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ABSTRACT

The Dynamics of Multinational Corporations’ Locational Decisions: Extensions and
Contingencies
Róisín Donnelly
Chair of the Supervisory Committee:
Professor Tatiana S. Manolova, DBA
Department of Management

Locational decisions are at the heart of international business strategy and this
dissertation advances a dynamic view of the multinational corporation (MNC)-environment
interaction by exploring the strategic, institutional and operational aspects of firm location
decisions. In my first paper, I synthesize the literature on how institutions affect locational
advantages and provide an organizing framework for the many levels and contexts in which
these advantages can arise. This holistic framework helps identify inconsistencies between
conceptual thinking and empirical verification and offers research avenues which are addressed
in subsequent papers in this dissertation. In my second paper, I explore how learning and
experiences within foreign countries can change the institutional distance a firm faces in a new
country location. I embrace a “portfolio of locations” approach to institutional distance (which I
decompose into cultural, economic and knowledge distance) to analyze and explore the construct
of “added distance” - defined as the minimum distance between all current MNC locations and a
potential new host country location. Results from a panel of US MNCs shows added economic
and added knowledge distance deter MNCs from entering a new country, with this result being
driven by the developing country investment choices by US firms (and not the developed country
investments of these firms). In this way, I re-conceptualize the investment decision as being
viii

learning-driven within certain institutional experiences of the firm in clusters of countries.

In

my third paper, I explore how interrelationships across firm operations at home and abroad
create value for the firm. The focus on distinctive activities extends the literature on the
multinationality-performance link by identifying the drivers of value creation across markets and
incorporates the dynamics and interplay within and between activities in both the home and
foreign country environment. Empirical results from two-stage and dynamic panel models
confirm that shareholder valuation of foreign value chain activities is influenced by how MNCs
are changing their operations in their domestic market. The connection across these papers is
important, as collectively, the dynamic interaction of experiences, value chain activities and
institutional environments more fully explain the locational decisions of multinational
corporations.
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EXTENDED ABSTRACT
Locational decisions are at the heart of international business strategy and this
dissertation advances a dynamic view of the interaction between the multinational corporation
(MNC) and its environment by exploring the strategic, institutional and operational aspects of
firm location decisions. Through three papers, I explore three related research questions: 1) How
do institutions impact the locational decisions of MNCs? 2) How does firm-specific institutional
distance affect locational decisions? 3) How do the benefits from multinationality vary
depending on which value chain activity a firm is expanding abroad and how that activity either
complements or substitutes for a firm’s home country operations?
Notwithstanding the broad consensus on the importance of institutions in international
business strategy and the challenges of value creation for the MNC, there is limited
understanding of some of the drivers behind these. Extant literature has identified a need for
research that better captures the circumstances, extent and ways in which institutions affect
locational decisions (Peng, 2002; Powell, 1996). Empirical evidence shows that sometimes
MNCs value unique institutional contexts, and sometimes institutional distance deters MNCs
(Asmussen, Pedersen, Devinney, & Tihanyi, 2011). The variability in the ways that firms
configure their portfolio of locations suggests that institutional distance may be firm-specific
(Zaheer, Schomaker, & Nachum, 2012). Thus, there is a need to better capture ‘the number and
variety” in a MNC’s portfolio of locations in understanding strategic decisions (Kostova &
Zaheer, 1999). Many studies only examine the distance between the home and the host country,
which overlooks the experience and learning in the portfolio of firm locations, and their
influence on subsequent locational decisions (Dunning, 1998; Nachum & Song, 2011).
Globalization has spurred the slicing of value chain activities into different locations (Contractor,
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Kumar, Kundu, & Pedersen, 2010), and there is a need to disaggregate multinationality into these
different activities to truly understand how value is created in the MNC (Wiersema & Bowen,
2011). To address these theoretical tensions and gaps, my dissertation comprises of three papers,
each of which is outlined below:
Paper 1:
In my first paper, I synthesize the literature (including 108 articles published from 1998
to 2017) on how institutions affect locational advantages and provide an organizing framework
for the many levels and contexts in which these advantages can arise. Based on the organizing
framework that emerges from the literature, I identify key research avenues that can help
overcome these tensions and unify future research. These avenues provide insights not only into
locational decisions, but further enlighten aspects of institutional theory such as institutional
change, institutional work and the relationships between strategic decisions and institutions. This
holistic framework helps identify inconsistencies between conceptual thinking and empirical
verification and offers research avenues which are addressed in subsequent papers in this
dissertation.
Paper 2:
In my second paper, I explore how learning and experiences within foreign countries can
change the institutional distance a firm faces in a new country location. Previous research has
tended to examine the institutional distance between the MNC home country and a potential new
country location without disaggregating the institutionally similar and institutionally different
experiences of firms (Zaheer et al., 2012). I advance a “portfolio of locations” approach to
institutional distance (which I decompose into cultural, economic and knowledge distance) to
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analyze and explore the construct of “added distance” - defined as the minimum distance
between all current MNC locations and a potential new host country location (Hutzschenreuter &
Voll, 2008; Hutzschenreuter, Voll, & Verbeke, 2011). Results from a panel of US MNCs show
that added economic and added knowledge distance deter MNCs from entering a new country,
with this result being driven by the developing country investment choices by US firms (and not
the developed country investments of these firms). Although it is common to think of aggregate
or specific country distances, this paper suggests that countries can be grouped into
institutionally similar or distinct categories, with prior learning and firm experiences being more
or less relevant depending on the experiences within those groups of countries. In this way, I reconceptualize the investment decision as being learning-driven within certain institutional
experiences of the firm in clusters of countries.
Paper 3:
In my third paper, I explore how interrelationships across firm operations at home and
abroad create value for a firm. Building on arguments from the strategy, international business
and international trade literatures, my premise is that shareholder valuation of different foreign
investment activities will depend on how an MNC is changing its value chain activities in its
home country, because home country operation changes suggest different growth opportunities,
different needs for foreign markets and inputs, and different demands for foreign knowledge
(Berry, 2010). The focus on distinctive activities extends the literature on the multinationalityperformance link by identifying the drivers of value creation across markets and incorporates the
dynamics and interplay within and between activities in both the home and foreign country
environment. Empirical results from two-stage and dynamic panel models confirm that
shareholder valuation of foreign value chain activities is influenced by how MNCs are changing
3

their operations in their domestic market. This paper argues and shows that expansion and
contraction across distribution, manufacturing and R&D activities reflect very different strategic
actions by MNCs. I argue that, by incorporating this complexity, we can better understand how
relationships across home and foreign operations drive performance differences for MNCs.
Taken together, these three papers explore the nuances and contingencies of MNC
location choice and advance a dynamic view of locational decisions. Notwithstanding the
limitation of the lack of generalizability to emerging market MNCs, given the prominence of US
MNCs, which hold about 25% of the global outward stock of foreign direct investment (Jackson,
2017), and their impact on the global economy, my work offers important insights to researchers,
managers and policymakers.
Although this dissertation follows a three-paper format, the insights and connections
across the papers are equally important, as collectively, the dynamic interaction of experiences,
value chain activities and institutional environments more fully explain the locational decisions
of multinational corporations. While all three papers examine the nuances of locational
decisions, they consider different levels of disaggregation in examining firm location decisions.
Through these multiple levels of analysis, this dissertation offers broader insights than would be
possible within each individual chapter. In my first paper, to provide an overarching framework,
I decompose how institutions affect locational decisions at multiple levels of analysis and
highlight the importance of understanding the interdependencies between these levels. In my
second paper, my disaggregation is at the “portfolio of locations” level to better understand how
learning across locations helps reduce the liability of foreignness associated with locational
decisions. In my third paper, I focused on firm value chain activities, disaggregated into
manufacturing, distribution and R&D activities across home and foreign locations.
4

With these multiple levels of analysis, this dissertation offers a deeper understanding
about the multi-dimensional nature of locational decisions. Through disaggregating locational
decisions based on portfolios of locations, this dissertation shows that the liability of foreignness
is not the same for all firms building on work by Perkins (2014) and Zhou and Guillén (2015),
but specifically focusing on the meaningful experiences of the firm in institutionally similar
locations. Furthermore, instead of just focusing on whether multinationality impacts
performance, the disaggregation of multinationality into the foreign value chain activities shows
the specific ways in which locational decisions for these activities create value for firms. This
provides evidence to support the dangers of collapsing very different activities into aggregate
multinationality measures (Berry & Kaul, 2016; Wiersema & Bowen, 2011).

5

OVERVIEW OF DISSERTATION
It has been twenty years since John Dunning argued that globalization warranted a re-focus
of research on how location affects the competitiveness of multinational corporations (MNCs)
(Dunning, 1998). Significant global changes occurred over these twenty years, most notably the
transition of Central and Eastern European countries to market-based economies, the liberalization
of cross-border markets, technological breakthroughs and the rise of emerging market MNCs.
These world developments necessitate further research on the interaction between locational
choices and MNC competitive advantages (Dunning, 2009).

A significant corpus of conceptual and empirical work has sought to better understand
MNC locational decisions (Kostova, 1999; Kostova & Zaheer, 1999; Peng, 2002). We know that
MNCs expand abroad to increase value for the firm, such as to seek markets, efficiencies, natural
resources or strategic assets (Dunning, 2000). We also know that the way in which a MNC
organizes its portfolio of locations can create value for the firm (Cantwell, Dunning, & Lundan,
2010; Dunning, 1988; Dunning, 1998; Dunning, 2009; Porter, 1994). Despite these benefits from
international activity, there are also costs associated with operating abroad that can destroy value
for the firm, such as costs of coordination, overcoming the liability of foreignness and the need to
protect firm proprietary knowledge (Bartlett & Ghoshal, 1999; Berry, 2017; Zaheer, 1995). Home
and host country institutions affect both the benefits and the costs from international activity, thus
impacting the process and outcomes of MNCs’ international strategies.

Notwithstanding the broad consensus on the importance of institutions in international
business strategy and the challenges of value creation for the MNC, there is limited understanding
6

of some of the drivers behind these. Firstly, (1) given the rise of emerging economies, and, as a
consequence, the increased prominence of diverse institutional environments, there is a need to
better capture the circumstances, extent and ways in which institutions affect locational decisions
(Peng, 2002; Powell, 1996). Empirical evidence is mixed, showing that sometimes MNCs value
unique institutional contexts, and sometimes institutional distance deters MNCs (Asmussen et al.,
2011). Secondly, (2), the variability in the ways firms configure their portfolio of locations
suggests that institutional distance may be subjective and firm-specific (Zaheer et al., 2012). Thus,
there is a need to better capture ‘the number and variety” in a MNC’s portfolio of locations in
understanding strategic decisions (Kostova & Zaheer, 1999). Many studies only examine the
distance between the home and the host country, which overlooks the experience and learning in
the portfolio of firm locations, and their influence on subsequent locational decisions (Dunning,
1998; Nachum & Song, 2011). Thirdly, (3), globalization has spurred the slicing of value chain
activities into different locations (Contractor et al., 2010; Timmer, Erumban, Los, Stehrer, & de
Vries, 2014), we need to disaggregate multinationality into these different activities to truly
understand how value is created in the MNC (Wiersema & Bowen, 2011). To address these
theoretical tensions and gaps, I answer three main research questions: 1) How do institutions
impact the locational decisions of MNCs? 2) How does firm-specific institutional distance affect
locational decisions 3) How do the benefits from multinationality vary depending on which value
chain activity a firm is expanding abroad and how that activity either complements or substitutes
for a firm’s home country operations?

As indicated in Figure 1-1 below, this dissertation examines the dynamics of locational
decisions through three lenses: strategic, institutional, and operational. With respect to institutions,
I examine the difference in the informal and formal “rules of the game” in foreign locations and
7

how these can create liability of foreignness for the MNC. In examining MNC value chain
activities, I am interested in the distinctive roles for production, sales and R&D in the
internalization of firm boundaries across borders (Buckley & Casson, 1985; Casson, 2016).
Regarding MNC location strategies, I investigate both the decisions to locate based on the portfolio
of locations of the firm, and the performance effects of locational decisions.

Figure 1-1: Overarching Framework

Strategic
MNC location
strategies

Locational
Decisions
Institutional
Institutions and
Institutional
Distance

Operational
Value Chain
Activities

Why are these questions important? Firstly, it is true that there has been a sizeable body of
work on institutions, location choice, and multinationality-performance relationships. However,
there have also been divergent findings, with some key dynamics of these relationships overlooked.
The questions I address are at the frontier of these research streams, building upon recent work on
institutional similarity (Perkins, 2014), multi-dimensional institutional distance (Berry, Guillén, &
Zhou, 2010), firm-specific distance (Zaheer et al., 2012; Zhou & Guillén, 2015) and the dynamics
of international value chain organization (Alcacer & Delgado, 2016; Castellani, Jimenez, &
8

Zanfei, 2013). Building upon these recent advancements, I aim to unify understanding, and provide
a much richer and nuanced development of these key research streams. I examine the implications
of international operations and how they create value for the MNC. This focus on MNCs is
important, because, the more we know about multinational corporations’ locational decisions in a
globalized world, the greater is our understanding of some of the largest forces behind the global
economy (Green, 2016). There is a deepening interconnection between MNCs and institutional
environments, because MNCs are increasingly important institutional actors (Cantwell et al., 2010).
Given the global importance of MNCs, understanding the dynamics of their locational decisions
helps shed light on some of the global “grand challenges”, such as sustainable economic growth
(Colquitt & George, 2011). Thus, my work not only offers theoretical insights and empirical
evidence based on rigorous modeling and statistical analysis, but also has important practitioner
and public policy implications.

THEORETICAL DEFINITIONS AND CONCEPTS
This dissertation builds upon a number of different theoretical perspectives and concepts,
which I now outline and define. Firstly, I define multinational corporations (MNCs) as enterprises
that engage in foreign direct investment (FDI) and own or in some way control value-added
activities in more than one country (Dunning & Lundan, 2008b). Institutions are the formal rules
and informal constraints that set “the rules of the game” (North, 1990) for locational decisions. A
country institutional profile is “the institutional environment in (a) country determined as the set
of all relevant institutions that have been established over time, operate in that country, and get
transmitted into organizations through individuals” (Kostova, 1997: 180). Kostova (1999) defines
institutional distance as the “difference between the institutional profiles of the two countries”,
which is based on the three-dimensional constructs of country institutional profiles, the regulative,
9

cognitive, and normative institutional environments of both countries. Liability of foreignness is
defined as “all additional costs a firm operating in a market overseas incurs that a local firm would
not incur” (Zaheer, 1995: 342–343). The multinationality-performance relationship examines the
relationship between multinationality, e.g. the characteristics of a firm’s overseas operations, such
as foreign market penetration, foreign production presence or country scope (Thomas & Eden,
2004), and firm performance, e.g. shareholder return or an accounting measure of profit. The
dissertation follows a three-paper model. A brief outline of each paper is presented below.

OVERVIEW OF PAPERS
Paper 1

My first paper, co-authored with the chair of my dissertation committee, Dr. Tatiana
Manolova, systematically reviews and organizes the literature on the institutional aspects of
MNCs’ foreign locational decisions. The past twenty years have seen a renaissance of studies on
location choice (Dunning, 1998) alongside an interest in the institutions that set the rules of the
game in international business. Indeed, institutional theory is now the dominant theory in
international business (Kim & Aguilera, 2015a). While it is accepted that institutions matter, less
clear is how they matter, under what circumstances, to what extent and in what ways (Peng &
Khoury, 2008). This is the research gap the systematic literature review addresses. More
specifically, the paper explores the following research question, “How do institutions impact the
locational decisions of multinational corporations?” This paper reviews 108 articles published
from 1998 to 2017. Key results from descriptive and thematic analyses reveal major theoretical,
methodological and empirical inconsistencies and tensions. Based on the organizing framework
that emerges from the literature, I identify key research avenues that can help overcome these
tensions and unify future research. These avenues provide insights not only into locational
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decisions, but further enlighten aspects of institutional theory such as institutional change,
institutional work and the relationships between strategic decisions and institutions. Thus, the
systematic literature review informs general management and international business theory and
practice.
Paper 2

Building on this literature review, my second paper explores some under-researched
phenomena in locational decisions related to institutions. Expanding work by Zhou and Guillén
(2015) on the importance of prior firm locations in locational decisions and by Perkins (2014) who
examines how experience in institutionally similar locations impacts the survival of MNC
operations, this paper addresses the “number and variety” in a MNC’s portfolio of locations in
relation to locational decisions (Kostova & Zaheer, 1999). The concept of liability of foreignness
has long been considered as being driven by the institutional distance a firm must face between its
home country and a host country. Recently, however, there has been a rise in the portfolio approach
to understanding distance, acknowledging that the learning a firm may undergo in similar
environments can reduce the liability of foreignness in new environments. This means that distance
is firm-specific, an aspect that has been overlooked in the IB field. Building on this, I theorize and
test the concept of added institutional distance, as the distance added in a locational decision, based
on the smallest distance between all locations of the firm and a potential host location. In a random
sample of US publicly traded firms (manufacturing and service firms) active between 1995 and
2010, I find that added knowledge distance and added economic distance deter locational
decisions, particularly when the MNC considers locational moves to developing countries. In other
words, when firms have experiences of learning in similar knowledge and economic environments
and, therefore, a smaller distance to a potential location, they are more likely to locate there.
Conversely, lack of experience and learning deters locational moves, and the deterring effect is
11

exacerbated when the MNC considers a move to a developing market. These results embrace the
concept of the dynamic nature of liability of foreignness and firmly establish a link between firmspecific distance and locational decisions. The nuanced understanding of the role of institutional
distance is valuable both to companies seeking to invest abroad, and to policymakers seeking to
attract foreign investment.
Paper 3

My third paper, co-authored with Dr. Heather Berry, explores how the benefits from
multinationality vary depending on which value chain activity a firm is expanding abroad
(including distribution, manufacturing and R&D activities), and how that activity either
complements or substitutes for a firm’s home country operations. Theoretically, I argue for a value
chain-specific approach to understanding how multinationality affects performance. I use both
two-stage and dynamic panel model estimation approaches to analyze a representative sample of
US MNCs from 1993-2015. The results show that shareholders value (i) investments in foreign
distribution when MNCs are growing their domestic manufacturing activities and (ii) investments
in foreign manufacturing when MNCs are not growing their domestic manufacturing activities.
Overall, this paper explores how an MNC’s value chain activities work together across country
markets to drive performance improvements for firms. The focus on distinctive activities extends
the literature on the multinationality-performance link by identifying the drivers of value creation
across markets.

CONTRIBUTIONS
This dissertation makes a number of contributions to both theory and practice, which are
summarized here, and expanded upon in each chapter. Theoretically, I synthesize the literature on
how institutions affect locational advantages by providing an organizing framework for the many
12

levels and contexts in which these advantages can arise. This holistic framework helps identify
inconsistencies between conceptual thinking and empirical verification, and a number of future
research avenues are proposed to advance knowledge in this area. For example, conceptual and
qualitative papers discuss firm-specific responses to institutional opportunities and challenges and
strategic agency in response to institutions in locational decisions (McGaughey, Kumaraswamy,
& Liesch, 2016; Monaghan, Gunnigle, & Lavelle, 2014), but the majority of country-level studies
see institutions as constraining. I advance theorizing going forward by suggesting actionable future
research that, within the holistic framework, can resolve the tensions, and advance theory,
empirical analysis and methodological approaches.

I add to the conversation on institutional distance and liability of foreignness in a number
of ways. Firstly, by conceptualizing added institutional distance as a driver of locational decisions,
I contribute to the idea of firm-specific distance in locational decisions, building upon work by
Zhou and Guillén (2015) and responding to calls from Zaheer et al. (2012). While this previous
work has taken firm-specific portfolios of locations into account, firms’ experiences in both similar
and dissimilar environments underspecify the more meaningful experience of the firm in relation
to specific locations (Perkins, 2014). Therefore, to the best of my knowledge, my study is the first
to theorize and test the role of added institutional distance in locational decisions. Secondly, in
showing that added distance deters, I contribute to the literature on learning in an MNC’s portfolio
of locations, by showing that there are certain aspects of institutional environments whereby
learning aids future internationalization, i.e. the economic and knowledge environments. This
dissertation documents that firm-specific experiences and learning in institutionally similar
locations reduces the liability of foreignness driven by economic and knowledge distance.

13

In examining specific value chain activities between home and foreign countries, I move
beyond the standard attempt to understand shareholder valuation of multinationality to incorporate
the dynamics and interplay within and between activities both at home and abroad. We now know
that all foreign operations should not be treated as the same in theorizing and understanding how
multinationality affects performance and that distinctive activities can complement and substitute
for changes in domestic operations in value creation e.g. when firms are increasing domestic
manufacturing, value is created when they also increase foreign distribution. This provides a richer
analysis than is possible from studies that use aggregate measures for understanding the value
created by foreign investment. The theoretical development builds upon internalization theory,
spurring from the fact that the foundation of the theory of the multinational corporation assumes
distinctive roles for production, sales and R&D in the internalization of firm boundaries across
borders (Buckley & Casson, 1976, 1985; Casson, 2016). The focus on distinctive activities extends
the literature on the multinationality-performance link by identifying the drivers of value creation
across markets.

In addition to the theoretical contributions, this dissertation offers a number of empirical
advancements. Both empirical papers utilize sophisticated and robust techniques to deal with
endogeneity, using methods such as dynamic panel estimators, Heckman selection models and
fixed effects (Semadeni, Withers, & Certo, 2014).

Revisiting Figure 1-1, the theoretical contributions I make to the strategic, institutional and
operational aspects of locational decisions advance a dynamic view of the MNC-environment
interactions. In the first paper, my organizing framework explores and synthesizes the dynamics
of both firms and institutions and how they interact in locational decisions incorporating strategic,
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institutional and operational perspectives. In the second paper, I demonstrate the dynamics of
liability of foreignness, and how learning can change the institutional distance a firm faces in a
new location. In the third paper, I explore the dynamics of operations along the value chain
activities and how their interrelation in locational decisions between home and abroad creates
value for the firm. The connection between these results is important, as collectively, the dynamic
interaction of experiences, value chain activities and institutional environments more fully
elucidate locational decisions.

For practitioners, this dissertation makes a number of important contributions to both
established MNCs and firms looking to internationalize. Firstly, the framework I identify in the
literature review can assist businesses that are considering investing abroad by disaggregating the
decision into different levels and by ensuring key levels of analysis are not overlooked. For MNCs,
my study on firm-specific distance presents the dynamic opportunities available to the firm, given
their current locations, and helps better understand how “new” locations may not be so “new”, and
the “unfamiliar” may be more “familiar”, if experience and learning is taken into account. The
study on the configuration of different value-chain activities provides valuable insights to
practitioners in that firm activities in one country (e.g. domestic manufacturing) impact firm
activities in other countries (e.g. foreign distribution), and the combination of activities across
countries impacts the performance of MNCs. These are important lessons for managers on how
firms create value.
The focus on added institutional distance has considerable public policy implications.
Investment promotion agencies can tailor their strategies to the portfolio of locations of the firm,
in order to leverage firm experiences in future decisions. These agencies can market and focus on,
not just bridging the distance between the host location and home country of the MNC but highlight
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places of institutional similarity that the MNC is located in that can reduce the costs of liability of
foreignness. Policymakers in developing countries have larger distance hurdles to overcome,
which suggests that instigating changes to reduce uncertainty in these environments may be
helpful. My third paper demonstrates that the combination of value chain activities across countries
impacts the performance of MNCs, which suggest that global conversations on protectionism and
anti-globalization need to consider more than just the home market of firms.
The rest of this dissertation is organized as follows. The next chapter is a review article, in
which I review the literature on the institutional aspects of locational decisions. In Chapter 3, I
develop and test a theoretical argument for understanding the firm-specific added institutional
distance of a particular location, given the learning associated with the portfolio of locations of the
firm. In Chapter 4, I explore how the benefits from multinationality vary depending on which value
chain activity a firm is expanding abroad (including distribution, manufacturing and R&D
activities), and how that activity either complements or substitutes for a firm’s home country
operations. In Chapter 5, I conclude with an analysis of the findings, a discussion of the
contributions, and implications, and future research directions.
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FOREIGN LOCATIONAL DECISIONS THROUGH AN INSTITUTIONAL LENS: A
SYSTEMATIC REVIEW AND FUTURE RESEARCH AGENDA1

ABSTRACT:
A key strategic decision is where to locate. The past twenty years have seen a renaissance of studies
on location choice (Dunning, 1998), alongside an interest in the institutions that set the rules of the
game in international business (Kostova & Zaheer, 1999; Peng, 2002). Indeed, institutional theory
is now the dominant theory in international business (Kim & Aguilera, 2015a). While it is accepted
that institutions matter, less clear is how they matter, under what circumstances, to what extent
and in what ways (Peng & Khoury, 2008). This paper reviews 108 articles published in 15 general
management and international business journals from 1998 to 2017. Key results from descriptive
and thematic analyses reveal major theoretical, methodological and empirical inconsistencies and
tensions. From the organizing framework that emerges from the literature, we identify key research
avenues that can help overcome these tensions and unify future research. These avenues will
provide insights not only into locational decisions, but further enlighten aspects of institutional
theory such as institutional change, institutional work and the relationships between strategic
decisions and institutions. Thus, our systematic literature review informs both general management
and international business theory and practice.

1

This paper is co-authored with my dissertation chair, Dr. Tatiana Manolova
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1. INTRODUCTION
A key strategic decision is where to locate. A solid body of international business research
has explored the locational decisions of multinational corporations (MNCs), with many studies
focusing on the impact of institutions, or country institutional profiles (Kostova, 1997), on these
strategic decisions. This paper reviews the empirical research on foreign locational decisions (108
articles from 1998 to 2017) to better understand how institutional theory, a major organization
theory, has shaped the conceptual and empirical understanding of locational decisions. Dunning
and Lundan (2008b), identified the relevance of institutions, or the formal rules and informal
constraints that set “the rules of the game” (North, 1990) for locational decisions. The relevance
of institutions has been perpetuated by the rise of emerging and developing economies, resulting
in a more diverse international arena (Peng, 2002). While it is widely accepted that institutions
matter, less clear is how they matter, under what circumstances, to what extent and in what ways
(Peng & Khoury, 2008). In other words, we need to better understand the motivation, firm-specific
distance, and different types and levels of institutions. The specific research question we answer
is “how do institutions impact the locational decisions of multinational corporations (MNCs)?”.
To answer the question, we conduct a systematic literature review (Tranfield, Denyer, & Smart,
2003). Our systematic literature review documents how institutions impact locational decisions in
different contexts and at multiple levels, with the scope ranging from broad regional influences to
managerial-specific interpretations of institutions. Further, it provides an overview of the common
methods and variables that represent institutions and some of the main findings and contributions
to the literature. We synthesize the conceptual and empirical literature in an organizing framework
which highlights the key mechanisms through which institutions affect locational decisions and
identifies the major theoretical and empirical tensions. Key results from descriptive and thematic
analyses reveal major theoretical, methodological and empirical inconsistencies and tensions. We
18

explore the gaps and tensions in the literature and identify potential and actionable future research
directions to resolve the conceptual and empirical inconsistencies. We suggest avenues for future
research to not only provide deeper insights for IB scholars, but also to reinvigorate important
aspects of institutional theory, such as institutional change, institutional work and institutional
impact at different levels. In particular, the dynamism of the institutional impact on locational
decisions poses serious methodological concerns. In the final section of the paper, we propose a
list of standard control variables to isolate hypotheses and to overcome omitted variable bias,
which should be of interest to general organization theorists interested in exploring the impact of
institutions on strategic decisions.
Our literature review makes three contributions. First, with over 100 studies examining the
topic, this is clearly a well-researched area. Given the dispersion of studies across multiple
platforms and empirical strategies, our review provides a much-needed synthesis of the empirical
evidence to allow academics and practitioners to take stock of what has been explored, unexplored
and where inconsistencies lie. Second, while recent literature reviews (Jain, Kothari, & Kumar,
2016; Kim & Aguilera, 2015a; Nielsen, Asmussen, & Weatherall, 2017) have examined the
general theme of location, their broad scope has limited the depth of understanding of how
particular theories are conceptualized and empirically tested. In contrast, this paper specifically
focuses on the role of institutions, and the institutional theory explanations. Institutional theory is
the prevalent theoretical lens on locational decisions. Indeed, in a tabulated count of theories used
to discuss location, emerging markets, and other tangential topics, the most commonly used theory
is institutional theory (Jain et al., 2016; Jormanainen & Koveshnikov, 2012; Nielsen et al., 2017).
While broader literature reviews give a comprehensive overview of all the different themes
surrounding locational decisions, they cannot delve deeper into any one theme. In a departure from
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this broad scope approach, we focus our literature review on the institutional perspective in order
to unpack how the theory has been used and where we need theoretical and empirical re-focus.
While a recent meta-analysis examined location choice and country-level institutional factors
(Bailey, 2018), we specifically focus on broader conceptualizations and tests of institutions, such
as the different levels at which “the rules of the game” emerge. We also focus more on some of
the theoretical and empirical inconsistencies in order to overcome the discrepancies and progress
research anchored in institutional theory.

