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CHAPTER 1: INTRODUCTION
1.1 INTRODUCTION

“The confession is that we are still very ignorant about institutions […] Chief among the causes of
ignorance is that institutions are very complex.”
(Williamson, 2000: 595)

International business (IB) scholars study the embeddedness of the firm in its institutional
environment (Dau, 2012, 2013, 2018; Eden, 2010; Kostova, 1997; Kostova, Roth, & Dacin, 2008; Li,
2013; Li & Qian, 2013). Since the main characteristic of the multinational enterprise (MNE) is that it is
active in multiple institutional environments, institutions are considered a key construct in IB research
(Henisz & Swaminathan, 2008). Furthermore, with increased globalization, MNEs are increasingly more
active in a wide range of institutional environments that greatly differ from their own. MNEs in
developed countries have moved more deeply into emerging markets; reversely, the number of MNEs in
emerging countries that are active in developed markets is also growing (Fortune, 2018).
Even firms that do not have any foreign direct investments can be exposed to a variety of
institutional environments through participation in global production networks or through consumers in
global marketplaces. As a result, understanding how institutional differences affect cross-border business
and learning to successfully manage across a diverse set of institutional environments have become a
front-and-center task for the global manager (Eden & Miller, 2004).
Institutions have been linked to a variety of important outcomes and phenomena in IB, such as
firm location choice, entry mode selection, subsidiary performance, firm performance, export channel
selection, transfer of practices, innovation, level of subsidiary autonomy, and use of expatriates (Ando &
Paik, 2013; Chan, Isobe, & Makino, 2008; Eden, 2010; Gaur, Delios, & Singh, 2007; He, Brouthers, &
Filatotchev, 2013; Henisz & Swaminathan, 2008; Jackson & Deeg, 2008; Makino, Isobe, & Chan, 2004;
Xu, Pan, & Beamish, 2004). Although there exists a consensus regarding the importance of institutions
for foreign firm behavior and performance (e.g., Chan et al., 2008; Eden, 2010; Henisz & Swaminathan,
2

CHAPTER 1: INTRODUCTION
2008; Jackson & Deeg, 2008; Makino et al., 2004), exactly how institutions matter is a question that still
puzzles the academic community (Eden, 2010; Henisz & Swaminathan, 2008; Hotho & Pedersen, 2012).
Specifically, the main critiques on the use of institutions (and institutional theories) in the field of
IB focus on the issue that the theoretical conceptualization of institutions may be too narrow (Jackson &
Deeg, 2008; Kostova et al., 2008) and methodologically confusing (Bae & Solomon, 2010;
Hutzschenreuter, Kleindienst, & Lange, 2016; Zaheer, Schomaker, & Nachum, 2012). This is reflected in
the current findings especially because the institutional distance construct has not yet delivered consistent
results over a wide array of critical IB phenomena (see Table 4.1).
As a way of explaining the role of institutions, the field of IB has evolved along three main
institutional perspectives: new institutional economics (NIE) (North, 1990, 1991), new organizational
institutionalism (NOI) (Scott, 1995, 2008), and comparative institutionalism (CI) (Hall & Soskice, 2001;
Jackson & Deeg, 2008; Whitney, 1992). Each perspective is unique in its conceptualization of institutions
and its view on how institutions affect IB (Hotho & Pedersen, 2009). Broadly speaking, in the field of IB,
NIE is used to discuss the uncertainty and transaction costs stemming from the institutional environments
in which the MNE operates (Henisz & Williamson, 1999; Hotho & Pedersen, 2012; North, 1990). NOI,
on the other hand, focuses on the social embeddedness of the MNE in the different institutional
environments in which it operates and discusses its behaviors to determine what is acceptable, legitimate,
and expected (Scott, 1995; Kostova, 1997; Kostova & Roth, 2002; Kostova & Zaheer, 1999). Finally, CI
highlights the interdependence and the mutually reinforcing nature of the different institutions within an
environment and discusses how the specific institutional configuration influences MNE behavior both at
home and abroad (Hall & Soskice, 2001; Hotho & Pedersen, 2012; Jackson & Deeg, 2008; Witt &
Jackson, 2016). A more extensive discussion on the intricacies and the use of the different institutional
perspectives is presented throughout this thesis.
Despite diverging views on the role of institutions in IB, all three theoretical perspectives agree
that institutions are inherently complex. Furthermore, they all point to this complexity as one of the key
reasons why the impact of institutions on IB outcomes is still not fully understood (e.g., Jackson & Deeg,
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2008; Kostova & Zaheer, 1999; Williamson, 2000). Meanwhile, even though the importance of
complexity is recognized when explaining the role of institutions in foreign MNE activities and outcomes,
such complexity is often not reflected on a theoretical level, and the effects of institutions are often
studied within a single institutional perspective—their own theoretical silo. This is surprising because the
three theoretical perspectives examine different aspects of how institutions influence MNEs, and often
these these theories are regarded as complementary rather than contradictory (Peng, 2002; Hotho &
Pedersen, 2012). In this thesis, I argue that this “siloization” of institutional theories is problematic when
considering the complex nature of institutions and the issue that the isolation of theories and their effects
hinders our understanding of the role of institutions in the field of IB. In this thesis, I argue that an
eclectic approach—in which the three theoretical perspectives are used in conjunction to explain how
institutions affect MNEs—is better able to capture the complex nature of institutions and will allow for
cross-fertilization between the three perspectives’ application in IB as well as harness potential
interactions and synergies between all perspectives.

