of which the frequency of occurrences increased over time. I have gone 

through these papers manually, determining whether or not they operationalized an institutional distance 

measure and, if so, whether or not they mentioned the effect of institutional distance on a performance 

measure; this filtration narrowed the selection down to 48 papers. Second, I used snowballing techniques 

on papers that introduced new (or a new combination of) institutional distance measures (Baik, Kang, 

Kim, & Lee, 2013; Dikova, 2009; Dikova, Sahib, & van Witteloostuijn, 2010; Estrin, Baghdasaryan, & 

Meyer, 2009; Gaur & Lu, 2007; Gaur et al., 2007; Gubbi et al., 2010; He, Brouthers, & Filatotchev, 2013; 

Lavie & Miller, 2008; Li & Yao, 2010; Petrou & Thanos, 2014; Salomon & Wu, 2012; Xu et al., 2004), 

resulting in an additional 496 papers. Again, I have gone through these papers manually, determining 
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whether or not they operationalized an institutional distance measure in combination with a performance 

measure. The final sample included 70 papers from a range of (top) journals (full list of selected papers 

included in Appendix C).  

 For each paper, both the bivariate correlations (r) and the partial correlation coefficients (rxy.z) 

were collected. To calculate the partial correlation coefficient (PCC), I used the following procedure. 

First, I calculated either a t-value or a z-value (depending on the analysis used in the paper) through: 

Beta/Standard error = t(/z)-value. Second, I used the following formula for calculating the PCC: PCC = 

SQRT (t^2 / [(t^2) + Degrees of Freedom]) * sign, or: PCC = SQRT ([z^2] / [(z^2) + N]) * sign (Greene, 

2003). Several papers in the sample did not include the standard error or t-value. Rather, they reported the 

significance only through the use of stars. In order to derive a partial correlation coefficient from these 

observations, I used the t-value associated with the mean of the indicated p-value category. For instance, 

when a study indicates that the observation has a two-star significance, it means that the upper bound of 

the p-value is 0.05 and the lower bound of the p-value is 0.01; therefore, I used a p-value of 0.03. 

Similarly, a three-star significance indicates an upper bound of 0.01 and a lower bound of 0; therefore, I 

used a p-value of 0.005. Consequently, the p-value is converted to either a t-value or a z-value (depending 

upon which is appropriate) and, through the use of the t- or z-value, the PCC is calculated.  

Where a paper includes multiple dimensions of institutions, such as formal distance, regulatory 

distance, normative distance, cultural-cognitive distance, or informal distance, I focused on the regulatory 

or formal distance in order to avoid needlessly confusing the analysis. Furthermore, in the majority of 

cases, a cultural distance measure has been used in order to operationalize any of these other types of 

institutional distances, for which a number of meta-analyses already exists (see Chapter 1). Most 

importantly, however, is that there are compelling theoretical reasons for focusing solely on the 

formal/regulatory dimension. The arguments introduced by NIE mainly focus on the formal aspects of 

institutions (Scott, 1995, 2008; Williamson, 2000). To ensure my decision to focus on formal distance did 

not affect my results, I tested (through the use of a Meta-Analysis Regression Analysis) whether the 

inclusion of other distance metrics did or did not influence the findings.  
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Finally, when multiple measurements of the focal effect were reported in one study due to the 

reporting of results for different operationalizations of institutional distance, the use of multiple samples, or 

through different operationalizations of performance, I included all measurements in the analyses. Monte 

Carlo simulations demonstrate that procedures using the complete set of measurements outperform those 

representing each study with a single value in areas such as parameter significance testing and parameter 

estimation accuracy (Bijmolt & Pieters, 2001). The final sample contains a total of 284 correlations 

between MNE performance and institutional distance. 

 

3.3.1 Meta-Analytic Procedure 

 In order to analyze the collected data, I employed two different methodological procedures: the 

Hedges-Olkin type Meta-Analysis (HOMA) and a Meta-Analysis Regression Analysis (MARA). I used 

HOMA to test my hypotheses by determining the mean size of the effect of institutional distance on MNE 

performance. I performed my computations using random-effects HOMA, which accounts for potential 

heterogeneity in the effect size distribution and is more conservative than fixed-effects HOMA (Kisamore 

& Brannick, 2008; Raudenbush & Bryk, 2002). To accurately account for differences across effect sizes, I 

weighed each effect size by its inverse variance weight (w), the inverse of the squared standard error 

(Hedges & Olkin, 1985). Next, I used these weight measurements to compute the standard error of the 

mean effect size and its corresponding confidence interval. I used a MARA to test the second hypothesis 

and explore the robustness of my findings against a selected number of covariates. In the MARA 

analyses, the dependent variable is the correlation between institutional distance and MNE performance 

(obtained from the 70 primary studies), such that all independent variables in the regression equation are 

modeled as moderators of the focal relationship (van Essen, Otten, & Carberry, 2015). This allowed me to 

determine whether or not omitting institutional quality indeed significantly affected the institutional 

distance–performance relationship while controlling for other potential explanatory variables. I ran the 

MARA with a restricted maximum likelihood estimator. Following common practice, I weighed the 
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partial correlation coefficients by the standard error of the individual estimate (Harbord & Higgins, 2008) 

for the MARA.  

 

3.3.2 Measurement 

 An elaborate coding scheme was used to process the selected papers in the sample. The 

information collected may be divided into three categories: moderators, statistical artifacts, and model 

specification artifacts.  

 The main moderator included in this study is the sample structure of the study. To be specific, I 

identified three types of sample structures: first, studies that deal with emerging market MNEs going 

abroad to developed markets (EMNEs →DMs); second, studies that deal with developed market MNEs 

going abroad to emerging markets (DMNEs →EMs); third, studies that deal with MNEs from a mixed 

sample of countries going toward a different mixed sample of countries (MIXED)6. In line with Figure 

3.1, my expectation is that the effect of institutional distance on MNE performance for studies dealing 

with EMNEs →DMs will include both the negative effect of institutional distance and the positive effect 

of institutional quality therefore leading to an underestimation of the institutional distance effect. 

Reversely, the effect of institutional distance MNE performance for studies dealing with DMNEs →EMs 

are expected to include the negative effects of both institutional distance and negative effect of 

institutional quality leading to an overestimation of the institutional distance effect. Finally, the effect of 

institutional distance on MNE performance in studies with a MIXED sample are expected to only include 

the negative institutional distance effect, therefore displaying the “isolated” institutional distance effect. 

 I observed how the institutional distance was measured (i.e., Euclidean distance/Kogut and Singh 

Index, Euclidean distance, or Mahanalobis, or a difference metric) and determined which data source was 

used (i.e., the World Governance Index, the Economic Freedom Index, the International Country Risk 

                                                           
6 Studies with a single host country have automatically been added to the MIXED category, since a single 
host country implies that there is neither variation regarding the host country institutional quality nor 
potential influence of differences coming forth from the differences in the uncertainty of the institutional 
host-country environment. 
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Guide, the Global Competitiveness Report, or the World Competitiveness Yearbook, or Other). 

Additionally, I looked at how performance was operationalized (i.e., through an accounting measure, a 

market-based measure, survey measure, or survival, or other), and the performance ID indicating whether 

the paper measured subsidiary or MNE performance. In regard to model specification artifacts, I added 

dummy variables on whether or not the study included other types of distances, such as normative, 

cultural-cognitive, economic, linguistic, and geographic distances. Finally, I added controls indicating 

whether the study was published or unpublished and whether the ID-MNE performance relationship was a 

focal relationship or a mere control.  

 

3.4 RESULTS 

 A graphical representation of the raw data per sample structure is shown in Figure 3.2 through the 

utilization of boxplots. Table 3.1 presents the results of four HOMA analyses. The Table shows the 

correlation between institutional distance and performance for the entire sample and separates the values 

into each of three commonly used sample structures: EMNEs →DMs, DMNEs →EMs, and MIXED. 

Table 3.2 shows the results of the MARA analysis. A total of 57.13% of the variance in the relationship 

between institutional distance and MNE performance is explained with the selected moderators. 

 
 

  



CHAPTER 3: INSTITUTIONAL DISTANCE AND MNE PERFORMANCE 

81 
 

FIGURE 3.2 
Boxplots of Correlations Between Institutional Distance and Performance, per Sample Structure 

 

The findings in Table 3.1 shows that institutional distance is significantly negatively correlated 

with MNE performance over the entire sample (p < 0.01 & r = -0.023. When isolating the institutional 

distance effect by only looking at studies that include multiple home and host countries (MIXED), the 

negative effect of institutional distance on MNE performance is still significant and negative (p < 0.01 & 

r = -0.03), therefore supporting the first hypothesis. The other findings in Table 3.1 show that institutional 

distance is negatively correlated with MNE performance in studies dealing with DMNEs going abroad to 

EMs (p < 0.01 & r = -0.06). This is a larger (negative) effect than the MIXED category. Reversely, 

institutional distance is also significantly correlated with MNE performance in studies dealing with 

EMNEs going abroad to DMs (p < 0.05 & r = 0.02. Surprisingly, the sign for EMNEs going abroad to 

DMs flipped and is positive significant, therefore indicating a rather large (unmeasured) effect of 

institutional quality and offering a potential solution as to why the relationship between institutional 

distance and performance yields conflicting results. The found results support the expectation that 
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institutional distance effect captures both the (NOI) institutional distance and the (NIE) institutional 

quality effect when the measurements of both become indistinguishable. Effectively, these two effects 

simultaneously demonstrate the unmeasured institutional quality effect (NIE) and the measured 

institutional distance effect (NOI) on MNE performance.  

 

TABLE 3.1 
HOMA Meta-Analytic Results 

  Pearson product-moment correlation (r) and partial 
correlation coefficients (rxy.z)  

Institutional distance on MNE 
performance 

K  N  Mean (p-value)  SE  Q test  I2  

ENTIRE SAMPLE 284 1,055,041 -0.026*** (0.000) 0.006  6814.01***  0.96 
EMNEs →DMs 69 557,199 0.016**   (0.016) 0.007  933.71***  0.93 
DMNEs →EMs 62 308,089 -0.057*** (0.000) 0.016  3859.92***  0.98 

MIXED (H1) 153 189,753 -0.033*** (0.000) 0.006  835.76***  152 

 Further support for the conjecture that both NOI and NIE mechanisms are simultaneously 

represented through institutional distance is provided in Table 3.2, where the moderating effect of the 

different sample structure is shown. Studies dealing with EMNEs operating in DMs (p < 0.01 & r = 0.07), 

as well as DMNEs operating in EMs, significantly differ from studies that include a MIXED sample (p < 

0.01 & r = -0.08). Also, both structures significantly vary in different directions, where EMNEs →DMs 

show a positive effect and DMNEs →EMs show a negative effect. This corroborates the findings from 

Table 3.1 and supports my key argument on the conflation of distance and level effects. These results 

indicate that the institutional distance effect on MNE performance contains both an institutional distance 

effect and an institutional quality effect; in addition, the results indicate that the omission of the 

institutional quality effect leads to underestimating, in cases of EMNEs operating in DMs, and 

overestimating, in cases of DMNEs operating in EMs, the effect of institutional distance on MNE 

performance. Overall, these findings provide robust support for the second hypothesis. 
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TABLE 3.2 
MARA Meta-Analytic Results 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

  

Variable H2 
Moderator  

EMNEs →DMs 0.073*** (0.000) 
DMNEs →EMs -0.077*** (0.000) 

MIXED - 
ID data source  

World Gov. Indicators - 
Economic Freedom Index -0.003 (0.863) 

ICRG 0.031 (0.319) 
Global Comp. Report -0.070* (0.067) 

World Comp. Yearbook 0.070** (0.048) 
Other -0.018 (0.319) 

ID measurement  
KSI  - 

Euclidean -0.036 (0.380) 
Mahanalobis 0.100*** (0.002) 

Difference 0.026* (0.087) 
Other 0.053*** (0.002) 

Firm performance type  
Accounting performance - 

Market performance 0.026 (0.127) 
Survey-based performance -0.133*** 0.000) 

Survival -0.178*** (0.000) 
Other -0.058*** (0.003) 

Performance ID  
MNC - 

Subsidiary  0.005 (0.742) 
Distance controls   

Normative distance 0.022 (0.337) 
Cultural distance -0.019 (0.135) 

Geographic distance 0.010 (0.373) 
Linguistic distance -0.128 (0.918) 
Economic distance 0.006 (0.824) 

Study characteristics  
Unpublished -0.023 (0.349) 

Vocal relationship -0.008 (0.413) 
  

Constant -0.001 (0.983) 
  
K 284 
R2 57.13 
Tau2 0.000 
Prob > F 0.000 
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3.5. DISCUSSION AND CONCLUSION 

 The key objective of this chapter was to explore the relationship between institutional distance and 

MNE performance. This chapter has disentangled the relationship between institutional distance and MNE 

performance by pointing out the different mechanisms associated with the theoretical traditions as well as 

their unique implications for MNE performance. Specifically, I have demonstrated that the use of NIE 

argumentation for exploring the link between institutional distance and MNE performance is typically 

applied in contexts with large institutional differences, including when emerging market MNEs do business 

in developed markets or, conversely, when developed market MNEs go to emerging markets. In such cases, 

the two mechanisms are difficult to distinguish and should therefore be considered simultaneously. The 

results of this study show that the mechanisms described by both NOI and NIE simultaneously influence 

MNE performance.  

 Findings reported in this chapter have several implications for the institution-based view of the 

MNE. First, the meta-analysis performed in this study shows that omitting institutional quality influences 

the institutional distance effect. Consequently, this study suggests that the omission of institutional 

distance in studies focusing on the effect of institutional quality on MNE performance may have 

important implications for the obtained results. Similar to the institutional distance literature, the 

institutional quality literature has been subject to conflicting findings, with studies finding both positive 

(e.g., Oetzel & Banerjee, 2008; Wu et al., 2016) and negative (e.g., Aybar & Ficici, 2009; Chan et al., 

2008; Delios et al., 2008) relations between institutional quality and MNE performance. The findings 

reported in this chapter and the logic developed here have the potential to contribute to addressing such 

ambiguities.  

 Second, the issues discussed in this chapter are also applicable to literature beyond MNE 

performance. The mechanisms described in both NOI and NIE are also used to explain other foreign 

MNE activities. The interplay between uncertainty and isomorphism, as described in this study, may arise 

in a wide range of foreign MNE activities, most of which are currently examined through an institutional 

distance lens. Such activities include knowledge transfer (Ho, Ghauri, & Larimo, 2017), expatriate 
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strategies (Xu et al., 2004), entry and establishment modes (Arslan & Larimo, 2011; Powell & Rhee, 

2013), location choice (Ma, Delios, & Lau, 2013), and foreign direct investments (Choi, Lee, & Shoham, 

2016). A natural extension of this chapter, therefore, would include combining the two different 

institutional perspectives to explore their effects on various foreign MNE activities beyond MNE 

performance.  

 Third, findings of this study are particularly salient in situations where the host country/countries 

differ greatly in institutional quality from the home country/countries. As a result, this chapter also relates 

to research on emerging markets that often deal with these kinds of settings. For example, the 

mechanisms uncovered in this study may be particularly relevant for the further understanding of issues 

such as western MNE activities in institutional voids (Khanna & Palepu, 1997, 2000) and literature on 

emerging market state-owned enterprises (Cuervo-Cazurra, Inkpen, Musacchio, & Ramaswamy, 2014; 

Luo & Tung, 2007; Meyer, Ding, Li, & Zhang, 2018). 

 Finally, this chapter demonstrated that two literature streams concerning institutions affect MNE 

performance in a distinct manner. Although NOI and, to a lesser extent, NIE are the most commonly used 

theoretical frameworks when it comes to institutional distance (Kostova et al., 2008), current research on 

institutions in IB and management extends beyond these two views, most noticeably to comparative 

institutionalism (CI) (Hall & Soskice, 2001, 2003; Hall & Thelen, 2009; Jackson & Deeg, 2008; Nolke & 

Vliegenthart, 2009; Witt & Redding, 2013). CI literature argues that the current understanding of 

institutions in IB and management needs a “thicker” description of institutions (Jackson & Deeg, 2008). 