In doing so, we analyze the application and

understanding of a general organization theory, with a cross-disciplinary focus on strategic
decisions and IB. Third, within this particular theoretical lens, we seek to provide theoretical and
empirical advancement for both institutional theorists and IB researchers. Therefore, by using the
finer lens of institutional theory in locational decisions, we reach much broader conclusions about
advancement and insights in the application of a general theory to a well-studied phenomenon e.g.
the understanding of how motivation or firm agency changes the way institutions affect decisions.
2. BACKGROUND AND THEORETICAL OVERVIEW
2.1: Locational Decisions

The importance of location in strategic decisions has been well documented (Dunning,
1973, 1980). Early research, however, primarily focused on the entity making the investment, i.e.
the multinational corporation (MNC) (Buckley & Casson, 1976). This narrow focus ignored the
changing dynamics of global competition, such as the transition of former centrally-planned
economies to market-based economies, the liberalization of cross-border markets, technological
breakthroughs and the emergence of developing world MNCs. These changes implied that
locational characteristics significantly affected advantages in global competition. Furthermore,
there was also a trend for firms investing in locations not to exploit current capabilities, but to
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acquire new ones. Emerging market firms, in particular, have been argued to expand abroad to
seek/augment, rather than to exploit their strategic assets (Luo & Tung, 2007; Mathews, 2006). In
a landmark article, Dunning (1998) convincingly argued that the changes in the dynamics of global
competition warranted a re-focus on the “the importance of location per se as a variable affecting
the global competitiveness of firms” (1998: 16).
2.2: The Institution-based View of International Strategy

Around the time of Dunning’s 1998 article, there was a push for the inclusion of a new
institutional perspective in international strategy research (Kostova, 1997; Peng & Heath, 1996).
This brought about the institution-based view of IB strategy, to complement the resource-based
and industry-based views and to complete the strategy “tripod” (Peng, 2002; Peng & Heath, 1996).
Institutional theory has roots from both economics and sociology. North (1990: 36), an economist,
defined institutions as “the humanly devised constraints that structure human interaction”. Scott
(1994), a sociologist, stated that institutions are supported by three “pillars”. Formal institutions,
such as laws, regulations and rules are supported by a regulative pillar. This pillar is the coercive
power of governments, e.g. companies pay taxes out of a fear of government disciplinary action.
Informal institutions include norms, ethics and culture. These are supported by a normative pillar,
or how the values, beliefs and actions of other relevant players influence the behavior of
individuals and firms; and a cognitive pillar, which is the internalized, taken-for-granted values
and beliefs that guide individual and firm behavior. Institutions exert a constraining influence on
a unit in an organizational field, defined as a distinct area of institutional life, that forces the unit
to resemble other units that face the same set of environmental conditions (Powell & DiMaggio,
1983). While environments were always seen to affect locational decisions, this was usually
limited to the “task environment”, such as economic conditions or technological change (Peng,
Sun, Pinkham, & Chen, 2009). The presence of institutional constraints (particularly since the rise
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of important MNC locations outside of the Western world) gives rise to dynamic interaction
between institutions and organizations resulting in a variety of strategic choices to manage this
interaction (Peng, 2002). Dunning stresses the importance of institutions by stating that the quality,
adequacy, and ways in which formal and informal institutions are enforced and implemented are
“a determinant of the extent, pattern and form of cross-border activities” (Dunning, 2003: 19).
Viewed through this lens, institutions can be conceptualized as location-based factors that entice
or deter companies seeking to expand abroad (Cantwell et al., 2010; Dunning & Lundan, 2008a,
b).
Not only do the nature and level of development of institutions shape locational decisions,
but also the differences between the institutional environment of the home and host country.
Kostova (1999) defines institutional distance as the “difference between the institutional profiles
of the two countries”, which is based on the three-dimensional constructs of country institutional
profiles, the regulative, cognitive, and normative institutional environment. A country institutional
profile is “the institutional environment in that country determined as the set of all relevant
institutions that have been established over time, operate in that country, and get transmitted into
organizations through individuals” (Kostova, 1997: 180). Furthermore, Peng and Pleggenkuhle‐
Miles (2009) outline the institution-based view of international business strategy as connecting the
four diverse debates in global strategy: 1) cultural vs institutional distance; (2) global vs regional
geographic diversification; (3) convergence vs divergence in corporate governance, and (4)
domestic vs overseas corporate social responsibility (CSR). Given how integral locational
decisions are to all of these debates, studying the effect of institutions on locational decisions will
provide insight and clarity into these debates.
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2.4: Research question

Combining the mobilizing work of both Dunning, who put location back to the forefront
of IB research, and Kostova (1997); Kostova and Zaheer (1999) and Peng (2002), who motivated
the need to understand how institutions matter, this review chronicles how prior research has
conceptualized and empirically explored the institutional aspects of locational decisions.
Specifically, the research question to be answered is “How do institutions impact the locational
decisions of MNCs?” In this context, we define institutions as the regulative, normative and
cognitive aspects of a location that attract or deter MNCs’ investment decisions. There are three
components to the research question; institutions, the MNC and its locational decisions. In bringing
the dynamic interaction between institutions, locations, and the MNCs into sharp relief, our
literature review provides insights for future research on locational decisions, MNC strategy, and
institutional theory.
2.5: The importance of this review

The timeliness of this review is also particularly pertinent. Given the rise of institutions
and location studies since the late 1990s, it makes sense to now properly assess the conceptual and
empirical approaches to these intertwined subjects to provide a comprehensive overview and guide
for future research. The conceptual and empirical studies on institutions and locations have
proliferated since the late 1990s. It makes sense to now properly assess the conceptual and
empirical approaches to these intertwined subjects in order to provide a comprehensive overview
and guide for future research. Comparing our literature review to other recent reviews of the
location decisions literature, our review has a distinctive focus in terms of scope, theoretical angle,
and contributions. With respect to the scope of review, we concentrate our analysis on papers that
have been published since the renaissance of research on location and the emergence of
institutional theory as a core IB theme. In this way, we are able to identify frontier research and to
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track the cumulative findings over a twenty year period. Prior literature reviews examine a plethora
of theoretical angles, such as transaction cost economics, institutional theory etc., and a multitude
of phenomena such as different stages in the internationalization process. In contrast, our focus is
on location choice and how it relates to institutions. While the findings and contributions of the
other studies are important, our review has institutional theory-specific contributions to the
literature. Why do we not focus on other theories? We believe it is more beneficial to give an indepth understanding of the dominant IB theory to unify research going forward.
This review builds on the recent meta-analytic review that examined the empirical tests of
institutional factors and FDI (Bailey, 2018). While the meta-analysis particularly focused on the
empirical results and moderating factors, we complement this by focusing on how the MNC
making the investment interacts with these institutional factors and how firm- industry- and
managerial- specific factors), alongside levels of analysis beyond the national level matter. Table
2-1 presents a summary of five recent reviews of the literature on locational decisions.
_________________________
Insert Table 2-1 about here
___________________________
3. METHODOLOGY
In order to address the questions above, we undertake a systematic review of the literature
on how institutions affect locational decisions. There has been criticism in the management field
of literature reviews for being biased in their selection of studies for inclusion (Fink (1998), Hart
(1998) as cited in Tranfield et al. (2003)). Such criticisms have compelled researchers to reevaluate how literature reviews are conducted. Tranfield et al. (2003) offer an approach that uses
the principles of the systematic review methodology in the medical sciences. Such standards
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include the development of clear and precise aims and objectives, pre-planned methods, a
comprehensive search of all potentially relevant articles, the use of explicit, reproducible criteria
in the selection of articles for review, an appraisal of the quality of the research and the strength
of the findings, a synthesis of individual studies using an explicit analytic framework and a
balanced, impartial and comprehensible presentation of the results (Denyer & Neely, 2004;
Tranfield et al., 2003). This methodology has become popular in recent literature reviews
(Carpenter, Li, & Jiang, 2012; Denk, Kaufmann, & Roesch, 2012; Rajwani & Liedong, 2015;
Schmeisser, 2013). Our systematic review incorporated three stages, illustrated in Figure 2-1
below.
___________________________
Insert Figure 2-1 about here
___________________________
Stage 1 involved outlining the subject area to be reviewed and determining the scope of
the review. This included identifying relevant theoretical background and establishing definitions
and the research question. The scope was set by deciding to start with the Dunning article and
creating clear boundaries as to what phenomenon was being investigated. A protocol was
developed with a plan of the steps to be taken in the review, which followed stages 2 and 3 of the
Tranfield et al. (2003) method. The major aspects of stage one are outlined in the Introduction and
Theoretical Background section of this paper.
Stage 2 involved the selection of studies and extraction of relevant data for the review. As
is common in systematic reviews, the journal in which an article was published was used as a
proxy for quality. As detailed in Table 2-2, we used general management and IB journals that are
consistently highly ranked and included in literature reviews (Denk et al., 2012; Financial Times,
2010; Griffith, Cavusgil, & Xu, 2008; Pisani, 2009; Schmeisser, 2013; Tahai & Meyer, 1999;
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Trieschmann, Dennis, Northcraft, & Nieme, 2000). The Social Science Citation Index/Web of
Knowledge was used to enter a keyword search using basic Boolean operators to search the title,
abstracts and keywords of the journals for the selected time period1. The keyword search was used
to capture all papers that discussed location and institutions together. The search period was
January 1998 (the date of Dunning’s seminal paper to refocus attention on location) to the end of
2017, leading to the identification of 1480 studies. The titles and abstracts of these papers were
examined and articles that did not adequately address the research question were omitted. We
screened out themes such as the actions of MNCs already operating in host countries and MNC
performance in relation to the institutional environments. The strict criteria of how institutions
affect locational decisions resulted in 108 relevant articles. Stage 3 involved the synthesis of
descriptive and thematic results and highlighting implications for future research and managerial
practice.
___________________________
Insert Table 2-2 about here
___________________________
4. RESULTS
Our results are divided into descriptive and thematic results (Tranfield et al., 2003).
Descriptive results detail a simple set of categories emerging from the articles, such as year,
general research orientation (e.g. conceptual, quantitative or qualitative), analysis of popular
journals, and methods and variables used. A thematic analysis examines the core themes emerging
from the literature and examines links and consensus within the themes.
4.1: Descriptive Analysis of Results

The appendices give a detailed account of the data extraction sheets used to record all data
about the articles. The following will summarize some of the major descriptive results. Of the 108
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articles, 15 were conceptual, 7 were tangential literature reviews, 4 were mainly qualitative studies
and 75 were quantitative. In terms of descriptive results, we analyzed the main results by journal
and over time (Figure 2-2 and Figure 2-3), finding that, while the plurality of empirical research
is in IB journals, there is important conceptual work in general management journals. As can be
seen, the Journal of International Business Studies published the highest number of relevant
articles (30), with International Business Review (17) Strategic Management Journal (10) and
Journal of World Business (10) following.
___________________________
Insert Figure 2-2 about here
___________________________
___________________________
Insert Figure 2-3 about here
___________________________

Measures of Institutions

Bailey (2018) provides a comprehensive overview of many of the country-level
institutional factors that affect locational decisions. Thus, we limit the discussion here to analyzing
the main trends. We find an overabundance of different measures of institutions, with the most
frequently used measures of institutions being culture (Hofstede 1984, 2001) and the political
constraints index (Henisz, 2000) with 13 and 10 uses respectively (Figure 2-4).

___________________________
Insert Figure 2-4 about here
___________________________
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Most papers use more than one of these variables to capture institutions, although some
rely on one, mostly if that particular variable is the main subject of their paper (e.g. Bekaert,
Harvey, Lundblad, and Siegel (2014)). A consequence of having numerous high-quality data on
national institutions is that there is a plurality of choices available to researchers and, therefore,
little consensus on the best representations of institutions at the country level. As noted below in
the thematic results, some papers focus on absolute country-level (such as level of corruption, or
level of institutional development), while others measure the relative institutional distance between
two locations. There are also a number of composite measures that have been used that do not fit
into one category, but are used to encapsulate a wider institutional dimension (bottom right cell in
Table 2-3). However, Khanna, Palepu, and Sinha (2005) suggest that firms entering developing
countries need to look beyond composite variables, as they do not fully capture countries’
institutions. For example, China, Russia, India and Brazil all have similar scores on several indices,
but may have very different institutional settings. In this way, considerations need to reflect a wide
range of institutional factors, such as political and social systems or openness to foreign
investment. Berry et al. (2010) provide data on eight different institutional variables over time,
which allow for the disaggregation of institutional variables. Another aspect of how firms may
perceive distance is by using firm-specific distance measures that attempt to capture more of the
psychic distance than country-level variables. For example, Zhou and Guillén (2015) examine the
distance to a potential host location relative to all locations of the firm (the home base), rather than
just the home country. Survey data is another great attempt to examine the firm-specific views of
distance. For example, Tan and Meyer (2011) document that when firms enter states with greater
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perceived institutional voids (as determined by a survey), they are more likely to co-locate with
firms from their own country rather than foreign industry peers.
___________________________
Insert Table 2-3 about here
___________________________

4.2: Thematic Results

In Figure 2-5, we provide an organizing framework for the thematic results based on both
conceptual and empirical articles (the who, what, where, when, and why, divided into locational
characteristics and firm-, industry- and managerial contexts). These areas naturally overlap.
Institutions operate at many different levels (the where) and within each level, there can be
regulative, normative and cognitive institutional dimensions (the what). How institutions matter is
also context-dependent (the who, when and why) for different industries, firms and managers as
there are factors affecting the “rules of the game” that play within these contexts. We elaborate on
each of these below.
___________________________
Insert Figure 2-5 about here
___________________________
4.2.1 The “where”

The “where” constitutes the different levels at which institutions affect locational
decisions. Institutions can be country-specific in impacting locational decisions, with some studies
examining absolute country attributes, with no consideration of the home country of the MNC and
those that look at relational country attributes, incorporating measures such as distance. Another
perspective broadens institutions to a regional perspective. Regional trading agreements set the
rules of a game at the regional level (Hoskisson, Wright, Filatotchev, & Peng, 2013). Feils and
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Rahman (2011) find that, when countries become integrated into economic regions, such as the
European Union, the cultural distance between these countries and investors is less important.
Other regional conceptualizations isolate aspects of a country within a region that makes it
distinctive from other parts of the region, e.g. the rules on market control within a country, relative
to the region (Arregle, Miller, Hitt, & Beamish, 2013) Other approaches further disaggregate
institutions, focusing on the sub-national and cluster aspects. Achieving greater precision in the
delineation of locational advantages, global cities, have also been argued to have distinct
institutional aspects that could attract, because of their connectedness, advanced services and
cosmopolitan environment, which alleviates the liability of foreignness (Goerzen, Asmussen, &
Nielsen, 2013). Research on sub-national cities in China shows that Shanghai is more of a business
center and more foreign-oriented, while Beijing is more of a political center and more influenced
by China’s traditional cultural values (Ma & Delios, 2010; Ma, Delios, & Lau, 2013). Some
regions within China have developed institutional environments to support FDI in the form of
special economic zones (Fetscherin, Voss, & Gugler, 2010), and there is further evidence of subnational institutions set up to specifically attract investment by setting sub-national rules of the
game, particularly in smaller economies (Meyer & Nguyen, 2005; Monaghan et al., 2014). It is
interesting that the most cited article in the Social Science Citation Index/Web of Knowledge is
Porter’s (1998) work on geographic clusters, however very few, if any, articles, directly deal with
the institutional aspects associated with these clusters and how they attract investment.
4.2.2 The “what”

Within the different levels mentioned above, the specific aspects of these institutions are
the “what”, e.g. the regulative, normative and cognitive dimensions of each institution. The
majority of papers focus on a level, but do not use the classifications of either Scott (1994) or
North (1990). Indeed, it is mostly at the conceptual level that the interrelation of different types of
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institutions are discussed e.g. Francis, Zheng, and Mukherji (2009). While it is difficult to
fundamentally assign variables into pre-defined institutional categories, the first two columns in
Table 2-3 could be interpreted as (formal) regulative dimensions, with the third column being
(informal) normative and cognitive pillars (with the exception of the composite measures). The
regulative institutional variables include legal, political and economic rules and regulations e.g.
what the rules are in different locations for employment protection (Alimov, 2015). The normative
pillar includes measures of culture and common characteristics between host and home countries,
such as a common language or historical ties. Most of the normative institutional aspects are
dyadic, as they measure some kind of distance relationship. The cognitive pillar is much more
firm-specific, and will be discussed below, as the “when” takes into account firm cognitive
experiences. In general, there is often a focus on the strength of any particular aspect of an
institution e.g. intensity of corruption, difference between cultures, and specific theorizing about
how the strength or weakness of a measure influences locational decisions.
4.2.3 The “who”

The ways in which institutions affect locational decisions can be firm-specific and
influenced by firm-specific attributes. Some of these attributes include R&D intensity (Berry et
al., 2010), family involvement (Baronchelli, Bettinelli, Del Bosco, & Loane, 2016), environmental
capabilities (Madsen, 2009), source of competitive advantage (Xu & Shenkar, 2002), managerial
attributes (Schotter & Abdelzaher, 2013), how specific characteristics of outsourced services
interact with institutional quality (Liu, Feils, & Scholnick, 2011) and how policy uncertainty
interacts with firm-specific uncertainty (Henisz & Delios, 2001). These capabilities show
contrasting ways in which institutions affect locational decisions dependent on firm characteristics.
For example, technologically sophisticated firms will operate in countries with technological
sophistication and low political hazards but firms with less technological sophistication will accept
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a tradeoff, choosing either technological sophistication or low political hazards (Henisz & Macher,
2004). The theorizing in the literature on firm-specific capabilities mostly examines how firms
consider their capabilities alongside institutional factors and make internationalization decisions
accordingly. Papers that only look at country-level data, i.e. flows of investment and institutional
distance fail to theorize these important contexts.
4.2.4 The “when”

There are also interesting insights into how time and experience play a part in “when”
institutions affect locational decisions. Many studies examine the role of experience of firms
within a host country. Other studies identify the experiences outside the firm that may influence
decisions, indicating the role industry knowledge plays. One specific aspect of this is “vicarious
experience”, whereby the experiences of other firms in a potential host country in some way
lessens the institutional distance felt (Jiang, Holburn, & Beamish, 2013).
Particularly, research has focused on how prior experience within a location sometimes
renders distance unimportant, where distance variables become insignificant when prior firm
experience was taken into account. (Berry et al., 2010). This is particularly important in emerging
markets, where, taking firm-specific experience in a host country into account, it is found that
firms with more entries into a country will be discouraged by increased political instability
(Garcia-Canal & Guillen, 2008). Belderbos, Van Olffen, and Zou (2011) find that Japanese firms’
first entries into China will be attracted to regions that have Japanese firms with similar size
establishments, within the same industry, that have industry leaders and larger agglomeration of
other Japanese firms, but that this impact decreases with higher agglomeration sizes, suggesting
that higher levels raise competition in crowded locations. Yuan and Pangarkar (2010) show that
host country environmental uncertainty enhances the influence of imitation (following other firms’
strategies) and inertial (follow previous firm strategy) forces on choosing a location in a country.
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The imitation aspect indicates the combined roles that uncertainty and mimetic pressures have on
location choice.
The cognitive pillar emphasizes that the institutional environment and how a MNC reacts
to it is largely a function of the MNCs internal representation of that environment (d'Andrade,
1984; Scott, 1994). While any institutional pillar could be internally constructed by an MNC,
Huang and Sternquist (2007) have distinguished the cognitive pillar from the regulative and
normative pillars in terms of locational decisions. They suggest that the cognitive dimension can
lead firms to imitate their previous actions (due to organizational inertia) and that once a location
is chosen, it is chosen again and again. Another option is to imitate other firms’ actions, which
reduces the locational uncertainty. This indicates the “when” is based on cognitive representations
of a location, and it is the buildup of timing and experience that specifically triggers locational
decisions.
4.2.5 The “why”

A scarce number of studies attempt to get at the “why” of locational decisions, examining
different types of FDI (e.g. market seeking or efficiency seeking). Brouthers, Gao, and McNicol
(2008) investigate whether market attractiveness for each FDI type could overcome corruption
deterrents, finding that this is the case for market-seeking investment but not the case for high
levels of corruption in resource-seeking FDI. Berry et al. (2010) disaggregate by value chain
activity and find that distribution or manufacturing motivation can reverse how institutional
distance affects locational decisions. Conceptually, we see that industry matters for how
institutional distance affects locational decisions, (Ghemawat, 2001) and MNCs are slicing
activities to suit specific institutional attributes, stemming from different motivations behind these
activities (Buckley & Ghauri, 2004).
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4.3: Mapping of Levels and Contexts over Time
As the majority of studies either focus on one of the levels (e.g. sub-national, country)

mentioned above or one of the contexts (industry, firm or managerial), or a combination of the
two, we chart these levels and contexts over time. Empirically, there has been a satisfactory level
of insight at the country-level. However, some of the other levels have been overlooked (Figure
2-6), particularly the cluster-level.
___________________________
Insert Figure 2-6 about here
___________________________

5. DISCUSSION OF FINDINGS AND FUTURE RESEARCH DIRECTIONS
Based on the findings above, we now identify several avenues for future research.
Thematically, we find many inconsistent and contradictory findings, both within empirical works,
and between conceptual and empirical studies. Some of the major inconsistencies are a lack of
consensus as to which institutions matter, a disregard for some firm-specific factors that can drive
locational decisions in country-level studies, and contradictory fundamental conceptualizations as
to whether institutions set the rules of the game, or if the rules of the game can be set through
agency. From our framework, we identify some core interconnected areas in Figure 2-5 that present
future research directions, including a multi-level, multi-dimensional approach to institutions,
more theorizing that acknowledges the co-evolution of institutions and firms, and mapping the
impact of institutions with different firm contexts such as motivation and experiences. These
research directions are labelled as Avenue 1 – Avenue 4 in Figure 2-5. These directions are aimed
at resolving some of the inconsistencies, a better understanding of locational decisions, and
advancement of institutional theory.
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5.1: Tension 1: Plurality of Institutions: Many Levels and Many Types

As can be seen, there are many levels of institutions and different institutions (e.g.
regulative) at each level. Studies most often focus on one level (mainly the national level), ignoring
the other levels. As studies usually only try to understand one level, there is a tension in how
researchers conceptualize and understand the entirety of the institutional environment. The
plurality of the institutions in the totality of these studies means that a single-institution view by
researchers is ignorant of important nuances, interrelationships, and embeddedness of institutions
and how they affect decisions.
Avenue 1: Deeper conceptualization of levels, types of institutions and their interrelation
Therefore, understanding the interrelationship between institutions in how they affect
locational decisions is crucial. Moreover, we need to understand more about the types of
institutions at the levels beyond the national level. There could be further explanation from the
institutions that arise within these levels that could affect locational decisions e.g. industry norms
or favorable regulation in clusters. These could be illustrated by the different regulative, normative
and cognitive institutions (Kostova, 1997; Scott, 1994) that set the rules of the game at each level.
Furthermore, a greater insight into how each level influences the other will help us to understand
the relationship between institutions at each level e.g. the connection between regional and national
institutions. Unfortunately, it is at the country-level that high-quality and internationally
comparable data on institutions are produced. Therefore, there is a need for more empirical testing
of the types of institutions related to locational advantages that occur at levels beyond the country
level. Our first avenue/insight proposes that a multi-level, multi-dimensional approach to
institutions will help overcome the tendency to focus on one level (e.g. country-level) or aspect of
a level (e.g. culture). Studies must acknowledge, understand and delineate the many levels at which
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institutions play out. This will lead to greater understanding of the interrelationships between
institutions in their impact on decisions. The ways in which this approach will resolve the tensions,
are to bring greater understanding of the embeddedness of different levels of institutions in their
impact on decisions and explain how contradictions between different levels and different types
of institutions affect decisions. Some potential research questions that could be answered here are:
How do the interdependencies and intra-dependencies of each level of institutions affect locational
decisions? and: How do different regulative, normative and cognitive institutions at the regional,
sub-national, cluster, industry and firm level affect locational decision?

5.2: Tension 2: Firm-Specific Agency in How Institutions Affect Locational Decisions

As distinguished by Kostova, Roth, and Dacin (2008), the neo-institutional approaches
“focus on static outcomes, cognition and the dominance and continuity of the environment”,
whereas old institutionalism “focuses on dynamics, change, social construction and values”, in a
more subjective and agency dominated view (Hirsch & Lounsbury, 1997: 408). Many studies,
particularly the country-level studies, are outcome-focused. They examine how institutions
constrain or enable investment flows. The more firm-specific studies, however, place more
emphasis on firm-specific reactions to institutions but rarely agency. One qualitative study has
found that sub-national institutions can be interconnected, tailored, shaped and mobilized to the
needs of inward investors (Monaghan et al., 2014). This provides an important and relatively
unexplored insight that has seen conceptual theorizing e.g. Cantwell et al. (2010), but rare
empirical verification.
Avenue 2: Firm-specific reactions to and actions towards institutions
We call for a greater emphasis on the co-evolution and co-dependence of institutions and
MNCs (Cantwell et al., 2010). Furthermore, if there are contrasting ways in which firms perceive
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and react to institutions, then researchers must be specific about the limitations and implications
of country-level studies. More research is needed on firm-specific construction, agency and
interpretation of institutions in strategic decisions. This can give insights into both institutional
work and change (Lawrence, Suddaby, & Leca, 2011; Seo & Creed, 2002). If the organizations
make strategic decisions believing they can set or change the rules of the game, this has
ramifications for how we theorize about and empirically test institutions. We propose further
research to understand how the agency firms have over institutions will affect their locational
decisions. This is particularly interesting, as it highlights the endogenous ways in which
institutions and firm locational decisions can be interdependent. A particular research question that
needs to be addressed is: how do firms influence the way in which institutions affect their
locational decisions?

5.3: Tension 3: Does Distance Deter or Attract? The Missing Motivation

The Dunning (1973) OLI/eclectic paradigm views specific institutional aspects of a country
that make it different, creating an “advantage” that would entice investment. However, institutional
theory and the institutional distance lens, particularly from an economic perspective, suggests that
distance constrains and discourages investment. This discrepancy persists in the empirical
literature. Beugelsdijk, Kostova, Kunst, Spadafora, and Essen (2018) warn that some studies on
distance may conflate distance with direct or level effects. We believe that a conceptual approach
to addressing this is to give greater attention to the motivation behind the locational decision.
Taking a value chain perspective, Berry et al. (2010) show that political distance has a negative
impact on firm choices to invest in manufacturing subsidiaries but that it positively entices
distribution subsidiaries. This implies that firms are more likely to open distribution activities and
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sell products in more distant political environments than they are to open manufacturing operations
in these host country environments.
Avenue 3: Motivation and Distance
Introducing the mechanism of motivation for firm action gives greater understanding of
the impact of institutions on organizations. Therefore, the firm-specific context of motive must be
incorporated into theorizing about whether institutions may deter or attract. Manufacturing,
distribution and R&D locational decisions, are likely driven and deterred by different factors
(Buckley & Casson, 1976; Casson, 2000, 2016). Jain et al. (2016) argue that location determinants
will vary depending on whether the move is driven by resource exploitation or exploration.
However, the vast majority of studies do not adequately address strategic motivations. This is
despite the fact that the economic underpinnings of the theory of the multinational firm distinguish
between the roles of sales, production and R&D (Buckley & Casson, 1985; Casson, 2016).
Incorporating the ‘why’ into both theory and empirical testing will better address this tension. This
direction addresses foundational underpinnings of institutional theory and institutional distance examining whether institutions change decision-making, based on whether they are viewed as
enticing, attractive and different “rules of the game” or a constraining, alien “rules of the game”.
Some questions that need to be addressed are: do different institutions impact different motivations
for locational decisions and how do the different types of motive change the impact of institutions
on locational decisions?

5.4: Tension 4: Liability of Foreignness and Firm-Specific Institutional Distance

Most measures of institutional distance theorize that liability of foreignness is construed
through the home-host country institutional distance (Kostova & Zaheer, 1999; Xu & Shenkar,
2002). However there may be firm-specific experiences in other locations that reduces the liability
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of foreignness. There is a need to understand the dynamics of locational decisions relative to firmspecific cognitive experiences. It is often overlooked how firms can relate their existing locations,
beyond its home country, to a potential new location (with the exception of Madsen (2009) and
(Zhou & Guillén, 2015). While some studies take previous firm experience in a country and home
country factors into account, no study suggests how institutional experience in other locations may
change the impact of institutions on locational decisions. Studies about how institutions affect
locational decisions are meaningless and difficult for policy formulation unless they identify the
firm-specific characteristics that provide meaning for these advantages.
Avenue 4: Firm-Specific Experiences and Institutional Distance
If there are differing ways in which firms perceive institutions and make locational
decisions based on different institutional experiences, then researchers need to pay more attention
to firm-specific liability of foreignness. This stems from the synergies and learning associated with
the portfolios of locations of the firm (Dunning, 1998; Dunning, 2009). Therefore, there is a
theoretical and methodological omission of institutional learning and institutional leverage
capabilities (Landau, Karna, Richter, & Uhlenbruck, 2016) when we discuss liability of
foreignness. A more dynamic approach to institutional distance and firm-specific reactions to
institutions to fully understand liability of foreignness in locational decisions is needed.
Specifically, research needs to address what kinds of firm-specific institutional experience change
the impact of institutions on locational decisions.

5.5: Methodological Directions Going Forward

Two common sources of endogeneity, omitted variable bias and reverse causation are often
under-considered in empirical approaches and may be leading to inaccurate conclusions. As
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discussed above, a plethora of contexts at multiple levels impact locational decisions, and yet the
norm is usually to focus on one or two levels, with a handful of explanatory and control variables.
If locational decisions are so context dependent, neglecting to control for contexts and levels of
analysis will lead to a serious problem of omitted variable bias. For example, if political stability
is not included in a regression examining cultural distance and locational decisions, it is likely that
the correlation between political stability and both the locational decision and the error term is
biasing the results. At the firm level, this becomes more pertinent if firms’ experiences with
institutional environments are not adequately captured and could impact the results. While this is
not a complete list of potential controls, the following should be considered alongside typical
institutional aspects: the vicarious experiences of other firms, macro-economic location variables,
firm-specific institutional capabilities and experience, firm-specific ownership advantages, such
as size, R&D, number of employees and debt/equity ratio, regional controls for trading agreements
and historical ties, city and cluster level variables, time trends, firm and country fixed effects.
Furthermore, echoing Avenue 3 above, revealing the “where” is unsatisfactory if the “why” (FDI
motivation) is an omitted variable that could bias the results.
While locational decisions are time-specific, there is still scope and need for improvement
in establishing causation. Among a number of methodological improvements, Siegel, Licht, and
Schwartz (2013) control for potential endogeneity of egalitarianism, by using social
fractionalization, dominant religion, 19th-century war experience, and communist rule history as
instrumental variables. More generally, papers are not accounting for the dynamic nature of
locational decisions. For example, capabilities and current locations of the firm may not be driving
a new locational decision but may have been driven by that future locational decision e.g. a firm
augments its assets and locations because eventually it wants to locate in China. There is a need to
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capture such dynamism in more sophisticated methodologies, with some potential guidance
coming from the dynamic entry models from economics (Aguirregabiria & Mira, 2007; Bajari,
Benkard, & Levin, 2007; Pakes, Ostrovsky, & Berry, 2007).
6. CONCLUSION
Systematic reviews assist practitioners as they develop a reliable knowledge base
(Tranfield et al., 2003). The framework identified above can assist practitioners considering
investing abroad by disaggregating the decision into the different levels and by ensuring key levels
of analysis are not overlooked. Moreover, practitioners would benefit from a more developed
framework if some of the future research questions identified above were investigated. For firms
thinking of investing abroad with limited experience, the identification of the most popular
institutional variables used in the literature would be a good starting point in incorporating
considerations about the institutional environment into their decision-making. Furthermore, for
countries looking to attract investment, it provides a wide-ranging account of how institutions
work and don’t work in different contexts.
The systematic literature review reveals a stark contrast between conceptual focus and
empirical testing in research. The theoretical model stitches together much of the conceptual
thinking of how institutions affect locational decisions to provide a holistic synthesis of how these
factors affect locational decisions and notes the lack of empirical testing of many of these aspects
– particularly how they interrelate. This paper has provided several important avenues for future
research and specified research questions that will enhance understanding of the framework. This
paper also contributes to research by highlighting methodological concerns in omitted variable
bias and establishing causation. This adds to the growing conversation in the IB literature that
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expresses concern at methodological rigor and offers solutions to improve this (Chen & Hsiao,
2013; Reeb, Sakakibara, & Mahmood, 2012).
Our findings highlight some unresolved research tensions. Are institutions determining, or
is their importance determined by MNC cognition and capabilities? Do the rules of the game deter
or attract? This paper has focused on solutions to reconciling these tensions by adhering to greater
context in empirical studies. We believe that this will help guide theory and practical implications
of future research.
Our study has chronicled the international business research on locational decisions from
an institutional perspective since Dunning’s 1998 paper calling for a refocus on location. There
have certainly been significant contributions to this topic in the last 20 years and how locations
and institutions matter seems to be a thriving research topic. A clear message from this review is
that locations and institutions do matter, but how these matter is context dependent. In other words,
context matters. While some of the missing pieces of the puzzle are theorized in the most important
conceptual works (such as the different levels of institutions and understanding of institutions in
new locations from perspective of the locations a firm already operates in), they are lacking
empirical verification. Interestingly, some of the motivations for the re-emergence of location and
emergence of institutions as a critical research in IB research, such as synergies from MNCs’
portfolios of locations, are under-researched and not adequately captured. Taking stock of the
literature on how institutions affect location choice has helped explain what matters, but has also
raised questions as to what may matter, but has yet to be fully explored.
Exploring the institutional aspects of locational decisions tests the boundaries of
institutional theory and contributes to its further development –such as further enlightening on
institutional change theory, institutional work theory and the relationships between firms’ strategic
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decisions and institutions. We believe that this review has monumental implications for
institutional theorists and IB scholars, outlining what has been done, and providing insightful
methodological advice and pertinent guidance to unify and strengthen research surrounding
institutions and strategic decisions.
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FOOTNOTES
1.

For replicability, the following was the full keyword search (((locational advantage* OR location* OR country* OR
resource-seeking* OR market-seeking* OR strategic asset seeking* ) AND (Institution* OR liability* OR normative*
OR norm* OR cognitive* OR regulative* OR isomorph* OR cultur* OR legal* OR values* OR psychic* OR
regulation*))) This search looks for any keyword associated with institutions, alongside any keyword associated with
locational decisions
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FIGURES AND TABLES
Figure 2-1: Methodology, adapted from Tranfield et al. (2003)
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• Phase 0 - Identification for the
need for a review
•Motivated by popularity of
institutional theory in locational
decision research and lack of
clarity as how this theory is
used and operationalized and
how to resolve tensions in the
literature
• Phase 1 - Preparation of a
proposal for a review
• Phase 2 - Development of a
review protocol
•Scope of review outlined
including definitions and time of
review (1998 to 2016).

Stage I-Planning
the review

Stage II—Conducting a
review
• Phase 3 - Identification of research
• Phase 4 - Selection of studies
•Keyword search using basic Boolean operators in the Web of
Knowledge
• Phase 5 - Study quality assessment
•Journal ranking used as a proxy for quality in accordance
with previous studies
• Phase 6 - Data extraction and monitoring progress
•Detailed data extraction including type of research it was
(e.g. conceptual or empirical), the sample, dependent and
institutional variables involved in the empirical studies and
the main contributions.
• Phase 7 - Data synthesis
•Frameworks developed, tensions identified

Stage III-Reporting
and dissemination
• Phase 8 - The report and
recommendations
•Descriptive and
thematic analysis
•Fture research
recommendations
• Phase 9 - Getting
evidence into practice:
advice for practitioner
•Advice for
practitioners in
discussion section
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Figure 2-4: Word Cloud of Variables Used to Measure Institutions (larger size means more frequent use)
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Figure 2-5: Insights: Organizing Framework for Understanding How Institutions Impact Locational Decisions
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Figure 2-6: Mapping of Levels and Contexts over Time
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Table 2-1: Previous Reviews
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Review
Study

Scope of Review

Phenomenon
Being Investigated

Bailey (2018)

91
studies
from 1976 to
2011

Institutional
factors and FDI
attractiveness

Beugelsdijk
et al. (2018)

156 studies
from 1988 to
2015

Cultural
distance and firm
internationalization

Firm internationalization

Cultural distance

MetaAnalysis

Kim
and
Aguilera
(2015a)

137 studies
from 1998 to
2015

Foreign
location choice

The “where”
of
foreign
location
choice

Multiple-perspectives

Systematic
Review

Jain et
(2016)

151 articles
from 19752015

Location
determinants

Multiple
levels

Multiple-perspectives

Systematic
Review

Multiple
levels

Multiple-perspectives
across
IB,
management,
economics, urban and
regional studies, and
economic geography

Systematic
Review

al.

Nielsen et al.
(2017)

153 studies
from 1976 to
2015.

FDI Location
Choice

Main Level
of Analysis

Country level

Theoretical Angle

Type
of
Review

Findings/Contributions

Institutions

Systematic
Review and
MetaAnalysis

Synthesize qualitatively and in a metaanalysis. Suggest the importance of
several environmental factors, and
investigate the role of methodological
factors
Assesses the impact of cultural distance
on the various stages of the entire
internationalization process.
Shows that cultural distance has a
differential effect on the various stages
of the internationalization process
Provide a historical overview;
categorizing,
reviewing
and
synthesizing recent research; and
offering new directions for future
research.
2 broad sets of factors determining
location choice: firm and industry
specific factors and country and cityspecific factors
Identifies
the
methodological
challenges in predicting FDI location
choice, maps the ways in which
empirical studies have addressed these
challenges,
correlates
these
methodological choices with the
empirical support for the various
theories to assess the validity and
confidence of the evidence

Table 2-2: List of Journals in Review
General Management Journals
Academy of Management Journal (AMJ)
Academy of Management Review (AMR)
Administrative Science Quarterly (ASQ)
British Journal of Management (BJM)
California Management Review (CMR)
Harvard Business Review (HBR)
Journal of Management(JoM)
Journal of Management Studies (JMS)

Specialist
International
Business
Journals
Journal of International Business Studies
(JIBS)
Journal of World Business (JWB)
Global Strategy Journal (GSJ)
International Business Review (IBR)
Management International Review (MIR)
International Marketing Review (IMR)
Journal of International Marketing (JIMa)
Journal of International Management
(JIM)

Management Science (MS)
Organization Science (OSc)
Organization Studies (OS)
Strategic Management Journal (SMJ)
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Table 2-3: Overview of Institutional Variables in Quantitative Analyses
Political Systems and Stability
Political Stability and Absence of
Violence (World Bank, 2014): Khoury
and Peng (2011); Pajunen (2008);
Veliyath and Sambharya (2011); Weitzel
and Berns (2006)

Economic
Cultural Institutions
Bureaucratic Quality (ICRG, 2014): Stoian Hofstede (2001) (distance measures by Kogut
and Fiippaios (2008)
and Singh (1988)
Buckley et al. (2012); Bunyaratavej, Hahn, and
Number of bilateral investment treaties: Doh (2007); Feils and Rahman (2011); Flores
Castellani et al. (2013); Trevino et al. and Aguilera (2007); Holburn and Zelner
(2008)
(2010); Jiang et al. (2013); Kang and Jiang
(2012); Liu et al. (2011); Ma et al. (2013);
Favorable taxation (WEF): Pajunen (2008)
Makino and Tsang (2011); Weitzel and Berns
Doing Business (World Bank):Villaverde (2006) Bailey and Li (2015); Rothaermel,
Kotha, and Steensma (2006); Sethi et al. (2003)
and Maza (2015)
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Henisz (2000) Political Constraints Index:
Delios and Henisz (2003a); Garcia-Canal
and Guillen (2008); Guler and Guillen
(2010); Henisz and Delios (2001); Henisz
and Macher (2004); Holburn and Zelner
(2010); Siegel et al. (2013); Trevino,
Economic Freedom (Fraser Institute,
Thomas, and Cullen (2008); Xia, Boal,
2014): Kang and Jiang (2012); Ma et al.
and Delios (2009)
(2013) Villaverde and Maza (2015)
Political Rights & Civil Liberties
FDI restrictiveness: Kang and Jiang (2012)
(Freedom House)
Khoury and Peng (2011); Pajunen (2008) Institutional Void Perception (by survey):
Tan and Meyer (2011)
Political Influence (World Economic
Forum, 2014) (WEF): Kang and Jiang Restrictions to access foreign capital
(2012)
markets: Clougherty and Grajek (2008);
Trevino and Mixon (2004)
Democracy: Flores and Aguilera (2007)
Value of domestic privatizations: Trevino
Crime Rate (country and state level
and Mixon (2004)
statistics)
Majocchi and Presutti (2009); Ramos and Expropriation Risk ICRG (ICRG, 2014):
Ashby (2013)
Stoian and Fiippaios (2008)
Corruption
Trade cost index (WEF): Clougherty and
Corruption
Perceptions
Index Grajek (2008)
(Transparency International): Godinez
and Liu (2015); Habib and Zurawicki Other Economic measures used by Trevino
et al. (2008):Trade reform, Tax Reform,

Cultural blocks/clusters: Delios and Henisz
(2003a) Hong and Lee (2015)
Proxy for number of ethnic Chinese in a
country
Buckley et al. (2007)
Globe Project Measures (House, Hanges,
Javidan, Dorfman, & Gupta, 2004): Holmes,
Miller, Hitt, and Paz Salmador (2013)
Educational Attainment (World Bank): Trevino
et al. (2008)
Existence of ethnic tensions(ICRG, 2014):
Stoian and Fiippaios (2008)
Schwartz (1994) Values Survey: Flores and
Aguilera (2007); Siegel et al. (2013)
Institutional Commonalities
Common Language and Religion: Castellani et
al. (2013); Buckley et al. (2012); Holburn and

(2002); Pajunen (2008); Weitzel and Financial Account Reform, Privatization Zelner (2010); Oh and Oetzel
Berns (2006)
Reform (CEPAL)
Drogendijk and Martín (2015)
Corruption (WEF): Weitzel and Berns Shared Trading Agreement: Buckley,
(2006)
Forsans, and Munjal (2012); (2013); Oh
and Oetzel (2011)
Corruption (ICRG, 2014): Stoian and
Fiippaios (2008)
Regulative
Flexible Labor Regulation (WEF): Pajunen
Pervasive and arbitrary corruption:
(2008)
Cuervo-Cazurra (2008)
Political Risk
Sovereign Risk Spreads
Bekaert et al. (2014)

(2011)

Historic/Colonial Ties
Buckley et al. (2012); Castellani et al. (2013);
Holburn and Zelner (2010); Makino and Tsang
(2011); Oh and Oetzel (2011)

Member of the Same Region: Feils and
Rahman (2011)
Cognitive
Just judicial system (WEF): Pajunen Volume of Foreign Trade Linkages: Buckley et
(2008)
al. (2012); Kang and Jiang (2012)
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Indicator of regulatory quality (World Prior entries by same industry: Belderbos et al.
Bank, 2014)
(2011); Henisz and Delios (2001); Jiménez and
Political Risk Measure (Institutional
Feils and Rahman (2011); Lu et al. (2014) de la Fuente (2016)
Investor)
Trevino and Mixon (2004)
Environmental Regulatory Regime Index Previous experience of firm: Henisz and Delios
(Esty & Porter, 2001): Siegel et al. (2013) (2001); Xia et al. (2009)
Political Risk (ICRG, 2014)
Buckley et al. (2007)
Number of years with an reform in Presence of other business groups: Belderbos et
IP(WIPO): Khoury and Peng (2011)
al. (2011); Henisz and Delios (2001)
Legal
_____________________________________
Type of Legal System
Index of Patent Rights(Fraser Institute, Composite Measures:
Castellani et al. (2013); Siegel et al.
2014): Veliyath and Sambharya (2011)
Cross National Distance, 8 different measures
(2013)
Arregle et al. (2013); Bailey and Li (2015);
Property Rights (WEF): Pajunen (2008) Berry et al. (2010); Lu et al. (2014); Zhou and
Rule of Law (ICRG, 2014; World Bank,
Guillén (2015, 2016)
2014)
Legal and Regulatory Quality (IMD): Feils
Kolstad and Wiig (2012); Liu et al.
and Rahman (2011)
Governance Environment Index (Li & Filer,
(2011); Lu, Liu, Wright, and Filatotchev
2007) : Wu, Li, and Selover (2012)
(2014); Siegel et al. (2013) Choi, Lee, and
Employment
Protection
Legislation
Shoham (2016)
(OECD):Alimov (2015)
World Governance Indicator (World Bank,
2014)
Protection of Minority Shareholders
Stringent environmental laws: Bu and
Choi et al. (2016)
Wagner (2016)

Alvarez and Marin (2010); Feils and Rahman
(2011); Oh and Oetzel (2011) Globerman and
Shapiro (2003)
Administrative Distance – Composite of 12
ICRG indicators: Makino and Tsang (2011)
Multidimensional instrument to measure
psychic distance stimuli by Dow and
Karunaratna (2006)
Blomkvist and Drogendijk (2013); Dow and
Ferencikova (2010); Drogendijk and Martín
(2015)
Survey data of institutions
Galán and González-Benito (2006); Galan,
Gonzalez-Benito, and Zuñiga-Vincente (2007)
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APPENDICES
Appendix A Conceptual articles about how institutions affect location choice
Authors
Buckley and
Ghauri (2004)
Cantwell
(2009)

Dunning
(2009)

Main Theme
Economic
geography and
MNC strategy
Location and
the MNC

Location,
distance and
MNC activities

Ghemawat
(2001)

Country,
industry and
firm coercive,
mimetic and
normative
pressures
Distance
matters

Huang and
Sternquist
(2007)

Retailers
foreign market
entry strategy

Francis et al.
(2009)

Khanna et al.
(2005)
Kim and
Aguilera
(2015b)
Kostova and
Zaheer (1999)
McGaughey et
al. (2016)

Emerging
markets and
institutions
Theories of
internationaliza
tion beyond the
home region
Institutional
distance and
legitimacy
Institutions,
entrepreneurshi
p and coevolution

Meyer,
Mudambi, and
Narula (2011)

MNCs and
local contexts

Ojala (2015)

Sub-national
distance

Findings/ Contribution
MNCs are slicing activities more finely and finding optimum
locations for each activity, deepening the division of labor.
MNCs can benefit from the synergistic locational portfolio of
complementary sources of knowledge
Institution quality must be able to ensure that resources,
capabilities and markets are created, accessed and used in the
optimum way
Institutional distance will continue to deter FDI
Different resources and capabilities are needed to be deployed for
different kind of country comparative advantages, e.g. knowledge
intensive advantages rely on the quality of innovation systems and
intellectual property rights
When first entering a country, firms consider coercive host
country pressures, industry mimeticism, and internal firm norms.
Upon subsequent entries, normative forces will be the most
important.
Geographic, cultural, administrative and economic distance
matters, and how it matters can differ by industry
Puts forward propositions about regulative, normative and
cognitive dimensions affecting retailers’ foreign market entry.
Suggest that cognitive dimensions include imitation past decisions
of the firm or peers.
Considerations need to reflect a wide range of institutional
factors, such as political and social systems; openness to foreign
investment; and quality of product, labor, and capital markets
How firms from home regions with more institutional diversity
will have a different propensity to internationalize in
institutionally distant countries relative to firms with regions with
less institutional diversity
Greater distance makes it more difficult for the MNCs to
understand the institutional environment
Calls to understand the agency firms have in dealing with
institutions in their strategic decisions
Firms may develop firm-specific capabilities to deal with
multiple-embeddedness, which could be a competitive advantage
Within countries, regions compete for FDI by offering more
attractive institutional frameworks
The stability of distance factors depend on the sub-cultures within
different nations
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Authors

Main Theme

Porter (1998)

Geographic
Clusters

Ricart,
Enright,
Ghemawat,
Hart, and
Khanna (2004)
Xu and
Shenkar (2002)

Understanding
the interaction
between
locations and
firm strategy
Institutional
distance and
the MNC

Findings/ Contribution
Geographic, cultural and institutional proximity provide firms
with access, relationships and incentives that would be
unavailable outside the cluster.
Propose an integrated framework of understanding firm
performance in terms of firm-level drivers, micro- or industrylevel drivers, meso- or
cluster-level drivers, macro- or national-level drivers, and metaor supranational-level drivers.
Institutional distance (cognitive, regulative and normative) is
related to firm-specific capabilities
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Appendix B How host country institutions affect location choice (absolute and relative)
Author

Sample

Dependent Variable

Alimov (2015)

28 countries

Intensity of cross
border M&A flow

Alvarez and
Marin (2010)

Bailey and Li
(2015)

72 countries

FDI for 110
countries

FDI

Average FDI
outflows
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Bartels et al.
(2014)

Sub-Saharan
Africa

n/a

Bekaert et al.
(2014)

34 Emerging
Market
Economies

FDI as a % of GDP

Blomkvist &
Drogendijk
(2013)
Bremmer (2005)

Data from 44 to
Brouthers et al.
54 countries on
(2008)
investment

Buckley et al.
(2012)

Developed and
Developing

Buckley et al.
49 countries
(2007)
Bunyaratavej et US Investment
al. (2007)
in 38 countries
Choi et al.
(2016)

Results

Employment protection
legislation index
Interaction with high skill &
high productivity
Institutional stability
Interaction with R&D intensity

Sovereign risk spreads using
only political risk

Type of Analysis

1991-2012

Fixed effects panel

+

Main
model
Cultural distance, administrative
distance
Political distance
Survey data about the
importance of economic and
political stability

Time
Period

+

-

+
1998-2004
n.s.
interaction with
host market
demand
2006-2011
+

n.s.

System GMM

Cross sectional OLS

+

2003,2005
& 2010

EFA

-

1994-2009

Pooled OLS

2003-2009

OLS

Psychic, religion, democracy &
cultural distance
language difference
+
Suggests political risk can be conceptualized in terms of
n/a
government, society, security and economic features.
Higher levels of
Market seeking
CPI * GDP per capita
attractiveness compensate
for corruption
Labour-seeking
CPI *average monthly wage
Higher levels of
raw materialsattractiveness do not
CPI * energy production
seeking
compensate for corruption
Non-trade linkages
+ (only for developing)
Foreign Acquisitions
Trade linkages & shared
+
by Indian firms
language
Cultural distance
n.s.
FDI Outflow from
Political risk
+
China
Cultural proximity
+
No. greenfield &
Cultural distance
expansion projects
FDI inflow of US
General environment
+
firms
institutions

Chinese OFDI Mean Chinese OFDI
24 Countries

Measure of Institutions

Build indicator score

Hierarchical regression models
1996-2002

2000-2007

Pooled OLS

1984-2001

Random effects GLS

2002-2003

Multiple Regression

1981-2008

Multivariate Regression

Author

Sample

Dependent Variable

M&As of US
firms in 38
countries
52 Developed &
Clougherty and
FDI stock in a host
Developing
Grajek (2008)
country
Countries
Crotty,
Firms from countries
FDI in 21
Driffield, and
without smoking
countries
Jones (2016)
bans FDI

Measure of Institutions

Results

Minority investor protection
institutions

-

ISO certifications

+(only for FDI in developing
1995-2002
countries from developed)

No smoking ban in country

+
Main
Effects

51 countries

FDI Inflows

Deng (2009)

9 emerging
economies

Number of cross
border M&As

59

Cuervo-Cazurra
(2008)

Dow and
Ferencikova
(2010)

154 ventures in
Number of FDI
Slovakia
ventures in Slovakia

106 destinations
Drogendijk and
from Spain and
Martín (2015)
China

Flores and
Aguilera (2007)

Location choice If MNC had a direct
of largest 100 capital investment in
MNCs in USA
country

Globerman and US FDI in 143
Shapiro (2003)
countries
Godinez and Liu
(2015)

FDI Flows

12 Latin
American
Countries

if country received
FDI & value of FDI
flows
FDI Flows

Time
Period

Interaction with
transition
economy
+

Host country corruption
Host country pervasive
corruption
Host country arbitrary
+
corruption
FDI motive in countries with All positive for market size,
low governance effectiveness natural resources and patents
FDI motive in countries with
except for developing
high governance effectiveness
markets for patents
Hofstede
n.s.
Dow and Karunaratna (2006)
Index
Spain
China
Socio-economic development
n.s.
distance
Cultural and historical distance
If Democracy, if common law,
+
level of trust,
Cultural distance
Interaction of institutional &
+
economic
More important for
Governance indicator (world
developing & transition
bank)
economies
English common law
+
CPI
Corruption distance (home
countries with lower corruption)

Type of Analysis

Panel Data Gravity model

1997-2009

Probit model

1999

Double log model with quasi
fixed effects

2000-2012

Negative binomial regression
model

1990-2006 Survey data, logistic regression

2009

Partial least squares-based SEM

1980 and
2000

Panel general estimating
equation

1994-1997

Two stage model

2006-2009

Random Effects Logistic
Regression

Author

Habib and
Zurawicki
(2002)
Holmes et al.
(2013)

Sample

Bilateral FDI
data for 89
countries
50 countries,

Chinese FDI in
Kang and Jiang 8 economies,
(2012)
developed and
developing

Khoury and
Peng (2011)
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Kolstad and
Wiig (2012)

28 Latin
American &
Caribbean
Countries
104 countries,
OECD and
Non-OECD

Dependent Variable

FDI

Inward FDI

FDI stock in a host
country

Inward FDI
Chinese Outward
FDI

Measure of Institutions

Results

Corruption distance (home
countries with higher
corruption)
CPI (higher, less corruption)

1996-1998

OLS & Probit

9 years

Random Effects Regression

1995-2007

Random Effects Panel Data

+
-

Political, regulatory, economic
Culture

n.s.

Rule of Law*Natural Resources
(in OECD countries)

Type of Analysis

n.s.

Difference in CPI

Economic freedom
Regulative regime
FDI restrictiveness
Cultural distance
Bilateral trade intensity
No. of years with an
institutional reform
above * domestic innovation
base

Time
Period

Full

Developed

Developing

+
n.s.
+

+
n.s.
n.s.
n.s.
+

n.s.
n.s.
+
+

1990-2003

+
OECD

Non-OECD

n.s.

-

2003-2006

OLS
OLS regression

Institutions themed research is the most researched topic on emerging market MNEs,
there is a need to understand more about the complexity of institutions and how they 1990-2014
Literature Review
relate to other factors
Administrative distance, French
n.s.
Ties
35 countries
Makino and
Speed of Entry into Mainland China ties, Cultural
investing in
Tsang (2011)
Vietnam
distance
Multiple Regression
Vietnam
1989-1999
Broad French ties, Socialist ties,
+
ties with non-mainland China
Government Effectiveness,
European
Number of Firms
Regulatory Quality, Rule of
Oh and Oetzel
MNCs
Subsidiaries in a
Law, Voice and Accountability,
+
2001-2006 Negative Binomial Regression
(2011)
operating across
country
Political stability, Control of
101 countries
corruption
Interaction
Main effects with Market
7000 country
Size
Rothaermel et entry decisions International Market
Overall cultural distance
+
2001
Hierarchical Logistic Regression
al. (2006)
by 179 U.S.
entry
Uncertainty avoidance
internet firms
Masculinity
+
+
Individualism
+
+
Luo & Zhang
(2016)

166 article

Author

Sample

Dependent Variable

Measure of Institutions
Power distance

Sethi, Guisinger,
US FDI in
Phelan, and Western Europe FDI flows and stock
Berg (2003)
and Asia
Cultural proximity to USA
Siegel et al.
(2013)

Trevino &
Mixon (2004)

Trevino et al.
(2008)

61
Veliyath &
Sambharya
(2011)
Weitzel and
Berns (2006)

Circa 30
countries

FDI flows

Egalitarian distance
Harmony Distance
Embeddedness Distance
6 Latin
Political Risk, level of
American
Inward FDI
privatization, control over
Countries
capital markets
Educational system,
Bilateral investment treaties
16 Latin
(BITs),
America
Inward FDI
Privatization
Economies
Political Risk
Tax Reform, trade reform,
financial account liberalization
25 countries,
Political Stability
MNC R&D spending
developed and
Countries’ tech capabilities
in a country
Developing
Intellectual property regimes
Corruption
Premium paid for
Political stability
38 countries,
acquisition proxy for
Government effectiveness
developed and
how attractive targets
Common law dummy
developing
are
Corruption distance

Witte, Burger,
Ianchovichina,
and Pennings
(2017)

90 developing
countries

Wu et al. (2012)

45 developed Share of FDI as % of
and developing
all investment

Xie, Reddy, and
Liang (2017)

257 studies

Log greenfield FDI
(in USD millions),

Political Conflict

Results

Time
Period

+
Control:
Historical US
Main effects
position in 1980-2000
country
n.s.
Sheer
Signed
Distance
Distance
Not Robust 1970-2004
+
n.s.
-

Type of Analysis

+

+

OLS

OLS and fixed effects

1988-1999

OLS &
least squares dummy variable

1970-2000

Fixed Effects Model

+
+
+
Ns
+
n.s.
1990-2002
+
-/n.s.(Not Robust)
+
+/n.s. (Not Robust)
1996-2003
ns.
NonTotal Resource
Resource
2003-2012
ns
-

Rules based governance
3 year
Relational Based Governance
+
average
Family Based governance
+
The better the host country’s institutional laws with regard to
The country-specific financial markets, taxation and corporate governance, then
determinants of
higher the number of inward acquisitions. Geopolitical
1990-2016
cross-border mergers distance, regulatory distance, and cultural distance between
and acquisitions
developed and developing economies are more likely to be
moderated by the target country’s market size, natural

Panel Data analysis

OLS

Pooled OLS estimation

Multiple Regression

Review

Author

Sample

Dependent Variable

Measure of Institutions

Results

resources base, and weak institutional laws, especially
corporate tax and capital gains tax.
IPR protection regulation in host
country
85 developing
FDI flows from
Yoo and
Knowledge based assets of host
to 35 developed developing country
Reimann (2017)
country*IPR
countries
to developed
Knowledge based assets of
+
home country*IPR (+*)

Time
Period

Type of Analysis

2009-2014

Log-linear model
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Appendix C How regional institutions affect location choice
Sample

Dependent
Variable

Arregle et al.
(2013)

Japanese
MNCs in
45
countries

Number of
Subsidiaries in a
Country

Arregle,
Miller, Hitt
and Beamish
(2016)

Japanese
MNCs in
49
countries

MNE’s degree of
internationalization
into a country

Feils and
Rahman
(2011)

23
developed
countries

Log of FDI flows

Hoskisson et
al. (2013)

Mid-Rage
Economies

n/a

Pajunen
(2008)

47
countries
in Europe,
the
Americas,
and Asia,

FDI attractiveness
and FDI
unattractiveness
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Author

Measure of Institutions
Regulatory control relative to region
Political democracy relative to region,
Capital availability relative to region

Effect
n.s.
-

Market control relative to region

+

Low regional institutional diversity
Moderate regional diversity

+

High regional diversity

-

Culture * regional integration
+
Legal institutions * regional integration
+
Regulatory quality * regional integration
+
Governance * regional integration
n.s.
Suggest that outward investment from MNCs from mid-range
economies (who have either high institutional development and low
infrastructure and factor market development, or vice versa) will be
institutionally close and can benefit from regional trading agreements
Corruption
Labor regulation
Show how combinations
Favorable taxation
can lead to favorable
Just judicial system
conditions to FDI in
Property rights
different scenario
Political stability

Time
Frame

Type of
Analysis

19962001

Multi-level
negative
binomial
model

20012007

Poisson

19802003

Pooled OLS

2012

Cluster
Analysis

19992003

Fuzzy set
analysis

Appendix D How Sub-National institutions affect location choice
Author
Anderson and
Sutherland (2015)
Bu and Wagner
(2016)
Fetscherin et al.
(2010)

Sample

Dependent
Variable

Measure of Institutions

Chinese FDI in
FDI Value/FDI If investment promotion agency in
Canadian
Count
Chinese province
Provinces
US location
FDI in
choice in Chinese environmentally
Environmental capabilities
provinces
stringent region
FDI into China

6955 Japanese
Goerzen et al. (2013) subsidiaries nested
within 318 MNCs

Effect

Time
Type of Analysis
Frame

+

20032013

GLS and negative
binomial

+

19922009

Probit & OLS

19792008

Lit. Review

Articles about
FDI in China

Notes the importance of sub-national institutions

City class of
subsidiary
location

The global city as a measurement
MNCs more likely to locate in
the international connectedness,
global cities for demand side
advanced
activities and less likely for
producer services, and cosmopolitan
supply driven activities
environment

2001

Multilevel
multinomial
logistic regression
and multinomial
HLM

Japanese FDI into
Discuss how political, economic and cultural sub-institutions influence the type of
1979- Descriptive data
Beijing and
investment. Shanghai is an international economic, financial and trade center Beijing’s
2003
analysis
Shanghai
function is socialist China’s political/cultural center
Administrative distance, cultural
Likelihood of
Countries that
distance
investing in
Event history
Ma et al. (2013)
invested in China
Beijing (over
1979model
If Industry is FDI restricted or
for corporate HQ
+
Shanghai)
2005
global
Assets invested
by every foreign
FDI in Italian
Social environment - proportion of
Multiple
Majocchi and Presutti
firm in the
- (weakly confirmed)
2004
Provinces
crime in province
regression
(2009)
province for 5
industries
Provincial institutions that support
FDI
FDI into provinces Number of FDI
+
Meyer and Nguyen
FDI
projects Negative binomial
in Vietnam
projects
(2005)
up to
regression
registered
Influence of state ownership
n.s.
2000
How institutions can be tailored to the
Sub-national institutional
needs of investors. These are effective
Monaghan et al.
characteristics such as investment
FDI in Ireland
Successful
when incorporate MNCs and local firms.
Qual.
(2014)
agencies and training
Market Entry
Relations between sub-national
institutions important

Ma and Delios (2007)

64

Ramos and Ashby
(2013)

Investment into 32 Net investment
Mexican States
into a state

Home country crime * Homicide
rate in Mexican state

+

19792005

Fixed Effects

Author

Sample

Dependent
Variable

Measure of Institutions

Effect

Time
Type of Analysis
Frame

from 140
countries
MNE subsidiaries
in Czech
Whether MNE Quality of sub-national institutions
Santangelo, Meyer,
Republic,
subsidiary
and Jindra (2016)
Above*External knowledge
Hungary, Poland, outsources R&D
openness
and Romania.
Labor market characteristics
Technological progress
Villaverde and Maza 260 EU NUTS2
FDI/GDP in
(2015)
regions
region
Labor regulation
Competitiveness

+
2011

OLS

20002006

OLS and 2SLS

+
+
n.s/+
+
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Appendix E The Industry-Specific contexts in which institutions affect location choice
Author

Sample

Alimov
(2015)

28 countries

Castella
ni et al.
(2013)

Jiang et
al.
(2013)

66
Ramam
urti and
Doh
(2004)

59 countries

Foreign
investments in
manufacturing
by Japanese
manufacturing
firms

Dependent
Variable
Intensity of
cross border
M&A flow
Dummy
variable, if
invested in
country or
not

Entry
decision for
a potential
house
country

Boom in foreign infrastructure
FDI in developing countries in
1990s

Measure of Institutions
Employment Protection Legislation index
Interaction with high skill & high
productivity
Colonial ties
Legal origin
Regional trade agreement
Bilateral trade agreement
Religious difference
Language difference
Formal institutional distance
Informal institutional distance
Formal institutional distance * same
industries entries
Informal institutional distance * same
industries entries
Formal institutional distance * different
industries entries
Informal institutional distance * different
industries entries

Time Period

Effects
+

1991-2012

+
R&D
n.s.
n.s.
+
+
-

Manuf.
+
+
n.s.
+
-

2003-2008

Type of
Analysis
Fixed
effects panel
regression

Probit
Regression

n.s.
n.s.