By combining NIE and NOI and demonstrating the importance of considering them simultaneously when 

assessing differences in MNE performance, this chapter takes a step toward “thickening” the description 

of institutions and how they influence MNE performance. A natural extension of this chapter would 

involve integrating the CI approach with both NIE and NOI with the goal of deepening our understanding 

of institutions and exactly how they interplay with MNE performance. 
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4.1. INTRODUCTION 

The issue of how institutional distance influences the foreign activities and strategic choices of 

multinational enterprises (MNEs) lies at the heart of the field of international business (IB) (Bae & 

Solomon, 2010; Busenitz, Gomez, & Spencer, 2000; Zaheer, Schomaker, & Nachum, 2012). 

Additionally, managing institutional distance is considered to be the core issue for MNE managers (Eden 

& Miller, 2004). Despite both the theoretical and practical importance of the institutional distance 

construct, empirical results in the literature have thus far been ambiguous and even contradictory (see a 

sample of these contradictory findings in Table 4.1). As a result, researchers in the field are increasingly 

critical of the institutional distance literature, arguing that the existing conceptualizations of institutional 

distance tend to be somewhat “narrow” (Jackson & Deeg, 2008; Kostova, Roth, & Dacin, 2008) and 

methodologically confusing (Bae & Solomon, 2010; Hutzschenreuter, Kleindienst, & Lange, 2016; 

Zaheer et al., 2012). These critiques resonate with the critiques given in the cultural distance literature, 

which preceded the institutional distance literature (Xu, Pan, & Beamish, 2004). Specifically, the critique 

of institutional distance being too “narrow” mirrors Shenkar’s (2001) critique on the tendency of the 

cultural distance literature to oversimplify a complex reality, referred to as both the “illusion of 

discordance” and the “assumption of equivalence” (Dow & Karunaratna, 2006; Drogendijk & Zander, 

2010; Kirkman et al., 2006; Rugman, Verbeke, & Nguyen, 2011; Shenkar, 2001; Tung & Verbeke, 2010; 

Xu et al., 2004).  
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TABLE 4.1 
Contradictory Effects of Institutional Distance on Different IB Phenomena 

 Significant positive Significant negative 

MNE performance 
Du & Boateng, 2015; Du, Boateng, & 
Newton, 2015; Gubbi, Aulakh, Ray, 
Sarkar, & Chittoor, 2010; Wu, 2013 

Crilly, Ni, & Jiang, 2016; Mohr, 
Wang, & Goerzen, 2016 
  

Subsidiary performance 
Abdi & Aulakh, 2012; Dikova, 2009 

Luo & Zhao, 2013; Wu & Salomon, 
2016 

Ownership mode  
(Wholly owned = 1; Joint 

venture = 0) 

De Beule, Elia, & Piscitello, 2014; 
Liou, Chao, & Yang, 2016; Pinto, 
Ferriera, Falaster, Fleury, & Fleury, 
2016; Yang, 2015 

Ando, 2012; Arslan, Tarba, & Larimo, 
2015; Lahiri, Elango, & Kundu, 2014; 
Powell & Rhee, 2013 
  

Establishment mode (Acq. 
= 1; Greenfield = 0) 

Ang, Benischke, & Doh, 2015; Arslan 
& Larimo, 2011 

Estrin, Baghdasaryan, & Meyer, 2009; 
Slangen, 2011 

Notes: To facilitate a comparison of different studies, this table only considers indexes of home-host country dissimilarities 
in regulatory institutions based on similar data sources (World Governance Indicators, Economic Freedom Index, etc). 

 

Different viewpoints exist on the question of whether or not the current approach toward 

institutional distance is too narrow. On one hand, institutional theorists and IB scholars have repeatedly 

highlighted the importance of complexity in understanding the influences of institutions (Jackson & 

Deeg, 2008; Kostova & Zaheer, 1999; Shenkar, 2001; Williamson, 2000; Zaheer et al., 2012). Similarly, 

since institutional distance concerns home–host country dissimilarities in both formal and informal 

institutions, it is an even broader construct than cultural distance, the latter of which considers 

dissimilarities in informal institutions exclusively. Therefore, complexity is a particularly relevant aspect 

for the institutional distance literature, and any potential concerns within the cultural distance construct 

are expected to be amplified for the institutional distance construct. Consequently, a parsimonious 

approach would remove vital variation needed to gain a deeper understanding of how, in which context, 

and when institutional distance matters. On the other hand, much of the argumentation used in 

institutional distance argues for a singularly negative effect of institutional distance due to increased 

liability of foreignness (LOF), aligning with a unidimensional approach toward operationalization (e.g., 

Ando, 2014; Gubbi, Aulakh, Ray, Sarkar, & Chittoor, 2010; Reddy & Hamann, 2018; Salomon & Wu, 

2012; Shi, Sun, & Peng, 2012). This is reflected in other approaches towards distance. For instance, 

Ghemawat’s (2001, 2007) “law of distance” deals with the idea that, in general, international interactions 
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are dampened by distances. Furthermore, distances in general tend to be highly correlated, making the 

detection of diverging effects of different distances nearly impossible (see, e.g., Dow & Larimo [2009], 

who show that the psychic distance stimuli index of Dow & Karanuratna [2006] can be reduced from six 

to two dimensions due to high correlation between the country differences on each of these dimensions). 

Finally, similar to cultural distance, researchers overwhelmingly operationalize institutional distance 

through either one or two composite dimensions, seemingly preferring parsimony over complexity (see 

both Chapter 1 and Table 4.2). Therefore, it is questionable whether there is a need for introducing 

complexity or not, and whether such an introduction would actually improve the institutional distance 

construct or simply introduce excess variability. The purpose of this chapter is to discuss whether or not 

the current practices regarding institutional distance should be considered too “narrow”, or if accounting 

for the complexity in institutional distance would add needless confusion to an otherwise lean construct.  

In this chapter, I contribute to the existing institutional distance literature in three ways. First, I 

provide an extensive overview of current institutional distance practices (up until 2016), therefore 

shedding light on the variance in the different theoretical and empirical approaches toward the construct. 

Second, I contribute to the burgeoning literature that addresses the complexity of the institutional distance 

construct by identifying multiple unique subdimensions of institutional distance. I argue that each unique 

and distinct dimension has the potential to influence MNE behavior and performance independently and 

uniquely and should therefore be considered simultaneously. Third, I offer empirical evidence for the 

presence and relevance of multidimensionality in the construct through a confirmatory factor analysis 

(CFA) of the identified subdimensions of Scott’s framework (1995, 2001), which is the dominant 

theoretical perspective in distance research that consists of multiple unique and distinct dimensions. 

The next section provides a synopsis of institutional research in IB, theoretical backgrounds, and 

the current institutional distance practices. In the second section, I discuss the importance of complexity 

and how this might influence phenomena of interests in IB. The third and final section presents empirical 

evidence showing the extent of multidimensionality of institutions and institutional distance. 
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4.2. INSTITUTIONAL DISTANCE 

4.2.1. Background 

 As discussed in Chapters 2 and 3 of this thesis, institutions and institutional distance are widely 

considered for their key impact on multinational enterprises (MNEs). Institutional distance, in particular, 

has been extensively studied and is often considered one of the defining constructs in IB (Bae & Salomon, 

2010; Eden & Miller, 2004; Ghemawat, 2001; Zaheer et al., 2012). Important phenomena linked to 

institutional distance are strategic concerns such as entry mode and foreign market selection (Estrin et al., 

2009; Flores & Aguilera, 2007; Gaur & Lu, 2007; Holburn & Zelner, 2010; Schwens, Eiche, & Kabst, 

2011; Yiu & Makino, 2002), outcomes such as subsidiary performance and joint venture success (Gaur, 

Delios, & Singh, 2007; Krishnan, Martin, & Noorderhaven, 2006; Tsang & Yip, 2007), and operational 

issues such as technology transfer, export channel selection, and the use of expatriates (Ando & Paik, 

2013; Hansen & Løvås, 2004; He, Brouthers, & Filatotchev, 2013; Jensen & Szulanski, 2004; Xu et al., 

2004). The initial use of institutional distance in IB and management is the study by Kostova (1997) that 

draws on Scott’s institutional framework for measuring three-dimensional, issue-specific institutional 

profiles (regulatory/normative/cultural-cognitive). Subsequent work by Kostova (1999) introduced the 

concept of institutional distance in IB, defining it as “the difference between the institutional profiles of 

the two countries – the home country of the practice and the country of the recipient organizational unit” 

(Kostova, 1999: 316). 

 Broadly speaking, three institutional streams of thought dominate IB literature, which will be 

described briefly in the following paragraphs: new institutional economics (NIE), new organizational 

institutionalism (NOI), and comparative institutionalism (CI) (for a more extensive overview, see Hotho 

& Pedersen, 2012).  

 First, NIE focuses on transaction costs and the role of institutions in the functioning of markets 

and overcoming barriers to exchange (Coase, 1937, 1960; Matthews, 1986; North, 1990; Williamson, 

1985, 2000). This literature defines institutions as “the rules of the game in a society” or as “the humanly 

devised constraints that shape human interaction” (North, 1990: 3). A classic distinction is between 
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formal and informal institutions, where formal institutions concern political and judicial rules as well as 

economic rules and contracts, while informal institutions or constraints concern codes of conduct, social 

norms, and conventions (North, 1990). The NIE literature finds that, by constraining potential 

opportunistic behavior and therefore reducing uncertainty (i.e., reducing transaction costs), the efficiency 

of institutions and effectiveness of enforcement strongly influence both the creation and behavior of 

organizations and the economic performance of societies. 

 The second perspective is NOI, also known as neo-institutionalism or institutional theory. This 

perspective emerged as a framework for exploring and understanding organizational action when rational 

action assumptions such as economic efficiency, appear to be inadequate explanations (DiMaggio & 

Powell, 1983; Meyer & Rowan, 1977; Meyer & Scott, 1983; Oliver, 1991; Scott, 1987). In NOI, 

institutions are defined as composing “cultural-cognitive, normative, and regulative elements that, 

together with associated activities and resources, provide stability and meaning to social life” (Scott 2001: 

56). These three elements (cultural-cognitive, normative, and regulative) are referred to as pillars. Each 

pillar relates to a distinct mechanism, fostering isomorphism among organizations (i.e., coercive, 

normative, mimetic) (DiMaggio & Powell, 1983; Scott, 1995) and explaining how actors have to behave, 

ought to behave, and want to behave. NOI finds that legitimacy is critical for organizations’ survival and 

that, in order to attain legitimacy, organizations must comply with the isomorphic pressures exerted upon 

them by the institutional environment in which they operate (DiMaggio & Powell, 1983; Meyer & 

Rowan, 1977). 

 The third perspective is CI, also referred to as comparative capitalism or the “varieties of 

capitalism” perspective. The key idea of CI is that institutions are interdependent, often complementary, 

and developed in a mutually reinforcing way. In the CI literature, institutions are typically viewed “in 

terms of resources for strategic coordination across different institutional domains” (Jackson & Deeg, 

2008: 546). Therefore, institutional configurations influence how firms approach problems and make 

decisions (Hall & Soskice, 2001; Jackson & Deeg, 2008; Whitley, 1992, 1999). These institutional 

configurations, also referred to as business systems, provide firms with certain opportunities for engaging 
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in specific kinds of activities—although they are less appropriate for others—depending upon how each 

society solves the coordination issue. 

 Although all three perspectives on institutions have received extensive attention in IB literature, 

the extant conceptualization of institutional distance does not equally build on all three perspectives. 

Kostova et al. noted: “most international management scholars have adopted a narrow view of 

institutional theory, drawing exclusively from neo-institutionalism” (2008: 997). In contrast, 

argumentation and measurement based on NIE are used less frequently (see Chapter 2) and the CI 

literature is virtually absent in the institutional distance literature (Jackson & Deeg, 2008). The main 

argument used in institutional distance research is outlined by Kostova and Zaheer (1999). They include 

the concept of institutional distance in developing a theory of MNE legitimacy, arguing that increased 

institutional distance leads to more difficulties for the MNE, particularly in properly understanding the 

host country’s environment and adhering to local legitimacy pressures. Furthermore, Kostova and Zaheer 

(1999) argue that the need for an adaptation of organizational practices to local standards in order to gain 

host country legitimacy increases with increased home-host country institutional dissimilarities. Eden and 

Miller (2004) followed up on the analysis by Kostova and Zaheer (1999), arguing that institutional 

distance is the key driver of the LOF, meaning that greater institutional distance puts MNEs at a greater 

cost disadvantage relative to local firms. The existence of LOF, in turn, is the most fundamental 

assumption in theories of the MNE (Zaheer, 1995; see also, Hymer, 1960). As a result, greater home-host 

institutional distance increases the LOF faced by the foreign MNE. A larger distance subsequently makes 

the acquisition of legitimacy in the foreign environment more difficult, which ultimately leads to lower 

chances of survival. 

 

4.2.2. Current Institutional Distance Practices 

 Although current practices of operationalizing institutional distance are increasingly criticized 

(Bae & Solomon, 2010; Hutschenreuter et al., 2015; Zaheer et al., 2012), there has not yet been a formal 

review of existing practices for measuring institutional distance. Filling this gap, Table 4.2 presents an 
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overview of current measurement practices in the institutional distance literature. Focusing on data 

sources and variables used, I distinguish between the source of the data used and the type of institutional 

distance measured. It is noteworthy to mention that full institutional distance refers to the idea that the 

paper operationalizes institutional distance as a whole without making any distinction for any potential 

different dimensions of institutions, such as formal versus informal or regulatory versus normative versus 

cultural-cognitive. 

 I collected all papers that contain the phrase “institutional distance”, “institutional difference”, 

“formal distance”, or “regulatory distance” from nineteen well-respected journals in the fields of IB and 

management. Next, I manually checked these papers to identify those that operationalized institutional 

distance. I used the snowballing technique to identify additional papers potentially dealing with 

institutional distance. Again, I manually checked the resulting list in order to identify additional papers 

that operationalized institutional distance. The described process resulted in a total of 160 papers. I 

created an overview of the current practices in Table 4.2. 
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TABLE 4.2 
Current Practices in Operationalizing Institutional Distance 
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 Practically, operationalization of the institutional distance construct occurs in four different 

ways, combining various sources of data and institutional variables7: 

(1) Institutional distance is measured through a regulatory and normative dimension. These 

dimensions are either operationalized through the extraction of selected data from the Global 

Competitive Report (as introduced by Xu et al., 2004). Alternatively, they are operationalized 

through the extraction of selected data from both the World Competitiveness Yearbook and 

Euromoney (as introduced by Gaur & Lu, 2007; Gaur et al., 2007).  

(2) Institutional distance is measured through both formal and informal dimensions. These 

dimensions are either operationalized through the creation of a composite metric based on the 

World Governance Indicators for the formal dimension or a composite metric based on the 

Hofstede data for the informal dimension (as introduced by Dikova, 2009). Alternatively, they 

are operationalized through the creation of a composite metric based on the Economic Freedom 

Index for the formal dimension and a composite metric based on the GLOBE data for the 

informal dimension (as introduced by Estrin et al., 2009).  

(3) Institutional distance is measured unidimensionally. The metric used is based either on the 

World Governance Index (Lavie & Miller 2008), Hofstede (Jensen & Szulanski, 2004), or the 

Economic Freedom Index (Gubbi et al., 2010). These types of “full” institutional distance 

metrics are often (but not always) combined with a separate operationalization of cultural 

distance.  

(4) Finally, several attempts have been made to operationalize separate distances on the three 

dimensions based on Scott’s framework (e.g., He, Brouthers, & Filatotchev, 2013; Liou, 2013; 

Pogrebnyakov & Maitland, 2011), but no commonly accepted practice has emerged as of yet. 

 

 

                                                           
7 The description focuses on the most frequent data sources used. Other sources that have been used 
multiple times include: the International Country Risk Guide (Dikova, Sahib, & van Witteloostuijn, 
2010; Du & Boateng, 2015; Wu, 2013), data from LaPorta (Baik, Kang, Kim, & Lee, 2013; Choi, 
Lee, & Shoham, 2016), the banking regulation database (Salomon & Wu, 2012; Wu & Salomon, 
2016), POLCON data (Barnard, 2010; Li & Yao, 2010) or primary data (Ho & Wang, 2015; Li, Jiang, 
& Shen, 2016; Park & Ghauri, 2015; Petrou & Thanos, 2014). 
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4.3. INSTITUTIONAL DISTANCE AS A MULTIDIMENSIONAL CONSTRUCT 

 As illustrated above, no real consensus exists on how best to operationalize institutional 

distance(s). This is reflected in (or is arguably a reflection of) theoretical work on institutional 

distance, which often involves predictions concerning the effects of institutional distance as a whole 

instead of effects of home-host country institutional dissimilarities in specific dimensions (i.e., 

regulatory or normative) (e.g., Bell, Filatotchev, & Racheed, 2012; Vachani, Doh, & Teegen, 2009). 