1971-2003

+

Rare events,
discrete
time and
conditional
logits

+

Suggest that country and industry specific drivers can explain the investment boom, such as
changes in policies and decreased risks

Review of
empirical
Data

Appendix F The Firm-Specific contexts in which institutions affect location choice
Author

Sample

Baronchelli
et al. (2016)

122 Italian SME
family firms

Belderbos et
al. (2011)

Japanese firms
entering regions in
China

Dependent
Measure of Institutions
Variable
Number of
subsidiaries in Higher Family involvement (institutional measure
psychically
in DV)
distant countries
Existence of Japanese firms
The odds of
Existence of Japanese firms^2
investing in a
Existence of firms within the same industry
particular region
Existence of firms with high status
Existence of horizontal business group

67

Berry et al.
(2010)

Developed and
Developing
countries

If entered foreign
market

Delios and
Henisz
(2003a)

Japanese FDI

Dummy variable
in firm entered
country in year

Garcia-Canal
and Guillen
(2008)
Galán and
GonzálezBenito (2006)
Galan et al.
(2007)

Spanish MNCs in
Latin America
Survey of 103
Spanish MNCs
Survey of 103
Spanish MNCs

The count of
entries in a
country
Selection of Latin
America as FDI
Destination
Selection of EU
and Latin
America as FDI
Destinations

Henisz and
Delios (2001)

US Venture capital Rate of entry into
in 95 countries
a country

155 countries

If firm located in
country in year

Time
Period

Type of Analysis

-

undisclos
ed

OLS

+
+
+
n.s.

19791999

Conditional Logit model

19932005

Logistic regression

19801999

Event history analysis

High
Low Income
Income
Hofstede distance, financial distance
Administrative distance, cultural distance
+
Demographic distance
Geographic distance
n.s.
(Differences also found for R&D intensity, previous experience &
industry)
Political hazards
Political hazards * political hazards experience
+
Cultural distance
n.s.
Culture Distance *Experience with culture
+
Policy instability
+
Policy instability * firm prior entry into country

-

Cultural affinity

+ (most important
factor)
EU

Political and legal factors
Social and cultural factors

+
+
Effect

Guler and
Guillen
(2010)

Results

National systems of innovation
Legal institutions
Financial institutions
Political stability
Political hazards
Political hazards * Prior locations by other firms
Political hazards * Prior locations by industry

+
+
+
+

Latin
America
n.s.
+
With firm
experience
n.s.
n.s.
-

19872000

Negative binomial model

2000

ANOVA

2000

Logistic and multiple
regression

19902002

Hazard model

19901996

Logit model

Author

Sample

Dependent
Variable

Henisz and
Macher
(2004)

Developed
Countries

Count of
investments in a
country

Holburn and
Zelner (2010)

64 countries in
electricity
generating

Binary measure if
firm invested in
country or not

Measure of Institutions
Political hazards * Prior locations by business
groups
Political hazards * Experience of firm
internationally
Political hazards * Experience of firm in host
country
Political hazards
Political hazards*Firm capabilities
Political risk of home country * Political risk of
host country
Ethnic Fractionalization of home country *
Political risk of host country
Location in culturally similar countries

Results
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Type of Analysis

19942002

Negative binomial
regression

19901999

Fixed effects logit model

19812003

multilevel mixed effects
logit

19752015

Literature review

2007

Weighted exogenous
sampling maximumlikelihood

n.s.
n.s.
n.s.
+
+

42 Korean
+
electronics firms in
Entry in a
53
country in a year
Above *Experience with foreign partner
+
host countries
Jain et al.
Locational decisions can have industry, firm-specific and host location drivers, but we need
151 articles
(2016)
more understanding or how these vary based on motive. A model is proposed
Interaction
Main
with
Effects
vicarious
Jiménez and
Presence of
experience
de la Fuente 164 Spanish MNEs
subsidiary in
Education, industrial development, democracy &
+
(2016)
foreign country
social system stimuli distance
Language distance
Religion distance
+
Jormanainen
and
Emerging Market Firms’ International Suggest that combining a micro- and macro- level view of institutions can
Koveshnikov
Activities
increase explanatory powers.
(2012)
Sequential Entry
Context Similarity
+
Li, Guo, and OFDI by Chinese
& Count of
Xu (2017)
firms
Subsidiaries in
Newness of Experience* Context Similarity
+
location
Institutional quality
+
Outsourced services
Institutional
quality*Service
complexity
+
Value of services
Liu et al.
by US
outsourced by US
Institutional quality*Service routineness
(2011)
Firms to 31
firms
Institutional quality*Service interactiveness
+
countries
Cultural proximity
+
Hong and
Lee (2015)

Time
Period

Lit Review

1992–
2012.

Binary probit model &
negative binomial

19922005

Panel Data

Author

Sample

Dependent
Variable

López‐
Duarte,
Vidal‐Suárez,
and
González‐
Díaz (2015)

265 articles

The role of
national culture
in IB

Lu et al.
(2014)

Chinese FDI into
developed &
developing
countries

Entry Dummy
variable, if
entered a host
country or not

Madsen
(2009)

168 Countries

If firm entered
country or not

69

Maitland and
Sammartino
(2015a)
Maitland and
Sammartino
(2015b)

Nielsen et al.
(2017)

Senior decision
makers of an
inexperienced
multinational

153 studies.

Assessment of a
potential
acquisition in a
politically
hazardous
African country

Location choice

15,795 firm level
Rasciute and observations on FDI Binary if country
Downward locational decisions
is chosen as
(2017)
in 25 European
location
countries
Describes the stages of development,
Rana and Elo
documenting the creation of an IJV
(2017)
named in Bangladesh
Schotter and 47 interviews with
Internationalizati
Abdelzaher
key executives of
on Processes
(2013)
firms from countries

Measure of Institutions

Results

Cultural proximity*Service complexity
Cultural proximity*Service routineness
Cultural proximity*Service interactiveness

n.s.
n.s.
n.s.

Highlights the importance of understanding IB actors as drivers of the
acculturation process, and the need to incorporate the upper echelons
theory in understanding strategic decisions

Prior entries by the focal firm*Host country
institution

-

Time
Period

Type of Analysis

20002012

Literature Review

20022009

Fixed Effects Logit model

Country environmental stringency
n.s.
1996Country environmental stringency * Firm-specific
2004
+
environmental capabilities
Managers in the firm applied a diversity of heuristics, reflecting their different
cognitive strengths. Some individuals drew on learning to build richer representations
of the political hazard environment, where those with experiences had a greater
understanding and idea of power struggles and assessments of politically hazardous
environments
Individuals’ multinational knowledge is the most effective way of assessing and
addressing liability of foreignness. These cognitions are heterogeneous, so strategies
will be too.
Multiple-perspectives across IB, management, economics, urban and
regional studies, and economic geography. Identifies the methodological
challenges in predicting FDI location choice, maps the ways in which
1976empirical studies have addressed these challenges, correlates these
2015
methodological choices with the empirical support for the various theories
to assess the validity and confidence of the evidence
Large firms investing in scale intensive industries* Less important for
Political Risk
larger firms
1997Large firms investing in scale intensive industries*
2013
+
EU
Diaspora networks play a very direct role in enabling market entry when local
institutions become impediments
The role of diasporas in the internationalization
capabilities of the firm

Highlights the role
diasporas play in
boundary spanning

2010

Rare effects logit model

17 semi structured
interviews

Systematic review

Conditional logit and
Latent Class Random
Parameters model

Case study
Phenomenological driven
qualitative research

Author

Sample

Greek manuf.
Stoian and
companies in 26
Fiippaios
developing
(2008)
developed, transition
economies.

Provincial data
Tan and
within Vietnam, 20
Meyer (2011)
FDI locations

Xia et al.
(2009)

70

Yuan and
Pangarkar
(2010)
Zhou and
Guillén
(2015)

Zhou and
Guillén
(2016)

US firms entering
Eastern European

Dependent
Variable

FDI decision
(dummy
variable)

Location choice
of city in
Vietnam

Entry in a
country via
acquisition

Chinese companies
Rate of entry into
entry into 66
a country
countries
FDI by 1935
Chinese firms

If firm entered a
country

Market seeking
FDI
Efficiency
seeking FDI
FDI by 256 Chinese
Asset seeking
firms
FDI
Natural resource
seeking seeking
FDI

Measure of Institutions

Results

Institutions and other home country FDI
Institutions and same industry FDI
Institutions and other FDI activity

due to their
knowledge of host
locations
+
+
+
+
Poor
Good
Institution
institutions
s
+
n.s.
+
+
NS
+

Corruption
Rule of law
Bureaucratic quality
Ethnic tension (Higher is less tension)
Expropriation risk(Higher is less risk)

Institutional transformation

+

Institutional transformation * Prior entry

-

Behavioral inertia * Host country uncertainty

+

Behavioral mimicry * Host country uncertainty

+

Cultural distance (to home base)
Demographic distance (to home base)
Political distance (to home base)
Administrative distance (to home base)
Cultural distance, economic distance, and
demographic distance
Political distance, administrative distance, and
political hazards
Political distance, administrative distance, and
political hazards

n.s.
-

Political distance

-

Time
Period

Type of Analysis

19941999

Logit maximum likelihood
estimation

19912000

Logit model

19902003

Event history analysis

19922005

Conditional logit model

19912007

Rare-event logistic
regressions

19912007

Rare-event logistic
regressions

-

FIRM-SPECIFIC LIABILITY OF FOREIGNNESS: ADDED INSTITUTIONAL
DISTANCE IN LOCATIONAL DECISIONS

ABSTRACT:
The concept of liability of foreignness has long been driven by the institutional distance a
firm must face between its home country and a host country. However, recently, there has been a
rise in the portfolio approach to understanding distance, acknowledging that the learning a firm
may accumulate in other environments can reduce the liability of foreignness in new environments.
Building on this, I theorize and test the concept of added institutional distance, as the distance
added in a locational decision, based on the smallest distance between all locations of the firm and
a potential host location. In a random sample of US publicly traded firms (manufacturing and
service firms) active between 1995 and 2010, I find that added knowledge and added economic
distance deters locational decisions, but that this is mainly driven by locational moves to
developing countries. This means that, when firms have experiences of learning in similar
knowledge and economic environments and, therefore, a smaller distance to a potential location,
they are more likely to locate there. This result embraces the concept of the dynamic nature of
liability of foreignness and firmly establishes a link between firm-specific distance and locational
decisions.
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INTRODUCTION
A large number of studies have examined the concept of institutional distance, liability of
foreignness and how these effect locational decisions (Berry et al., 2010; Eden & Miller, 2004;
Estrin, Baghdasaryan, & Meyer, 2009; Kostova & Zaheer, 1999; Xu & Shenkar, 2002; Zaheer,
1995; Zaheer & Mosakowski, 1997). Kostova (1999) defines institutional distance as the
“difference between the institutional profiles of the two countries”, which is based on the threedimensional constructs of country institutional profiles, the regulative, cognitive, and normative
institutional environments of both countries. Liability of foreignness is defined as “all additional
costs a firm operating in a market overseas incurs that a local firm would not incur” (Zaheer, 1995:
342–343). Mixed previous empirical evidence has shown that sometimes MNCs value unique and
distant locations, and sometimes distance deters MNCs (Asmussen et al., 2011). Many studies only
examine the distance between the home and the host country, which overlooks the experience and
learning in the portfolio of locations of the firm, that can influence future locational decisions
(Dunning, 1998; Nachum & Song, 2011).
In this study, I examine the institutional distance of all of the firm’s locations in relation to
potential new locations. I take a more considered approach to understanding distance and
conceptualize “added institutional distance”, which is the smallest distance the firm will
experience between all current locations of the firm and a potential location. I argue that, when
such a distance is large, the liability of foreignness associated with the locational decision will
deter the firm from entering that location. When such a distance is small, the firm has engaged in
learning in a similar environment that can help it overcome the liability of foreignness. I build
upon work by Zhou and Guillén (2015). While Zhou and Guillén (2015) contribute to the literature
by calculating the distance between the “home base” (all locations of the MNC) and a potential
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location, this paper uses the concept of added distance (inspired by the concept of added cultural
distance by Hutzschenreuter and Voll (2008)) to fully capture institution-specific learning that may
lessen the liability of foreignness. I also build upon the recent work by Perkins (2014), who finds
that subsidiaries survive in locations where they have institutionally similar experience. How does
my construct improve on this previous research? I construct added distance by calculating the
distance to the most institutionally similar location, whereas previous studies examined average
distance based on a full portfolio of locations. These studies tend to underspecify the importance
of the institutionally similar locations, which I specifically address (Perkins, 2014). Furthermore,
in isolating the effect of this distance by holding constant the locational advantages of locations, I
attempt to reconcile the mixed evidence of whether distance deters or attracts.
I use data from a random sample of US publicly traded firms (manufacturing and service
firms) active between 1995 and 2010. I find that added knowledge distance and added economic
distance deters locational decisions, but that this is mainly driven by locational moves to
developing countries. This means that, when firms have experiences of learning in similar
knowledge and economic environments and, therefore, a smaller distance to a location, they are
more likely to locate there. As such, this study highlights the dynamic interaction between
locations (institutions) and organizations and strategic choices as an outcome of this interaction
(Peng, 2002).
This paper makes a number of contributions to the literature. Firstly, it builds upon work
on institutional distance (Berry et al., 2010; Eden & Miller, 2004; Kostova, 1999), but embraces
the dynamic nature of liability of foreignness in conceptualizing firm-specific distance. Thus, I
respond to recent calls to bring firm heterogeneity into the distance construct (Zaheer et al., 2012).
I also theorize about the types of accumulated learning that the firm undergoes with specific types
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of institutional distance and how these capabilities can reduce the liability of foreignness in
institutionally similar locations, e.g. developing knowledge protection strategies in weak
knowledge protection environments, developing marketing strategies and adapting products to sell
to less sophisticated or culturally different customers. Secondly, in examining how firms from the
same home country have differing degrees of liability of foreignness in relation to locations, I
isolate the liability of foreignness part of institutions and institutional distance, by holding
location-specific advantages constant. In order to tell this liability of foreignness story, this paper
strips out many of the confounding variables that may drive these decisions, such as firm-specific,
industry-specific and country-specific factors. By isolating the relationship between the MNC and
particular locations, I get a more accurate sense of how distance and liability of foreignness broadly
affect locational decisions. Third, while the concepts of institutional similarity and added distance
have been explored in relation to internationalization decisions, these have been limited to survival,
performance and rate of expansion (Hutzschenreuter, Kleindienst, & Lange, 2014;
Hutzschenreuter & Voll, 2008; Hutzschenreuter et al., 2011; Perkins, 2014). Therefore, these
studies examine very different aspects of MNCs’ international strategies; the aftermath of
locational decisions. In examining firm-specific institutional distance and experiences, I am also
dealing with the aftermath of locational decisions, but, in relation to new ones. This is an important
consideration when considering the portfolio approach of MNC strategies, which is series of
interconnected choices across locations (Benito & Gripsrud, 1992; Nachum & Song, 2011).
The rest of this paper is organized as follows: I will firstly outline some of the theoretical
and empirical evidence around liability of foreignness and MNC locational decisions. Building on
this literature, I then develop hypotheses about locational decisions and added distance. I then
report the methodology and data to test these hypotheses and analyze the results. The concluding
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section of the paper discusses the importance of these results and the contributions of this paper to
the international business/strategy field.
THE ROLE OF INSTITUTIONAL DISTANCE IN MNC LOCATIONAL DECISIONS
Institutional Distance: Asset or Liability?

The quality, adequacy and ways in which formal and informal institutions are enforced and
implemented are a critical component of the OLI paradigm and “a determinant of the extent,
pattern and form of cross-border activities” (Dunning, 2003: 19). In terms of location, formal
institutions could be laws or regulations, or the discipline of political markets. Informal institutions
could be religion, social norms, traditions and civil society (Dunning, 2003; Peng & Pleggenkuhle‐
Miles, 2009). The traditional literature on institutional distance posits that the greater the
institutional distance between the home and potential host country, the greater the uncertainty
associated with that host country, and the less likely that a firm will invest in that country (Kostova
& Zaheer, 1999; Xu & Shenkar, 2002). This is based on a liability of foreignness argument,
whereby the added costs of doing business in a foreign location as a result of the institutional
distance deter investment (Eden & Miller, 2004). However, a second stream of literature suggests
that such differences may encourage investment. The eclectic paradigm perspective on location
and a “locational advantage” generally examines at investment decisions as being one to gain
access to an advantage associated with a particular country. Discussing institutions in relation to
locational advantages, the OLI/eclectic paradigm approach views specific institutional aspects of
a country that make it different, creating an “advantage” that would entice investment (Dunning,
2000).
The empirical literature on locational decisions and institutions echoes the theoretical
divergence noted above and will be discussed below. Bunyaratavej et al. (2007) suggest that firms’
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location choices for offshoring will be driven by a parity perspective; the desire to attain the closest
parity in a host country to the home country. They find that, as cultural distance increases between
a home and host country, the number of FDI projects of the country pair decreases. Ma et al. (2013)
show that greater economic distance between a home country and China reduces the amount of
FDI in China. Many other papers find that cultural proximity increases investment, such as Liu et
al. (2011), Makino and Tsang (2011) and Flores and Aguilera (2007). However, there is
inconclusive evidence on cultural distance and investment; a meta-analysis on the use of cultural
distance by Tihanyi, Griffith, and Russell (2005) found a near zero relationship between cultural
distance and investment in 66 different studies. Beugelsdijk et al. (2018) investigate the impact of
cultural distance on the various stages of the entire internationalization process and find that
cultural distance has a differential effect on the various stages of the internationalization process
Some papers find evidence in favor of locational “advantages”. Buckley et al. (2007) find
that Chinese ODI is associated with higher political risk in host countries across a 26 year sample.
They suggest that capital market imperfection and institutional factors within China may have
induced this unusual attitude to risk. Likewise, Garcia-Canal and Guillen (2008) find that greater
political instability relative to Spanish MNCs increases the likelihood of entering a Latin American
country, suggesting that firms see attraction in unconstrained decision-making in such countries.
Liu et al. (2011) show, in a study of service outsourcing location choices, that higher institutional
quality relative to the investing firm’s country lead to more outsourcing to that country. Berry et
al. (2010) found that, for distribution activities, political distance positively affects locational
decisions. Beugelsdijk et al. (2018) warn that some studies on distance may conflate distance with
direct or level effects. This is an important methodological consideration that will be explored in
this paper. Below, I advance arguments for understanding how institutional distance affects
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locational decisions by focusing on firm-specific experiences in “portfolios of locations” that may
change the liability of foreignness experienced by firms. In developing these arguments, I am
focusing on MNCs that are from developed countries. In my discussion, I will specifically address
the differences I may expect if applying this to emerging market MNCs.
THEORETICAL DEVELOPMENT
Liability of Foreignness

A key issue with international expansion and institutional distance lies in the concept of
liability of foreignness (Eden & Miller, 2004; Zaheer, 1995; Zaheer & Mosakowski, 1997).
Liability of foreignness was first discussed in S. Hymer’s PhD dissertation (1960). Hymer posited
that indigenous firms in foreign countries have advantages over international corporations as
“national firms have the general advantage of better information about their country: its economy,
its language, its law and its politics. To a foreigner, the cost of acquiring this information may be
considerable” (Hymer, 1960: 39). Zaheer classifies these as firm-specific costs based on a
particular company’s unfamiliarity with and lack of roots in a location; and costs resulting from
the host country environment.
Following Zhou and Guillén (2015), I define liability of foreignness as “the costs of doing
business abroad that result in a competitive disadvantage for an MNE subunit … broadly defined
as all additional costs a firm operating in a market overseas incurs that a local firm would not
incur’ (Zaheer, 1995: 342–343). Eden and Miller decompose the costs that make up liability of
foreignness into unfamiliarity costs, relational hazards and discriminatory treatment. These costs
increase the expenses of operating. Unfamiliarity costs reflect “the lack of knowledge of or
experience in the host country, which places the foreign firm at a disadvantage compared to local
firms.” Relational hazards are costs of organization either internally (intrafirm transactions) or
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externally costs (external market transactions). Discriminatory treatment can arise from
differential treatment by the home or host governments, consumers or the general public in the
host country. As noted by Eden and Miller, these costs are usually fixed in nature and decrease
over time with experience in an institutional environment. These costs can also be diminished
through training, experience, and cognitive effort (Asmussen & Goerzen, 2013).
The above liability of foreignness argument is driven by institutional distance such that the
greater the uncertainty associated with that host country, the less likely that a firm will invest in
that country (Kostova & Zaheer, 1999; Xu & Shenkar, 2002). However, theory is usually only
developed to establish the liability of foreignness felt by the distance between the home and host
country, as mentioned above. The diversity of experience in other environments is often
overlooked despite attention being drawn in many conceptual papers to the competitive advantage
that can be associated with the portfolio of locations a firm operates in (Dunning, 1988; Dunning,
1998; Dunning, 2009; Porter, 1994).
The Portfolio Approach and Organizational Learning

As demonstrated above, previous studies on liability of foreignness and institutional
distance tend to focus on the home-host country distance in determining firm locational decisions.
Nachum and Song (2011), building upon Benito and Gripsrud (1992) illustrate the portfolio
approach to understanding location choices, which is a more nuanced view of decisions based on
a series of interconnected choices across locations, given the previous locations of the firm. This
view examines locational decisions as being part of a portfolio, whereby understanding the fit of
a new location to the portfolio of locations of the firm, alongside the “locational advantages” of
countries is imperative. Nachum and Song (2011) show that firm locational decisions are based on
interconnected moves, whereby firms exploit their experiences and knowledge with existing
locations to fit subsequent locations. Similarly, Zhou and Guillén (2015) argue that liability of
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foreignness is not based on the home-host country relationship, but on the host- home base
relationship, the home base being all current locations of the firm. The portfolio approach has
roots in organizational learning theory (Levitt & March, 1988). institutional theory (Powell &
DiMaggio, 1983, 2012; Scott, 1995), and the behavioral perspective on internationalization
(Johanson & Vahlne, 1977). This is because, as firms expand, they are exposed to different
institutional environments and gain experiences that shape their strategies and structures over time
(Siggelkow & Levinthal, 2003; Zhou & Guillén, 2015). The process of international expansion
involves both uncertainty reduction and experiential learning (Johanson & Vahlne, 1977). The
experiential learning view shows how knowledge acquired in institutionally similar environments
underscores the success and strategies of further internationalization (Delios & Henisz, 2003b;
Perkins, 2014). Perkins (2014) argues that experience in environments brings about familiarity
with business codes, rules and practices, which can result in a greater ability to survive in new but
similar locations. Therefore, while some parts of experiential learning are country specific in the
ways they reduce liability of foreignness, such as establishing specific relationships, other learning
about the institutional environment can be applied to institutionally similar institutional
environments.
As mentioned, when firms internationalize and experience different institutional
environments, they learn from their experiences. Organizational learning is defined as “the process
of assimilating new knowledge into the organization's knowledge base” (Autio, Sapienza, &
Almeida, 2000: 911). Learning can have an information aspect, that increases the organization’s
knowledge about alternatives, and a competence aspect, in which the organization learns over time
to carry out its operations with an increasing degree of proficiency (Forsgren, 2002). Within this
learning, there are knowledge components such as knowledge of institutional frameworks, rules,
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norms and values in a particular market, and knowledge on customers, and how they engage in
business (Eriksson, Johanson, Majkgård, & Sharma, 2000). These knowledge components can be
assimilated into an internationalizing firm, and provide learning about environments that helps the
firm compete (Autio et al., 2000). The Uppsala model of internationalization (Johanson & Vahlne,
1977) proposes that previous locations are stepping stones to more institutionally distant locations,
which suggests that current locations bridge the gap to more institutionally distant countries from
the home country. Therefore, the stepping stone locations would ideally be institutionally similar
to a new location, and this similarity would decrease the liability of foreignness and increase the
likelihood of locating there. In this paper, I will focus on the how the experience in “close”
institutional investment influences investment. Drawing on organizational learning theory, as
firms expand and become accustomed to different institutional environments, they can use this
learning to have a lower liability of foreignness in a new environment, vis-à-vis another firm.
Therefore, the liability of foreignness felt by all firms from the same home country is not the same,
and the fixed costs of liability of foreignness vary based on the previous experiences of the focal
firm.
Added Institutional Distance

Much of the empirical work on distance assumes the importance of distance is related to
the MNC’s home country and a potential host country. The Uppsala model suggests that
internationalization is an incremental process through knowledge accumulation from foreign
operations, whereby firms expand to institutionally distant countries incrementally, and the
decision to enter one country (e.g. Ireland) may provide learning for a future locational decision
(e.g. the United Kingdom) (Johanson & Vahlne, 1977; Johanson & Vahlne, 1990). While the
Uppsala model sees MNCs as internationalizing to progressively more institutionally distant
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countries, it is worth noting that the subsidiary knowledge of institutionally similar countries
acquired in this sequence could be the main instigating factor for a future locational decision. Both
the Uppsala model of internationalization and organizational learning theory suggest that learning
and experience in internationalization are important in the understanding psychic distance, or the
"factors preventing or disturbing the flow of information between potential or actual suppliers and
customers" (Johanson & Wiedersheim‐Paul, 1975). This model incorporates learning as MNCs
incrementally build up knowledge of how to conduct business in different types of foreign markets
(Forsgren, 2002) Therefore, although the firm incrementally increases institutional distance in
locational decisions, the distance between one of its locations and its next may be quite small,
particularly if a current location involves acquiring knowledge about a new location, due to
institutional similarity. When operating in such environments, firms can build capabilities to
survive under specific institutional constraints, a capability that they can transfer to other
environments with similar constraints (Henisz, 2003; Shaver, Mitchell, & Yeung, 1997). A
limitation of the studies that use the portfolio approach mentioned above is that there are challenges
associated with the aggregate experiences of the firm, in that firms’ experiences in both similar
and dissimilar environments underspecifies the more meaningful experience of the firm in relation
to specific locations (Perkins, 2014). This paper adopts the concept of “added institutional
distance” which examines how much additional institutional distance the firm would have to
overcome relative to all current locations in its portfolio. In introducing the concept of added
institutional distance, I am expanding the concept of “added cultural distance” (Hutzschenreuter
& Voll, 2008; Hutzschenreuter, Voll, & Verbeke, 2011). These previous approaches to added
cultural distance look at the minimum cultural distance added over time between a new location
and a previous one in examining rates of expansion and firm performance. The authors find that
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higher added distance in one period negatively impacts both firm performance and rates of further
expansion. In doing so, the authors are examining the outcomes of added distance decisions.
However, here, I examine the locational decision itself, specifically focusing on how added
institutional distance affects locational decisions. As added distance increases, the effects of
learning in other institutional settings are likely to dwindle, which increases the liability of
foreignness felt by the firm. The cost of doing business abroad associated with this learning,
therefore increases, and acts as a deterrent relative to a location with lower added distance. An
assumption here is that firms are able to use the learning they have in one environment and transfer
it to others, perhaps in the form of information-sharing, employee redeployment, or the use of a
regional manager. Research from qualitative studies shows how subsidiaries regularly
communicate back to the headquarters on issues they have encountered in their host country with
written reports on financial matters, production, personnel and local market situations (Tsang,
1999). The types of liability of foreignness that can be reduced with the above learning include
unfamiliarly hazards, because the firm has already overcome the institutional distance associated
with these hazards in a similar environment. Furthermore, when relational hazards, or difficulties
of organization, are overcome in one environment, such as managing relationships internally or
externally with suppliers, customers and partners of different institutional environment, this will
provide learning. Even learning in similar political environments may reduce costs of
discriminatory hazards by governments as it can equip the firm with skills to overcome these,
although these types of capabilities may be harder to transfer across governments. Understanding
these drivers of liability of foreignness leads us to conclude that the smaller the distance the firm
has to add to its portfolio of locations, the lower the fixed costs of liability of foreignness, and the
more likely a MNC will invest in that country. Drawing on the above, the confluence of both a
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learning perspective, added institutional distance, stemming from the importance of the portfolio
of locations the firm and liability of foreignness, the learning effects from institutionally similar
countries reduce the fixed costs of liability of foreignness Below, I focus on three specific aspects
of institutional distance (cultural, economic and knowledge distance) to tease out the effects of
added distance on locational decisions, given the above theoretical development. Why do I choose
these three measures? I focus on these aspects of the institutional environments because the
learning associated with them is likely to reduce the liability of foreignness costs such as relational
and unfamiliarity hazards in other environments (Hutzschenreuter et al., 2014). All three have
distinctive features that can create different liability of foreignness hurdles in foreign
environments. For example, cultural distance may create barriers to learning, economic distance
creates differences in business models, and knowledge distance creates difficulty in levels of
sophistication of stakeholders. Given that all of these dimensions are theoretically different (Berry
et al., 2010), the ways in which liability of foreignness is created in them is also different, and
important to delineate below. While I predict the same directional relationships, I theorize that the
mechanisms of influence are different. Notably, I do not find empirical support for all three
hypotheses, which further justifies disaggregating institutional distance into these separate
measures. This is important in terms of theorizing and understanding more about the costs of doing
business abroad for managers. We need to understand the types of firm-specific distance that
matter in internationalization, and the practical decomposition of liability of foreignness is vital to
help managers understand obstacles in internationalization.

Added Cultural Distance

The differences in cultural values and norms across countries and their effect on business
practices have been well-documented since Hofstede published his seminal study (1984). A key
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assumption in the home-host country cultural distance literature is that distance increases the cost
of entry, decreases benefits to the firm, and hampers the transfer of core competencies to the
foreign markets (Bartlett & Ghoshal, 1999; Tihanyi et al., 2005). Hutzschenreuter et al. (2014)
identify three problematic barriers that cultural distance instills in firms. The first is
communication and interaction, the second is the ability to make decisions due to the inability to
fully interpret signals such as consumer preferences or competitor moves, and the third is the
ability to learn itself. Larger cultural distance makes it difficult for the firm with little experience
to understand practices and procedures as well as behavioral and values differences (Calhoun,
2002). However, if a firm has experience in a culturally similar country, this learning experience
means that there are firm-specific cultural experiences that reduce liability of foreignness, relative
to firms that do not have experience in culturally similar countries. Therefore, the unfamiliarity
hazards faced by firms with lower added cultural distance are smaller, resulting in a lower fixed
cost of liability of foreignness. The firm has essentially already endured experiences to transform
the unfamiliarity to the familiar. With respect to the learning effects in culturally close countries,
the firm may also be able to connect to other culturally similar countries through supranational
networks tied by culture or by learning about the cultural backgrounds (Barkema, Bell, &
Pennings, 1996; Johanson & Vahlne, 1990). When a firm has not had an experience in
institutionally culturally close country, the costs of unfamiliarity are high, resulting in a greater
liability of foreignness. Building upon the general discussion above about added institutional
distance, portfolios and learning, this leads us to the first hypothesis:

Hypothesis 1: The greater the added cultural distance to a location, the less likely the firm
will locate in the country.
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Added Economic Distance

Diverse economic locations instigate differences in consumer purchasing power and
preferences, macroeconomic stability, and how open the economy is to external influences (Berry
et al., 2010). Opportunities exist in economically distant countries in terms of expanding to
developed, more sophisticated markets (Gubbi, Aulakh, Ray, Sarkar, & Chittoor, 2010; Harrison,
Hitt, Hoskisson, & Ireland, 2001) or locations that bring about efficiencies such as low-cost
(Almeida, 1996; Dunning & Lundan, 2008b; Evans & Mavondo, 2002). However, locations that
are economically distant may create challenges due to the difficulty in terms of transferring of the
business model (Dow & Karunaratna, 2006; Hutzschenreuter et al., 2014; Tsang & Yip, 2007).
Furthermore, differences in consumer demand and levels of sophistication of buyers, suppliers and
partners can result in higher liability of foreignness for firms. Differences in economic
environments can also be reflected in business institutions, such as distribution channels, media
and advertising (Mitra & Golder, 2002). Norms in business-to-business communication and
interaction are likely very different depending on economic differences (Dow & Karunaratna,
2006). For example, economic exchanges in a subsistence agrarian economy are likely very
different compared to those in an industrialized sector. Such differences are characteristic of the
three types of liability of foreignness mentioned above. Learning about economic differences and
learning about more or less sophisticated customers decreases the relational and unfamiliarity
hazards for the firm. For firms that have dealt with locations of similar purchasing power, inflation
etc, the capabilities developed will reduce those costs of doing business for the firm in a new
location. For example, a firm with experience in poorer countries will have developed capabilities
in dealing with that type of customer needs and wants associated with that customer. Firms with
experiences in countries that are more restricted in trade will have accumulated learning in
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organizing operations under such constraints. In comparison, when firms do not have such
institutional experience, the added economic distance is greater, and hence the hurdles to overcome
are higher. This relatively larger liability of foreignness is likely to necessitate a greater initial
investment, which will deter entry. This leads us to the second hypothesis:
Hypothesis 2: The greater the added economic distance to a location, the less likely the
firm will locate in the country.

Added Knowledge Distance

There has been a persistence in knowledge differences across countries despite
globalization, owing to distinctive knowledge players in specific countries, and the stickiness of
knowledge within countries (Guler & Guillen, 2010). When countries differ in their capacity to
create knowledge and innovate, this creates challenges and opportunities (Berry et al., 2010;
Furman, Porter, & Stern, 2002; Nelson & Rosenberg, 1993). Managing knowledge in its
protection, support and development is a major concern of MNCs, made more complex by these
opportunities and challenges of diverse knowledge settings (Alcacer & Chung, 2007; Berry &
Kaul, 2015; Furman et al., 2002; Kostova, Athanassiou, & Berdrow, 2004). Some of the challenges
created are the transferability of firm-specific knowledge, difficulties in knowledge appropriation
and unintentional knowledge spillovers (Alcacer & Chung, 2007; Berry, 2014; Szulanski, 1996).
In terms of knowledge distance, when levels of knowledge differ, firms must develop capabilities
to deal with these different levels of knowledge. In terms of product/service adaptation costs,
different locations will have more and less sophisticated knowledge capacities which will lead to
changes needed to sufficiently transfer knowledge and communicate about knowledge. For
example, one such activity to deal with locations with different levels of knowledge intensity are
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strategic knowledge protection initiatives, which are organizational processes to prevent
knowledge spillovers such as complex design, secrecy or the use of specialized complementary
sales and service capabilities firm (de Faria & Sofka, 2010; Encaoua, Guellec, & Martínez, 2006;
Teece, 1986). For firms locating in high-knowledge environments, they often have to develop
sophisticated marketing techniques to leverage product quality and build long-term relationships
with customers. (Campa & Guillén, 1999; Porter, 1990). Learning effectiveness is also positively
associated with the availability of prior related knowledge (Cohen & Levinthal, 1990), which relies
on the availability of related knowledge to help learn. All of this learning, related to the
understanding the scientific development of different locations enables the firm to develop
capabilities to deal with locations of similar knowledge levels. For firms locating in places that are
more knowledge intensive, learning from similar locations can reduce this liability of foreignness.
One of the main adjustments firms will have to make in places that have different levels of
knowledge will be product/service adaptation costs to suit the technology level and needs of the
local environment. For example, companies need to develop capabilities in demonstrating and
advertising their products to the customer at the specific knowledge level of the environment
(Hennart, 1988; Williamson, 1985).
When firms face a location of high knowledge distance, it is likely that the investment to
be able to communicate effectively with customers, employees, suppliers etc will be higher. If
firms have experience, these costs of organizing (relational hazards), either by initiating strategies
to protect knowledge, or to inform customers, will be lower. This leads us to the third hypothesis:
Hypothesis 3: The greater the added knowledge distance to a location, the less likely the
firm will locate in the country.
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The Importance of Context: Added Distance in Developing Countries

Institutional development is the extent to which a country has developed formal rules,
systems, and structures that facilitate corporate activity (Deephouse, Newburry, & Soleimani,
2016). Berry (2006) finds differences between high and low knowledge-intensive industries in
how shareholders value both advanced and emerging market FDI. One of the ways in which Peng,
Sun, Pinkham, and Chen (2009) motivated bringing the institution-based view of international
business to the forefront of research was due to the rise of developing markets, which feature very
different institutional contexts in which businesses operate. Such institutional environments are
also more varied in their underlying characteristics (Fainshmidt, Judge, Aguilera, & Smith, 2018;
Manolova, Eunni, & Gyoshev, 2008) which brings about more difficulties for the MNC. When
authors do compare across levels of development, the results often show that these contexts do
matter differently in terms of locational decisions (Berry et al., 2010; Buckley et al., 2012;
Clougherty & Grajek, 2008; Kang & Jiang, 2012; Purkayastha, Manolova, & Edelman, 2012). It
is likely that the distance to developing markets is seen differently to the distance to developed
markets due to the need to overcome institutional voids, or the lack of institutions to help facilitate
market transactions (Khanna & Palepu, 2005; London & Hart, 2004; Santangelo & Meyer, 2011).
However, due to the greater uncertainty created by institutional voids, when firms face
environments in which they have little experience to their current locations, the deterrence is likely
to be greater. This is possible for a number of reasons. Developed countries have formal
institutions, such as regulative agencies, (e.g. consumer protection, labor, and securities) that
protect different types of stakeholders (Deephouse et al., 2016). In developing countries,
transaction costs are higher and vary more, due to weak institutions and high uncertainty and
agency relationships are more complex and often vaguely defined (Meyer & Peng, 2005).
Furthermore, the local institutional arrangements that set the “rules of the game”, replacing absent
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or weak institutions often determine who is allowed to play the game (Mair, Martí, & Ventresca,
2012). This creates an even greater liability of foreignness due to a larger uncertainty. Therefore,
even when there is the same added distance to developing rather than developed markets, the fixed
costs to be overcome will be greater. Firstly, the informal ways to deal with institutional voids,
such as relationships, mean that the ability to learn about the environment, e.g. how to transfer
knowledge, is more likely to be local, unwritten and informal. What this means is that, for a firm
with the same economic, knowledge or cultural added distance to two host countries, e.g. a small
distance and therefore similar experiences that could help them in a new environment, when
considering a locational decision to a developed market, where there is more transparency about
overcoming distance, the deterrence is less. The firm is likely to choose the developed market
location due to the smaller uncertainty in dealing with liability of foreignness. Applying the
learning perspective that of the portfolio of locations of the firm the uncertainty in institutional
environments to the
Hypothesis 4: Added institutional distance deters more when the location choice is in a
developing rather than developed country
DATA AND METHODOLOGY
A random sample of all US publicly traded firms active between 1995 and 2010 was taken
from Compustat. The sample was then limited to firms from the manufacturing and service sectors
(with the exclusion of financial institutions). This sample contained 645 companies, and the sample
was representative of each sector in terms of average sales and assets. This sample was then
matched with data from Dyreng and Lindsey (2009), who provide data on subsidiary location and
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counts of subsidiaries over time, as filed by these companies with the SEC2. A firm was defined
as being likely of entering a country, if, by the end of the sample, a firm in their industry had
entered that country (using five digit NAICS codes) (Berry et al., 2010)3. These data were then
matched with the Berry et al. (2010) 4 data on cross-national distance. The authors calculate
distances using the Mahalanobis method, which is scale invariant and takes into account the
variance–covariance matrix. This approach facilitates seeing distance as a construct made of many,
partially overlapping dimensions.
Dependent and Independent Variables

The dependent variable is a dummy variable representing whether a firm enters a country
in a specific year based on the count of subsidiaries over time. The main variables representing
added distance will be cultural, economic and knowledge distance. Added distance is calculated
as the minimum distance between all current locations of the firm and a potential host location.
For example, if a US firm is considering locating in Chile (cultural distance from USA to CHL is
13.98), and is located in Spain (cultural distance from ESP to CHL is 2.78), Ireland (cultural
distance from IRL to CHL is 8.53), the Netherlands (cultural distance from NLD to CHL is 11.37)
and China (cultural distance from CHN to CHL is 16.24), then the added cultural distance is
recorded as 2.78. The distance data (outlined in Table 3-1) have been used by several authors who
theorize about institutional approaches to distance and then use decomposed measures of this
distance to examine specific distance contexts (Berry et al., 2010; Chan, Makino, & Isobe, 2010;

2

These data are captured in Exhibit 21 of the annual 10K filed by a company. It is available to download from
https://sites.google.com/site/scottdyreng/Home/data-and-code
3
Selecting five-digit NAICS codes as the choice set was a decision made by the author based on an examination of
the industries, and how closely related three- four- five- and six- digit NAICS codes are. Robustness was carried out
with the other levels of NAICS codes, and similar results were found.
4
The authors provide these data per country pair on their website, available at
http://lauder.wharton.upenn.edu/ciber/research/distance.php
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Salomon & Wu, 2012; Zhou & Guillén, 2015). However, in this paper, I have specifically theorized
about each distance measure in terms of added distance. Berry et al. (2010) measure these variables
using the following underlying characteristics. The economic distance measure examines
differences in economic development and macro-economic characteristics using differences in
income (GDP per capita), inflation (GDP deflator as a % of GDP), exports and imports. The
cultural distance variable examines the time-variant World Values Survey results on power
distance, uncertainty avoidance, individualism and masculinity, based on Hofstede’s (1984)
measures. The knowledge distance dimension examines differences in patents and numbers of
scientific articles per capita.
Control Variables and Fixed Effects

While added institutional distance may be an important factor in locational decisions, it is
also necessary to consider the institutional diversity of environments the firm currently is in
relative to a new location (Zhou & Guillén, 2015). When firms internationalize incrementally, they
are following the Uppsala model (Johanson & Vahlne, 1977, 2009) and gradually increasing the
diversity of institutional environments of the firm, such that a locational decision will be welcomed
that adds a small amount of diversity to the firm’s portfolio. The idea of diversity enticing a
decision was introduced by Zhou and Guillén (2015), who argue that firms want to increase the
diversity of their foreign experiences to increase absorptive capacity and benefit from a larger pool
of learning within the organization (Cohen & Levinthal, 1990). It is likely that, aside from the
added distance effect, to reap the benefits of diversity, the firm will choose a location that increases
its diversity. In this sense, the firm can increase its institutional diversity through an institutionally
similar location, by taking a stepping stone approach, where the added distance is small, but
incrementally increasing the overall diversity of the portfolio. This is very much in line with
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Johanson and Vahlne’s work (1977) on internationalization, which discusses psychic distance and
the incremental internationalization of firms. This approach to measuring the institutional diversity
of the firm in relation to a new location is adopted from Zhou and Guillén (2015), who have
developed hypotheses and empirically tested the concept. Therefore, I do not specifically develop
hypotheses on this subject. I also control for added geographic distance, as this is likely to be a
factor in the spatial organization of operations. I use firm-year and country-year fixed effects,
which will be discussed below. Table 3-1 gives an overview of the main dependent, independent,
control variables and fixed effects used in this analysis,
___________________________
Insert Table 3-1 about here
___________________________
Estimation

The above discussion on institutional distance leads to the following model.
𝐸𝑛𝑡𝑟𝑦𝑖,𝑗,𝑡 = 𝛽0 + 𝛽1 𝑋𝑀𝑖𝑛𝐶𝑢𝑙𝑡𝑢𝑟𝑎𝑙(𝑗,𝑠,𝑡−1) + 𝛽1 𝑋𝑀𝑖𝑛𝐸𝑐𝑜𝑛𝑜𝑚𝑖𝑐(𝑗,𝑠,𝑡−1) +
𝛽1 𝑋𝑀𝑖𝑛𝐾𝑛𝑜𝑤𝑙𝑒𝑑𝑔𝑒(𝑗,𝑠,𝑡−1)− + 𝑐𝑜𝑛𝑡𝑟𝑜𝑙𝑠 +𝛿𝑖𝑡 + 𝛾𝑗𝑡 + 𝜖𝑖,𝑗,𝑡
where the possibility of firm 𝑖 entering or not entering country 𝑗 at time 𝑡, is explained by
the independent variables 𝑋𝑀𝑖𝑛…(𝑗,𝑠,𝑡−1) , which is the added institutional distance or the minimum
institutional distance between 𝑖’s current country locations 𝑠 and the potential host country 𝑗 at
time 𝑡. All independent variables are lagged by one year. As discussed below, I use firm-year fixed
effects (𝛿𝑖𝑡 ) and country year fixed effects (𝛾𝑗𝑡 ). To test Hypothesis 4, the observations will be
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split into whether the destination is a developed or developing potential host country, using the
World Bank classification.
Identification:

There are multiple observations per firm-year (due to the firm-year-country observations),
rather than just controlling for firm and year effects, firm-year effects can be controlled for (this
would be a dummy variable that captures company i at time t). This is essentially capturing a
dummy variable for each firm, for each year, omitting the need for firm controls such as accounting
data. Therefore, the only control variables needed are firm and industry variables related to each
host country e.g. experience, as well as the interaction variables proposed in the hypotheses above.
Country-year fixed-effects will also be used, to capture everything about the host country from
year to year. This would capture an omitted variable such as mass emigration into a country in one
year, or policy changes. This could also control for the most popular motivation for FDI into a
location in a particular year, counteracting more omitted variable bias in investment motivation.
By holding constant locational advantages, I do not run the risk of conflating distance with direct
or level effects (Beugelsdijk et al., 2018). In Table 3-1, I give an overview of some of the omitted
variables that my fixed effects approach controls for.

RESULTS
Table 3-2 presents the summary statistics and correlation tables. All variance inflation
factors are well below the rule of thumb cutoff for regression models of 10 (Ryan, 2008).
Theoretically, Berry et al. (2010) have justified the conceptual difference between each distance
concept, and while there is some correlation, it is not high enough for concern. Nevertheless, all
regressions were run omitting slightly correlated variables to check for robust findings.
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Furthermore, the cultural variables limit the sample size due to lack of data at the source level, so
each regression will be carried out both including and omitting that variable. All results found
below were consistent in these robustness checks.
___________________________
Insert Table 3-2 about here
___________________________
Table 3-3 presents the main results. Model 1 is the full sample, and Models 2 and 3 break
the potential FDI decision into developed and developing countries. As these split samples may be
biased due to the limited choice set of only either developed or developing countries, Models 4, 5
and 6 include interactions with whether the FDI destination is developed or developing.
___________________________
Insert Table 3-3 about here
___________________________
Hypothesis 1 argued that added cultural distance will have a negative impact on locational
decisions. As can be seen, while the coefficient of added cultural distance is negative, it is not
significant (the p-value is 0.19). Hypothesis 2 argued that added economic distance will have a
negative impact on locational decisions. The coefficient is negative and significant at the 10%
level (p=0.058). Hypothesis 3 argued that added knowledge distance will have a negative impact
on locational decisions. The coefficient is negative and significant at the 1% level (p=0.004).
Hypothesis 4 argued that the added distance for each of the institutional distance variables would
be greater when that distance is to a developing country. As can be seen in Models 2 and 3, the
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main results found for Hypotheses 2 and 3 seem to be driven by developing countries. The
coefficient for added economic distance to developing countries is negative and significant (the pvalue is 0.002), while the coefficient for added economic distance to developed countries is not
significant (the p-value is 0.20). Furthermore, there is a significant difference across the
coefficients between the two models (Z statistic = 2.26 and p=0.023). The coefficient for added
knowledge distance is negative and significant for developing countries (the p-value is 0.00) but
insignificant for developed countries (the p-value is 0.11), suggesting that that the support found
for H3 is driven by investment decisions in developing countries. Furthermore, there is a
significant difference across the coefficients between the two models (Z statistic = 7.58 and
p=0.00). There is no significant difference between the coefficients for cultural distance between
models 2 and 3 (Z=0.52, p=0.60). This provides support for Hypothesis 4 in the case of economic
and knowledge distance. Models 4 through 5 further test Hypothesis 4, using the full sample and
interaction terms with whether the investment decision is in a developing country. Models 5 and
6 re-affirm that added institutional distance to developing countries seems to deter more than added
institutional distance to developed countries. The interaction terms are significant at the 5% level
for added economic and added knowledge distance. Model 4 finds limited support at the 10% level
that cultural distance deters more in developing countries (the p-value is 0.09). However, given
that this result is not consistent across specifications, I approach it with caution.
Economic Significance

In addition to these results being statistically significance, the effects are also large in
magnitude. Holding other variables at their mean values, when added economic distance decreases
from the 75th percentile to the 25th percentile, the likelihood of investing increases by 79.16% in
the full sample, 36.2% in developed markets and 193.82% in developing markets. Similarly, when
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added knowledge distance decreases from the 75th percentile to the 25th percentile, the likelihood
of investing increases by 51.88% in the full sample, 34.01% in developed markets and 107.22%
in developing markets. While lacking in statistical significance, the economic significance of
added cultural distance is the largest. When added cultural distance decreases from the 75th
percentile to the 25th percentile the probability of investing increases by 199.82% in the full
sample, 138.34% in developed markets and 304.81% in developing markets.
Robustness:

The sample includes both manufacturing and service firms. While many studies examine
manufacturing firms (Berry, 2010; Delios & Henisz, 2003b; Hennart, Kim, & Zeng, 1998) only or
service firms only (Bangara, Freeman, & Schroder, 2012; Bunyaratavej et al., 2007; Liu et al.,
2011), relatively few examine differences across these within the same study (Ang & Michailova,
2008; Brouthers & Brouthers, 2003; Habib & Victor, 1991). Here, I split the sample between
service (Model 7 in Table 3-4) and manufacturing firms (Model 10 in Table 3-4). Model 7 shows
the result for service firms, while models 8 and 9 split the results into developed and developing
countries respectively. Model 10 shows the results for manufacturing firms, while models 11 and
12 split the results into developed and developing countries respectively. As can be seen, the results
for the split sample are consistent across the results for the full sample. Added knowledge and
economic distance deters both service and manufacturing firms from entering developing
countries.
___________________________
Insert Table 3-4 about here
___________________________
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Furthermore, it is possible that the idea of added distance is only important for R&D
intensive firms that need to share knowledge across location. In Dunning’s seminal paper on
location, he argued that “knowledge intensive and knowledge supporting production has its unique
spatial needs” (Dunning, 1998). While service firms are becoming increasingly competitive in
R&D (Thomke, 2003), this is of particular concern in knowledge-intensive manufacturing firms.
Therefore, I tested included an interaction with R&D and added distance. This result was not
significant across specifications, and I am satisfied that the general relationship reported above
between added distance and locational holds for firms at different levels of knowledge intensity.
In order to take advantage of the firm-year and country-year fixed effects, I am limited in
that my analysis is run as an ordinary least squares regression. As locational decisions are rare in
the sample, the results are also run using the Stata “relogit” command due to the high percentage
of zero observations in the sample (King & Zeng, 2001). This approach will not be able to
incorporate the fixed effects mentioned above. I follow strategies employed by Castellani et al.
(2013) and Zhou and Guillén (2015) to make sure that the high number of zero observations do
not drive my results. Firstly, I ran the same regression, without the fixed effects for, OLS, logit
and rare events logit and compared the results. The results did not show significant differences
across these three specifications, but did show differences to the results including all the fixed
effects, as expected. Given the extra firm-specific and country-specific information that is
absorbed with my fixed effects, I believe that, due to the consistent results among every method
when removing the fixed effects, the results reported above allow for a greater identification of the
investigated phenomenon.
Secondly, the theorizing above relies on the importance of learning in other environments
to reduce liability of foreignness in future locations. As I lag the independent variables by one
97

year, I assume that the learning that reduces liability of foreignness, is the same for locations that
the firm has been in for one year and more than one year and calculate added distance as the
minimum distance between all locations of the firm one year prior to investment and a potential
host location. I do not incorporate a time dimension into the main analysis, but test it in robustness.
I examine the added distance in countries that the firm has been to in more than one- two- and
three- four- and years, essentially giving the firm more time to learn before acknowledging a
location as an input into added distance equation. The results are consistent with the above main
analysis.
DISCUSSION, CONTRIBUTIONS AND CONCLUSION
Discussion

This paper has investigated the relationship between added distance and locational
decisions. Firstly, I found support for Hypotheses 2 and 3, showing that greater added economic
and knowledge distance, across both service and manufacturing sectors, deters firms from entering
locations. Furthermore, I found that this result is driven by locational decisions in developing
markets (supporting Hypothesis 4). I do not find that added cultural distance deters, and thus do
not find evidence to support Hypothesis 1. For places of economic distance relative to where the
firm currently is, this shows the penalty associated with the liability of foreignness in terms of
transferring business models to different levels of consumers, openness and macro-economic
stability is a clear deterrent. It also demonstrates that when firms do have experience, this can help
overcome this liability of foreignness. This is important, as it highlights the benefits of the stepping
stones in replicating business models across these locations. For knowledge distance, there is a
similar story. When firms have experience that reduces their firm-specific knowledge distance,
this provides a greater opportunity to enter such a location. This is important, given the benefits to
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firms of diverse sources of knowledge, and the need to protect knowledge, while reaping other
benefits of locating in countries with weak knowledge protection (Chung & Yeaple, 2008; Zhao,
2006). In terms of cultural distance, the lack of findings perhaps suggests that the learning
associated with individual cultures is country-specific. Therefore, even if a country has similar
levels of masculinity, or uncertainty avoidance, the country-specific solutions to overcoming
unfamiliarity hazards are not helped by experience in culturally similar countries, the fixed costs
of liability of foreignness are the same for all firms regardless of experience. It could be related to
the aggregated dimensions of cultural distance, with further research perhaps focusing on
individual characteristics of cultural distance to understand which ones may be able to benefit from
reduced liability of foreignness, given experience in similar locations.
An assumption of the above analysis is that learning takes places within the firm that
reduces liability of foreignness to new locations. I cannot explicitly test whether such learning has
occurred, but anecdotal evidence from my interviews with companies identifies the importance of
learning through incremental internationalization in reducing liability of foreignness to new
locations. An Irish company I interviewed, to overcome cultural distance, internationalized to the
United Arab of Emirates to understand more about operating in countries with the Islamic religion,
when their main markets were countries in Africa dominated by people of Islamic faith. The United
Arab of Emirates was a perfect stepping stone for the company to learn more about the traditions,
customs and rules of the religion, but it also had more Western influences to lessen the liability of
foreignness hurdle to be overcome. The company eventually internationalized to Africa.
A major theme that emerges from these results is that MNCs differ in their experiences,
and that these experiences generate firm-specific distance. In this way, distance is not “dead”
(Cairncross, 1997) but alive and well, and impacting MNC strategies. While distance may not be
99

dead, it is also not constant across firms, providing opportunities to for those firms that have the
learning opportunities in similar environments to make easier subsequent investment moves, given
a reduced liability of foreignness and cost of doing business abroad.
A second theme to emerge is that, while distance may be firm-specific, and while smaller
added distance may entice firms, our understanding of distance needs to be contextualized within
the level of development of the potential host country. Put simply, distance is more alive and
deterring in developing countries, owing to the nature of institutional voids and uncertainties in
these locations. This means that these institutional contexts create greater hurdles to investment,
even within firm-specific distance.
While not a focus of this paper, the findings of the control variables on the economic,
cultural and knowledge diversity are interesting. The significant co-efficient of greater cultural and
knowledge diversity (the standard deviation of all current locations to a new location) are mostly
driven by manufacturing and service firms entering developed countries. This value of diversity
that could increase absorptive capacity is, therefore, limited to more sophisticated and
institutionally developed markets. This shows that the opportunities for diverse environments to
the firm appear to be limited to developing markets. All in all, it shows that previous learning of
the firm to overcome liability of foreignness appears to matter for entries to developed countries,
but the potential for learning and different environments appears to matter more for developed
markets entries.
Contributions

This paper makes a number of contributions to the international business literature. This
paper adds to the theoretical development of the concept of added distance by Hutzschenreuter
and Voll (2008); Hutzschenreuter et al. (2011) in two ways. Firstly, it expands the concept to
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institutional distance, echoing the recent work by Hutzschenreuter et al. (2014), who decomposed
added psychic distance stimuli into cultural, governance, geographic and economic distance.
Secondly, this is the first paper, to the best of this author’s knowledge, to test the theory of added
distance in relation to location choice. Previous work on added distance has examined firm
performance and rate of foreign expansion. This use of added distance downplays the role of the
home country. The diminishing importance of the home country is particularly relevant when the
home country is in name only or has a designated home country for reasons such as tax inversion.
This also becomes increasingly relevant for firms that are “born global”, where the early locations
of the MNC may carry as much importance as the “home” country. Also, while the concept of
added distance has been explored by Hutzschenreuter et al. (2014); Hutzschenreuter and Voll
(2008); Hutzschenreuter et al. (2011) across a sample of German firms, this study confirms the
relevance of this theoretical development for US companies.
While Zhou and Guillén (2015) contribute to the literature by calculating the distance
between the “home base” (all locations of the MNC) and a potential location, this is the first paper
to incorporate specific hypotheses about developing market host locations into the firm-specific
added distance measure and provides statistical evidence that this context matters. Understanding
the differences between developed and developing markets both in the added distance and
knowledge context is also pertinent. Developing economies now account for more than 50% of
global FDI (World Bank, 2014), which creates a need to focus more on the locational aspects of
these countries, specifically, the institutional environments. The presence of institutional
constraints has gained particular prominence since the rise of important MNC locations outside of
the Western world. As this is the first paper that examines added institutional distance in relation
to developing market locational decisions, it shows how distance matters differently in this context.
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While previous work has shown that emerging markets FDI and knowledge intensity differ in for
shareholder valuation of firms (Berry, 2006b), this paper specifically goes beyond this to examine
how these are drivers in firm-specific added distance decisions. While there is more work to be
done on developing a better and more comprehensive understanding of context in IB decisions,
this answers the call to understand how capabilities and learning matter relative to the developing
markets and does so by exploring the nuances of firm-specific distance to those market (Kostova
& Hult, 2015; Meyer & Peng, 2005). As findings show a greater deterrent of distance in developing
countries, this suggests that the next step might be to incorporate directionality of distance more.
A paper that does this and could be built upon is Siegel et al. (2013), who specifically look at both
sheer and directional distance and show how these are different.
The inclusion of firm-year and country-year effects are substantial improvements on
previous papers’ use of industry fixed-effects and year dummies in order to isolate the dynamic
effect of different portfolios of locations in relation to a new location. It has become an imperative
that attention needs to be given to location in how it affects a firm’s global competitiveness, in that
“the locational configuration of a firm’s activities may itself be an O (ownership)-specific
advantage, as well as affect the modality by which it augments, or exploits, its existing O
advantages” (Dunning, 1998: 16).
Implications for Practice

Specifically examining added institutional distance has practical implications. Investment
promotion agencies can tailor their strategies to the portfolio of locations of the firm, in order to
leverage firm experiences in future decisions. Furthermore, a clear further research opportunity
here is to determine what influence subsidiaries have in locational decisions, given that they likely
reduce firm-specific distance in certain contexts. Policymakers in developing countries have larger
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distance hurdles to overcome, which suggests that instigating changes to reduce uncertainty in
these environments may be helpful. For MNCs, this study presents the dynamic opportunities
available to firm, given their current locations, and helps elucidate how “new” locations may not
be so “new”, and the “unfamiliar” may be more “familiar”, if experience and learning is taken into
account. Given that companies learn on their way to institutionally distant locations, a key question
arises: which are the most important organizational capabilities for successful learning in one
environment to reduce liability of foreignness in others. Future research on the phenomenon of
information-sharing, cross-cultural teams, employee redeployment, or the use of a regional
manager to share the institutional learning across these environments would further elucidate this.
Limitations and Future Research Directions

Note that in holding constant country-year and firm-year, my contribution comes from the
ability to isolate a broad story about liability of foreignness and firm-specific distance. There may
be specific contextual attributes of countries or firms that change this distance that are absorbed
into the analysis, as we have seen with the context of developing countries. Therefore, more
research on context can overcome this limitation. Furthermore, other experiences with liabilities
of foreignness that are not incorporated into this model are experiences due to exporting,
outsourcing, and the specific expertise of managers in different locations in previous employment.
A general limitation in studies that look at FDI decisions and institutional distance is this omission.
These omitted variables are still a cause for concern but the various fixed effects control for these,
to a degree, and much more so than previous studies (see Table 3-1 for a description of the types
of absorbed information in the fixed effects).
Finally, as noted by Zhou and Guillén (2016) investment motivation is something that may
drive liability of foreignness in some cases of institutional distance, but not in others. In this study,
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I could not distinguish between reasons for investment in my data. Again, to an extent, countryyear fixed effects can control for general investment motivations in a country, and firm-year fixed
effects could control for value chain international strategies in a year. Furthermore, given that my
results hold across both manufacturing and service firms, who conduct very different activities as
firms, my general story about liability of foreignness and added distance seems to hold. However,
research would be welcome on firm value-chain specific liability of foreignness, based on the
portfolio of locations of the firm and specific locations.
While developed firms incrementally internationalize, there is evidence to suggest that
emerging market multinationals move into many markets quickly (Guillén & García-Canal, 2009).
This may mean that emerging market MNCs do not place as much value on incremental
internationalization as developed MNCs. It would be interesting to test whether these results hold
in emerging market firms, particularly the results supporting Hypothesis 4.
Finally, it is true that economic and knowledge distance are measured whereby differences
in knowledge generation are generally differences in institutional quality level, whereas the same
cannot be said for cultural distance. This means that greater positive economic and knowledge
distance to a location could be, within itself, a measure of institutional development. Conceptually,
when discussing added institutional distance, I do not distinguish between the two. One potential
way to investigate this in future research would be to specifically examine signed distance,
whereby the distance specifically measures which locations has more or less developed economic
and knowledge institutions (Siegel et al., 2013). This is not as big of an issue, given that I am
specifically focusing on minimum distance and how business models in similar cultural, economic
and knowledge locations can help reduce liability of foreignness and controlling for country-year
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fixed effects, therefore, only letting vary the locations a firm is currently in with regards to a
particular location.
Conclusion

Zaheer et al. (2012), in a critique of distance measures, suggest that incorporating firmlevel characteristics, that can make distance subjective, will improve the distance construct. This
paper has noted how MNCs’ portfolios of locations, together with increasing prominence of
developing markets has re-focused research on location and the need to understand liability of
foreignness. The result in this paper promotes the need to embrace the concept of the dynamic
nature of liability of foreignness, given that I firmly establish a link between firm-specific added
institutional distance and locational decisions.
TABLES
Table 3-1: Description of Variables

Variable
Dependent
Variable
Entry into Country
in year t
Independent
Variables
Added
Cultural
Distance

Description

Source

Whether a firm 𝑖 entered a particular Dyreng
(2009)
country in the year

𝑋𝐶𝑢𝑙𝑡𝑢𝑟𝑎𝑙𝑀𝑖𝑛(𝑗,𝑠,𝑡−1) , which is the
added cultural distance or the
minimum current distance between
𝑖 ’s current country locations 𝑠 and
the potential host country 𝑗 at time
𝑡 − 1.