Alternatively, different dimensions are theorized on from a limited perspective (see the critique by 

Kostova et al., 2008), resulting in similar argumentation for different institutional dimensional 

differences and similar expected effects (e.g., Jiang, Holburn, & Beamish, 2014; He et al., 2012; Shi 

et al., 2012). This result begs the question as to whether it is necessary to separate these dimensions in 

the first place or simply aggregate to a larger overarching construct of institutional distance.  

 Several authors have highlighted the need for distinguishing between the different dimensions 

(Busenitz et al., 2000; Eden & Miller, 2004; Kostova & Zaheer, 1999; Perera, 2015; Ramsey, 2005; 

Xu & Shenkar, 2002; Xu et al., 2004; Zaheer et al., 2012), with Zaheer et al. noting, in regard to the 

main distance constructs in IB: “each of these distance constructs is itself multi-faceted” (2012: 20). 

However, the ways by which distances on each institutional dimension differ remains an unresolved 

debate. One of the most noticeable contributions distinguishing between effects of home-host 

institutional distance in specific institutional domains is the study by Kostova et al. (2008). They 

argue from a neo-institutional perspective that compliance with regulatory institutions in the host 

country is mandatory, making legitimacy in the regulatory pillar a prerequisite for MNEs’ success 

when operating abroad. Compliance with local normative and cultural-cognitive institutions, in 

contrast, is typically neither mandatory nor enforced, nor is it even expected. Rather, MNEs bring 

something distinctive to the environment within which they operate, creating value for the local 

constituency. As a result, isomorphic practices emerging from distances are less relevant on the non-

mandatory cultural–cognitive and normative dimensions. Alternatively, Xu and Shenkar (2002) argue 

that all three types of institutional distance influence MNEs’ foreign activities. However, the 

importance and specific effects of home–host dissimilarities in each of the three pillars vary with the 

type of activity implemented by MNEs. The researchers exemplify this idea by pointing out that 
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property rights are more sensitive to regulatory distance, while differentiation strategies are more 

sensitive to cognitive distances, and MNE practices, which derive from societal expectations, are 

more sensitive to normative distances. Despite differences in argumentation on how distances in each 

dimension influence foreign activities, some agreement exists in that effects of distances are capable 

of differing per dimension, and should consequently be considered separately. These arguments lead 

to: 

 

Hypothesis 1. Institutional distance consists of multiple unique and distinct dimensions. 

 

4.3.1.  Regulatory Distance 

 The regulatory pillar reflects “the existing laws and rules in a particular national environment 

which promote certain behavior and restrict others” (Kostova, 1999: 314). Examples include the use 

of subsidies for desired behavior (such as renewable energies) and the use of excise taxes or penalties 

for unwanted behavior (such as a ticket for speeding, jail time for stealing, and extra taxes on 

smoking). According to Scott (1995), the regulatory pillar is exercised through three explicit 

regulatory processes: rule setting, monitoring, and sanctioning. Additionally, the practices in the 

regulatory pillar attain their legitimacy from legal sanctioning through coercive pressure. Therefore, 

institutions in the regulatory pillar are exerted through force, fear, and expedience (Scott, 1995). 

North notes “Third-party enforcement means the development of the state as a coercive force able to 

monitor property rights and enforce contracts efficiently” (1990: 59). As such, I focus on the role of 

the state in a society for the regulatory pillar since they are the main source of coercion in a society.  

 As discussed by Jackson and Deeg (2008), various traditions exist in comparative institutional 

analysis, each of which emphasizes different dimensions of countries’ formal regulatory 

arrangements. In economics, Acemoglu and Johnson (2012), following North’s tradition (1990), 

emphasize that regulatory institutions differ in the extent to which they are extractive or inclusive. 

The idea is that inclusive institutions are conducive to both the enforcement of property rights and the 

creation of a level playing field. Extractive institutions, on the other hand, work to concentrate and 

perpetuate power in the hands of a small elite. Hence, a key feature of inclusive institutions is that 
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they work similarly for everyone, whereas extractive institutions do not. In line with neo-institutional 

argumentation, a large distance on this regulatory dimension would influence foreign MNEs’ 

activities (and outcomes) where the attainment of legitimacy becomes increasingly difficult.  

 A second aspect of regulatory institutions that I distinguish is discussed by North (1990), who 

identifies the effectiveness of enforcement as a dimension that deals with how well the enforcement of 

the rules is executed. Although the distance on inclusiveness of a state can be small, states can diverge 

greatly on how the created rules are enforced. North argues “the major role of institutions in a society 

is to reduce uncertainty, by establishing a stable (but not necessarily efficient) structure to human 

interaction” (1990: 6). Therefore, one may speak of ineffective enforcement of regulations when the 

state fails to adequately reduce the uncertainty in a society. I expect that institutions in countries that 

have ineffective enforcement are either highly dysfunctional, or simply nonexistent. Examples of 

ineffectively enforced regulatory institutions include the land-grab practices in Zimbabwe (Meldrum, 

2000) and the growing list of unresolved murders in Libya (Hauslohner, 2013). Both are unstable 

political situations where regulatory institutions have failed to effectively constrain human behavior. 

Indeed, both North (1990) and Scott (1995) recognize the importance of effective enforcement as well 

as the important role of the state as monitor and enforcer of rules and laws. Following neo-

institutional argumentation as previously described, differences in enforcement effectiveness between 

the home and host countries would negatively affect the survival chances of an MNE.  

 A third dimension of the regulatory pillar, state involvement, can be derived from the CI 

literature, which focuses on formal arrangements and how they affect the way firms resolve their 

coordination problems (Hall & Soskice, 2001). Particularly, Hall and Soskice (2001) distinguish 

coordinated market economies (e.g., Germany and Norway) from liberal market economies (e.g., the 

U.S. and the U.K.) on the basis of differences in the governing of interfirm relationships and 

employer–employee wage bargaining, among others. Later research has expanded and refined the 

different approaches economies take to solve their coordination issues (e.g., Nölke & Vliegenthart, 

2009; Schneider & Paunescu, 2012; Witt, Kabbach de Castro, Amaeshi, Mahroum, Bohle, & Saez, 

2017). The way coordination issues are resolved in a national environment and the degree to which 

the state is involved, in particular, can therefore have significant consequences for the type of firm 



 
 

CHAPTER 4: MULTIDIMENSIONALITY IN INSTITUTIONAL DISTANCE RESEARCH 

100 
 

that excels in such an environment as well as the type of activities they conduct. The business system 

used in a national environment is a vital characteristic of the institutional environment that shapes 

how actors behave. One example of the importance of state involvement is a government’s ability to 

choose to set a minimum wage. Alternatively, a government can allow the market to deal with it 

themselves, which results in market solutions (e.g., wages based on supply and demand) and non-

market solutions (e.g., wages set through the interaction between industry and labor unions). All 

scenarios solve the wage coordination issue but have different levels of government involvement; 

more importantly, all scenarios offer various benefits and downsides to firms operating in the focal 

environment. Therefore, state involvement shapes the behavior of the actors (such as MNEs) in a 

society and should be considered an important part of the regulatory pillar. Again, neo-institutional 

argumentation would predict that larger distances regarding state involvement would result in 

negative effects on MNE outcomes, such as performance. For example, foreign MNEs operating in 

countries with a more laissez-faire approach toward regulation would suffer greatly from uncertainty, 

unfamiliarity, and relational hazards when operating in countries with a stricter approach toward the 

role of regulation in solving the coordination issue, and vice versa. In summary, I have identified three 

potential subdimensions of the regulatory pillar: 

1. Inclusiveness of institutions: runs on a continuum with the polar opposites being fully extractive 

institutions versus fully inclusive institutions; 

2. Enforcement effectiveness: runs on a continuum with the polar opposites having completely 

ineffective enforcement versus completely effective enforcement; 

3. State involvement: runs on a continuum with the polar opposites being “no state control” versus 

“full state control.” 

 As argued above, all three dimensions may significantly affect MNEs’ foreign activities. I 

argue that these three dimensions are unique and unrelated in that an increase in one dimension does 

not necessarily coincide with an increase in another. To exemplify their non-relatedness, consider 

comparing the regulatory environments of Haiti and North Korea, two countries sharing similar 

extractive regulatory institutions but differing wildly in the amount of government involvement in 

solving their respective coordination issues. Similarly, countries that may be considered inclusive can 
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have both a high state involvement (e.g., Netherlands, Germany, and Norway) (Witt et al., 2017) and 

a relatively low state involvement (e.g., Australia, Canada, and U.S.) (Witt et al., 2017). I contend that 

all three dimensions should be represented as a conceptualization of institutional distance in order to 

gain a full neo-institutionalist picture of how regulatory institutional distance influences MNE 

activities and performance. 

 Moving beyond neo-institutionalist argumentation, the CI literature argues that each 

institutional configuration offers different opportunities for firms. As a result, institutional differences 

with regard to the institutional configuration, but not necessarily differences regarding inclusiveness 

or enforcement effectiveness, have the potential to lead to benefits for foreign MNEs due to 

institutional arbitrage (Gaur & Lu, 2007). For example, liberal market economies may be more 

suitable for fostering radical innovation due to a more “arm’s length”-type governmental approach 

and less strict regulation on hiring and firing (Casper & Whitley, 2004; Hall & Soskice, 2001). 

Therefore, MNEs located in coordinated market economies might benefit from pursuing strategic 

asset-seeking activities in those countries due to the institutional differences within the home country. 

Put differently, operating in a diverse set of institutional environments allows MNEs to make use of 

the particular benefits offered by each institutional configuration (Lu & Beamish, 2004); as a result of 

this arbitrage, institutional distances might lead to positive performance effects. Furthermore, as 

argued by Kostova et al. (2008), foreign MNEs bring something unique to their new environment. 

Large institutional distances will especially offer increased potential to create synergies by combining 

knowledge and best practices from their home environment with knowledge and best practices from 

the host institutional environment. In short, I put forward two arguments for why the regulatory pillar 

and subsequently, regulatory distance, ought to be considered as multidimensional. First, different 

subdimensions exist within the regulatory pillar that do not correlate with one another, therefore 

enabling their possession of unique and distinct effects. Second, when moving beyond neo-

institutional argumentation, I argue that a large regulatory distance regarding the role of government 

in solving the coordination issue might be beneficial, rather than detrimental, for MNEs where larger 

regulatory distances offer opportunities not offered by the home environment, allowing MNEs to 

create synergies through combining practices and knowledge. As a result, both dimensions are 
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expected to have a different influence on foreign MNE activity. Therefore, regulatory distance is a 

multi-dimensional construct. Consistent with Scott’s (1995) definition of regulatory institutions, I find 

that the institutions belonging to this pillar cover multiple unique and distinct dimensions. These 

arguments lead to: 

 

Hypothesis 2. The regulatory pillar consists of multiple unique and distinct dimensions.  

 

4.3.2.  Normative Distance 

 Normative systems define goals and objectives as well as designate appropriate ways to 

pursue them (Blake & Davis, 1964). The normative pillar deals with behaviors that ought to be 

displayed and are considered morally just (i.e., there is a social obligation to comply) (Scott, 2001). 

Examples of normative institutions include whether or not a firm is allowed to fire women when they 

become pregnant (Daamen, Hennart, Kim, & Park, 2007), whether a “the-end-justifies-the-means” 

approach is acceptable or not, and whether high managerial rewards are viewed as excessive or 

appropriate (Melin & Suzuki, 2016).  

 Following neo-institutionalist argumentation, a large normative distance entails negative 

performance effects for foreign MNEs due to legitimacy attainment issues. For instance, American 

MNEs might be expected to experience difficulties with transferring HRM practices to Japan and vice 

versa, since the Japanese normative environment differs greatly from the American normative 

environment in regard to incentive structure (Allen, Takeda, White, & Helms, 2004). In order to 

discuss multidimensionality in the normative pillar, I refer to the social norms literature (e.g., Hechter 

& Opp, 2001). Following Scott’s description, I contend there are at least two unique and separate 

dimensions within the normative pillar. Specifically, I refer to the Morally Debatable Behavior Scale 

(MDBS) (Harding & Phillips, 1986; Johnson, 2007), as outlined in the social norms literature. The 

MDBS consists of two unique dimensions: personal–sexual issues and dishonest–illegal issues; both 

dimensions describe appropriate ways to pursue goals and objectives. The personal–sexual dimension 

deals with the degree to which individual rights and welfare trump group interest (such as equal rights 

for minorities). The dishonest–illegal dimension handles to which degree it is acceptable to break laws 
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and regulations for personal gain. Following neo-institutionalist argumentation, both dimensions can 

affect MNE choices and performances. Especially when the norms that are institutionalized in the host 

country differ greatly from the home environment, MNEs might be asked to adhere to practices in 

which they are (morally) unwilling to participate. For instance, MNEs might run into issues regarding 

preferences for bribery, censorship, or women’s rights. Furthermore, MNEs can run into issues within 

their home country for showing behavior in other countries that the home country considers immoral 

(negative reverse spillover effects). For instance, Google faced international backlash for their both 

their previous and their intended future participation in Chinese censorship (Girard, 2018) and Ikea 

faced backlash in Sweden due to the marketing material they used in Saudi Arabia (theGuardian, 

2012). Again, both dimensions are unique and distinct (e.g., Vauclair & Fischer, 2011; Minkov, 

Blagoev, & Hofstede, 2012).  

 Moving beyond neo-institutional argumentation, the CI literature underlines the importance of 

viewing the normative pillar as a multidimensional construct. In this literature, institutions are viewed 

as resources. Through this frame, foreign MNEs from distant countries can identify and exploit 

underutilized resources in a society, and the differences through which they view norms may serve as 

an advantage. For instance, women in the workforce may be viewed as an underutilized resource in 

countries where the personal–sexual norms are more conservative. Therefore, an MNE coming from a 

distant normative framework on the personal–sexual dimension—but not on the dishonest–illegal 

dimension—can utilize these underutilized resources, creating an “advantage of being foreign” (Shi & 

Hoskisson, 2012). This example shows that the normative pillar should be considered 

multidimensional as its effect on MNE behavior varies across different aspects. In summary, I expect 

that the normative pillar contains multiple unique and distinct subdimensions, specifically: 

1.  The personal–sexual dimension: running on a continuum from only group interest 

 matters to only individual rights matters; 

2.  Dishonest–illegal dimension: running on a continuum from breaking laws and regulations is 

completely unacceptable to breaking laws and regulations is completely acceptable. 
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 Both these dimensions have the ability to influence MNE behavior and performance in a 

unique way. These arguments lead to: 

 

Hypothesis 3. The normative pillar consists of multiple unique and distinct dimensions.  

 

4.3.3. Cognitive Pillar 

 The cognitive pillar deals with the shared conceptions in a society, creating the frames 

through which meaning is made (Kostova, 1999; Scott, 1995). The basis of legitimacy of the 

cognitive pillar is comprehensible, recognizable, culturally supported, and the mechanism is mimetic. 

The basis of compliance, therefore, is the “taken-for-grantedness” and shared understanding of the 

institution (Scott, 1995). Finally, in regard to the cognitive pillar, Scott states “our use of the 

hyphenated label cognitive-cultural emphasizes that internal interpretive processes are shaped by 

external cultural frameworks” (2001: 67). Therefore, I equate cognitive institutional distance with 

cultural distance.  