Added Economic 𝑋𝐸𝑐𝑜𝑛𝑜𝑚𝑖𝑐𝑀𝑖𝑛(𝑗,𝑠,𝑡−1) , which is the
Distance
added economic distance or the
minimum current distance between
𝑖 ’s current country locations 𝑠 and
the potential host country 𝑗 at time
𝑡 − 1.
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and

Lindsey

Berry et al. (2010)
distance measures, based
on differences in power
distance,
uncertainty
avoidance, individualism
and masculinity from
World Value Survey
Berry et al. (2010)
distance measures, based
on differences in income,
inflation, exports, imports
from the World Bank

Added Knowledge 𝑋𝐾𝑛𝑜𝑤𝑙𝑒𝑑𝑔𝑒𝑀𝑖𝑛(𝑗,𝑠,𝑡−1) , which is the
Distance
added economic distance or the
minimum current distance between
𝑖 ’s current country locations 𝑠 and
the potential host country 𝑗 at time
𝑡 − 1.
Control
Variables
Added
The added geographic distance,
Geographic
calculated as above
Distance
Cultural,
𝑊𝑆𝐷𝑖,𝑗,𝑡−1
Economic
and
Knowledge
𝑁
2
𝑁
Diversity
∑𝑠=1
𝐷𝑗,𝑠,𝑡−1
= √∑ (𝐷𝑗,𝑠,𝑡−1 − (
))
𝑁

Berry et al. (2010)
distance measures based
on number of patents and
number
of
scientific
articles
per
million
population

Berry et al. (2010)
distance measure based on
great circle distance
Berry et al. (2010) data (as
above). This is calculated
using each of cultural,
economic and knowledge
distance measures above

𝑠=1

𝑊𝑆𝐷𝑖,𝑗,𝑡 the institutional diversity of
the firm, is the standard deviation of
the distance between all current
locations of the firm to a potential
host location.
Firm Experience If the firm already had a location in Dyreng
in Country
country
(2009)

and

Lindsey

Fixed Effects
Absorbs
General Firm Characteristics
Firm Year Fixed Size,
R&D
intensity,
effects
Organizational and Financial
Slack, Industry Characteristics
Top
Management
Team
Characteristics
Firm acquisitions
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Firm-International Strategy
Characteristics:
Propensity to export in year,
Propensity to outsource,
Offshore
outsource
investments
Degree
of
Internationalization,
Firm
entry mode preferences,
Number
of
foreign
manufacturing
locations,
number of foreign distribution
locations, number of foreign
R&D locations

Country-Year
Fixed Effects

Absorbs
• Macro-economic variables such as market size, wage
levels, tax rates
• Legal and political institutions such as rule of law, political
constraints etc.
• International trade variables, such as openness,
membership of WTO
• Shocks in a country in a year, such as mass migration,
natural disasters etc., legal rulings restricting FDI
• Home-Host Time-Varying Distance (when home country
is constant in sample)
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Table 3-2: Summary Statistics, Correlations & Variance Inflation Factors
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1
2
3
4
5
6
7
8
9
10

Entry into Country in Year
Added Cultural Distance
Added Economic Distance
Added Knowledge Distance
Added Geographic Distance
Economic Diversity
Cultural Diversity
Knowledge Diversity
If firm is in country
If country is developing

Mean S.D.
0.01 0.10
0.13 0.10
0.08 0.11
0.12 0.12
60.86 43.05
4.57 4.62
3.96 4.13
3.15 2.70
0.06 0.24
0.53 0.50

1
1.00
-0.08
-0.05
-0.09
-0.09
0.03
0.02
0.01
0.40
-0.04

2
1.00
0.23
0.46
0.43
-0.18
-0.17
-0.19
-0.24
0.19

3

1.00
0.37
0.41
-0.13
-0.08
-0.12
-0.15
0.14

4

1.00
0.63
-0.27
-0.21
-0.30
-0.25
0.06

5

6

1.00
-0.20 1.00
-0.18 0.10
-0.22 0.38
-0.26 0.13
0.15 -0.01

7

1.00
0.26
0.06
0.00

8

9

1.00
0.05 1.00
0.03 -0.11

10

VIF

1.16
1.06
1.34
1.22
1.17
1.13
1.30
1.10
1.00 1.11

Table 3-3: Regression Results
Dependent Variable: Entry into Country in Year
Added Cultural Distance
Added Economic Distance
Added Knowledge Distance
Added Geographic Distance
Added Cultural Distance * Developing Country
Added Economic Distance* Developing Country
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Added Knowledge Distance* Developing Country

(1)
Full
-0.017
(0.013)
-0.036+
(0.019)
-0.061**
(0.021)
0.000*
(0.000)

(2)
Developed
Countries
-0.025
(0.019)
-0.027
(0.021)
-0.045
(0.028)
0.000
(0.000)

(3)
Developing
Countries
-0.012
(0.016)
-0.152**
(0.051)
-1.440***
(0.182)
0.000
(0.000)

(4)
Full
Sample
0.003
(0.015)
-0.033+
(0.019)
-0.054*
(0.021)
0.000*
(0.000)
-0.038+
(0.022)

(5)
Full
Sample
-0.014
(0.013)
-0.019
(0.020)
-0.038
(0.023)
0.000*
(0.000)

(6)
Full Sample
-0.014
(0.013)
-0.031+
(0.019)
-0.033
(0.025)
0.000*
(0.000)

-0.077*
(0.039)

-0.057*
(0.026)
Economic Diversity
-0.000
-0.000
-0.000
0.002*** 0.002***
0.002***
(0.000)
(0.000)
(0.000)
(0.000)
(0.000)
(0.000)
Cultural Diversity
0.002***
0.003***
0.001
-0.000
-0.000
-0.000
(0.000)
(0.000)
(0.000)
(0.000)
(0.000)
(0.000)
Knowledge Diversity
0.002***
0.003***
-0.005*
0.002*** 0.002***
0.002***
(0.000)
(0.000)
(0.003)
(0.000)
(0.000)
(0.000)
If firm is in country
0.166***
0.153***
0.201***
0.166*** 0.166***
0.166***
(0.005)
(0.005)
(0.008)
(0.005)
(0.005)
(0.005)
Constant
0.028
-0.017*** 0.073***
0.029
0.029
0.028
(0.022)
(0.005)
(0.013)
(0.022)
(0.022)
(0.022)
Observations
198,522
112,060
86,462
198,522 198,522
198,522
R-squared
0.259
0.264
0.325
0.259
0.259
0.259
Country-Year and Firm-Year Dummies
YES
YES
YES
YES
YES
YES
Robust standard errors in parentheses, clustered at the firm level *** p<0.001, ** p<0.01, * p<0.05, + p<0.1

Table 3-4: Regression Results by Service and Manufacturing Firms
Dependent Variable: Entry into Country in Year

Added Cultural Distance
Added Economic Distance
Added Knowledge Distance
Added Geographic Distance
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Economic Diversity
Cultural Diversity
Knowledge Diversity
If firm is in country
Constant

(7)
Service
Firms

(8)
Service Firms
Entering
Developed
Countries

(9)
(10)
Service Firms Manufacturing
Entering
Firms
Developing
Countries

(11)
Manufacturing
Firms
Entering
Developed
Countries

(12)
Manufacturing
Firms
Entering
Developing
Countries

-0.021
(0.032)
-0.026
(0.043)
-0.102+
(0.056)
0.000
(0.000)
-0.001*
(0.001)
0.002*
(0.001)
0.003**
(0.001)
0.186***
(0.010)
-0.013
(0.010)

0.003
(0.050)
-0.005
(0.048)
-0.080
(0.064)
0.000
(0.000)
-0.001+
(0.001)
0.002+
(0.001)
0.003*
(0.001)
0.166***
(0.009)
-0.012
(0.009)

-0.022
(0.027)
-0.262***
(0.073)
-1.285**
(0.457)
-0.000
(0.000)
-0.001+
(0.001)
0.001
(0.001)
-0.006
(0.007)
0.230***
(0.017)
0.073**
(0.027)

-0.029
(0.021)
-0.033
(0.022)
-0.036
(0.032)
-0.000
(0.000)
0.000
(0.000)
0.004***
(0.001)
0.003***
(0.000)
0.149***
(0.006)
-0.016**
(0.005)

-0.008
(0.020)
-0.124*
(0.061)
-1.500***
(0.189)
0.000
(0.000)
-0.000
(0.000)
0.000
(0.000)
-0.005+
(0.003)
0.192***
(0.009)
0.069***
(0.015)

-0.015
(0.015)
-0.038+
(0.021)
-0.053*
(0.023)
0.000
(0.000)
0.000
(0.000)
0.003***
(0.000)
0.002***
(0.000)
0.160***
(0.006)
0.030
(0.023)

Observations
46,850
25,377
21,473
151,672
86,683
R-squared
0.264
0.281
0.325
0.261
0.282
Country-Year Dummies
YES
YES
YES
YES
YES
Firm-Year Dummies
YES
YES
YES
YES
YES
Robust standard errors in parentheses, clustered at the firm level *** p<0.001, ** p<0.01, * p<0.05, + p<0.1

64,989
0.315
YES
YES

CHAPTER 4: SHAREHOLDER VALUATION OF FOREIGN VALUE CHAIN
ACTIVITIES5

ABSTRACT:
We explore how the benefits from multinationality vary depending on which value
chain activity a firm is expanding abroad (including distribution, manufacturing and R&D
activities), and how that activity either complements or substitutes for a firm’s home country
operations. We use both two-stage and dynamic panel model estimation approaches to analyze
a representative sample of US MNCs from 1993-2015. Our results show that shareholders
value (i) investments in foreign distribution when MNCs are growing their domestic
manufacturing activities and (ii) investments in foreign manufacturing when MNCs are not
growing their domestic manufacturing activities. Overall, this paper explores how an MNC’s
value chain activities work together across country markets to drive performance
improvements for firms.
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INTRODUCTION
A number of studies in the strategy, international business and finance literatures have
analyzed whether a firm’s multinational operations are value-creating or value-destroying.
While several papers find that multinationality creates value (Berry & Sakakibara, 2008;
Errunza & Senbet, 1981, 1984; Geringer, Beamish, & DaCosta, 1989; Morck & Yeung, 1991),
others have found that a firm’s multinationality either has no effect or destroys value (Brewer,
2007; Christophe, 1997; Click & Harrison, 2000). Still other studies have found more
complicated relationships between multinationality and performance, with S-curve, M-curve
U-curve and inverted U-curve relationships found (Almodóvar & Rugman, 2014; Capar &
Kotabe, 2003; Hitt, Hoskisson, & Kim, 1997; Lu & Beamish, 2004; Qian, Khoury, Peng, &
Qian, 2010). More recently, Berry and Kaul (2016) found evidence of a causal relationship
between aggregate measures of multinationality and performance, after accounting for the
endogeneity of multinationality. These mixed results have caused many to question the use of
consolidated measures of multinationality (Berry & Kaul, 2016; Wiersema & Bowen, 2011),
because such measures collapse very different activities that firms do in foreign markets.
Because foreign investments offer different costs and benefits to MNCs, there are likely to be
different performance implications across different firm activities.
In this study, we examine how the benefits from multinationality vary depending on
which value chain activity an MNC is expanding abroad (including distribution, manufacturing
and R&D activities), and how that activity either complements or substitutes for an MNC’s
home country operations. Our premise is that shareholder valuation of different foreign
investment activities will depend on how an MNC is changing its value chain activities in its
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home country, because home country operation changes suggest different growth
opportunities, different needs for foreign markets and inputs, and different demands for foreign
knowledge. Building on arguments from the strategy, international business and international
trade literatures, we argue that shareholders will value complementary foreign investments in
distribution activities when MNCs are increasing their manufacturing operations in their
domestic market and complementary foreign investments in manufacturing and distribution
when MNCs are increasing their R&D operations in their domestic market. Considering
substitute foreign investment (for like-activities across home and foreign markets), we argue
that shareholders will value foreign investment in manufacturing activities when MNCs are not
growing their manufacturing operations in their domestic market, and foreign investments in
R&D activities when MNCs are not growing their R&D operations in their domestic market.
For each activity type, these are mutually exclusive, in that if home manufacturing is growing,
we would expect a complementary relationship with foreign distribution in value creation, but
if home manufacturing is not growing, we would expect a substitute relationship with foreign
manufacturing in value creation. The theoretical development builds upon internalization
theory, in that the foundation of the theory of the multinational corporation assumes distinctive
roles for production, sales and R&D in the internalization of firm boundaries across borders
(Buckley & Casson, 1985; Casson, 2016). Therefore, we use these distinctive activities to help
elucidate the theory of how multinationality affects performance in a multidimensional
understanding to explain drivers of value creation across markets.

We analyze these issues using a random sample of US manufacturing firms and their
worldwide value chain activities between 1993 and 2015. Using both two-stage Heckman and
dynamic panel model estimation approaches, we find that shareholder valuation of foreign
expansion is influenced by how MNCs are changing their operations in their domestic market.
Our results show that shareholders value foreign investment in distribution when MNCs are
113

increasing their manufacturing activities in their domestic market, suggesting that shareholders
value increased access to foreign markets through foreign distribution activities when MNCs
tap into foreign demand for firm products. We also find that foreign manufacturing investments
are valued when MNCs are not growing their manufacturing activities in their domestic market,
suggesting that shareholders value foreign manufacturing growth in the absence of domestic
manufacturing growth. Our R&D hypotheses are not consistently supported across our main
empirical and robustness tests, suggesting the need for future research on the substitution and
complementarities of R&D and other firm value chain activities.
These findings are important for a number of reasons. First, in disaggregating firm value
chain activities, we are responding to calls to consider greater nuances in value chain activities
in strategic decisions (Castellani, Giangaspero, & Zanfei, 2014). Expansion and contraction
across distribution, manufacturing and R&D activities reflect very different strategic actions
by MNCs and we argue that, by incorporating this complexity, we can better understand how
relationships across home and foreign operations drive performance differences for MNCs.
Further, we are responding to the call to disaggregate consolidated measures of multinationality
in the global strategy literature (Wiersema & Bowen, 2011). By disaggregating our
multinationality measure, we can explore mechanisms that drive performance improvements
from foreign investments in distribution, manufacturing and R&D activities. Overall, this paper
embraces a multidimensional, value chain approach to examining foreign investment
opportunities by firms to better understand the multinationality-performance relationship.

THEORY
Shareholder Valuation of Global Value Chain Activities

International expansion is an important means through which firms can achieve
performance and competitive advantages. By accessing new markets, firms can benefit from
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low-cost inputs, an increased consumer base for firm products, and new foreign knowledge
that can be applied to new and existing products and production processes (Dunning, 2000;
Nachum & Zaheer, 2005). Internalization theory has long argued that multinational
corporations will integrate their operations across multiple countries to exploit and control firm
proprietary assets (Buckley & Casson, 1976; Hymer, 1976), suggesting that MNCs make
investment decisions considering their operations, resources and needs across country markets
(Berry, 2010).
In analyzing shareholder valuation of firm foreign investments, we follow previous
work that has related changes in a firm’s global footprint to changes in the valuation of a firm
(Berry, 2006b; Berry & Sakakibara, 2008; Morck & Yeung, 1991). A host of literature has
demonstrated that shareholders react to and care about the strategic allocation of resources and
foreign operational decisions (Dorobantu, Henisz, & Nartey, 2017; Ning, Kuo, Strange, &
Wang, 2014). For instance, shareholders react either positively or negatively to announcements
surrounding increased R&D expenditure, depending on how this activity is related to
competitors’ strategic moves (Sundaram, John, & John, 1996). Moreover, annual reports,
annual general meetings and analyst briefings detail the major operations and activities of the
firm and any strategic re-direction. We proceed with the assumption that shareholders are
aware of the global footprint of firms and especially changes in the home country operations
of the MNCs that originate from that country.
Although many studies use consolidated measures of multinationality when examining
the multinationality-performance relationship, we separate firm activities across three primary
types (Alcacer & Delgado, 2016; Alcacer, Dezso, & Zhao, 2013; Buckley & Casson, 1976;
Casson, 2016; Castellani et al., 2014), including manufacturing, distribution and research and
development (R&D). Manufacturing relates to the process of transforming raw materials to a
finished product, which can involve multiple stages of intermediary products (Buckley &
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Casson, 1976). As described by Casson (2016), the function of marketing and distribution
includes activities such as contact-making pricing, after sales service, delivery, and a need to
involve local knowledge that is specialized. Research and development is the transfer of highly
skilled labor, sophisticated information and equipment into new or improved products or
processes (Buckley & Casson, 1976). As these descriptions show, these activities involve not
only different firm resources, but also different uses of the competitive advantages of firms.
Below, we extend arguments from the strategy, international business and international
trade literatures to explore when and why shareholders are likely to value complementary or
substitute foreign investments in manufacturing, distribution and R&D, depending on the
choices a firm is making in its domestic market across its value chain activities of
manufacturing and R&D. Those studies that have found that multinationality is value
destroying for MNCs (Christophe & Pfeiffer, 2002; Denis, Denis, & Yost, 2002; Doukas &
Kan, 2006) highlight that MNCs with a greater percent of foreign assets have lower value
creation from these assets (Click & Harrison, 2000). Although foreign markets generally
provide MNCs with opportunities in terms of demand potential across foreign country markets
and low-cost efficiencies to manufacturing firm products, these prior studies suggest that
shareholders may only value those activities that provide clear benefits to MNCs, and that make
sense, given the existing operations of the firm (for example, foreign activities that either
complement or substitute for existing operations). Accordingly, in this paper, we focus on
examining when and why shareholders are likely to value different foreign investment
activities alongside changes in an MNC’s domestic activities.
We start by considering complementary investments by MNCs across home and foreign
countries. Complementarities are derived across different value chain activities in the form of
concurrent increases across different activities. As discussed more below, we explore the
complementary activities of foreign distribution with domestic manufacturing, and foreign
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manufacturing with domestic R&D. We then consider foreign investments that substitute for
home country investments – substitute investments are those that are in the same value chain
activity across the firm’s home and foreign markets. We focus on substitute manufacturing and
R&D investments across country markets. We limit our analysis to these four relationships to
focus on and theorize about the most likely relationships in the value creation process for
MNCs.
Value Creation from Complementary Investments:

Traditional arguments in the international management literature about the motivation
for FDI by multinational enterprises emphasize the possession and exploitation of firm-specific
advantages – generally intangible assets such as technological know-how, marketing ability
and managerial skill (Buckley & Casson, 1976; Hymer, 1976). International expansion has
been shown to enhance the scope for using a firm’s intangible assets of technological knowhow and marketing ability (Morck & Yeung, 1991). However, extant literature also documents
both knowledge transfer difficulties (Berry, 2014; Kogut & Zander, 1993; Szulanski, 1996;
Teece, 1977) and appropriation risks (Alcácer & Zhao, 2012; Shaver & Flyer, 2000) when
MNCs transfer their proprietary knowledge assets to foreign countries. Given difficulties in
transferring the more tacit components of firm proprietary knowledge and to guard against
spillovers to foreign competitors, it is not surprising that MNCs often maintain the majority of
their knowledge activities in their home country (Berry, 2014; UNCTAD, 2005).
Firm manufacturing activities reflect and build on firm knowledge and R&D activities,
with proprietary technology underlying the production processes MNCs establish abroad. One
approach to foreign expansion that allows firms to both increase the value created from
domestic manufacturing activities and protect proprietary knowledge is to grow
complementary value chain activities and distribute products made in the home market in
foreign countries. In this way, the current resources of the firm are exploited overseas in order
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to generate additional rents from home country resources (Makino, Lau, & Yeh, 2002), while
at the same time protect core competitive advantages of these firms by manufacturing products
in the home market for these foreign markets. When shareholders see that firms are increasing
foreign distribution activities while increasing their domestic manufacturing activities, this
signals to shareholders that firms can tap into foreign demand for firm products in foreign
markets with home country production (Ekholm, Forslid, & Markusen, 2007). Foreign
investment has been shown to be positively related to domestic employment increases when
there are opportunities in foreign markets (Lipsey, 1994), and firms can increase profits from
existing and expanding manufacturing activities in their home country by sending homeproduced products to sell in foreign markets. At the same time, MNCs may achieve increasing
economies of scale from increased home country manufacturing. Taken together, these
arguments suggest that MNCs can increase their value by aligning domestic market output with
increased market seeking to exploit ownership advantages.
Our first hypothesis focuses on shareholder valuation of increased access to foreign
markets through foreign distribution activities when firms are increasing their home country
manufacturing for firm products in foreign markets:
H1: When MNCs are increasing manufacturing activities at home, shareholders value
investments in distribution activities in foreign markets.
We now consider the expansion of domestic R&D in a firm’s home country.
Internalization theory (Buckley & Casson, 1976; Dunning, 1980) argues that the firm-specific
assets a firm has developed in its home market provide firms with unique growth opportunities
in foreign markets. Investment in R&D is an indicator of the kinds of monopolistic advantages
that can instigate foreign expansion, with firms exploiting and protecting the intellectual
property created in their home markets (Buckley & Casson, 1976; Casson, 2000). Extant
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literature shows that there is often increased demand for skilled headquarters’ services, such as
R&D to support foreign operations (Fors & Kokko, 2001; Mitra & Ranjan, 2010) when firms
expand abroad.
Although we focus on the case where MNCs may not want to expose their most
knowledge-intensive proprietary assets to imitation and appropriation risks in foreign countries
in the first hypothesis, in the second hypothesis we focus on the benefits MNCs can achieve
from cheaper cost inputs and lower labor costs through increases in foreign manufacture when
firms are increasing their domestic R&D activities. Research shows that firms can benefit from
arbitraging factor cost differentials across countries (Brainard, 1997; Hansson, 2005; Head &
Ries, 2002) and high transportation costs may prohibit some firms from successfully exploiting
their knowledge assets using home country production alone. When complementary activities
to innovation, such as manufacturing and distribution are internalized, firms can better avoid
competitors and imitators and other manufacturers and/or distributors sharing the profits from
firm innovation (Teece, 1986).
To protect their knowledge assets, MNCs may need to fragment their production
processes across countries and keep the most proprietary aspects located in the home country.
Survey research has suggested that MNCs send older technology to their foreign operations
(Mansfield & Romeo, 1980), and when firms are increasing their domestic knowledge base
with new, cutting-edge R&D, they can exploit either older or less sensitive technology in
foreign manufacturing operations, and assemble final products using manufactured inputs from
several locations. Zhao (2006) has argued that MNCs can keep their most sensitive knowledge
under the protection of home country institutions while developing technologies that require
complementary knowledge and manufacturing resources not available in foreign countries.
This suggests that MNCs can fragment their manufacturing processes and benefit from cheaper
or larger scale foreign manufacturing activities, for example, while still protecting valuable
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knowledge asset through the manufacture of the most sensitive aspects of firm proprietary
knowledge in the domestic market.
We expect that, as MNCs increase their domestic knowledge base, there are increased
opportunities for these firms to expand in both foreign manufacturing and distribution to
appropriate value created from home-country generated knowledge assets. When shareholders
see that firms are increasing their investments in knowledge assets in the home market, this
signals to shareholders that there will be new intangible assets that can be exploited both at
home and in foreign markets. Although firms may keep the manufacture of their most sensitive
technological inputs in their home market, there are opportunities for increased foreign-based
manufacture of related, less sensitive inputs. Expanding domestic R&D activities are a signal
to shareholders of technological growth within the firm – technological growth that can be used
in both home and foreign markets.
H2: When MNCs are increasing R&D activities at home, shareholders value
investments in foreign distribution and foreign manufacturing
Value Creation from Substitute Investments:

In addition to a value-creating effect from complementary foreign investments, another
value creating scenario is when MNCs are not growing domestically, but using foreign markets
to replace domestic operations. An important reason that firms invest in foreign manufacturing
activities is to gain access to lower cost manufacture or cheaper inputs (Blomström, Fors, &
Lipsey, 1997). But for MNCs to achieve benefits from cheaper foreign manufacture, they may
need to move operations out of higher cost locations. Especially for firms with home bases in
high cost countries, this suggests that some contraction of home country manufacturing
operations may be necessary to achieve efficiencies across global operations. Blonigen (2001)
showed how foreign auto parts production in the US substituted for auto parts manufacture and
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exports from Japan while Berry (2010) has shown that low R&D intensive firms shift
operations from developed to developing countries. Helfat and Eisenhardt (2004) argue that
intertemporal economies drive market exit and entry over time, whereby the firm shifts
resources within value chain activities to achieve efficiencies. As firms are capacity constrained
within a value chain activity, managers will re-allocate resources in order to optimize their use
(Levinthal & Wu, 2010).
When there is a shift from domestic manufacturing growth to foreign manufacturing,
shareholders will view this as a signal that the MNC is focusing on more efficient manufacture
of goods, which can lower costs across markets. This is consistent with the idea of product life
cycle theory, whereby manufacturing is off-shored for increased efficiencies (Vernon, 1966).
Indeed, if there is a decline in domestic manufacturing activities without an increase in foreign
manufacturing activities, shareholders may view this as value-destroying. This shifting location
of manufacturing activities will be seen as beneficial by shareholders because it provides a
more efficient use of resources by the firm (Blomström et al., 1997; Fors & Kokko, 2001),
which will drive greater shareholder returns.
H3: When MNCs are not growing their manufacturing activities at home, shareholders
value investment in foreign manufacturing.
Finally, we consider substitute investments in R&D across home and foreign countries.
Although the majority of knowledge activities by MNCs are located in the home country of
these firms, there have been increases in the foreign knowledge seeking activities of MNCs
over the last two decades (Cantwell & Mudambi, 2005; Kuemmerle, 1997; Singh, 2008). When
important clusters of knowledge exist in foreign markets, firms can supplement or replace
existing investments in R&D in the home country with investments in foreign countries to
generate new technological innovation and extract synergies from complementary sources of
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knowledge (Cantwell, 2009). These technological investments can help the firm to make
product or process improvements to create next generation products, to extend firm platforms
or introduce efficiencies in R&D activities by accessing lower cost scientists abroad. Chung
and Yeaple (2008) argue that innovation activities in foreign markets with strong knowledge
stocks can allow MNCs to supplement their R&D activities, surmount investment hurdles for
new generations of products, remain competitive with industry players and help firms advance
their own knowledge stock and to reduce fixed costs in R&D. Indeed, when shareholders see a
decline or lack of growth in domestic R&D without a corresponding growth in foreign R&D
activities, it may be a worrying signal of the scarcity of future growth and value to be
appropriated by the firm. This suggests that, when MNCs are not growing their R&D activities
in their domestic market, shareholders will see investments in foreign R&D as providing
competitive advantages to the MNC that can be used across all countries in which the firm
competes. Thus,
H4: When MNCs are not growing their R&D activities at home, shareholders value
investments in foreign R&D activities.
DATA AND METHODS:
Data:

To create our dataset, we started with a random sample of 1000 US manufacturing firms
from 1993 to 2015 from Compustat. To be included in the sample, firms had to report
information on research and development expenses (comparisons of this initial sample to the
entire population of publicly traded manufacturing firms in Compustat confirm that it is
representative of the population6.) Each of the company names was then searched in the electric
version of the Directory of Corporate Affiliations and data on all affiliates of the companies

6

There was no statistically significant difference between the sample and population in terms of sales or assets
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were downloaded (foreign and domestic) for the time period. After matching across Compustat
and the Directory of Corporate Affiliations, we ended up with a final dataset of 803 firms, with
an average tenure in the sample of 10 years. This final sample was also compared to the
population of US manufacturing firms in Compustat, revealing that it is representative of the
population of US firms. 437 of our final sample of firms have international affiliates at some
point in the sample.
Our dependent variable is the change in Tobin’s Q, which is the ratio of a firm’s market
value to the replacement cost of its tangible assets. This is a commonly used measure to relate
international expansion to firm performance, specifically shareholder valuation of the foreign
investments of firms (Berry, 2006b; Berry & Sakakibara, 2008; Chang & Wang, 2007; Lu &
Beamish, 2004). As this measure uses the present value of future cash flows divided by the
tangible assets replacement cost, there is no need to normalize or adjust for risk to compare
across firms (Lang & Stulz, 1993). Furthermore, relative to other accounting measures such as
return on assets or return on sales, it provides information about investors’ valuation of the firm
based on future prospects of the firm as a going concern (Chang & Wang, 2007; Wernerfelt &
Montgomery, 1988). As we are interested in shareholder reaction to changes in domestic and
foreign activities, we examine the change in Tobin’s Q.
Our independent variables are the changes in the number of foreign manufacturing,
foreign distribution and foreign R&D affiliates of firms. Following Alcacer and Delgado
(2016), we define manufacturing affiliates to be those that report SIC codes beginning with
2XXX or 3XXX, distribution affiliates are those that report SIC codes beginning with 5XXX
and R&D affiliates are those that report SIC codes beginning with 873X. Because foreign
investments will take time to become fully operational, we lag all independent variables by two
years.
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We include a number of control variables. We also control for domestic changes in
manufacturing, distribution and R&D, and use similar operationalizations to those for foreign
investments described above (and when we split the samples based on our hypotheses, we omit
the domestic activity we used to split the sample.). To control for the size of the firm, we use
the log of firm total assets. There are concerns that using Tobin’s Q could overstate the relative
performance of firms with large intangible investments, which can be controlled for by
incorporating the R&D intensity of the firm (Chang & Wang, 2007; Lindenberg & Ross, 1981;
Salinger, 1984). We also control for alternative motivations for firm foreign expansion by
including a weighted measure of change in foreign exchange exposure. This measure calculates
the weighted real effective exchange rate, using weights based on the number of MNC affiliates
each foreign countries, and the World Bank real effective exchange rate for each country the
firm is in. We control for any changes in firm values as a result of changes in capital structure
by including the change in the debt-equity ratio of the firm. At the industry level, we control
for the concentration of firms within the industry using four-digit NAICS codes using data
from the Economic Census at the US Census Bureau. These ratios are based on the percent of
output accounted for by the largest four companies and are based on US-based data only. We
also include a lagged dependent variable to control for previous performance that may
influence current performance as a time-varying confounder (Angrist & Pischke, 2008).
We include year dummies to account for changes in the home market that might affect
investment decisions, such as changes in US trade agreements. To capture general industry
effects in our Heckman models, we use three digit NAICS codes as dummies. We also account
for two measures of firm growth that could change shareholder valuation, change in the number
of employees, scaled by assets, and the overall industry growth, as measured by a three year
average of industry sales growth. As changes in value chain activities (particularly
manufacturing and R&D) may be driven by pressures for automation, we include a measure to
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capture changes in ICT (information technology equipment, communications equipment and
software) investments at the industry level as representing pressure to invest in technologies
that can automate processes. All control variables are lagged by one year.
To test our hypotheses, we split our sample in the following way: To examine domestic
growth in manufacturing or R&D, we examine the change in affiliates at home. If a firm has
no change in a given year, or a decrease in domestic manufacturing or R&D affiliates, they are
not growing this activity domestically. If a firm has an increase in domestic manufacturing or
R&D affiliates, they are growing this activity domestically. We test the robustness of the
sample splits in further analysis below.
Table 4-1 gives an overview of the variables used in this analysis.
__________________________
Insert Table 4-1 about here
___________________________
Methods:

To test the hypotheses above, we use two approaches, the Heckman selection model
and the Arellano-Bond System GMM. We started with a Heckman selection model. Our sample
contains both domestic and multinational firms. The decision to engage in multinational
activity could be driven by omitted variables that could impact shareholder valuation. In the
first stage of the Heckman selection model, we ran a probit model with the control variables
outlined above. We used two different exclusion restrictions across our sample splits. In our
manufacturing and distribution splits, we use a measure to capture the extent of domestic to
total (foreign plus domestic) knowledge in an industry. Following internalization theory, we
expect that greater domestic knowledge generation would push firms to become international
to exploit their strong intangible knowledge assets in their industry (Buckley & Casson, 1976).
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We would not expect this variable to have a direct effect on shareholder valuation of foreign
investment because this industry-level variable would not be specific to how shareholders value
individual firms within industries. Such an evaluation will depend more on the specific
activities and investments of firms. Including this variable in the second stage confirms this
intuition, with a non-significant coefficient for this measure reported in the outcome equation.
To construct this measure of Intensity of US Patents in the Industry, we follow prior work
(Berry & Kaul, 2015, 2016) and calculated the proportion of industry relevant patents filed
with the US Patent Office in the year that are assigned to US firms relative to foreign firms,
using data from the NBER patent data project, alongside concordance between patent class and
industry code, as developed by Silverman (1999). Because the NBER data are only available
until 2006 and because these measures don’t change much, we used the average value across
our time period for each industry. For our sample splits that are based on growing or decreasing
R&D activities (which will be related to domestic knowledge intensity), we used a second
variable for our exclusion restriction. Our second instrument is the Change in Industry Shipping
Value per Weight ratio of the industry’s products. Following previous studies, the higher the
shipping value-per-weight, the lower the shipping costs as a percentage of revenues (Berry &
Kaul, 2016). We would not expect this to have a separate effect on shareholder valuation of
individual firms’ performance (and this is confirmed when we include it in the second stage).
Our second approach, the Arellano-Bond robust two step system-GMM method, is a
dynamic panel estimator (Arellano & Bond, 1991; Blundell & Bond, 1998). It eliminates
unobserved firm-specific effects and allows for a lagged dependent variable, which is
particularly important with performance data. It also overcomes endogeneity issues, by using
lags of the dependent variable and explanatory variables as instruments and provides robust
estimates that are robust to autocorrelation and heteroscedasticity. We use the Windmeijer
corrected standard errors to correct for the downward bias on standard errors. To avoid
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instrument proliferation we use only one or two lags, depending on sample size and the
“collapse” term for very small samples (Roodman, 2009). We use the “collapse” term in the
smaller samples, as it avoids the bias that arises when the number of instruments is close to the
number of observations, but we do not use it in large samples as it reduces statistical efficiency
(Roodman, 2006).
RESULTS
Before discussing our empirical results, it is interesting to see the change in the value
chain activities of US MNCs across both home and foreign countries. Table 4-2 shows the
yearly changes in domestic and foreign manufacturing, distribution and R&D. As can be seen
from this table, US firms change both their domestic and foreign footprint over the time period
we study, with more movement in manufacturing activities (as compared to distribution and
R&D) across both home and foreign countries. The table also shows larger changes in foreign
distribution relative to domestic distribution, and larger changes in foreign R&D after 2001.
Overall, the raw data show more evidence of domestic contraction of activities than foreign
contraction.
__________________________
Insert Table 4-2 about here
___________________________

Table 4-3 presents the summary statistics and correlations for the dependent,
independent and first stage variables. All variance inflation factors are less than 5 and well
below the rule of thumb cutoff for regression models of 10 (Ryan, 2008).
__________________________
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Insert Table 4-3 about here
___________________________
Table 4-4 shows the main results from our Heckman model. Model 1 shows the results
for the full sample, with no consideration for whether or not the firm is growing or not growing
either manufacturing or R&D at home. Models 2 through 5 show our split sample results for
firms that are growing their domestic manufacturing activities (Model 2) or not growing their
domestic manufacturing activities (Model 3), and the results for firms that are growing their
domestic R&D activities (Model 4) or not growing their domestic R&D activities (Model 5).
Comparing these split sample results to the full sample results, it is interesting to see that there
are differences across the foreign value chain investments that are valued, depending on what
the firm is doing in its domestic market. This supports our general idea that shareholders will
value different international investment choices depending on how the value chain activities of
an MNC are changing in its home country. The selection equation results of each regression
are shown in the second column of each model, while the second stage estimation results are
shown in the first column. Our exclusion restrictions are significant in Table 4-4.
__________________________
Insert Table 4-4 about here
___________________________

In our first hypothesis, we argued that shareholders will value complementary
investments in foreign distribution for MNCs that are increasing their manufacturing activities
in the domestic market. In Model 2, there is a positive and significant coefficient for foreign
distribution investment activities for MNCs that are growing their manufacturing activities in
their domestic market (p<0.05) and there is a statistically significant difference (at the ten
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percent level) across the coefficients for foreign distribution activities reported in Models 2 and
3 (the chi-squared was 3.52, with a p-value of 0.06).7 This supports the idea underlying the first
hypothesis, that shareholders value complementary foreign value chain increases in
distribution for MNCs increasing their manufacturing in their home market.
In the second hypothesis, we argued that shareholders would value complementary
investments in foreign manufacturing and distribution when MNCs are increasing their R&D
activities in their domestic market. In Model 4, although both foreign manufacturing and
distribution investments are positive when MNCs are growing their home R&D, there is no
statistically significant coefficients between Models 4 and 5, which does not support
Hypothesis 2. One issue that can be seen from Table 4-3 is the small number of total
observations for firms increasing home country R&D affiliates (also reflected in the raw data
in Table 4-2). We will discuss this more in the robustness and discussion sections below.
In the third hypothesis, we argued that shareholders would value substitute investments
in foreign manufacturing when MNCs were not growing their manufacturing activities in their
domestic market. As can be seen in Model 3, the coefficient for foreign manufacturing
investments is positive and significant (p <0.10) and there is a statistically significant difference
(at the five percent level) across the coefficients for foreign manufacturing activities reported
in Models 2 and 3 (the chi-squared was 4.43, with a p-value of 0.04). This supports the idea
that shareholders value substitute foreign value chain increases in foreign manufacturing when
MNCs are not growing their manufacturing in their home market and provides support for
Hypotheses 3.
In the fourth hypothesis, we argued that shareholders would value substitute
investments in foreign R&D when MNCs were not growing their R&D activities in their

7

To test the significance of the coefficient difference across the specifications when we split our models, we used
the SUEST command, which conducts a Hausman test across specific coefficients.
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domestic market. This hypothesis does not receive support. As shown in Model 5, the
coefficient for foreign R&D investments is not significant. There are also no significant
differences across Models 4 and 5 for our explanatory variables.
Although we did not hypothesize for this, the coefficient for foreign R&D investments
is significant for firms that are growing their home country manufacturing, with a statistically
significant difference (at the five percent level) across the coefficients in Model 2 and 3 (the
chi-squared is 4.33, with a p-value of 0.04). This result suggests that unlike our focus on
substitute R&D investments being valued by shareholders, shareholders may be more likely to
value complementarities across home country manufacturing and foreign R&D investments.
We return to this in our discussion section below (and note that this result is only significant in
the Heckman results and not the GMM results we present below).
Robustness

Table 4-5 shows our results from our System-GMM models, including the same overall
model (in Model 6) and sample splits (in Models 7 to 10) as reported in Table 4-4.
_________________________
Insert Table 4-5 about here
___________________________
The results generally support the results from our Heckman estimation, particularly our
results supporting Hypotheses 1 and 3. Similar to the Heckman results and providing support
for Hypothesis 1, the difference across foreign distribution investment across Models 7 and 8
was significant at the five percent level (Z = 2.03, p<0.05). Also similar to the Heckman results
and providing support for Hypothesis 3, the significant foreign manufacturing coefficient in
Model 8 is statistically different from the corresponding coefficient in Model 7, (Z 2.15,
p<0.05). Similar to the Heckman results, there are no statistically significant differences across
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the coefficients in Models 9 and 10, for those firms growing their home R&D versus those
firms not growing their home R&D, respectively. This analysis of the split samples gives
further support to hypotheses 1 and 3, while continuing to reinforce our lack of findings in
support of Hypotheses 2 and 4.
Across the Arellano-Bond tests, we include a number of tests of the instruments. The
AR(1) test statistics are significant for Models 6, 7, 8 and 10, and approaching significance for
Model 9 but the AR(2) test statistics are insignificant, indicating that the assumption of no
serial correlation in the error term is reasonable. As the p-values of the Hansen statistics are
not significant in any of the Arellano-Bond models, we find support for the hypothesis that the
instruments are valid, as we do not reject the null hypothesis that our instruments are
appropriate. Furthermore, the p-values are within an acceptable range to avoid instrument
proliferation. However, given the very small sample size in Model 9, it is likely that there is
instrument proliferation and we approach the Arellano-Bond model results with some caution
in testing Hypothesis 2 (Roodman, 2009).
In addition to the Arellano-Bond models, we also ran several other robustness analyses.
Notwithstanding the low variance inflation factors, to ascertain that this correlation issue is not
biasing results, all regressions were re-run omitting one of the two correlated variables
(changes in foreign distribution and manufacturing). All significant results described above
hold in these cases. For our Heckman results, we could not run firm fixed effects with a lagged
dependent variable, as the differenced residuals are necessarily correlated with the lagged
dependent variable (Angrist & Pischke, 2008). We removed the lagged dependent variable and
included firm fixed effects, with the main results holding for both Hypotheses 1 and 3.
We also explore our sample splits to ensure that the findings are not unique to the
specific splits in the data of whether the firm is growing or not growing manufacturing in a
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given year. We explored changes in domestic activities considering two, three, four and five
year period splits for growth or decline in that activity. We also ran models including a longer
period of change in our independent variables. In general, we find the same results supporting
Hypothesis 1 and 3.
In further robustness to our findings in Hypotheses 1 and 3, we analyze the dependent
variable in the first stage of our Heckman model. In our reported results, our observations are
censored based on whether firms are MNCs or not. Given that we are examining specific MNC
activities, we also use a Heckman model, with a first stage of whether a firm is performing a
specific activity (e.g. if a firm has international distribution). We use the exclusion restriction
of the number of US bilateral trade agreements for examining distribution effects, and the
above exclusion of US patent intensity for manufacturing effects. Our results hold for
Hypotheses 1 and 3, with similar significant coefficients and differences across coefficients.
Despite the general relationships suggested above, it is also possible that shareholders
will have different anticipations of firm activities based on whether they are performing well
or poorly within their industry. If firms are outperforming the industry, changes in home versus
foreign operations are likely necessary to support this growth. If firms are underperforming, it
may be that shareholders would value a reduction in activities due to stagnation in order to
control costs, or may value growth to span new opportunities. In Table 4-6, we distinguish
between leading and lagging firms by examining the return on sales of the firm relative to the
industry level return on sales. A firm is a laggard if its return on sales is lower than the industry
average and a leader if its return on sales is higher than the industry average. The insignificant
comparison of coefficients for our manufacturing and distribution results for both leaders and
laggards alleviate our concerns that the findings in support of Hypotheses 1 and 3 are driven
by leading firms in the industry.
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__________________________
Insert Table 4-6 about here
___________________________
By splitting the sample across leaders and laggards, we can also see that the significant
coefficient for foreign R&D for firms increasing their manufacturing activities reported in the
Heckman results above is driven by laggard firms. In fact, across Models 11 through 14
(comparing coefficients from Model 11 with coefficients for Model 12, and coefficients from
Model 13 with coefficients from Model 14), the only significant difference across leaders and
laggards is the change in the number of foreign R&D affiliates (chi square was 3.26 with a pvalue of 0.7 for leaders and laggards growing their home country manufacturing. It seems that
the significant finding in Model 2 above (that shareholders value foreign R&D for firms
expanding their home country manufacturing) is driven by lagging firms in the industry.
Economic Significance

The results for H1 and H3 are economically significant, as well as statistically
significant. As we see in the summary statistics, the average value of Tobin’s Q is 2.58, and
the average change in Tobin’s Q is -0.05. When firms are growing home manufacturing and
go from not adding foreign distribution to adding one foreign distribution location, this
increases the change in Tobin’s Q by 69%. When firms are not growing home manufacturing,
and go from not adding foreign manufacturing to adding one foreign manufacturing location,
this leads to a 20% increase in the change in Tobin's Q.
DISCUSSION & IMPLICATIONS:
We started this paper with the premise that foreign investments present different
opportunities to firms and that an MNC’s home and foreign activities will work together to
influence both the costs and benefits that come from foreign expansion. Unlike prior studies
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that have concluded that multinationality destroys value (Christophe & Pfeiffer, 2002; Click &
Harrison, 2000; Denis et al., 2002; Doukas & Kan, 2006), we consider how the benefits of
multinationality may vary, depending on which value chain activity an MNC is expanding
abroad, and how that activity either complements or substitutes for an MNC’s home country
operations. Changes in an MNC’s home country operations suggest different needs for foreign
markets and inputs, different growth opportunities and different needs and demands for foreign
knowledge and we explored when and why shareholders are likely to value complementary
and substitute foreign investment activities by firms in different ways, depending on how the
home base activities of these MNCs is also changing.
Our empirical analysis of a representative sample of US MNCs shows different
performance outcomes from firm investments across foreign value chain activities, depending
on how MNCs are changing their domestic market activities. We find that shareholders value
foreign investment in distribution, manufacturing and R&D differently, depending on how an
MNC is changing its value chain activities in its domestic market. Our results show that when
MNCs are increasing their manufacturing activities at home, shareholders value
complementary increases in foreign distribution. These complementarities between domestic
and foreign value chain activities demonstrate the internal dynamics between output and sales
and show that shareholders value when these internal dynamics reinforce each other. Our
results further show that shareholders value foreign manufacturing investment when MNCs are
not increasing their manufacturing activities at home. This follows from prior studies that
suggest that firms can benefit from relocating their domestic manufacturing activities to foreign
countries to benefit from cheaper cost inputs and lower labor costs (Berry, 2010; Blonigen,
2001). These substitutions between domestic and foreign manufacturing activities also
demonstrate the internal dynamics between output and sales, but show another side to this
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internal dynamic, with shareholders valuing foreign production when domestic production is
not growing.
At the same time, our results reveal no significant differences for shareholder valuation
of changes in foreign activities depending on whether home R&D is growing or not. From our
data, it is clear not only that foreign R&D investments happen much less frequently than
manufacturing or distribution investments, but also that domestic R&D activities do not change
as much as either domestic manufacturing or distribution activities do. This less frequent
occurrence of a changing R&D global footprint makes it more difficult to identify aggregate
relationships across home and foreign R&D portfolio changes. Other research has shown that
the dynamics of foreign knowledge-seeking in multinational firms applies more to firms with
higher multinational scope (Berry, 2006a; Berry & Kaul, 2015; Makino et al., 2002), which
further complicates our ability to explore this issue in a representative sample of US MNCs.
Although not considered in the present analysis, one interesting avenue for future research is
to examine the phenomena of co-location of foreign R&D and manufacturing (Alcacer &
Chung, 2007; Alcacer & Delgado, 2016; Berry & Kaul, 2015), to explore how shareholders
respond to these types of investments. We suspect that shareholders may need to see sufficient
experience with other value chain activities in foreign markets before valuing foreign R&D
investments.
In our models, we included control variables to capture the changes in the domestic
value chain activity under consideration. Although not generally significant, some of these
coefficients are negative, which is different from prior studies that find that it is foreign
operations (as opposed to domestic operations) that are driving a decrease in value creation
(Christophe & Pfeiffer, 2002; Click & Harrison, 2000; Denis et al., 2002; Doukas & Kan,
2006). Given the negative (but mostly insignificant) coefficients from our controls for domestic
value chain investments, the results in this paper suggest that shareholders may view extensions
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and replacements of growing and declining home country manufacturing activities in foreign
markets more favorably than home country extensions of these value chain activities.
Extending beyond a focus on value creation from foreign operations, this could suggest that
shareholders may need to see a balance across value chain activity investments both at home
and abroad. It could also be that during our time period (which extends to 2015 – unlike several
other cited studies in this paper, which stop much earlier), home country expansion is not
valued as much as foreign investments are. Although not a focus of the current paper, future
research could certainly explore when and why home country complementary investments
across firm value chain activities are more likely to be value creating for MNCs, given the
foreign operations of these firms.
Our findings in our robustness tests show some support for the idea that shareholders
value increased foreign R&D for laggard firms that are expanding their domestic
manufacturing base. Prior research has suggested that non-dominant market share MNCs invest
in foreign R&D (Berry, 2006a), which can offer fresh knowledge to a company that is not a
leader in its home market. Several studies emphasize the importance of strategically locating
and levering knowledge resources from foreign subsidiaries (Ambos, Ambos, &
Schlegelmilch, 2006; Cantwell & Mudambi, 2005; Kuemmerle, 1997) and our results extend
these studies by suggesting that shareholders value situations where foreign R&D provides
laggard firms with diverse knowledge domains that can be exploited across their operations.
However, because our findings on foreign R&D are not consistent across our Heckman and
System GMM estimation results, additional research is needed to explore both knowledge
transfer and shareholder valuation of foreign R&D investment by laggard domestic market
share firms.
Taking these results together, this paper makes a number of contributions to the strategy
and international business literatures. First, shareholder valuation of specific value chain
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activities provides a richer analysis than is possible from studies that use aggregate measures
for foreign investment. Extant literature suffers from an inadequate understanding of the
dynamics of organizing a firm’s full value chain of activities across the world (Wiersema &
Bowen, 2011). Given that the foundation of the theory of the multinational firm assumes
distinctive roles for production, sales and R&D in the internalization of firm boundaries across
borders (Buckley & Casson, 1985; Casson, 2016), our multidimensional understanding of
international expansion helps to explain drivers of value creation across markets. Second, in
examining specific value chain activities between home and foreign countries, we move
beyond the standard attempt to understand shareholder valuation of multinationality to
incorporate the dynamics and interplay within and between activities both at home and abroad.
In this way, we add to the growing literature that looks at the dynamics of international value
chain activities and develops theory on the interplay between these activities (Alcacer &
Delgado, 2016; Alcacer et al., 2013; Castellani et al., 2014; Castellani et al., 2013; Delios &
Henisz, 2003a). Third, we build upon recent work that relates how a firm is operating
domestically to its foreign operations and performance (Bertrand & Capron, 2015; Bertrand &
Mol, 2013; Golovko & Valentini, 2011; Li, Yi, & Cui, 2017). Our results show that firm
activities in one country impact firm activities in other countries, and that the combination of
activities across countries impacts the performance of MNCs, which suggests that global
conversations on protectionism and anti-globalization need to consider more than just the home
market of firms. Finally, although we tend to associate higher protection for firm knowledge
with domestic manufacturing and R&D (Zhao, 2006), our finding that shareholders value
foreign R&D when underperforming firms are growing domestic manufacturing is particularly
interesting and worth further study.
Our study also has some limitations, which could be addressed in future research. First,
our results are based on a sample of US manufacturing firms. Further studies are needed on
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firms involved in other economic sectors and geographic home bases. Analyses of firms from
other home countries are necessary to determine the generalizability of this study. Different
types of home countries may prompt foreign investments to be value differently by different
investors, in, for example, countries with small domestic markets or emerging market firms.
Therefore, this study is limited in its application to home markets that may not be as developed
in support of manufacturing, distribution and R&D. Further studies should address whether
there is as much value attached to the interplay between home and abroad. Another limitation
is that we consider the growth/no growth distinction based on changes in the number of
affiliates. It is possible that firms will maintain the same number of affiliates and increase
output at an existing plant. However, output by plant is difficult data to obtain and we do not
have access through the Directory of Corporation Affiliations data we use. In our defense, we
do consider firm growth and assets as control variables, which should limit the aggregate
impact of this issue. We limit our analysis to the four relationships above. For example, we do
not focus on how changes in domestic distribution affects R&D. We do so to focus on and
theorize about the most likely relationships in the value creation process for MNCs.
Overall, this paper explores how an MNC’s value chain activities work together across
country markets to drive performance improvements for firms. Our empirical results show that
shareholders value foreign investment in distribution, manufacturing and R&D differently,
depending on how MNCs are changing their domestic market activities. These results highlight
the importance of considering the complex nature of firm activities across countries to better
understand when and why different foreign investment choices are value creating for MNCs.
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TABLES
Table 4-1: Overview of Variables Used in Analysis

Variable
Dependent Variable
Shareholder Valuation

Operationalization

Source

Change in the ratio of a Compustat
firms market value to the
replacement cost of its
tangible assets (book value
of assets)

Independent Variables
Change
in
foreign Two year lag of changes in
manufacturing
the number of foreign
manufacturing affiliates
Change
in
foreign Two year lag of changes in
distribution
the number of foreign
distribution affiliates
Change in foreign R&D
Two year lag of changes in
the number of foreign
R&D affiliates
Control Variables
Change in domestic Two year lag of changes in
manufacturing
the number of domestic
manufacturing affiliates
Change in domestic Two year lag of changes in
distribution
the number of domestic
distribution affiliates
Change in domestic R&D Two year lag of changes in
the number of domestic
R&D affiliates
Change in Tobin’s Q Lagged
dependent
(lagged)
variable
Lagged change in R&D
R&D Intensity Change expenditures
as
a
percentage of total sales
Weighted RER Change
Lagged
Change
in
Country Weighted Real
Exchange Rate, using
weights based on number
of affiliates in foreign
countries
Size
Lagged Log of Assets
Lagged Change in Debt/
Change in Debt-Equity
Debt + Equity
Ratio
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Directory of Corporate
Affiliations
Directory of Corporate
Affiliations
Directory of Corporate
Affiliations

Directory of Corporate
Affiliations
Directory of Corporate
Affiliations
Directory of Corporate
Affiliations
Compustat
Compustat

World Bank, Directory of
Corporate Affiliations

Compustat
Compustat

Firm Growth

Lagged
Change
in
employees scaled by log
of assets
Change in Industry ICT Change in ICT investment
Investment
(by 3-digit NAICS)
Industry Growth
The three-year average of
sales growth in the
industry
(by
6-digit
NAICS)
Industry Concentration Concentration of firms
Ratio
within the industry
First Stage Heckman
Intensity of US Patents in The percentage of patents
Industry
in the global industry that
is generated by US firms
(versus foreign firms)
Change
in
Industry Change
in
industry
shipping value by weight shipping value by weight
in MNC’s main industry
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Compustat

Bureau of
Analysis
Compustat

Economic

Economic Census at the
US Census Bureau
NBER, Silverman (1999)
concordance

Pierce and Schott (2009)

Table 4-2: Changes in Domestic and Foreign Manufacturing, Distribution and R&D Affiliates

Domestic Affiliates

1994
1995
1996
1997
1998
1999
2000
2001
2002
2003
2004
2005
2006
2007
2008
2009
2010
2011
2012
2013
2014
2015

Foreign Affiliates

Change
in
Manufacturing

Change in
Distribution

Change
in R&D

Change
in
Manufacturing

Change in
Distribution

Change
in
R&D

0.13
-0.01
0.18
-0.10
-0.01
0.16
0.29
0.01
0.47
-0.54
0.24
-0.55
0.52
-0.26
-0.02
0.43
0.00
0.19
0.26
0.26
0.20
0.05

0.01
0.01
0.02
0.04
0.00
0.02
0.01
0.00
0.09
-0.17
0.14
-0.16
0.28
-0.20
-0.03
0.22
0.00
0.04
0.04
0.05
0.04
0.01

0.00
0.01
0.00
0.00
0.00
0.01
-0.01
-0.01
0.09
-0.06
0.07
-0.06
0.21
-0.19
0.00
0.20
0.01
-0.01
0.03
0.02
0.04
0.01

0.62
0.80
0.27
0.46
0.02
0.26
0.57
0.15
1.31
-0.04
1.36
-0.49
0.98
0.08
0.31
0.68
0.28
1.16
1.17
0.71
1.30
0.30

0.19
0.57
0.08
-0.03
0.02
0.01
0.03
0.06
0.23
-0.22
0.36
-0.28
0.18
0.05
0.09
0.29
0.09
0.28
0.26
0.21
0.50
0.15

0.00
0.01
0.00
0.00
0.00
0.00
0.00
0.00
0.01
0.01
0.03
-0.02
0.09
-0.05
0.00
0.04
0.03
0.07
0.02
0.01
0.05
0.07
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Table 4-3: Summary Statistics and Correlations
Mean S.D.

1

2

3

4

5

6

7

8

9

10

11

12

13

1

Tobin's Q

2.58

2.77

1.00

2

-0.05

2.02

0.35 1.00

0.57

2.65

-0.02 -0.01 1.00

0.15

0.98

-0.01 0.01 0.35 1.00

0.02

0.31

0.01 -0.01 0.11 0.11 1.00

0.08

1.52

0.00 0.00 0.34 0.22 0.05 1.00

0.02

0.51

0.02

0.37

0.00

5.85

-0.03 -0.01 0.00 0.00 -0.02 0.00 0.00 0.00 1.00

10

Change in Tobin's Q
Change in Number of Foreign
Manufacturing Affiliates
Change in Number of Foreign
Distribution Affiliates
Change in Number of Foreign R&D
Affiliates
Change in Number of Domestic
Manufacturing Affiliates
Change in Number of Domestic
Distribution Affiliates
Change in Number of Domestic
R&D Affiliates
R&D Intensity Change
Weighted RER Change

0.12

4.71

-0.01 -0.03 -0.07 -0.02 0.02 0.07 0.06 0.06 0.00 1.00

11

Log of Assets

5.41

2.24

-0.29 -0.04 0.16 0.16 0.06 0.04 0.05 0.03 0.01 0.02 1.00

12

Change in Debt-Equity Ratio

000

0.19

0.07 0.00 0.02 -0.01 0.02 0.00 0.00 0.01 -0.04 0.03 -0.02 1.00

13

Firm Growth

0.02

0.25

0.02 -0.01 0.08 0.04 -0.02 0.09 0.03 0.03 0.00 0.00 0.10 0.03 1.00

3
4
5
6
7
8
9

14
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15

Three Year Industry Growth

0.10

16

Industry Concentration

17 Intensity of US Patents in Industry
Change in Industry shipping value
18
by weight

0.49

0.05

4.14

1.70

17

18

0.01 0.00 0.11 0.08 0.20 0.17 0.16 1.00

14 Change in Industry ICT Investment

29.77 13.54

16

-0.02 -0.01 0.19 0.19 0.03 0.24 1.00

27.9 514.87 0.01 -0.04 -0.05 -0.05 -0.01 -0.04 -0.05 -0.05 0.00 -0.09 -0.01 0.00 0.03 1.00
0.30

15

0.01 -0.01 -0.01 0.00 -0.01 0.01 0.00 0.00 0.00 0.02 -0.04 0.00 0.03 0.05 1.00
0.00 0.00 -0.02 0.02 -0.02 0.01 0.00 0.00 0.00 0.00 0.09 0.00 0.02 0.03 -0.02 1.00
-0.20 0.00 -0.02 -0.05 -0.03 0.02 0.00 -0.02 0.00 0.00 0.05 -0.02 0.04 0.05 0.02 0.16 1.00
0.21 0.00 0.00 0.00 0.04 0.03 -0.03 0.03 0.01 -0.02 -0.20 0.02 0.02 0.02 0.03 0.08 -0.07 1.00

Table 4-4: Heckman Results Comparing Growth of Domestic Manufacturing and R&D
Dependent
Tobin’s Q

Variable:

Change

in Model 1:
Full Sample
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Change in Tobin's Q (lagged dependent
variable)
-0.237***
(0.046)
Change in Number of Foreign Manufacturing
Affiliates
0.005
(0.005)
Change in Number of Foreign Distribution
Affiliates
0.004
(0.010)
Change in Number of Foreign R&D Affiliates
0.043
(0.029)
Change
in
Number
of
Domestic
Manufacturing Affiliates
0.017
(0.013)
Change in Number of Domestic Distribution
Affiliates
0.022
(0.016)
Change in Number of Domestic R&D
Affiliates
-0.035
(0.023)
Weighted RER Change
0.004
(0.007)
R&D Intensity Change
-0.040***
(0.010)
Log of Assets
-0.004
(0.011)
Debt-Equity Ratio
-0.205
(0.518)
Firm Growth
-0.121***
(0.035)
Change in Industry ICT Investment
0.000
(0.000)

0.005*
(0.002)
0.391***
(0.029)
-0.015
(0.099)
-0.198+
(0.104)
0.000
(0.000)

Model 2:
Growing
Home
Manufacturing

Model 3: Not
Growing
Home
Manufacturing

Model 4:
Growing
Home R&D

Model 5:
Not
Growing
Home R&D

-0.017
(0.090)

-0.248***
(0.047)

-0.706***
(0.168)

-0.231***
(0.048)

-0.006
(0.005)

0.014+
(0.007)

0.022
(0.018)

0.005
(0.007)

0.038*
(0.016)
0.182+
(0.096)

0.001
(0.012)
0.010
(0.024)

0.082+
(0.042)
0.121
(0.078)

0.002
(0.011)
0.027
(0.026)

-0.016
(0.030)

0.022
(0.018)

-0.003
(0.024)

0.035+
(0.019)

0.001
(0.082)

0.012
(0.020)

0.005
(0.017)
0.014
(0.012)
-0.096***
(0.005)
0.004
(0.014)
0.113
(0.314)
-0.003
(0.026)
0.000
(0.000)