 Although the effects of cultural distance on various IB phenomena have been researched, 

results remain mixed (e.g., Harzing, 2003; Magnussen, Baack, Zdravkovic, Staub, & Amine, 2008; 

Morschett, Schramm-Klein, & Swoboda, 2010; Reus & Rottig, 2009; Tihanyi, Griffith, & Russell, 

2005; Zhao, Luo, & Suh, 2004; Chapter 2). Similar to the other institutional distances, cultural 

distance is most commonly operationalized through a unidimensional construct, which has 

consequently been assimilated in order to measure (parts of) institutional distance. However, leading 

frameworks of national culture all include multiple dimensions of culture. For instance, Hofstede 

(1980) currently includes six different dimensions, House, Hanges, Javidan, & Dorfman (2004) 

distinguish nine different dimensions of culture, and Trompenaars and Hampden-Turner (1998) as 

well as Schwartz (1994) distinguish seven dimensions of culture. Hofstede’s (1980) data are the most 

commonly utilized (see Chapter 2). Four separate dimensions of culture are distinguished: 

individualism, power distance, masculinity, and uncertainty avoidance. Following neo-institutional 

arguments, each of these dimensions can have unique and separate effects on different foreign MNE 

activities, as demonstrated in Chapter 2. 
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 Furthermore, theoretical work on so-called “cultural misfits” argues that, in certain situations, 

it may be beneficial to be culturally distinct from the host country. For example, Roth, Kostova, and 

Dakhli (2011) argue greater distance (misfit) on the individualism/collectivism dimension has the 

potential to yield certain advantages regarding the maintenance of relevant networks. In short, there is 

no reason to assume that both potential benefits and potential liabilities from cultural distance are 

equally distributed over each identified cultural dimension.  

 

Hypothesis 4. The cognitive pillar consists of multiple unique and distinct dimensions. 

 

4.4. DATA AND METHOD 

4.4.1. Sample and Data Collection 

 The data collected in order to operationalize the different institutional dimensions come from 

five sources: (1) the Index of Economic Freedom from the Heritage Foundation, (2) Economic 

Freedom of the World from the Fraser Institute, (3) the Rule of Law Index from the World Justice 

Project, (4) the Doing Business project from the World Bank, and (5) the World Values Survey. An 

overview of the items and the databases used to measure these items can be found in Table 4.2. 

 Regulatory pillar. Within the regulatory pillar, I operationalize three distinct dimensions: 

state involvement, inclusiveness of institutions, and enforcement effectiveness. The state involvement 

dimension deals with the aspect concerning to which degree a state is involved in solving coordination 

issues. This dimension is operationalized through the following three items: fiscal freedom (INV1), 

government spending (INV2), and size of the government (INV3). In order to operationalize the 

inclusiveness dimension, the main focus point lies on equal treatment (i.e., the lack of discrimination 

and favoritism) and the lack of bribery. The items included to operationalize this dimension are: 

freedom from corruption (INC1), government regulations that are applied and enforced without 

improper influence (INC2), extra payments/bribes/favoritism (INC3), and equal treatment and 

absence of discrimination (INC4). Finally, to operationalize the effectiveness of the enforcement 

dimension, the items included focus on the degree to which rules are transparent and enforced. The 

items included to operationalize this dimension are: dealing with construction permits (EFF1), getting 
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electricity (EFF2), registering property (EFF3), and enforcing contracts (EFF4). Data sources are 

listed in Table 4.3. 

 Normative pillar. Within the normative pillar, I consider two distinct dimensions: the 

personal–sexual dimension and the dishonest–illegal dimension. The personal–sexual dimension deals 

with the degree to which individual rights and welfare trump group interest. The items used to 

operationalize this dimension are: homosexuality (PSD1), abortion (PSD2), and divorce (PSD3). The 

dishonest–illegal dimension deals with the issue of whether or not it is acceptable to break laws and 

regulations for personal gain. The items used to operationalize this dimension are: stealing property 

(DID1), cheating on taxes (DID2), and accepting a bribe (DID3). 

 Cognitive pillar. For the cognitive pillar, I operationalize two distinct cognitive dimensions: 

individualism/collectivism and uncertainty avoidance. Individualism (versus collectivism) denotes the 

extent to which people see themselves primarily as autonomous personalities (individualism) or 

primarily as members of tightly knit communities (collectivism). Individualistic and collectivistic 

cultures differ in the form of affiliations that people pursue. In individualistic cultures, people choose 

their affiliations voluntarily; in collectivistic cultures, affiliations are imposed upon them (Hofstede, 

2001). The items included to operationalize this dimension are: making parents proud (IND1), child 

feels responsible (IND2), respect for authority (IND3), and achievements recognized (IND4). 

Uncertainty avoidance deals with a society’s tolerance for uncertainty and ambiguity. The items 

included to operationalize this dimension are: trust people first time (UA1), trust people other religion 

(UA2), trust people other nationality (UA3). The choice has been made to focus on these two 

dimensions. Previous research (Beugelsdijk, Maseland, & van Hoorn, 2015) has confirmed the 

existence of these two dimensions of the original four introduced by Hofstede. Table 4.3 gives a 

complete overview of all the items considered, including their descriptions and the sources used.  

 

4.4.2. Statistical Methods 

 In order to test the hypotheses, I use CFAs to see if the collected data converge to unique and 

separate dimensions. A CFA assumes a causal relationship from the latent (unmeasured) dimension to 

the items included; for example, a higher level of state involvement would lead to a larger-sized 
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government, less fiscal freedom, and more government spending. Therefore, the error is included in 

the items but not at the latent variable. CFA is commonly used to confirm the existence of a theorized 

construct; consequently, CFA is the appropriate analysis for testing the hypotheses. I discuss the 

validity of the created framework by focusing on the reliability, the goodness-of-fit, the convergent 

validity, and the discriminatory validity (Hair, Black, Babin, & Anderson, 2010). Each dimension 

should meet the standards of all four criteria in order to be considered a distinct and separate 

dimension. I test every pillar separately and use the predicted values of each dimension to assess the 

cross-pillar uniqueness. 

TABLE 4.3 
Description of Items Included in Confirmatory Factor Analysis 

REGULATORY PILLAR 
Code Item Description Source 
INV1 Fiscal freedom The burden of taxes that reflects both 

marginal tax rates and the overall level of 
taxation, including direct and indirect taxes 
imposed by all levels of government, as a 
percentage of GDP. 

Heritage 

INV2 Government spending The burden imposed by government 
expenditures, which includes consumption 
by the state and all transfer payments related 
to various entitlement programs. 

Heritage 

INV3 Size of government The extent to which countries rely on the 
political process to allocate resources, goods, 
and services. 

Fraser 
Institute 

INC1 Freedom from corruption The extent to which corruption prevails in a 
country. 

Heritage 

INC2 Government regulations 
are applied and enforced 
without improper influence 

The extent to which the enforcement of 
regulations is subject to bribery or improper 
influence by private interests, and whether 
public services are provided with or without 
bribery or other inducements. 

World 
Justice 
Project 

INC3 Extra 
payments/bribes/favoritism 

The extent to which countries use their 
power to extract financial payments and 
reward some businesses at the expense of 
others. 

Fraser 
Institute 

INC4 Equal treatment and 
absence of discrimination 

The extent to which individuals are free from 
discrimination with respect to public 
services, employment, court proceedings, 
and the justice system. 

World 
Justice 
Project 

EFF1 Dealing with construction 
permits 

Procedures, time, and cost to complete all 
formalities to build a warehouse as well as 
the quality control and safety mechanisms in 
the construction permitting system. 

World Bank 

EFF2 Getting electricity Procedures, time, and cost to get connected 
to the electrical grid, the reliability of the 

World Bank 
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electricity supply, and the cost of electricity 
consumption. 

EFF3 Registering property Procedures, time and cost to transfer a 
property and the quality of the land 
administration system. 

World Bank 

EFF4 Enforcing contracts Time and cost to resolve a commercial 
dispute and the quality of judicial processes. 

World Bank 

NORMATIVE PILLAR 
Code Item Description Source 
PSD1 Homosexuality Homosexuality is justifiable WVS 
PSD2 Abortion Abortion is justifiable WVS 
PSD3 Divorce Divorce is justifiable WVS 
DID1 Stealing property Stealing property is justifiable WVS 
DID2 Cheating on taxes Cheating on taxes if you have the chance is 

justifiable 
WVS 

DID3 Accepting a bribe Someone accepting a bribe in the course of 
their duties is justifiable 

WVS 

COGNITIVE PILLAR 
Code Item Description Source 
IND1 Making parents proud One of my goals is to make my parents proud WVS 
IND2 Child feels responsible It is important that children are encouraged 

to learn the feeling of responsibility  
WVS 

IND3 Respect for authority If there is a greater respect for authority in 
the future, it is a good thing 

WVS 

IND4 Achievements recognized To have people recognize one’s 
achievements is important for me 

WVS 

UA1 Trust people first time To what degree do you trust people you meet 
for the first time 

WVS 

UA2 Trust people other religion To what degree do you trust people from 
another religion 

WVS 

UA3 Trust people other 
nationality 

To what degree do you trust people from 
another nationality 

WVS 

 

 Convergent validity denotes the extent to which indicators of a specific construct converge or 

share a high proportion of variance (Hair et al., 2010). The convergent validity of a latent construct is 

tested by analyzing the standardized factor loadings and the average variance extracted (AVE). The 

factor loadings of the CFA show the extent to which separate indicators correlate with the latent 

construct derived from these indicators, which allows one to assess if and to what degree each 

indicator is represented by the latent construct. As a rule of thumb, factor loadings of 0.50 are deemed 

acceptable for CFA, although higher factor loadings are desirable (Hair et al., 2010). AVE is closely 

related to factor loadings and shows whether or not the included indicators are adequately represented 

in the latent construct. AVE is calculated as the average of the squared sum of the standardized factor 

loadings, where the threshold is 0.50.  
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 Discriminatory validity indicates whether the specified dimensions are separate from each 

other or not. In order to establish discriminatory validity, the AVE of each dimension should be 

higher than the squared standardized correlation scores between the dimensions (Fornell & Larcker, 

1981).  

 Goodness-of-fit (GOF) is a measure that indicates how well a specified model reproduces the 

observed covariance matrix among the institutional dimensions (Hair et al., 2010). Using GOF 

measures, I can test whether the offered factor solution fits the reality of country variation in the set of 

institutional indicators. A good fit is a prerequisite for a valid factor model, but it is not sufficient 

proof that a model is actually valid. Following the advice of Hair et al. (2010), GOF is assessed by 

using both an absolute fit index and an incremental fit index. For the absolute fit index, the 

standardized RMR is preferred over the more common RMSEA, where the RMSEA is best suited for 

confirmatory models with a large sample size (Rigdon, 1996). For the incremental fit index, the CFI is 

used. Cut-off points are 0.07 and lower for SRMR, and 0.90 and higher for the CFI. 

 The reliability analysis involves calculating Cronbach’s Alpha (CA) and a less famous 

construct reliability measure (CR), both of which are measures of the internal consistency of a metric. 

The textbook rule of thumb is that CA should be at least 0.70, while scores below 0.50 are considered 

unacceptable (Hair et al., 2010). CR, which is calculated by dividing the squared sum of standardized 

factor loadings by the squared sum of standardized factor loadings plus the sum of errors, has an 

advantage over CA in that it exhibits less upward bias when the number of indicators combined in the 

metric becomes large. The threshold value for CR is the same as the threshold for CA (0.70). Lower 

values are acceptable for CR, however, if other reliability metrics do confirm internal consistency 

(Hair et al., 2010). 
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4.5. RESULTS 

 Three CFAs are performed, one for each separate pillar. The results are displayed in Table 

4.4. The regulatory pillar is estimated over a sample of 99 countries, while the normative pillar and 

the cognitive pillar are estimated over a sample of 59 countries.  

 For the regulatory pillar, the estimated confirmatory factor model has a good fit (CFI = 0.92 

& SRMR = 0.06) and can be considered reliable (CA > 0.70 & CR > 0.70, for all). Concerning 

validity, both state involvement and inclusiveness of institutions exceed the thresholds for convergent 

validity: both the AVE (INV = 0.70; INC = 0.80) and the lowest factor loading is higher than 0.50 

(INV = 0.77; INC = 0.76). Furthermore, no discriminatory validity issues are detected for these two 

regulatory dimensions since the squared correlations of the covariance with other regulatory 

dimensions do not exceed their AVE. The dimension labelled “enforcement effectiveness” does have 

some validity issues. Specifically, for this dimension, the AVE does not meet the threshold of 0.50 

(0.45). In addition, the AVE does not exceed the squared correlation with the covariance of the 

dimension inclusiveness (0.46 < 0.70). As a result, I identify two unique and distinct regulatory 

dimensions (involvement and inclusiveness).8 Overall, the results strongly support my second 

hypothesis that the regulatory pillar consists of multiple ( > 1) unique and distinct dimensions.  

 For the normative pillar, the estimated confirmatory model has a good fit (CFI = 0.95 & 

SRMR = 0.05) and can be considered reliable (CA > 0.70 & CR > 0.70, for both dimensions). Both 

normative dimensions can be considered valid with no visible convergent (DID: AVE = 0.85; PSD: 

AVE = 0.85) or discriminatory (DID: 0.85 > 0.31; PSD: 0.85 > 0.31) validity issues. Through these 

results, I find support for the third hypothesis: the normative pillar consists of multiple ( > 1) unique 

and distinct dimensions. 

 For the cognitive pillar, the estimated confirmatory model has a decent fit, with the CFI 

meeting the threshold (0.96) and the SRMR nearing it (0.08), and can be considered reliable (CA > 

0.70 & CR > 0.70, for both dimensions). The AVE of both dimensions exceed 0.50 (IND = 0.51; UA 

                                                           
8 Further tests in which the items of enforcement effectiveness are allowed to load on the latent factor 
inclusiveness shows a clean two-factor solution, as does leaving out the items of enforcement 
effectiveness. 
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= 0.75) and both AVEs exceed the squared correlation of the covariance between the two dimensions 

(0.50 > 0.31 & 0.75 > 0.31); therefore, the factor solution can be considered to have validity. I find 

support for the fourth hypothesis: the cognitive pillar consists of multiple ( > 1) unique and distinct 

dimensions.  

 The existence of two unique and distinct dimensions in each of the pillars demonstrates the 

existence of multiple institutional dimensions. This leads me to conclude that the first hypothesis is 

supported: institutional distance consists of multiple unique and distinct dimensions. 

 

4.6. DISCUSSION AND CONCLUSION 

 Although the relevance of institutional distance as a theoretical construct is undisputed, the 

empirical literature on institutional distance has been on the receiving end of much critique. This 

chapter has offered a reflection on the main conceptual critique on the institutional distance construct, 

which is that this construct is too “narrow” and therefore may oversimplify the relationship between 

home and host countries. In their foundational work on institutional distance, Kostova and Zaheer 

(1999) highlighted the role of complexity for institutional distance. Current practices in institutional 

distance research, however, do not reflect the complexity inherent within the construct. Rather, typical 

institutional distance research ops for a more parsimonious approach toward operationalizing 

institutional distance. Considering the contradictory outcomes of institutional distance on multiple IB 

phenomena, this chapter has questioned whether the current parsimonious practices should indeed be 

preferred, or if accounting for the complexity inherent in institutions and (consequently) the 

institutional distance construct has the potential to improve the performance of the institutional 

distance construct. The findings of this chapter indicate that there are multiple unique sub-dimensions 

of the different institutional distance dimensions. I have theoretically argued that these different sub-

dimensions have the potential to influence both MNE behaviors and outcomes in unique, potentially 

contradictory ways. 
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TABLE 4.4 
Results of CFAs: Statistical Validity, Reliability, and Goodness-of-Fit 

Goodness-of-fit 
  CFI SRMR  

 REGULATORY 0.915 0.057  
 NORMATIVE 0.952 0.049  
 COGNITIVE 0.960 0.082  

Reliability 
  Cronbach’s Alpha Comp. Rel.  

REGULATORY INV 0.870 0.980  
 INC 0.937 0.993  
 EFF 0.772 0.965  

NORMATIVE PSD 0.945 0.942  
 DID 0.940 0.944  

COGNITIVE IND 0.778 0.792  
 UA 0.896 0.900  

Convergent Validity 
  LL loadings UL loadings AVE 

REGULATORY INV 0.768 0.871 0.697 
 INC 0.763 0.962 0.798 
 EFF 0.622 0.709 0.454 

NORMATIVE PSD 0.887 0.957 0.851 
 DID 0.804 0.987 0.845 

COGNITIVE IND 0.439 0.959 0.508 
 UA 0.741 0.970 0.752 

Discriminatory Validity 
REGULATORY  vs. INV vs. INC vs. EFF 

 
INV N/A 0.70 > 0.33 

0.70 > 
0.16 

 
INC 0.80 > 0.33 N/A 

0.80 > 
0.70 

 EFF 0.45 > 0.16 0.45 < 0.70 N/A 
NORMATIVE  vs. PSD vs. DID  

 PSD N/A 0.85>0.00  
 DID 0.85 > 0.00 N/A  

COGNITIVE  vs. IND vs. UA  
 IND N/A 0.50 > 0.31  
 UA 0.75 > 0.31 N/A  

 Note: Results in italics do not meet the required threshold. 
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 I develop two arguments in favor of a more complex representation of the institutional 

distance construct. First, I argue that institutions might promote different outcomes simultaneously 

through different mechanisms. Although the field tends to favor a neo-institutionalist perspective, 

other insightful institutional perspectives exist and have the potential to influence foreign MNE 

activities. Moreover, these alternative perspectives sustain alternative predictions concerning the 

effect of institutional distance on MNEs, therefore resulting in what Shenkar (2001) calls the “illusion 

of discordance”. Second, I empirically demonstrate that there is no guarantee that the effects of each 

mechanism are equally distributed over each subdimension, therefore questions regarding Shenkar’s 

(2001) “assumption of equivalence” exist. And, considering that different institutional perspectives 

predict different—and potentially contradictory—effects on MNE behavior and outcomes, accounting 

for multidimensionality becomes critical. A consequence of not accounting for multidimensionality 

includes increased noise in a simplified representation of a complex reality that can lead to the type of 

contradictory results that are currently displayed over a number of IB phenomena. 

Therefore, the tendency of the institutional distance literature to prefer parsimony over 

complexity is not capable of capturing the various ways in which institutional distances can influence 

foreign MNE outcomes, since different and unique dimensions exist within the institutional 

framework that can produce different and unique effects. The institutional distance literature, then, is 

in danger of following the cultural distance literature by relying on an oversimplified representation of 

an even more complex reality. I propose that future research concerning institutional distance may 

wish to take a more fine-grained approach in order to further develop our understanding of how 

institutions and institutional distance effects foreign MNE activities. 

 Although I am advocating the introduction of complexity in both theoretical development and 

empirical operationalization of institutional distance, I do not wish to discount the value of parsimony 

in general. To be clear, I do not advocate mindlessly adding different institutional distance metrics in 

an attempt to provide a comprehensive account of institutional distance in any specific domain. 

Theory can inform us when comprehensiveness is required as well as when it is less desired. Rather, I 

advocate an approach in which we theorize on the relevant institutional domains that are likely going 
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to influence the phenomenon of interest. The existence of multidimensionality and complexity 

pertaining to institutions and institutional distance demonstrates the importance of doing so, where 

more parsimonious approaches are not necessarily more favorable. 

 Two main caveats apply to this chapter. First, although I have argued for the potential of 

divergent effects of different institutional dimensions, I have not yet illustrated the actual impact of 

using multidimensional institutional distance metrics over the current institutional distance practices; 

this is something I intend to accomplish with future research. Second, although I have identified and 

demonstrated the existence of multiple institutional dimensions, the list is not exhaustive. For 

instance, I have identified and demonstrated two unique and distinct cognitive dimensions. However, 

since previous authors have argued for up to nine unique and distinct cognitive dimensions (e.g., 

GLOBE), it is likely there are more dimensions than only the two that I have identified here. The 

point of this chapter, therefore, is not to create a definitive list of different institutional dimensions, 

but rather to show that multidimensionality exists across the pillars used in institutional distance 

research. 
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5.1 INTRODUCTION 

 In their seminal work, Berle & Means (1932) called attention to the question: who actually 

controls the modern corporation, shareholders or managers? They posit that, when operational control 

is concentrated in the hands of managers and capital ownership is dispersed among many small 

shareholders, managers are effectively unaccountable to shareholders. This is problematic, because 

“the separation of ownership from control produces a condition where the interests of owner and of 

ultimate manager may, and often do, diverge, and where many of the checks which formerly operated 

to limit the use of power disappear” (Berle & Means, 1932: 7). To date, this misalignment argument is 

the foundational assumption of agency theory as used in the fields of corporate governance and 

corporate finance (Baumol, 1959; Grossman & Hart, 1980; Jensen & Meckling, 1976; Marris, 1964; 

Penrose, 1959; Williamson, 1964).  

Agency theory suggests aligning the interests of the agent with those of the principal by 

making managers co-owners of the firm (Eisenhardt, 1989; Jensen & Meckling, 1976). A key 

prediction of agency theory is that managerial ownership is the “lynchpin for resolution of agency 

problems” (Boyd & Solarino, 2016: 1288) and therefore will have a positive effect on firm 

performance (Dalton, Hitt, Certo, & Dalton, 2007). However, empirical evidence on the key 

prediction currently fails to support the offered solutions to this agency problem (Lan & Heracleous, 

2010). This leads Ghoshal to conclude “What is interesting is that agency theory [...] has little 

explanatory or predictive power. [...] The facts are that none of [the solutions described by agency 

theory] have the predicted effects on corporate performance” (2005: 80). Ghoshal’s observation 

echoes one of the early critiques on management research in general, claiming that it is a post-World 

War II, American-based profession; additionally, it is questionable whether the U.S.-developed 

management theories are transferable to other settings or whether they are country/region specific 

(Boyd & Solarino, 2016; Boyacigiller & Adler, 1991; Hofstede, 1983; Ng, 2005; Sekaran, 1981). This 

concern also plagues agency theory (Peng & Jiang, 2010; Wiseman, Cuevas-Rodriguez, & Gomez-

Mejia, 2012). To increase the predictive power of agency theory and extend the theory beyond the 

U.S. context in which it was originally developed (Davis, Diekmann, & Tinsley, 1994; Davis, 

Lukomnik, & Pitt-Watson, 2009; Dobbin & Zorn, 2005; Powell, 2001), comparative corporate 
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governance scholars emphasize the institutional context in which firms operate, addressing the degree 

and nature of agency conflicts as well as the effectiveness of the described governance mechanisms 

(Aguilera & Jackson, 2003; Tihanyi, Graffin, & George, 2014). A key question in this literature 

concerns the extent to which the assumptions and mechanisms subscribed by agency theory are 

relevant in each country’s context (Aguilera & Jackson, 2010; Aguilera, Florackis, & Kim, 2016).  

In this chapter, I explore whether the key prediction of agency theory on the positive relation 

between managerial ownership and firm performance is universal or if this prediction is bound by the 

national cultural context in which firms operate. Drawing on a worldwide sample of firms in 123 

countries, I relate managerial ownership to firm performance in a sample of 27,852 listed firms over a 

period of eight years (2009-2016). My findings show that cultural context moderates the relationship 

between managerial ownership and performance such that only firms embedded in the Anglo-Saxon 

culture experience positive performance effects from managerial ownership. 

Despite the vast literature on the institutional embeddedness of corporate governance 

practices (e.g., Aguilera & Jackson, 2003, 2010; Fainshmidt, Judge, Aguilera, & Smith, 2016; Haxhi 

& Aguilera, 2017; Wiseman et al., 2012), to the best of my knowledge, I am the first to demonstrate 

that the key prediction of agency theory is culture-specific. This important finding contributes to the 

literature in two ways. First and foremost, I show that agency theory is contingent on the cultural 

setting in which the firm is embedded (Aggarwal & Goodell, 2014). I argue that the parts of agency 

theory that rely on current human behavior assumptions should be considered “regiocentric” instead 

of universally applicable (Boyacigiller & Adler, 1991). Therefore, I contribute to the discussion on 

how to control the corporation outside the Anglo-Saxon context by emphasizing the need to develop 

alternative theoretical frameworks, such as stewardship theory (Davis, Schoorman, & Donaldson, 

1997; Donaldson & Davis, 1991). Second, I extend the comparative corporate governance literature 

by showing why the relation between managerial ownership and firm performance differs across the 

world (Aguilera & Jackson, 2010; Boyd & Solarino, 2016).  
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5.2 THEORY AND HYPOTHESES 

5.2.1  Agency Theory 

 Agency theory is a cornerstone of corporate governance in both theory and practice (Lan & 

Heracleous, 2010). It conceives the corporation as a nexus of contracts between principals (risk-

bearing shareholders) and agents (managers with specialized expertise) (Aguilera & Jackson, 2010). 

Agency theory deals with the issue of how to align the diverging interests of the agent and the 

principal (Eisenhardt, 1989). Or, as Shleifer and Vishny posit, the problem addressed in agency theory 

is “how investors get the managers to give them back their money” (1997: 738). Agency theory 

assumes that people are opportunistic and motivated by self-interest (Davis et al., 1997). Under this 

assumption, agency problems arise when both the desires and/or goals of the agent and principal 

differ, as well as when it is difficult for the principal to monitor the behavior of the agent (Eisenhardt, 

1989). In such a case, the agent has both the opportunity and the motive to take advantage of his/her 

position at the cost of the principal.  

To align the interests of the agent with those of the principal, agency theory offers two 

solutions. First, it suggests strengthening the information system, therefore increasing the ease of 

monitoring the agent’s behavior (Eisenhardt, 1989; Fama & Jensen, 1983). Second, agency theory 

suggests aligning the interests of the agent with the interests of the principal by moving toward 

outcome-based contracts because agents are more likely to behave in the interest of the principal when 

awarded through such contracts (Eisenhardt, 1989). One way for a principal to create an outcome-

based contract is by awarding the manager with ownership. Managers are made more accountable 

using measures such as executive compensation schemes, performance-based bonuses, and stock 

options. Managerial ownership aligns the interests of the principal and the agent because the agent 

financially suffers in the form of decreasing value of ownership shares when they squander corporate 

wealth (Jensen & Meckling, 1976). In that case, the agency costs should decrease, as reflected in 

lower monitoring expenditures of the principal, lower bonding expenditures of the agent, and reduced 

residual welfare loss by the principal (Jensen & Meckling, 1976). As a result, managerial ownership 
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leads to increased market value of the firm. The baseline hypothesis of agency theory is that 

managerial ownership has a positive effect on firm performance. 

 

5.2.2  Boundary Conditions of Agency Theory 

 Our understanding of the relation between managerial ownership and firm performance has 

been refined and developed in both theoretical (e.g., Donaldson & Davis, 1991; Donaldson & Preston, 

1995; Lan & Heracleous, 2010; Sundaram & Inkpen, 2004) and empirical directions (e.g., Morck, 

Shleifer, & Vishny, 1988; Ng, 2005). Nonetheless, agency theory is not uncriticized (Daily, Dalton, & 

Cannella, 2003; Dalton et al., 2007; Ghoshal, 2005; Hirsch, Michaels, & Friedman, 1987; Jensen, 

1983; Perrow, 1986; Wiseman et al., 2012). Theoretically, most criticism focuses on the assumption 

of human behavior underlying agency theory. A particularly forceful critique on the key assumption 

of agency theory was put forward by Ghoshal (2005). Rather than considering managers as rational 

self-interested maximizers, Ghoshal refers to key findings in experimental and behavioral sciences 

(e.g., Camerer & Thaler, 1995) to argue that people possess preferences that can be considered self-

regarding, other-regarding, and process-regarding (Ghoshal, 2005). 

Ghoshal’s (2005) critique resonates with earlier work on the applicability of U.S.-developed 

managerial theories in other cultural environments. As the scope and primary orientation of most 

theories is North American in origin, the question arises as to whether these theories are universally 

applicable or not (Boyacigiller & Adler, 1991). Rather than assuming that human behavior is 

homogenous across the world, human behavior is culture-specific (Hofstede, 2001). As a result, the 

importance of the assumptions underlying agency theory regarding humans as self-interested 

opportunists as well as the offered solution of co-ownership must be understood. 

For an agency problem to occur in the first place, (1) there must be misalignment between the 

goals and desires of the agent and the principal, (2) the agent’s behavior must be difficult and/or 

costly to monitor, and (3) the agent must be willing to behave opportunistically. In addition, to solve 

this issue by awarding the agent with co-ownership, both the principal’s and agent’s goals and desires 

must include maximizing financial gains, and the offered reward must outweigh the agent’s potential 

benefits of maximizing its own financial gains. All the above conditions are required for an agency 
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problem to occur and rewarding the agent with co-ownership to be the appropriate solution. However, 

when removing the assumption of self-interest maximizing human behavior—or, more specifically, 

profit maximizing behavior (Jensen & Meckling, 1976; Shleifer & Vishny, 1997)—several 

conditions, such as the willingness of the agent to behave opportunistically and the goal of both agent 

and principal being profit maximization, are not necessarily met and consequently influence the 

frequency and severity of agency problems as well as the appropriateness of offered solutions. 

 

5.2.3.  Agency in the Anglo-Saxon Culture 

 Corporate governance institutions do not develop in a societal vacuum, but are embedded in 

norms and values (Beugelsdijk & Maseland, 2011; North, 1991; Williamson, 2000). Formal 

institutional structures are fundamentally related to cognitive and normative collective norms of 

conduct (Scott, 1995). A key feature of this comparative corporate governance literature is the focus 

on institutional diversity and how it shapes firms’ organizational behavior (Aguilera & Jackson, 2003; 

Haxhi & Aguilera, 2017). Institutional sociologists argue that legal structures and collective norms of 

behavior only become institutionalized when they are internalized (Jackson & Deeg, 2008), implying 

that cultural values play a key role in the effectiveness of particular formal institutions (Aguilera, 

Desender, Bednar, & Lee, 2015). Using a variety of national culture frameworks (mainly Hofstede, 

1980, 2001), researchers have indicated that national culture supports particular kinds of corporate 

governance institutions (e.g., Griffin, Guedhami, Kwok, & Shao, 2017; Haxhi & van Ees, 2009; 

Kirkman, Lowe, & Gibson, 2006). 

Cultural similarities between countries often coincide with institutional similarities 

(Beugelsdijk, Kostova, & Roth, 2017). Cultural values and institutional norms often “hang together” 

as a system (Fainschmidt et al., 2016), as predicted by institutional logic (Thornton, Ocasio, & 

Lounsbury, 2012). The complementarities of culture-based values and institution-based norms make it 

very difficult to draw causal arrows between cultural and institutional variables (Aguilera & Jackson, 

2010). One reason is that countries with a shared history of close ties due to proximity, trade, 

conquest, or religion demonstrate more similar cultural values due to institutional transmission than 

do countries lacking such ties (Peterson & Barreto, 2015: xxvi). As a result, and irrespective of the 
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cultural framework used (Hofstede, Schwartz, or GLOBE), national cultures tend to cluster together 

in supra-national cultural zones, including the Anglo-Saxon cluster (Beugelsdijk, Kostova, & Roth, 

2017; Hofstede, 1980, 2001; House et al., 2004; Ronen & Shenkar, 2013; Schwartz, 1994, 1999).  

The comparative corporate governance literature and varieties of capitalism literature 

distinguish between Anglo-Saxon, or liberal market economies, and Continental European, or 

coordinated market economies. Although the latter was criticized for being too broad and 

consequently separated into sub-categories (Hall & Gingerich, 2009; Jackson & Deeg, 2006; Nolke & 

Vliegenthart, 2009; Witt, Kabbach de Castro, Amaeshi, Mahroum, Bohle, & Saez, 2017), the Anglo-

Saxon category has remained remarkably stable over time. Whether explained through corporate 

governance literature (e.g., La Porta, Lopez-De-Silane, Shleifer, & Vishny, 1998 [the Anglo-Saxon 

model of corporate governance]), Varieties of Capitalism (Hall & Soskice, 2001 [liberal market 

economies]), national business systems (Whitley, 1992 [the regulatory state]), cultural theory (Ronen 

& Shenkar, 1985, 2013 [the Anglo-Saxon cluster]), or alternative institutional approaches (e.g., Haxhi 

& Aguilera, 2017 [the classic shareholder-oriented model]), all agree on the uniqueness of the Anglo-

Saxon context, the behaviors it stimulates and constrains, and the resulting dominant corporate 

governance practices.  

The consensus is that the Anglo-Saxon context distinguishes itself from other contexts by 

strong protection of property rights through common law (La Porta, Lopez-De-Silane, & Shleifer, 

1999a), a laissez-faire or “arm’s length” approach toward government (Hall & Soskice, 2001; La 

Porta, Lopez-De-Silane, & Shleifer, 2008; Whitley, 1992), a strong capital domain (Haxhi & 

Aguilera, 2017), and a strong individualistic and risk-taking culture (Ronen & Shenkar, 1985, 2013) 

with values highlighting individual responsibility over group responsibility (Hofstede, 2004).  