-0.043
(0.035)
0.001
(0.008)
-0.022
(0.018)
-0.003
(0.013)
-0.223
(0.602)
-0.192***
(0.054)
0.000
(0.000)

0.016
(0.022)
-0.080***
(0.015)
-0.091+
(0.049)
-1.684
(1.690)
-0.091
(0.082)
0.000
(0.000)

0.004
(0.007)
-0.025
(0.019)
-0.001
(0.012)
-0.240
(0.565)
-0.142**
(0.046)
0.000
(0.000)

-0.019+
(0.011)
0.411***
(0.046)
-0.662
(0.541)
-0.059
(0.116)
0.000
(0.000)

0.006*
(0.003)
0.380***
(0.029)
0.026
(0.123)
-0.310*
(0.132)
0.000
(0.000)

-0.001
(0.006)
0.648***
(0.103)
0.950
(0.638)
0.428*
(0.197)
0.000
(0.000)

0.005
(0.003)
0.396***
(0.029)
-0.095
(0.113)
-0.201+
(0.118)
0.000+
(0.000)

Three Year Industry Growth
US Industry Concentration

0.017
(0.039)
0.001+
(0.001)

Intensity of US Patents in Industry

-0.035
(0.107)
0.001
(0.004)
3.089**
(1.062)

-0.100
(0.143)
-0.000
(0.001)

-0.278+
(0.155)
-0.006
(0.006)
2.944+
(1.615)

0.031
(0.039)
0.001
(0.001)

-0.017
(0.110)
0.002
(0.004)
3.165**
(1.066)

0.575
(0.511)
0.002
(0.009)

0.210
(0.965)
-0.021
(0.014)

-1.587*
(0.626)
-3.219***
(0.770)

Change in Industry shipping value by weight
Constant

Observations
Year Dummies
Industry Dummies

0.176+
(0.094)

3099
YES
YES

-3.538***
(0.571)

0.171
(0.158)

-3.207***
(0.909)

0.155
(0.111)

-3.588***
(0.568)

0.800
(0.513)

5,353

667
YES
YES

879

2432
YES
YES

4,474

102
YES
YES
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Table reports (robust standard errors shown in parentheses) First stage of each Heckman model is second column

0.017
(0.042)
0.001
(0.001)

-0.084
(0.121)
0.005
(0.004)

0.100
(0.099)

-0.155+
(0.093)
-2.147***
(0.200)

2678
YES
YES

4,725
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Table 4-5: Arellano Bond Results with Full Sample and Comparing Growth of Domestic Manufacturing and R&D
Dependent Variable: Change in Tobin’s Q

Model 6:
Full
Sample

Change in Tobin's Q (lagged dependent variable)

-0.186***
(0.044)
0.006
(0.007)
0.003
(0.016)
0.071
(0.044)
0.019
(0.018)
0.041+
(0.022)
-0.029
(0.031)
-0.001
(0.026)
-0.041***
(0.010)
-0.001
(0.010)
-0.191
(0.564)
-0.092*
(0.037)
0.008
(0.063)
0.002*
(0.001)
0.000

Change in Number of Foreign Manufacturing Affiliates
Change in Number of Foreign Distribution Affiliates
Change in Number of Foreign R&D Affiliates
Change in Number of Domestic Manufacturing Affiliates
Change in Number of Domestic Distribution Affiliates

145

Change in Number of Domestic R&D Affiliates
Weighted RER Change
R&D Intensity Change
Log of Assets
Debt-Equity Ratio
Firm Growth
Change in Industry ICT Investment
Three Year Industry Growth
US Industry Concentration

Model 7:
Growing Home
Manufacturing
-0.144*
(0.069)
-0.007
(0.006)
0.054**
(0.019)
0.152
(0.097)

-0.006
(0.023)
-0.005
(0.026)
0.012
(0.032)
-0.098***
(0.012)
0.011
(0.015)
0.177
(0.255)
-0.015
(0.029)
-0.093
(0.096)
0.000
(0.002)
0.000

Model 8:
Not Growing
Home
Manufacturing
-0.244***
(0.046)
0.012*
(0.006)
0.002
(0.018)
0.031
(0.029)

0.056**
(0.022)
-0.035
(0.034)
0.010
(0.034)
-0.033**
(0.012)
0.001
(0.011)
-0.229
(0.614)
-0.152***
(0.044)
-0.011
(0.059)

0.000

Model 9:
Growing Home
R&D

Model 10:
Not Growing
Home R&D

-0.898**
(0.311)
0.015
(0.022)
0.015
(0.093)
0.048
(0.185)
-0.003
(0.042)
0.101
(0.170)

-0.182***
(0.046)
0.006
(0.007)
-0.007
(0.016)
0.028
(0.028)
0.018
(0.022)
0.025
(0.024)

0.117
(0.108)
-0.112***
(0.027)
-0.251
(1.124)
-4.215
(2.627)
-0.056
(0.386)
-1.184
(5.401)
0.099
(0.217)
-0.000

-0.009
(0.027)
-0.037***
(0.011)
0.003
(0.011)
-0.204
(0.474)
-0.104*
(0.041)
0.004
(0.071)
0.001
(0.001)
0.000

Constant
Observations
Year Dummies
Industry Dummies
Hansen
Hansen P-value
AR(1)
AR(1) p-value
AR(2)
AR(2) p-value
Number of Instruments

(0.000)
(0.000)
(0.000)
(0.000)
0.280
0.308+
0.061
0.000
(0.239)
(0.177)
(0.126)
(0.000)
3,166
678
2,488
112
YES
YES
YES
YES
YES
YES
YES
YES
255.0
104.6
280.8
10.76
0.302
0.492
0.792
0.377
-3.56
-2.99
-3.12
-1.38
0.000
0.000
0.000
0.168
0.297
-0.445
-0.101
0.48
0.766
0.656
0.920
0.63
296
154
352
69
Table reports (Windmeijer corrected robust standard errors shown in parentheses)

(0.000)
0.242
(0.300)
3,054
YES
YES
217.7
0.259
-3.39
0.000
0.433
0.665
256
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Table 4-6: Heckman Robustness Analysis Results Comparing Industry Leaders and Laggards
Dependent Variable: Change in Tobin’s Q

Model 11:

Model 12:

Model 13:

Model 14:

Leaders growing
home manufacturing

Laggards growing
home
manufacturing

Leaders not
growing home
manufacturing

Laggards not
growing home
manufacturing

Change in Tobin's Q (lagged dependent variable)

Change in Number of Foreign Manufacturing
Affiliates
Change in Number of Foreign Distribution Affiliates
Change in Number of Foreign R&D Affiliates
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Change in Number of Domestic Distribution Affiliates
Change in Number of Domestic R&D Affiliates
Weighted RER Change

0.059
(0.099)

-0.092
(0.137)

-0.250***
(0.072)

0.267*
*
(0.096)

-0.017
(0.010)
0.058***
(0.018)
0.005
(0.106)
-0.042
(0.042)
0.018
(0.030)
0.022
(0.020)

0.029*
(0.016)
-0.017
(0.025)
-0.002
(0.029)
0.068
(0.058)
-0.042
(0.031)
0.003
(0.011)

0.014
(0.010)
0.026
(0.040)
-0.205
(0.667)
-0.003
(0.056)
0.144
(0.247)
-0.007
(0.020)

-0.019+
(0.011)
0.339***
(0.072)
-0.597
(0.603)

-0.197***
(0.015)
-0.004
(0.020)
0.283
(0.582)

0.026
(0.017)
0.398***
(0.041)
-0.279
(0.239)

-0.019
(0.021)
0.116
(0.646)
-0.466
(1.469)

0.005
(0.005)
0.361**
(0.132)
0.035
(0.383)

-0.050
(0.282)
-0.000
(0.000)

-0.335**
(0.168)
0.000
(0.000)

0.029
(0.241)
-0.000
(0.000)

-0.232
(0.332)
-0.000
(0.000)

-0.219
(0.290)

-0.225**
(0.084)
-0.060**
(0.023)
0.841+
(0.463)

-0.198
(0.154)
0.361***
(0.063)
0.005
(0.728)

-0.011
(0.016)
0.039
(0.041)
0.385*
(0.181)
-0.001
(0.055)
-0.072
(0.060)
0.011
(0.013)
0.099**
*
(0.006)
-0.018
(0.025)
-0.633
(0.615)

-0.028
(0.052)
0.000
(0.000)

-0.425***
(0.109)
0.000
(0.000)

-0.039
(0.086)
0.000
(0.000)

R&D Intensity Change

Log of Assets
Debt-Equity Ratio
Firm Growth - change in employees scaled by log
assets
Change in Industry ICT Investment

Three Year Industry Growth
US Industry Concentration
Intensity of US Patents in Industry
Constant
Observations
Year Dummies
Industry Dummies

0.227
(0.163)
0.001
(0.003)

-0.363+
(0.195)
0.006
(0.007)
1.443
(2.211)
-2.486+
(1.334)
339

-1.160*
(0.488)
-0.000
(0.004)

-0.388
(0.772)
-0.012
(0.009)
3.662
(2.893)
-2.912*
(1.441)
232

0.279**
(0.109)
0.004*
(0.003)

-0.065
(0.198)
-0.002
(0.006)
5.221***
(1.466)
-4.527***
(0.763)
1726

0.434+
0.199
-0.454
(0.260)
(0.243)
(0.328)
274
161
976
YES
YES
YES
YES
YES
YES
Table reports (robust standard errors shown in parentheses) First stage of each Heckman model is second column

0.105
(0.453)
0.001
(0.006)

-0.852
(5.702)
739
YES
YES

0.196
(0.211)
0.005
(0.007)
3.479
(2.269)
-3.884**
(1.466)
1806
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CONCLUSION
The goal of this dissertation was to examine some of the important aspects of locational
decisions that have been less well understood conceptually or explored empirically. The
questions I ask and address are at the frontier of international business and strategy, building
upon recent work on institutional similarity (Perkins, 2014), multidimensional institutional
distance (Berry et al., 2010), firm-specific distance (Zaheer et al., 2012; Zhou & Guillén, 2015)
and the dynamics of international value chain organization (Alcacer & Delgado, 2016;
Castellani et al., 2013). The specific areas that I have addressed are 1) to understand the
conceptual and empirical research as to how institutions affect the locational decisions of
MNCs 2) to isolate the effect of firm-specific added institutional distance on locational
decisions, and 3) to delineate changes in location of value chain activities between home and
abroad and relating this to performance.

OVERVIEW OF RESULTS
While the contributions and results of each paper have been outlined in each chapter, I
will finish with a broad synopsis, further elaborated on in Table 5-1 below. The main results
of my dissertation are as follows:
Result 1: Dynamics of Institutions in Locational Decisions

My second chapter chronicled the dynamics of institutions in how they affect locational
decisions. I provided an organizing framework for the thematic results based on both
conceptual and empirical articles, in order to synthesize and organize the literature for the
international business research community (the who, what, where, when, and why, divided into
locational characteristics and firm-, industry- and managerial contexts). Institutions operate at
many different levels (the where) and within each level, there can be regulative, normative and
cognitive institutional dimensions (the what). How institutions matter is also context149

dependent (the who, when and why) for different industries, firms and managers as there are
factors affecting the “rules of the game” that play within these contexts. There are tensions in
the literature that are restricting progress in understanding how institutions affect locational
decisions: Firstly, there are many levels and types of institutions, with a divergence in which
of each researchers pay attention to. Secondly there is a need to understand firm-specific
agency in how institutions affect a firm’s locational decisions. Furthermore, there is little
knowledge about motivation and firm-specific distance in locational distance. Rather than
simply identifying these tensions, I provided research questions to help unify conceptual and
empirical work going forward. These results go beyond previous literature reviews by giving
an in-depth overview of how institutional theory is conceptualized and tested, rather than
giving a general overview of many diverse theoretical approaches. As institutional theory has
emerged as the dominant theory in the IB domain, the in-depth examination of the institutional
influences on location decision has implications for a number of related theoretical perspectives
examining the MNC growth and performance.
Result 2: Added Distance and the Context of Level of Development

To further examine the dynamic ways in which institutions affect locational decisions,
I pursued an empirical investigation of firm-specific distance in relation to locational decisions
in Chapter 3. I examined the concept of added institutional distance (the minimum distance
between the portfolio of locations of the firm and a potential host location) and found that
added economic and knowledge distance deters MNCs from entering a location. I found that
this added distance deters more in developing countries. I did not find a relationship between
added cultural distance and location choice. These results are consistent for both manufacturing
and service firms. These findings go beyond the recent findings that have analyzed institutional
similarity and added distance (Hutzschenreuter & Voll, 2008; Hutzschenreuter et al., 2011;
Perkins, 2014), because previous work on added distance only examines firm survival or other
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performance outcomes. I extend the literature on the portfolios of locations of the firm
(Nachum & Song, 2011; Zhou & Guillén, 2015), but focus specifically on added distance so
as to not underspecify the more meaningful experience of the firm in relation to specific
locations (Perkins, 2014).

Result 3: Value Chain Interdependencies in MNC Value Creation

Finally, in Chapter 4, I examined the ways in which value is created through the
interconnection of the value chain activities of the MNC between home and foreign markets. I
found that shareholders value foreign investment in distribution when MNCs are increasing
their manufacturing activities in their domestic market. I also found that foreign manufacturing
investments are valued when MNCs are not growing their manufacturing activities in their
domestic market. The R&D hypotheses were not supported, meaning that I do not find that
shareholders value foreign R&D increases, when the firm is growing home R&D, and neither
do I find that shareholders value complementary increases in manufacturing and distribution
when growing home R&D. These results go beyond previous studies that look at aggregate
measures of multinationality and investigate a more interdependent relationship between and
within value chain activities, and between home and abroad.
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Table 5-1: Overview of Three Chapters: Research Questions, Findings, and Contributions

Chapter

Foreign Locational Decisions Firm-Specific
Liability
of Shareholder Valuation of Foreign
Through an Institutional Lens: Foreignness: Added Institutional Value Chain Activities
A Systematic Review and Distance in Locational Decisions
Future Research Agenda

Research
Question

How do institutions impact the How does firm-specific institutional How
do
the
benefits
from
locational decisions of MNCs?
distance affect locational decisions? multinationality vary depending on
which value chain activity a firm is
expanding abroad and how does that
activity either complement or substitute
for a firm’s home country operations?
• Systematic literature review
• Locational decision modelling
• Survival analysis
• 108 relevant articles from the
• A random sample of 20% of all
• A sample of all manufacturing
top IB/general management
US publicly traded firms active
firms from 1993 to 2015
journals
between 1995 and 2010 from • DV: Change in Tobin’s Q
Compustat.
• IV:
Change
in
Foreign
• DV: Decision to enter a country
Manufacturing, Change in Foreign
• IV: Added institutional distance
Distribution, Change in Foreign
R&D
• Robustness: System GMM
I
provide
an
organizing
• I take a more considered
• Shareholder valuation of different
framework for the thematic results
approach to understanding
foreign investment activities will
based on both conceptual and
distance and conceptualize
depend on how an MNC is
empirical articles (the who, what,
“added institutional distance”,
changing its value chain activities
where, when, and why, divided
which is the smallest distance
in its home country, because home
into locational characteristics and
the firm will experience
country operation changes suggest
firm-, industry- and managerial
between all current locations of
different growth opportunities,
contexts). Institutions operate at
the firm and a potential
different needs for foreign markets
many different levels (the where)
location. I argue, that, when
and inputs, and different demands
and within each level, there can be
such a distance is large, the
for foreign knowledge.
regulative,
normative
and
liability
of
foreignness

Methodology
and Data
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Theoretical
Argument

Chapter

Foreign Locational Decisions Firm-Specific
Liability
of Shareholder Valuation of Foreign
Through an Institutional Lens: Foreignness: Added Institutional Value Chain Activities
A Systematic Review and Distance in Locational Decisions
Future Research Agenda
cognitive institutional dimensions
(the what). How institutions
matter is also context-dependent
(the who, when and why) for
different industries, firms and
managers as there are factors
affecting the “rules of the game”
that play within these contexts.

Findings
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The following tensions in the
literature are restricting progress
in understanding how institutions
affect locational decisions:
• Plurality of Institutions:
Many Levels and Types
• Firm Specific Agency in
How Institutions Affect
Locational Decisions
• Does Distance Deter or
Attract? Missing Motivation
• Liability of Foreignness and
Firm-specific Distance
• The theoretical model stitches
together much of the
Contributions
conceptual
thinking
of
institutionally
related
locational aspects to provide a

associated with
such a
locational decision will deter
the firm from entering that
location. When such a distance
is small, the firm has engaged in
learning
in
a
similar
environment that can help it
overcome
liability
of
foreignness in a related
environment.
• Added
knowledge
and
economic
distance
deters
locational decisions,
• The above is mainly driven by
locational
decisions
to
developing countries.
• Hypothesis on added cultural
distance is not supported

• The benefits from multinationality
vary depending on which value
chain activity a firm is expanding
abroad (including distribution,
manufacturing
and
R&D
activities), and how that activity
either complements or substitutes
for a firm’s home country
operations

• Extending institutional distance
theory beyond the home-host
country
• Furthers the concept of liability
of foreignness, different types

• Shareholder valuation of specific
value chain activities provides a
richer analysis than is possible from
studies that use aggregate measures
for foreign investment.

• Shareholders
value
foreign
investment in distribution when
MNCs are increasing their
manufacturing activities in their
domestic market
• Foreign manufacturing investments
are valued when MNCs are not
growing
their
manufacturing
activities in their domestic market
• Our R&D hypotheses are not
consistently supported

Chapter

Foreign Locational Decisions Firm-Specific
Liability
of Shareholder Valuation of Foreign
Through an Institutional Lens: Foreignness: Added Institutional Value Chain Activities
A Systematic Review and Distance in Locational Decisions
Future Research Agenda
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holistic synthesis of how
these factors affect locational
decisions and notes the lack
of empirical testing of many
of these aspects – particularly
how they interrelate.
• This paper has provided
several important avenues for
future research and specified
research questions that will
enhance understanding of the
framework
• This paper also contributes to
research by highlighting
methodological concerns in
omitted variable bias and
establishing causation.

of distance and organizational
learning in relation to the
portfolio of locations of the firm
• Responds to calls to examine
firm-specific distance
• Methodologically, I isolate
firm-specific
liability
of
foreignness, holding constant
locational
advantages
of
countries

• In examining specific value chain
activities between home and
foreign countries, we move beyond
the standard attempt to understand
shareholder
valuation
of
multinationality to incorporate the
dynamics and interplay within and
between activities both at home and
abroad.
• We build upon recent work that
relates how a firm is operating
domestically to its foreign
operations and performance
• Our finding that shareholders value
foreign
R&D
when
underperforming firms are growing
domestic
manufacturing
is
particularly interesting and worth
further study.

CONTRIBUTIONS
Why are these findings important? By focusing on the dynamics of MNC locational
decisions, I make a number of contributions to the international business and strategy fields. I also
offer important insights for both managers and policymakers.

Firstly, given the plethora of studies and divergent findings on how institutional distance
affects locational decisions, the framework I provide offers a holistic synthesis of how these factors
affect locational decisions and notes the lack of empirical testing of many of these aspects –
particularly of how they interrelate. I provide several important avenues for future research and
specify research questions that will enhance the understanding of the framework. For example,
only a handful of conceptual, qualitative papers and a small number of quantitative studies discuss
the sub-national aspects of institutions (e.g. Monaghan et al. (2014)) while the vast majority of
studies examine country-level institutions. There is a clear lack of understanding of the
interrelationships and interdependencies between these different levels of institutions. I also
contribute to research by highlighting methodological concerns in both omitted variable bias and
establishing causation. I offer some solutions to overcome these.

Second, while theory suggests that learning in internationalization is important, the
empirical testing of this argument is limited, particularly when it comes to locational decisions.
Moreover, many studies on the MNC and organizational learning scrutinize how the firm deals
with learning across very different environments to advance coordination within the firm and firmspecific routines (Alcácer & Chung, 2011; Ambos et al., 2006; Zellmer-Bruhn & Gibson, 2006).
However, learning can also be applied to external opportunities as firm-specific experiences may
reduce liability of forgiveness. In my study, I show that experience matters in reducing the cost of

155

doing business, which has important implications. In doing so, I further the concepts of liability of
foreignness, different types of distance and organizational learning in relation to the portfolio of
locations of the firm. In showing that knowledge and economic added distance deters locational
decisions, but that cultural distance has no effect, I also contribute to the literature by showing the
multidimensional nature of institutions and institutional distance (Berry et al., 2010; Kostova,
1997). For example, I find that added economic and knowledge distance have a larger statistical
effect on locational decisions than added cultural distance, particularly in an emerging market
context. While previous studies have shown that some distances matter more than others, these
studies have always only theorized and tested the home-host country aspect of distance.

Third, I advance the multinationality-performance literature in a number of ways. Chapter
4 provides a richer analysis than is possible from studies that use aggregate measures of foreign
investment, e.g. aggregated foreign sales. The value of my work is that it moves the literature
beyond the standard attempt to understand shareholder valuation of multinationality to a much
finer-grained approach which incorporates the dynamics and interplay within and between
activities both at home and abroad.

The results of this research also have valuable implications for decision-makers
contemplating foreign market entry. Given information constraints and bounded rationality, the
framework I identify in the literature review can assist businesses that are considering investing
abroad by disaggregating the decision into the different levels and by ensuring key levels of
analysis are not overlooked. Understanding that the ways in which the portfolio of locations of the
firm can be an important asset to the firm can help formulate global strategy, as it provides a
significant avenue to overcome liability of foreignness and decrease the cost of doing business
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abroad. Furthermore, the ways in which multinational operations are value-creating or valuedestroying is particularly important when firms are making internationalization and reorganization decisions.

Finally, investment policymaking has become increasingly complex and more uncertain
(UNCTAD, 2017). Each chapter provides empirical evidence as to how companies make
locational decisions, given important contextual dynamics, such as the number and variety of
locations of the firm, the value chain activities of the firm, and the changing domestic landscape
of the firm. This research helps policymakers shape targeted policies to these dynamic factors, for
example, by specifically enticing firms to distribute abroad that are increasing domestic
manufacturing capacity. Given the global importance of MNCs, understanding their dynamics
helps address some of the global “grand challenges” such as the Sustainable Development Goals
of “Decent Work and Economic Growth”, “Reduced Inequalities” and “Industry Innovation and
Infrastructure” (Colquitt & George, 2011).

CONNECTIONS
What are the connections and congruence between the findings and contributions in this
dissertation? Firstly, some of the directions for future research of the first paper are directly and
indirectly addressed in the other two papers. In the literature review, I outline a need to understand
more about the interaction between the “who” (firm-specific attributes) and the “where”
(locational aspects of institutions) in locational decisions. Specifically, I called for research on how
firm-specific attributes may change locational decisions, because of a different understanding of
institutional environments. In my second paper, I focused on firm-specific distance and illustrated
how experience in other institutional environments lessens the liability of foreignness to new
locations. This shows that the country-level studies and firm-level studies that only focus on home157

host distance (the vast majority of studies in the literature review) are missing important
understandings of how firms understand liability of foreignness and institutional distance. My third
paper takes an indirect approach to understand the ways in which the “why”, or the motivation
behind the investment, affects locational decisions, which I show in the literature review has been
underexplored. The results in my third paper showed that, during internationalization, specific
activities matter in value creation. Both these findings confirm that the theoretical and empirical
shortcomings identified in the literature review of the field are important and researching them
uncovers more about the dynamics of the MNC and its locational decisions.

It is interesting to note that all three papers examine the nuances of locational decisions at
various levels of disaggregation. In my first paper, to provide an overarching framework, I
decompose how institutions affect locational decisions into the who, what, where, when, and why,
as described above. In the second paper, my disaggregation is at the “portfolio of locations” level
to better understand how learning in other locations helps reduce the liability of foreignness
associated with locational decisions. I also disaggregate institutional distance and show that two
dimensions of distance (added economic distance and added knowledge distance) matter in
reducing firm-specific liability of foreignness, and one does not (added cultural distance). In this
way, I am focusing on the different country-level institutional experiences that the firm has. In my
third paper, I am focusing on value chain activities, and disaggregating manufacturing, distribution
and R&D activities between home and abroad.

All three papers show the value of each disaggregation. We understand more about the
multi-dimensional nature of how institutions affect locational decisions in the holistic framework.
We also now know that, through the disaggregation of locational decisions based on portfolios of
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locations, the liability of foreignness is not the same for all firms. Furthermore, instead of just
focusing on whether multinationality impacts performance, the disaggregation of multinationality
into the foreign value chain activities shows the specific ways these activities create value for the
firm.

While these results are important, tensions exist between these different levels of

disaggregation. For instance, Paper 1 pushes for a multi-dimensional- multi-level approach to
institutional distance. Papers 2 and 3 overlook some of these levels by holding certain aspects of
locational decisions constant both theoretically and empirically, in striving to investigate specific
phenomena. These differences in levels of analysis provide obvious future research paths that will
be outlined in more detail below.

LIMITATIONS
While each paper has discussed the limitations and boundaries of the research, I now turn
to some broader limitations of my approach. The two empirical papers use data on US
multinational corporations. Using these data does limit the generalizability to other contexts, even
if it is potentially applicable to similar MNCs from other developed countries with large domestic
markets. However, the recent trend of emerging market MNCs further exacerbates this limitation,
as US MNCs are often more researched than these contexts. Would I expect emerging MNCs to
behave in similar ways? Firstly, emerging marking firms sometimes have different firm-specific
ownership advantages to internationalize, have different speeds of internationalization and have
different appetites for risk (Dunning, Kim, & Park, 2008; Hernandez & Guillén, 2018). While
emerging market firms may still fit into existing theories (see Hernandez and Guillén (2018) for a
discussion), these differences suggest that how emerging market firms internationalize involves
different types of learning and different firm-specific capabilities. While developed firms tend to
internationalize incrementally, there is evidence to suggest that emerging market multinationals
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move into many markets quickly (Guillén & García-Canal, 2009). These may mean that emerging
market MNCs do not place as much value on incremental internationalization as developed MNCs.
It would be interesting to test whether the differences in internationalization speed between
developed and emerging market MNCs change firm-specific institutional distance to new
locations. In the paper on shareholder valuation of foreign value chain activities, the specific home
activities I focus on are capabilities related to domestic manufacturing and R&D. I rely on the
traditional firm-specific ownership advantages such as strong products, technologies or
capabilities (Dunning et al., 2008). One way in which this paper may differ in emerging markets
is that the reasons for expanding abroad may not be strong products and technologies but
sometimes agility, political skills or home-country specific advantages (Dunning et al., 2008;
Hernandez & Guillén, 2018). Despite these differences, given the prominence of US MNCs, and
their impact on the global economy, this work is important, particularly given the implications of
this work for managers and policymakers, as mentioned above.

In terms of dominant paradigms, this work is also positivist in nature, in that I focus on
reviewing the existing literature, offer hypotheses as tentative extensions, collect data and analyze,
leading to either verification or falsification of the theory (Burrell & Morgan, 1994; Gioia & Pitre,
1990). While all paradigms have limitations, I am aware of the ontological and epistemological
assumptions of my analysis. For example, Schultz and Hatch (1996) discuss the contrasts between
positivist and interpretivist assumptions in relation to organization culture research. The analytical
framework for functionalism is pre-defined and universal, which can be generalized to all
organizations studied. In contrast, for interpretivism, the analytical framework is emergent, and
leaves opportunities for meaning creation. According to Stahl and Tung (2014), understanding
culture in international business has traditionally taken either a functionalist “outsider”
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perspective, “etic”, or a interpretivist “insider” perspective, “emic”. The etic perspective is
associated with frameworks such as Hofstede (1984) measure of culture, using “universal” cultural
dimensions to look at cross-cultural management. This approach has been criticized for failure to
understand cultural nuances and complexities, which could be a limitation of my dissertation. The
emic approaches go “beyond stereotypical representations of cultural differences by trying to make
sense of a culture’s internal logic and showing how collective sense-making processes can explain
an individual’s actions in cross-cultural situations” (Stahl & Tung, 2014: 409). While I take an
“etic” perspective to focus on more generalizability, it means that I do not have the insider
perspective of an “emic” study.

FUTURE RESEARCH OPPORTUNITIES
This dissertation also provides future research opportunities. Notwithstanding the future
research directions and questions proposed in Chapter 2, the empirical findings in Chapters 3 and
4 present new opportunities for future contributions that I intend to pursue.
Firm-Specific Liability of Foreignness

Firstly, I am interested in delving deeper into the micro-foundations of the firm-specific
liability of foreignness. For example, the dynamism of firm-specific liability of foreignness could
be further elucidated with information at the micro-level, such as managerial-specific experience
with liability of foreignness. Studies have examined the impact of the top management team
(TMT) on the locational decisions, strategies, and performance of multinational corporations
(MNCs) (Certo, Lester, Dalton, & Dalton, 2006; Conyon, Hass, Vergauwe, & Zhang, 2018;
Herrmann & Datta, 2006; Lee & Park, 2008; Nielsen & Nielsen, 2011, 2013; Sambharya, 1996).
Many of these studies employ the upper echelons perspective, which posits that background
characteristics of TMTs will have an impact on firm strategies (Hambrick & Mason, 1984). This
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research stream shows that TMTs that have experiences in diverse and different locations enact
different strategies. These studies provide excellent insights into internationalization decisions.
However, they often do not take into account the specific institutional environments in which the
TMT teams have experience, and how this will affect strategic decisions. Therefore, one avenue I
intend to pursue is to understand firm-specific liability of foreignness based on managerial
experiences, rather than just firm experiences.

Performance, Institutional Distance and Value Chain Activities

The findings on the importance of both the portfolio of locations of the firm and the
multidimensional nature of institutional distance could also be brought into the disaggregated
multinationality-performance relationship. For example, instead of measuring domestic and
foreign manufacturing, distribution and R&D, the performance effects of firm-specific distance
and fit within the portfolio of locations of the firm could be explored for each value chain activity.
In this way, I could examine not just either the “portfolio of locations” of the firm or “disaggregated
value chain activities”, but the “variety of activities within the portfolio of locations” of the firm.
Value Chain-Specific Liability of Foreignness.

The findings when I disaggregate the value chain also prompts a need to understand
liability of foreignness that is not just firm-specific, but perhaps value-chain specific when
considering the costs of doing business abroad. For instance, is distribution experience more
important when overcoming liability of foreignness in locational decisions that are specifically
market-seeking? This will provide further insight into the concept of liability of foreignness.
CONCLUSION
Overall, this dissertation takes a dynamic view of locational decisions. In the first paper, I
explore and synthesize the dynamics of both firms and institutions and how they interact in
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locational decisions. In the second paper, I explore the dynamics of liability of foreignness, and
how learning can change the institutional distance a firm faces in a new location. In the third paper,
I explore the dynamics of value chain activities and how their interrelation in locational decisions
between home and abroad creates value for the firm. The connection between these results is
important – the dynamic interaction of experiences, value chain activities and institutional
environments further elucidates locational decisions.
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