Considering the unique cultural and institutional nature of the Anglo-Saxon context, we 

contend that the conditions for agency problems to occur and be solved through co-ownership are 

more frequently met in the Anglo-Saxon cultural context compared to other contexts. Consequently, 

the practice of awarding a manager with co-ownership is a more effective tool in the Anglo-Saxon 

context. We identify two reasons why managerial ownership is more effective in the Anglo-Saxon 

context than in other contexts. First, Anglo-Saxon cultures are highly individualistic (Hofstede, 1980; 
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House et al., 2004; Ronen & Shenkar, 1985, 2013; Schwartz, 1999), and the characteristics of such 

individualistic cultures fit agency theory more closely than do the characteristics of collectivistic 

cultures. Second, due to the institutional configuration of the Anglo-Saxon context, ownership is 

fairly dispersed, resulting in (a) more difficulty in monitoring the agent’s behavior and (b) a nearly 

exclusive focus on maximizing financial gains by the principal (shareholder value). 

Regarding the cultural orientation of the context, agency theory requires natural 

misalignment, opportunistic behavior, and maximization of financial gains as a goal of both the agent 

and the principal. These requirements are largely dependent upon the culture in which the firm 

operates. More specifically, we contend that the effectiveness of agency theory depends on the degree 

of individualism in the operational context. Individualism (versus collectivism) denotes the extent to 

which people see themselves primarily as autonomous personalities (individualism) or primarily as 

members of tightly-knit communities (collectivism). Individualistic and collectivistic cultures differ in 

the form of affiliations that people pursue. In individualistic cultures, people choose their affiliations 

voluntarily, while in collectivistic cultures, affiliations are imposed upon them (Hofstede, 2001). 

Individualistic cultures fit well with the requirements of agency theory, where individualists are 

generally more self-reliant, and are therefore aimed toward maximizing their own self-interest. As a 

result, the underlying assumptions of human behavior of agency theory match up with highly 

individualistic contexts. In collectivistic cultures, people value the need of the in-group over the need 

of the individual. Considering a firm as an in-group, the collectivistic culture fits poorly with the 

agency theory requirements. When both the agent and principal value the needs of the firm over their 

own needs for maximizing financial gains, the chance of natural misalignment occurring between the 

goals of principal and agent diminishes radically. In such cases, both principal and agent share the 

same in-group goals, rendering their goals and desires naturally aligned rather than naturally 

misaligned. Furthermore, in cases where the goals are misaligned within collectivistic contexts, the 

chance that the agent behaves opportunistically toward maximizing self-interest is reduced since 

maximizing self-interest over group interest would violate the cultural norm.  

To exemplify situations in which the agent does not aim to maximize its financial gains due to 

collectivistic norms, consider that, in Japan (a collectivist country), large paychecks are considered a 
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taboo and a sign of greed. Consequently, eight of the ten highest-paid CEOs in Japan are foreign 

(Melin & Suzuki, 2016). Reversely, Anglo-Saxon countries tend to be at the top of both the 

Bloomberg CEO average pay index and the Bloomberg CEO pay-to-average ratio (Lu & Melin, 

2016). The conjecture that individualistic cultures value maximizing self-interest more than 

collectivistic cultures is reflected in the significant relation between the individualism scores of 

Hofstede (1980) and the CEO pay data by Bloomberg (Lu & Melin, 2016). There is a strong and 

significant positive relation (p < 0.01), where Hofstede’s individualism explains 37% of the variation 

in CEO pay9. Similarly, Witt & Redding (2009) conducted multiple interviews with senior executives 

in Germany, Japan, and the US. They found that only the U.S. executives strongly subscribe to 

shareholder value maximization as the locus of the firm’s existence, while both German and Japanese 

executives did not favor a strong focus on the shareholder, therefore indicating that agents’ desires, 

goals, and motivations naturally differ across contexts. 

 

5.2.4.  Institutional Context 

 One key institutional characteristic of the Anglo-Saxon context is that corporate ownership 

tends to be relatively dispersed (Roe, 2002). To exemplify this, the average percentage of common 

shares owned by the top three shareholders in the ten largest non-financial, privately-owned domestic 

firms in the Anglo-Saxon context is 31%, while this percentage rises to 49% in the non-Anglo-Saxon 

context (La Porta et al., 1999a). Several reasons are identified for ownership dispersion versus the 

presence of blockholders. First, ownership dispersion is stimulated by strong property rights, where 

common law traditions value outside investor protection and, in turn, stimulate ownership dispersion 

(La Porta et al., 1998, 2008). Second, ownership dispersion is encouraged through political action, 

where bank ownership is historically curtailed in the Anglo-Saxon context (Roe, 1994). Third, both 

individualism and a lack of uncertainty avoidance lead to larger ownership dispersion (Griffin et al., 

2017; Hofstede, 2004). Individualism values accountability, transparency, and equal rights, resulting 

                                                           
9 When regressing (through simple OLS) Individualism on the CEO pay index, while controlling for 
both GDP and GDP per capita, the R2 rises to 48.03% and individualism has a significant and positive 
effect (β = 1.119 & p = 0.019; n = 25). Complete results available in Appendix D. 
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in the protection of both inside investors, outside investors, and consequently to dispersion of 

ownership. Reversely, controlling shareholders in a high uncertainty avoidance context would be less 

willing to issue equity to outside shareholders due to the associated risk of the loss of control with 

dispersed ownership (Griffin et al., 2017). The Anglo-Saxon context uniquely combines all these 

features (Fainshmidt et al., 2016; Haxhi & Aguilera, 2017), making ownership dispersion a key 

characteristic of its institutional configuration. 

The fact that ownership is relatively more dispersed in the Anglo-Saxon context than in the 

non-Anglo-Saxon context affects the predictive power of agency theory for two reasons. First, the 

presence of blockholders increases the likelihood that monitoring becomes easier and/or less costly 

for the principal, where blockholders can exercise tight control over a firm and therefore exert their 

influence over management (Aguilera & Jackson, 2010). Therefore, blockholder ownership has the 

potential to decrease the monitoring difficulty and costs, thus reducing the agency problem. Second, 

with large blockholders, the principal may exert a significant amount of pressure over the goals set by 

the firm, therefore allowing the principal to pursue different, non-profit maximizing goals. Reversely, 

with high levels of ownership dispersion, it becomes difficult to establish goals other than profit 

maximization.  

There is plenty of evidence describing the tendency of blockholders to aim for alternative 

goals as reflected in, for example, the presence of state ownership (e.g., Boubakri, Guedhami, Kwok, 

& Saffar, 2016) and business groups (Colli & Colpan, 2016; Douthett & Jung, 2001) outside the 

Anglo-Saxon context (vis-a-vis their absence in the Anglo-Saxon context), as well as the role of 

family firms (Anderson & Reeb, 2003; Ng, 2005; Peng & Jiang, 2010) and banks as blockholders 

(Crossland & Hambrick, 2007; Jürgens & Rupp, 2002). What unites these forms of governance is that 

they have a goal orientation that is not solely driven by shareholder value, as assumed by agency 

theory and typically found in the Anglo-Saxon context, but also includes goals other than profit 

maximization, such as stakeholder value and long-term performance. State-owned firms tend to value 

societal goals, and business groups value both survival and within-group cooperation over profit 

maximization (Colli & Colpan, 2016; Douthett & Jung, 2001). Similarly, banks tend to favor low-risk 

and long-term strategies (Crossland & Hambrick, 2007). The consequence of a principal pursuing 
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alternative goals for the solution offered by agency theory is that, in these cases, rewarding the 

manager with co-ownership does not decrease the misalignment between principal and agent; rather, 

it would potentially increase the misalignment, where the manager is stimulated to pursue a goal for 

which the shareholder does not necessarily aim. 

Overall, we conjecture that the assumptions and causal mechanisms as described by agency 

theory apply inside the Anglo-Saxon context, but fail to work outside the Anglo-Saxon context. This 

leads to the following hypothesis:  

 

Hypothesis 1. The relation between managerial ownership and firm performance is positively 

moderated by the Anglo-Saxon context. 

 

5.3 DATA AND METHOD 

5.3.1.  Sample and Data Collection 

 To identify whether supra-national context moderates the relation between managerial 

ownership and firm performance, I collected firm-level data on publicly listed firms from the financial 

database Orbis for the 2009-2016 period. Following La Porta, Lopez-de-Silanes, Shleifer, & Vishny 

(1999b), I exclude financial firms because valuation ratios for such firms are not comparable to non-

financial firms. The final sample consists of 157,375 observations of 27,852 firms in 123 countries. 

 

TABLE 5.1 
Descriptives and Bivariate Correlations 

Variable Mean Std. dev. 1 2 3 4 5 6 7 8 9 10 
1. Anglo-Saxona 0.11 0.31 1.000          
2. Man. Ownera 0.39 0.49 -0.010 1.000         
3. Man. is GUOa 0.15 0.36 0.035 -0.514 1.000        
4. Firm Ageb 3.19 0.86 0.154 0.022 0.017 1.000       
5. Firm Sizeb 12.13 2.14 0.122 0.186 0.052 -0.098 1.000      
6. Current Ratiob 0.52 0.82 0.029 -0.021 -0.012 -0.006 0.089 1.000     
7. Sales Growth 2.17 23.95 -0.005 -0.030 -0.014 0.084 -0.108 -0.009 1.000    
8. GDP 2867.21 3757.727 -0.249 -0.038 -0.001 0.052 -0.243 -0.080 -0.026 1.000   
9. GDP per Capita 24.31 22.11 -0.404 -0.047 0.045 -0.134 -0.191 -0.040 0.044 0.012 1.000  
10. Solv. Ratio 50.79 24.77 0.001 -0.001 0.014 0.042 0.053 -0.628 -0.007 0.031 -0.003 1.000 
Note: N=157,375; adummy variable; blog transformed 

 

 Dependent variable. I operationalize firm performance using Tobin’s Q, one of the most 

commonly used indices of firm performance incorporating both past performance and future outlook 
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(La Porta et al., 1999b; Morck et al., 1988). In order to normalize the data and remove outliers, I have 

taken the log of Tobin’s Q and used the outlier detection labeling rule (Tukey, 1977).  

 Independent variables. I operationalize managerial ownership through a dummy variable that 

looks at whether or not current managers are listed as shareholders. Following Ronen & Shenkar 

(2013) and Hall & Soskice (2001), I consider the U.S., the U.K., New Zealand, Australia, Ireland and 

Canada part of the Anglo-Saxon cluster.  

 Control variables. I control for the possibility that the manager is the Global Ultimate Owner 

(GUO) of the firm; when this occurs, no agency problem should arise since the principal and the agent 

would be the same person. Following La Porta et al. (1999), I use a cut-off value of 20% to determine 

if the manager is also the owner of the firm. I use sales growth, solvency ratio, and current ratio to 

control for the financial health of the company. Furthermore, I control for firm size proxied by (log) 

total assets, and firm age measured in the (log) years since incorporation. Additionally, I control for 

industry fixed effects using the two-digit NACE code dummies, and both GDP and GDP per capita to 

control for level of economic development. I give an overview of all the variables considered in the 

main analyses as well as in the robustness checks in Appendix E. 

 I estimate a random effects model. A random effects model is preferred over a simple OLS, as 

demonstrated by the Breusch-Pagan Lagrange multiplier (p < 0.001). Furthermore, a random effects 

model is more appropriate than a fixed effects model because our moderating variable only contains 

variance between firms (firms are nested in countries, countries are nested in supra-national clusters). 

I use robust standard errors through clustering the errors on the firm level. Furthermore, I have no 

indication of multicollinearity. Although the correlation between “manager is GUO” and “managerial 

ownership” is high, the VIF values of both variables are below 2. 
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5.4 RESULTS 

 

TABLE 5.2 
Results: Anglo-Saxon Culture, Managerial Ownership, and firm Performance 

Dependent variable Firm performance (Tobin’s Q) 
 Model 1 Model 2 Model 3 
Managerial ownership  -0.025** -0.097*** 

  (0.039) (0.000) 
Anglo-Saxon firm   -0.098*** 

   (0.001) 

Man. owner. * Anglo Saxon 
firm (H1) 

  0.314*** 
  (0.000) 

Manager is GUO -0.156*** -0.141*** -0.124*** 

 (0.000) (0.000) (0.000) 
Firm age -0.144*** -0.145*** -0.143*** 

 (0.000) (0.000) (0.000) 
Firm size -0.112*** -0.112*** -0.111*** 

 (0.000) (0.000) (0.000) 
Current ratio 0.079*** 0.079*** 0.079*** 

 (0.000) (0.000) (0.000) 
Sales growth 0.003*** 0.003*** 0.003*** 

 (0.000) (0.000) (0.000) 
GDP 0.000*** 0.000*** 0.000*** 

 (0.000) (0.000) (0.000) 
GDP per capita 0.002*** 0.002*** 0.002*** 

 (0.000) (0.000) (0.026) 
Solvency ratio 0.009*** 0.009*** 0.009*** 

 (0.000) (0.000) (0.000) 
Constant 0.390*** 0.403*** 0.404*** 
 (0.000) (0.000) (0.000) 
Number of observations 157,375 157,375 157,375 
Number of firms 27,852 27,852 27,852 
R-squared 22.16 22.18 22.47 
Partial F-test N/A 0.039 0.000 
Note: ***p < 0.01; **p < 0.05; *p < 0.10. All models control for 
industry fixed effects and year fixed effects. Absolute p-values are 
shown in parentheses. 

 

 I estimate three different models, the results of which are shown in Table 5.2. Model 1 shows 

only the control variables, model 2 includes the direct effect of managerial ownership, and model 3 

includes the interaction between managerial ownership and the Anglo-Saxon cluster. Model 3 

represents a significant improvement over the control model (partial F-test < 0.001). My results show 

that the interaction of managerial ownership with the Anglo-Saxon cluster has a positive and 
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significant effect on firm performance (p < 0.001), therefore confirming the hypothesis that the 

relationship between managerial ownership and firm performance is culture-specific. I find that, in 

general, there is a significantly negative effect (model 2) of managerial ownership on performance (p 

< 0.05), while agency theory would predict the opposite. This negative effect can be explained 

through plotting the results of the interaction model (see Figure 5.1). Here, the model of managerial 

ownership has a significantly negative effect in non-Anglo-Saxon contexts, while in the Anglo-Saxon 

context, managerial ownership has a significant positive effect on firm performance.  

 

FIGURE 5.1 
Interaction between the Anglo-Saxon environment and managerial ownership 

 

 

 

 

5.4.1 Robustness Tests 

 I conduct multiple robustness tests for which the results are recorded in Table 5.3. First, I re-

estimate our results using both different cut-off levels (1% and 5%) and a continuous variable 

(running from 0% to 20%) for managerial ownership. A maximum of 20% is used because 20+% 

indicates the manager is the global ultimate owner (La Porta et al., 1999a); this variable is controlled 

for separately. Second, I exchange the dependent variable Tobin’s Q for an alternative measure of 

performance. The alternative variables I use include price-to-book ratio and market capitalization 
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growth. Third, I exchange the selection of Anglo-Saxon countries to alternative models, specifically: 

the classic shareholder-oriented model (Haxhi & Aguilera, 2017 [U.S., U.K., and AUS]) and the old 

Anglo-Saxon cluster (Ronen & Shenkar, 1985 [U.S., U.K., IRL, AUS, NZL, and ZAF]). Finally, I 

substitute the Anglo-Saxon dummy variable with a direct measurement of individualism (Hofstede, 

1980). The robustness results do not show any significant differences after the above changes were 

implemented. 
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TABLE 5.3 
Robustness Checks 

 

  

 
 

Managerial Ownership   Performance  Anglo-Saxon firm 
01% 05% PERC   PBR MCGR  CSOM R&S1985 IDV 

Managerial ownership -0.168*** -0.184*** -0.016***   -0.059*** 1.026***  -0.062*** -0.076*** -0.148*** 
(0.000) (0.000) (0.000)   (0.000) (0.000)  (0.000) (0.000) (0.000) 

Anglo-Saxon firm 0.030 0.051** 0.047**   -0.161*** -7.041***  -0.156 -0.075*** 0.0002  
(0.222) (0.023) (0.033)   (0.000) (0.000)  (0.000) (0.010) (0.814) 

Man. Owner. * Anglo-
Saxon Firm (H1) 

0.131*** 0.091** 0.015***   0.351*** 3.569***  0.318*** 0.315*** 0.002** 
(0.000) (0.028) (0.001)   (0.000) (0.000)  (0.000) (0.000) (0.013) 

Manager is GUO -0.043** -0.010 -0.189***   -0.047** 1.149***  -0.129*** -0.120*** -0.027  
(0.011) (0.583) (0.000)   (0.014) (0.001)  (0.000) (0.000) (0.359) 

Firm age -0.141*** -0.142*** -0.142***   -0.137*** 0.812***  -0.146*** -0.143*** -0.119***  
(0.000) (0.000) (0.000)   (0.000) (0.000)  (0.000) (0.000) (0.000) 

Firm size -0.113*** -0.113*** -0.113***   0.001 0.866***  -0.112*** -0.111*** -0.127***  
(0.000) (0.000) (0.000)   (0.873) (0.000)  (0.000) (0.000) (0.000) 

Current ratio 0.079*** 0.079*** 0.079***   0.007 0.866***  0.079*** 0.079*** 0.024*  
(0.000) (0.000) (0.000)   (0.368) (0.000)  (0.000) (0.000) (0.066) 

Sales growth 0.003*** 0.003*** 0.003***   0.003*** 0.392***  0.003*** 0.003*** 0.003***  
(0.000) (0.000) (0.000)   (0.000) (0.000)  (0.000) (0.000) (0.000) 

GDP 0.000*** 0.000*** 0.000***   0.000*** 0.001***  0.000*** 0.000*** 0.000***  
(0.000) (0.000) (0.000)   (0.000) (0.000)  (0.000) (0.000) (0.000) 

GDP per capita 0.002*** 0.002*** 0.002***   0.001 -0.008  0.002*** 0.002*** -0.001*  
(0.000) (0.000) (0.000)   (0.103) (0.171)  (0.000) (0.000) (0.092) 

Solvency ratio 0.010*** 0.010*** 0.009***   0.002*** 0.079***  0.009*** 0.009*** 0.014***  
(0.000) (0.000) (0.000)   (0.000) (0.000)  (0.000) (0.000) (0.000) 

Constant 0.440*** 0.422*** 0.426***   1.518*** 18.023***  0.419*** 0.400*** 0.573***  
(0.000) (0.000) (0.000)   (0.000) (0.000)  (0.000) (0.000) (0.001) 

N observations 157,375 157,375 157,375   148,452 142,828  157,375 157,375 40,255 
N firms 27,852 27,852 27,852   27,027 26,352  27,852 27,852 6,464 
R-squared 22.63 22.56 22.58   09.58 12.01  22.33 22.55 30.05 
Partial F-test 0.000 0.000 0.033   0.000 0.000  0.000 0.000 0.000 

Note: ***p < 0.01; **p < 0.05; *p < 0.10. All models control for industry fixed effects and year effects. Absolute p-values are 
shown in parentheses. 
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5.5 DISCUSSION AND CONCLUSION 

 In this chapter, I have demonstrated that the effect of managerial ownership on performance is 

positively moderated by the Anglo-Saxon context. My findings indicate that the Anglo-Saxon context is 

the only context in which managerial ownership has a significant, positive effect on performance, while 

the effect becomes negative in other contexts. These findings support the argumentation proposed in this 

chapter as well as previous theoretical work emphasizing the role of the institutional environment in 

which the firm is embedded (Aguilera & Jackson, 2003; Wiseman et al., 2012). Although critics have 

argued that agency theory is either invalid or, at the very least, only applicable in the U.S. (Ghoshal, 

2005; Hofstede, 2004; Ng, 2005), I argue that my findings do not disqualify the usage of the mechanisms 

described by agency theory outside the Anglo-Saxon context, but rather show the need for an adjustment 

of the underlying human assumption based on both cultural and institutional contexts. Conflicts between 

agent and principal may occur on grounds other than profit maximization, and, in line with my results, 

incentivizing agents with shares may increase rather than decrease agency problems if the principal does 

not, first and foremost, aim to maximize profits.  

 This chapter suggests that we may need to move toward a regiocentric approach regarding 

principal–agent issues rather than assuming the solutions offered by agency theory are universally 

applicable. Other theories might fit the human behavior assumptions of other cultural contexts more 

closely. For instance, stewardship theory assumes humans behave in a collectivist, pro-organizational, and 

trustworthy manner (Davis et al., 1997), therefore more closely fitting the collectivistic cultural 

assumptions than does agency theory. Similarly, literature on emerging market family firms describes a 

set of agency problems that is unique to the context (Morck & Yeung, 2003; Peng & Jiang, 2010). 

Finally, there are attempts to rephrase agency theory in order to increase its sensibility to institutional 

differences (e.g., Heracleous & Lan, 2012; Lan & Heracleous, 2010).   

 Agency theory and its solutions have become a cornerstone of corporate governance both in 

theory and in practice. Failing to consider the cultural and institutional contexts in which agency theory is 

applied can lead to the application of practices that do lead to the desired outcome. Even 35 years after 
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Hofstede expressed the need for “more cultural sensitivity in management theories” (Hofstede, 1983: 89), 

a deeper understanding of the nature of agency problems and how they manifest in specific contexts is 

still require
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APPENDIX A. SELECTION OF QUOTES FROM CULTURAL DISTANCE AND FIRM 
INTERNATIONALIZATION STUDIES 
 
The arguments for an effect of cultural distance on location choice Quote from: 

The more culturally different[..], the higher transaction costs and perceived 
uncertainty incurred to multinationals 

Zheng et al, 
2012: p. 7 

Larger [cultural distance] can similarly lead to greater information costs, also 
reducing the attractiveness of foreign investment 

Jiang et al., 
2014: p. 347 

Cultural distance is considered a major barrier for multinationals gaining 
normative legitimacy in host countries, thus affecting FDI location choice 

Quer et al., 
2012: p. 1093 

Typically, investment in a market that is farther from home and more culturally 
distant increases costs associated with logistics, communication, language, and 
cross-cultural management 

Rose & Ito, 
2008: p. 872 

 

The arguments for an effect of cultural distance on entry mode (JV vs WOS) 
and establishment mode (Acq vs GF) 

Quote from: 

The higher flexibility associated with JVs is particularly beneficial to MNE 
investing in culturally distant countries, because entries into such countries 
generally involve higher levels of external uncertainty  
 

Slangen & van 
Tulder, 2009: 
p. 278 

To minimize the adverse effects of managing in inherently different environments, 
firms should acquire the knowledge that allows them to conduct business in the 
host country. Because such knowledge may be difficult to describe and is often 
tacit, the cost of acquiring it may be very high. This may encourage a foreign 
investor to prefer a joint venture with a local firm. 

Tatoglu et al. 
2003: p. 15 

[..] cultural distance can result in multinationals’ perception of uncertainty and 
hassle associated with managing local culturally sensitive topics [..] 

Tseng & Lee, 
2010: p. 411 

As CD increases, the uncertainty perceived by the parent firm, the difficulty of 
transferring home-based management practices to the host country, and 
information costs all increase.  

Wang & 
Schaan, 2008: 
p. 265 

Foreign market entry through a JV entails costs and uncertainties for a firm such 
as searching for partners, negotiating and enforcing agreements, sharing 
knowledge and ownership advantages with partners[..] The greater the cultural 
distance, the higher these costs and uncertainties are likely to be. 

Wang & 
Schaan, 2008: 
p. 265 

A joint venture may also be the preferred alternative if a merger or complete 
acquisition increases management costs to unacceptable levels, which is 
particularly likely to happen if cultural differences between parties are very large 

Benito, 1996: 
p. 166 

Firms entering markets with small cultural differences perceive low levels of 
country risk and thus use greenfield ventures, maximizing firm-specific 
advantages. Conversely, firms entering markets characterized by large cultural 
differences tend to perceive high levels of country risk and therefore prefer to use 
acquisitions, reducing the risks 

Brouthers & 
Brouthers, 
2000: p. 91 

[..] large distances would increase internal uncertainty; which in turn would 
encourage managers to seek lower control entry modes, such as joint ventures. 

Dow & 
Ferencikova, 
2010: p. 49 
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A joint venture resolves the foreign partner’s problems ensuing from cultural 
factors, though at the cost of sharing control and ownership. Unquestionably, a 
joint venture is affected by the cultural distance between the partners. 

Kogut & 
Singh, 1988: 
p. 414 

The larger the cultural distance to the target country, the more incompatible the 
practices and values of employees of acquired subsidiaries will be with those of 
their MNC acquirers (Cho & Padmanabhan, 1995), causing the management costs 
of acquired subsidiaries to increase substantially with cultural distance. 

Slangen & 
Hennart, 
2008: p. 474 

MNCs can staff their greenfield subsidiaries with personnel who fit their culture 
reasonably well, and can introduce their practices in such subsidiaries without 
having to abolish divergent established practices first (Hennart & Park, 1993; 
Kogut & Singh, 1988). Consequently, the costs of managing greenfields will 
increase only marginally with cultural distance 

Slangen & 
Hennart, 
2008: p. 474 

post-acquisition integration requires interactions between workforces from 
different cultures. Given that inter-firm communication is culture-specific[..], these 
interactions are likely to be problematic and to cause negative feelings and 
attitudes among employees, resulting in poor acquisition performance 

Drogendijk & 
Slangen, 
2006: p. 365 

it is much easier for MNCs to integrate greenfield investments made in culturally 
distant countries, as greenfields enable MNCs to introduce their organizational 
and managerial practices from the outset, without being faced with existing ones, 
and to carefully select and hire employees who fit their national culture 

Drogendijk & 
Slangen, 
2006: p. 365 

The greater the cultural distance between the parent’s home country and the target 
country of the investment, the greater the expected differences in corporate 
cultures and management practices. […] Thus, the expectation is that acquisition 
will be more difficult in the presence of greater cultural differences between the 
two countries. 

Larimo, 2003: 
p. 796 

 

The arguments for an effect of cultural distance on integration of foreign 
operation 

Quote from: 

[..]significant cultural differences are likely to be associated with social conflict, 
that is inter-group tensions ranging from different opinions to mistrust and open 
confrontation 

Vaara et al., 
2012: p. 5 

[..] a greater cultural distance makes it more likely that the target firm will have 
capabilities that are significantly different from the acquirer’s own set; thus, 
ceteris paribus complementarities are more likely to exist. 

Vaara et al., 
2012: p. 6 

The characteristics of the resource knowledge require a deep and common ground 
of understanding between the parties involved in order to extract knowledge that is 
useful for the recipient 

Ambos & 
Ambos, 
2009: p. 4 

With increasing cultural distance and national differences between a focal team 
and a target subsidiary, the level of comfort and trust is likely to decrease, making 
it more difficult to work together 

Hansen & 
Lovas, 2004: 
p. 803 

[..] as the cultural distance [..] increases, it would become more difficult and 
costlier to assess the abilities of foreign employees and monitor their performance 
in the recipient country due to higher information cost and [..] the transfer would 
encounter greater knowledge barriers regarding local political, cultural and 
societal norms in culturally distant countries 

Cho & Lee, 
2004: p. 439 
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The arguments for an effect of cultural distance on performance Quote from: 

Cultural distance increases both the difficulty of understanding and interpreting 
local requirements and the extent of the adjustments required in order to compete 
successfully in foreign environments 

Nachum, 
2003: p. 1193 

cultural alikeness facilitates better coordination and control between firms, since 
like mindsets induce similar expectations 

Merchant & 
Schendel, 
2000: p. 727-
728 

This [less cultural distance] helps to develop common values and norms and 
intensify much-needed socialization and trust building to better materialize the role 
of procedural justice in cooperation, especially to better streamline the cooperation 
process 

Luo, 2008: p. 
33 

Cultural distance adversely affects international joint ventures by eroding the 
applicability of the parent's competencies 

Barkema et 
al., 1997: p. 
428 

cultural […] conditions hinder the applicability and transfer of knowledge, 
because MNC managers may use knowledge gained from previous acquisitions 
[…] but this knowledge may be of lesser value in the culturally dissimilar 
environment 

Uhlenbruck, 
2004: p. 112-
113 

cultural distance between IJV partners can be a source of misunderstanding and 
miscommunication 

Makino et al., 
2007: p. 1120 
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APPENDIX B. LIST OF PRIMARY STUDIES INCLUDED IN THE META-ANALYSIS OF 
CHAPTER 2 
 
 Abdi, M. & Aulakh, P.S. 2012. Do country-level institutional frameworks and interfirm 
governance arrangements substitute or complement in international business relationships? Journal of 
International Business Studies, 43(5): 477-497. 
 Ahuja, G. & Katila, R. 2001. Technological acquisitions and the innovation performance of 
acquiring firms: A longitudinal study. Strategic Management Journal, 22(3): 197-220. 
 Ambos, T.C. & Ambos, B. 2009. The impact of distance on knowledge transfer effectiveness in 
multinational corporations. Journal of International Management, 15(1): 1-14. 
 Anand, J. & Delios, A. 1997. Location specificity and the transferability of downstream assets to 
foreign subsidiaries. Journal of International Business Studies, 28(3): 579-603. 
 Ando, N. & Paik, Y. 2013. Institutional distance, host country and international business 
experience, and the use of parent country nationals. Human Resource Management Journal, 23(1): 52-71. 
 Ando, N. 2011. Isomorphism and foreign subsidiary staffing policies. Cross Cultural 
Management: An International Journal, 18(2): 131-143. 
 Ando, N. 2012. The ownership structure of foreign subsidiaries and the effect of institutional 
distance: a case study of Japanese firms. Asia Pacific Business Review, 18(2): 259-274. 
 Aybar, B. & Ficici, A. 2009. Cross-border acquisitions and firm value: An analysis of emerging-
market multinationals. Journal of International Business Studies, 40(8): 1317-1338. 
 Barkema, H.G. & Vermeulen, F. 1997. What differences in the cultural backgrounds of partners 
are detrimental for international joint ventures? Journal of International Business Studies, 28(4): 845-864. 
 Barkema, H.G. & Vermeulen, F. 1998. International expansion through start-up or acquisition: A 
learning perspective. Academy of Management Journal, 41(1): 7-26. 
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APPENDIX D. RESULTS OF OLS REGRESSION (AND SCATTERPLOT) OF INDIVIDUALISM ON 
CEO PAY INDEX 
 

 Control only Individualism only Full 
Individualism  1.532*** (0.001) 1.119*** (0.019) 
GDP -5.62e-06** (0.037)  -3.45e-06 (0.170) 
GDP per capita 0.001** (0.017)  0.001 (0.724) 
Constant 40.649* (0.089)  -10.291 (0.724) 

Adjusted R2 26.00 34.72 45.53 
N 25 25 25 

***<0.01; **<0.05; *<0.10; p-value in brackets. 
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APPENDIX E. VARIABLES INCLUDED IN ANALYSES OF CHAPTER 5 
 

VARIABLE CREATION TRANSF DATASOURCE 
Tobin’s Q Total market value of the firm / total asset value Outlier detection 

rule (g = 2.2) & log 
Orbis 

Anglo-Saxon cluster Dummy indicating whether the firm is located 
in Australia, New Zealand, Ireland, Canada, 
USA, or in the UK 

N/A Ronen & Shenkar, 
2013; Hall & 
Soskice, 2001 

Managerial ownership Dummy indicating whether a current manager 
is listed as a shareholder 

N/A Orbis 

Manager is GUO Dummy indicating whether current managers 
control more than 20% of the shares 

N/A Orbis 

Firm age Age of the firm Log Orbis 
Firm size Total assets of the firm Log Orbis 
Sales growth Percentual difference in sales with previous 

year 
Outlier detection 
rule (g = 2.2) 

Orbis 

Current ratio Current assets / current liabilities Log Orbis 
Solvency ratio Net income + depreciation / short-term 

liabilities + long-term liabilities 
N/A Orbis 

GDP Gross domestic product /1,000,000,000 Worldbank 
GDP per capita Gross domestic product per capita /1,000 Worldbank 
ROBUSTNESS 
Price-to-Book ratio 
(PBR) 

Market price per share / book value per share Outlier detection 
rule (g = 2.2) 

Orbis 

Market capitalization  
Growth (MCGR) 

Percentual difference in (number of 
outstanding shares * market price) with 
previous year 

Outlier detection 
rule (g = 2.2) 

Orbis 

Managerial ownership  
01% (01%) 

Dummy indicating whether current managers 
are listed to have a sum total of more than 1% 
of shares 

N/A Orbis 

Managerial ownership  
05% (05%) 

Dummy indicating whether current managers 
are listed to have a sum total of more than 5% 
of shares 

N/A Orbis 

Managerial ownership  
Percentage (PERC) 

Percentage of shares current managers own, 
cut-off at 20% 

N/A Orbis 

Classical shareholder- 
oriented model (CSOM) 

Dummy indicating whether the firm is located 
in Australia, USA, or in the UK 

N/A Haxhi & Aguilera, 
2017 

Anglo-Saxon cultural 
cluster – old R&S1985) 

Dummy indicating whether the firm is located 
in Australia, New Zealand, Ireland, Canada, 
South Africa, USA, or in the UK 

N/A Ronen & Shenkar, 
1985 

Individualism (IDV) Individualism country scores N/A Hofstede, 1980 
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INTRODUCTIE 

Internationale bedrijfskunde (IB) wetenschappers bestuderen de inbedding van de multinationale 

onderneming (MNO) in de institutionele omgeving (Dau, 2012; 2013, 2018; Eden, 2010; Kostova, 1997; 

Kostova, Roth, & Dacin, 2008; Li, 2013; Li & Qian, 2013). Omdat een van de hoofdkarakteristieken van 

de MNO is dat deze tegelijkertijd actief is in meerdere institutionele omgevingen, worden instituties 

gezien als een cruciaal concept in IB onderzoek (Henisz & Swaminathan, 2008). Dit is gereflecteerd in 

het feit dat instituties gelinkt zijn aan een grote variatie aan fenomenen die bestudeerd worden in IB, 

zoals: buitenlandse locatie keuzes, toetredingsmode keuzes, dochteronderneming prestaties, MNO 

prestaties, exportkanaal keuzes, transfereren van bedrijfspraktijken, innovatie, autonomieniveau van de 

dochteronderneming, en het gebruik van expats. (Ando & Paik, 2013; Chan, Isobe, & Makino, 2008; 

Eden, 2010; Gaur, Delios, & Singh, 2007; He, Brouthers, & Filatotchev, 2013; Henisz & Swaminathan, 

2008; Jackson & Deeg, 2008; Makino, Isobe, & Chan, 2004; Xu, Pan, & Beamish, 2004). Daarnaast, met 

de trend van toenemende globalisatie, zijn MNOs steeds vaker actief in institutionele omgevingen die 

weinig overeenkomsten hebben met de omgeving waarvan het bedrijf origineel vandaan komt. Zo zijn er 

steeds meer MNOs van westerse landen actief in derde wereld landen en visa versa (Fortune, 2018). Zelfs 

als bedrijven niet internationaal actief zijn (i.e. via directe buitenlandse investeringen) kunnen ze nog 

steeds blootgesteld worden aan een grote diversiteit van institutionele omgevingen door bijvoorbeeld 

participatie in globale productie netwerken, internationale (of buitenlandse) consumenten, of een 

internationaliserende marktplaats. Als een gevolg is de hoofdtaak voor de internationale manager zowel 

begrijpen hoe institutionele omgevingen en de verschillen tussen deze omgevingen grensoverschrijdende 

bedrijfsactiviteiten beïnvloed, alsmede leren hoe je succesvol kan managen over een diverse groep van 

institutionele omgevingen (Eden & Miller, 2004).  

  Hoewel er een consensus bestaat als het gaat over het belang van instituties voor het gedrag en 

prestaties van MNOs die opereren in buitenlandse omgevingen (e.g., Chan et al., 2008; Eden, 2010; 

Henisz & Swaminathan, 2008; Jackson & Deeg, 2008; Makino et al., 2004), precies hoe de instituties er 

toe doen is een vraag die nog niet adequaat beantwoord is (Eden, 2010; Henisz & Swaminathan, 2008; 



NEDERLANDSE SAMENVATTING 

190 
 

Hotho & Pedersen, 2012). De belangrijkste kritieken op het gebruik van instituties (en institutionele 

theorieën) in het vakgebied IB, benadrukken dat de theoretische conceptualisatie van instituties te nauw 

zijn (Jackson & Deeg, 2008; Kostova et al., 2008) en methodologisch verwarrend (Bae & Solomon, 2010; 

Hutzschenreuter, Kleindienst, & Lange, 2016; Zaheer, Schomaker, & Nachum, 2012). Deze kritieken zijn 

terug te zien in de huidige bevindingen, die nog niet de beloftes van het concept hebben ingelost—het is 

bijvoorbeeld opvallend dat het institutionele afstand construct tot dusver nog geen consistente resultaten 

heeft laten zien (zie ook tabel 4.1).  

Om de rol van instituties in internationale bedrijfskunde te verklaren worden er drie verschillende 

institutionele theorieën gebruikt: Nieuwe Institutionele Economie (NIE) (North, 1990, 1991), Nieuw 

Organisatorisch Institutionalisme (NOI) (Scott, 1995, 2008), en Comparatieve Institutionalisme (CI) (Hall 

& Soskice, 2001; Jackson & Deeg, 2008; Whitney, 1992). Elk perspectief is uniek in de manier waarop 

instituties worden geconceptualiseerd en in de manier waarop ze het effect van instituties in IB 

beschouwen (Hotho & Pedersen, 2009). Ruim genomen, in IB wordt NIE gebruikt om de onzekerheid en 

de transactiekosten die voortkomen uit het gastland (het land waarin de operaties plaatsvinden) te 

bediscussiëren (Henisz & Williamson, 1999; Hotho & Pedersen, 2012; North, 1990). NOI daarentegen, 

focust op de sociale inbedding van de MNO in de institutionele omgeving van het gastland, en 

bediscussieerd de gedragingen die gezien worden als acceptabel, legitiem, en verwacht (Scott, 1995; 

Kostova, 1997; Kostova & Roth, 2002; Kostova & Zaheer, 1999). Tenslotte, CI legt de nadruk op de 

onderlinge afhankelijkheid en de wederzijdse bevestigende aard van verschillende instituties in een 

omgeving en bediscussieerd hoe specifieke institutionele configuraties MNO gedrag zowel in het 

thuisland als in het gastland beïnvloed (Hall & Soskice, 2001; Hotho & Pedersen, 2012; Jackson & Deeg, 

2008; Jackson & Witt, 2016).  

Hoewel de drie perspectieven een verschillende kijk hebben op de rol van instituties in IB, zijn 

alle drie perspectieven het er over eens dat instituties complex zijn. Daarnaast wijzen ze allemaal naar 

deze inherente complexiteit als een van de hoofdredenen waarom de impact van instituties nog niet 

volledig begrepen is (e.g., Jackson & Deeg, 2008; Kostova & Zaheer, 1999; Williamson, 2000). Echter, 
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instituties worden vaak bestudeerd vanuit een enkel institutioneel perspectief—hun eigen institutionele 

silo—en daarin wordt vaak de complexiteit theoretisch niet volledig gerepresenteerd. Dit is verrassend 

omdat de drie verschillende institutionele perspectieven verschillende aspecten benadrukken en vaak 

worden beschouwd als aanvullend in plaats van concurrerend (Peng, 2002; Hotho & Pedersen, 2012). In 

dit proefschrift beargumenteer ik dat de “siloisering” van institutionele theorieën problematisch is 

wanneer we de complexe aard van instituties in ogenschouw nemen. De isolatie van theorieën en hun 

effecten hinderen daarom ons begrip van de rol van instituties in IB fenomenen. Tevens beargumenteer ik 

dat een eclectische benadering—waarin de drie perspectieven in combinatie met elkaar gebruikt 

worden—beter in staat is om de complexe aard van instituties te vangen en beide kruisbestuivingen en 

interacties tussen de perspectieven toestaat.  

  

DOEL VAN HET PROEFSCHRIFT 

Het doel van dit proefschrift is om de rol van institutionele complexiteit in IB te onderzoeken. Om dit te 

doen heb ik het proefschrift onderverdeeld in drie hoofddoelen. Ten eerste, mijn doel is om de balans 

opmaken van de huidige literatuur over culturele en institutionele afstand. Aangezien deze twee 

concepten de meest prominente benaderingen om institutionele invloeden in IB te bestuderen 

representeren (e.g., Ghemawat, 2001; Kostova et al., 2008; Zaheer et al., 2012). Ten tweede, mijn doel is 

om de theoretische en methodologische uitdagingen te identificeren die geassocieerd zijn aan het gebruik 

van de verschillende institutionele theorieën in IB. Ten derde, mijn doel is om institutioneel onderzoek in 

IB vooruit te brengen. Figuur 1.1 in hoofdstuk 1 geeft een grafische weergave van hoe elk hoofdstuk 

bijdraagt aan deze drie doelen.  

  

CONTRIBUTIES EN THEORETISCHE IMPLICATIES 

Mijn bevindingen suggereren dat het contrast tussen de theoretische rijkheid die geassocieerd wordt met 

de verschillende institutionele perspectieven en de huidige, relatief “simpele” manier waarop instituties 

(empirisch) worden benaderd, zowel grotendeels de moeilijkheden in IB onderzoek om de invloed van 
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instituties op MNO gedrag alsmede op buitenlandse bedrijfsprestaties verklaard. De meta-analyses 

(hoofdstuk 2 en 3) benadrukken dat de verschillende institutionele perspectieven in IB voornamelijk in 

isolatie gebruikt zijn. Echter, de empirische resultaten van dit proefschrift tonen aan dat de meerdere 

institutionele perspectieven gezamenlijk bijdragen aan een dieper begrip van de rol van instituties in IB 

activiteiten—waarbij het uitsluiten van een perspectief gevolgen kan hebben voor de resultaten van het 

gebruikte perspectief. Ik voeg toe aan de ontwikkeling van beide de theorie en de methodologie van het 

huidige institutionele literatuur in het veld van IB op de volgende manieren:  

Ten eerste, dit proefschrift bied een uitgebreid overzicht van de huidige verschillende institutionele 

raamwerken, licht de verschillen en complementariteit tussen deze raamwerken uit en geeft aan waar 

mogelijkheden tot synergieën bestaan. Daarnaast, bespreek ik in dit proefschrift het belang van instituties 

als onderliggende aannames voor andere theorieën (specifiek: principaal-agenttheorie), door de 

centraliteit van het construct in IB te belichten en door te demonstreren dat verschillen in institutionele 

samenstellingen het potentieel hebben om de effectiviteit en keuzes van bedrijfsactiviteiten te 

beïnvloeden. Ook belicht ik hoe instituties uit meerdere facetten bestaat, en hoe deze facetten de potentie 

hebben om diverse en unieke effecten tot stand te brengen voor internationaal opererende bedrijven. Des 

te meer wanneer de verschillende institutionele perspectieven niet als concurrerend beschouwd worden, 

maar er gewerkt word vanuit de aanname dat de verschillende perspectieven elkaar kunnen aanvullen. De 

bevindingen van dit proefschrift bevestigen dat het bespreken van deze perspectieven buiten hun silo’s 

beter de complexe werkelijkheid beschrijven.  

Ten tweede, de twee meta-analyses laten zien dat de invloed van instituties op MNOs afhankelijk 

is van het bestudeerde fenomeen. Sommige aspecten van MNO gedrag zijn meer gevoelig voor 

instituties—zoals waargenomen bij het grote positieve effect van culturele afstand op de voordelen van 

het transfereren van bedrijfspraktijken—terwijl andere aspecten juist minder gevoelig zijn—zoals het 

gebrek aan effect van culturele afstand op de initiële toetredingsmodus voor een directe buitenlandse 

investering. Daarnaast heeft het soort institutie verschillende invloed op MNOs. Bijvoorbeeld, er is een 

groot verschil voor het effect van culturele afstand op de prestaties van de MNO als geheel en hun 
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buitenlandse dochterondernemingen. Echter, dit verschil verdwijnt wanneer er gekeken wordt naar 

(regulatieve) institutionele afstand. Ook kunnen de verschillende manieren waarop een MNO in aanraking 

komt met een institutie afwijkende effecten hebben. Bijvoorbeeld, de resultaten van dit proefschrift laten 

zien dat zowel de (regulatieve) institutionele afstand tussen het thuisland het gastland, en de kwaliteit van 

de (regulatieve) instituties van het gastland tegelijkertijd een effect hebben op de prestaties van de MNO.   

Ten derde, ik stel een nieuwe aanpak voor om institutionele afstand en institutionele complexiteit 

in IB te conceptualiseren. Ik beargumenteer dat meerdere institutionele perspectieven tegelijkertijd in acht 

zouden moeten genomen worden en verschillende typen van metingen tegelijkertijd relevant zijn. Echter, 

ik suggereer niet dat toekomstig onderzoek een eindeloze lijst aan institutionele variabelen toevoegen, 

juist het tegenovergestelde: in mijn mening, toekomstig onderzoek zou theoretisch de verschillende 

institutionele aspecten moeten identificeren die het bestudeerde fenomeen zouden kunnen beïnvloeden—

rekening houdend dat meerdere institutionele perspectieven tegelijkertijd relevant kunnen (maar niet 

hoeven te) zijn. Verschillende institutionele dimensies kunnen beide het gedrag en de prestaties van 

MNOs op unieke en potentieel tegenovergestelde manieren beïnvloeden. De nieuwe aanpak is daarom 

gewenst, omdat de huidige aanpak om verschillende institutionele indicatoren samen te voegen tot een 

enkele dimensie automatisch de potentie verliest om de complexiteit en rijkheid van de verschillende 

perspectieven en hun samenspel te vangen—en als gevolg de betrouwbaarheid van zulke metingen in 

twijfel getrokken kunnen worden.  

Ten vierde, een belangrijke methodologische conclusie van dit proefschrift is dat de metingen van 

de verschillende institutionele aspecten beter in lijn moeten gebracht worden met het onderliggende 

theoretische mechanisme. De huidige manieren om instituties te meten volgen niet altijd de logica van het 

institutionele perspectief waar vanuit getheoretiseerd wordt, met als resultaat dat er meetfouten en 

theoretische verwarring ontstaat (zie hoofdstuk 3 en 4). Ik stel twee alternatieve manieren voor om 

institutioneel onderzoek in IB vooruit te brengen. Ten eerste, ik stel voor dat we een meer fijnmazige 

manier om instituties te meten gaan gebruiken, en zo toestaan dat instituties op verschillende manieren 

MNO activiteiten en uitkomsten kunnen beïnvloeden. Hoofdstuk 4 presenteert een empirisch raamwerk 
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dat rekening houdt met het bestaan van meerdere institutionele dimensies. Daarnaast wordt er hier 

besproken hoe een eendimensionale benadering (Jackson & Deeg, 2008) ten aanzien van instituties 

minder goed in staat is om de ingewikkeldheden van het institutionele concept te vangen. Ten tweede, een 

alternatieve aanpak zou zijn om over te stappen op een meta-landen benadering van het institutionele 

concept (ook wel bekend als ‘institutionele blokken’ of ‘culturele clusters’) (Ronen & Shenkar, 2013). 

Deze benadering heeft de potentie om ons begrip over hoe het effect van institutionele configuraties (als 

geheel) bedrijfsgedrag beïnvloed te bevorderen. Deze benadering vind zijn wortels in het CI perspectief. 

Hoofdstuk 5 past deze aanpak toe op principaal-agenttheory door theoretische inzichten op de invloed van 

supranationale culturele verschillen te ontwikkelen.    

Instituties en hun invloeden op MNOs is heeft de IB gemeenschap al lang geïntrigeerd, en zoals 

dit proefschrift laat zien, meerdere mogelijkheden om vooruitgang te boeken op dit gebied blijven 

bestaan. Williamson (2000) claimt dat we onwetend zijn over de effecten van instituties op economische 

actors en economieën in zijn geheel, en dat de hoofdreden hiervoor is dat instituties simpelweg erg 

complex zijn. Complexiteit, echter, is nooit een reden om een onderwerp te vermijden, des te meer 

wanneer dit onderwerp centraal is in het veld. De centrale leerstelling van dit proefschrift is dat instituties 

meerdere facetten hebben die ieder de potentie hebben om tegelijkertijd en onafhankelijk IB keuzes en 

uitkomsten te beïnvloeden. De IB literatuur heeft het belang van instituties herkent en een sterke 

fundering ontwikkeld om te begrijpen hoe instituties in verschillende omgevingen effectief bedrijfsgedrag 

bepaald. Echter, de uitdaging die blijft ligt in het beter begrijpen precies welke instituties er toe doen voor 

bedrijven, wanneer ze er toe doen, en hoe ze er toe doen. Dit proefschrift draagt bij aan deze discussie.  

 

 

 

 