1.2 AIMS OF THE THESIS
This thesis sets out to explore the role of institutional complexity in IB research. To do so, I have
divided the thesis into three main objectives, which are mirrored in specific chapters (see Figure 1.1).
First, I aim to take stock of the current literature on institutional and cultural distance, particularly, as
these aspects represent the most prominent approaches to studying institutional influences in IB (e.g.,
Ghemawat, 2001; Kostova et al., 2008; Zaheer et al., 2012). Chapter 2 addresses the cultural distance
literature, while Chapter 3 addresses the institutional distance literature. In both chapters, I apply metaanalytical techniques combined with a review of the literature to assess the impact of cultural and
institutional distance on a variety of IB outcomes, including location choice, entry mode, and firm
performance.
The second aim of this thesis is to identify theoretical and methodological challenges associated
with the use of different institutional theories in IB. Chapters 3 and 4 both identify key issues resulting
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from the main premise of this thesis, namely that the dominant institutional perspectives in IB research
tend to operate in isolation rather than concurrent. Chapter 3 focuses on NOI and NIE and discusses the
way these perspectives—each with their own mechanisms and assumptions—are used in IB. It
demonstrates that the mechanisms of both perspectives influence each other to a degree such that omitting
one perspective may have ripple effects on the results of the other perspective. Chapter 4 focuses on how
combining multiple institutional theories may add to the current “narrow” description of institutions
(Jackson & Deeg, 2008). It discusses the existence of multiple unique and independent sub-dimensions,
positing that current unidimensional practices inaccurately reflect the richness of the most commonly
used theoretical institutional perspective, let alone when combining institutional perspectives.
The third aim is to advance institutional research in the field of IB. Chapters 3, 4, and 5 all
contribute toward achieving this aim. Chapters 3 and 4 illustrate that, from both a theoretical and
methodological perspective, understanding and accounting for the complexity of institutions is vital for
furthering our understanding of how institutions matter in international activities. Chapter 5 exemplifies
this importance in the context of awarding managers with ownership for the purpose of solving agency
issues across a variety of institutional environments.

FIGURE 1.1
Overview of the Chapters
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1.3 CONTRIBUTIONS AND THEORETICAL IMPLICATIONS
Overall, my findings suggest that the contrast between the theoretical richness associated with the
different institutional perspectives and the current, relatively “simple” way of approaching institutions
(empirically) both largely account for prior challenges in IB research in capturing the effects of
institutions on MNE behavior and foreign performance. The meta-analyses presented in Chapters 2 and 3
highlight that the different institutional perspectives that are prominently used in IB research have, thus
far, been applied in isolation. Meanwhile, empirical results presented in this thesis suggest that the many
different institutional perspectives all contribute to a deeper understanding of the influence of institutions
simultaneously, and that failing to account for one perspective has the potential to influence the results of
the other perspectives’ effects. I contribute to the development of both theory and methodology for the
current institutional literature in the field of IB.
First, I provide a rich overview of the different institutional frameworks by highlighting their
differences and complementarities and pointing to potential synergies. This thesis elaborates upon the
unique ways in which these distances—be they cultural or institutional—between the home country’s and
the host country’s institutional environments influence MNEs for a variety of strategic decisions and
outcomes. Furthermore, I discuss the importance of institutions as contingencies for other theories
(agency theory, specifically) by highlighting the centrality of the institutional construct to the field of IB
and demonstrating that diverging institutions have the potential to influence a multitude of aspects.
Finally, I explain that institutions are a multifaceted construct of which different facets have the potential
to produce diverse and unique effects. The various institutional perspectives provide different, but not
necessarily contradicting, viewpoints on the role of institutions in IB activities. I contribute by discussing
these perspectives outside of their silos, finding that the sum is larger than the individual parts.
Second, the two meta-analyses reveal that MNEs are affected by institutions in a variety of ways
that depend on the phenomena of interest. Some aspects of MNE behavior are more sensitive to
institutions, such as the large positive effect of cultural distance on the benefit of practice transfers, while
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other outcomes are unaffected, such as entry modes (see Figure 2.3). Institution type influences MNEs in
diverging ways; for example, large differences are found between the effects of cultural distance on MNE
performance and subsidiary performance, but this does not seem to be the case for institutional distance.
Similarly, institutions influence MNEs in different ways; for example, both home–host differences in
institutional quality (distance) and host or home country institutional quality (level) effects are found to
influence performance simultaneously. Finally, the thesis discusses the transferability of managerial
practices, arguing that MNEs should not underestimate the importance of institutions when aiming to
transfer practices and routines abroad.
Third, I suggest a new approach for conceptualizing institutional distance and institutional
complexity in IB. The approach proposed in this thesis takes multiple institutional perspectives into
account simultaneously and allows for multiple types of institutional measurements, be they distances,
differences, or host country institutional quality levels. This approach suggests future research should not
necessarily include endless lists of every possible institutional variable imaginable, but rather implies
quite the opposite: in my opinion, future research should theoretically identify and operationalize the
facets of institutions that matter to the specific phenomena of interest, considering that multiple
perspectives can, but are not required to, be simultaneously relevant. Different (sub) dimensions of
institutions can influence MNE behavior and outcomes differently and in potentially opposing ways.
However, within the current use of composite institutional distance indices that collapse institutional
variation into a single distance metric, the potential to capture the richness of the different theoretical
perspectives gets lost.
Methodologically, an important conclusion of this thesis is that measurement should be aligned
more closely with the theoretical mechanism. The current measurement of institutions does not always
follow the logic of the institutional perspective that is used, resulting in both measurement noise and
theoretical confusion (see Chapters 3 and 4). I suggest two alternative ways of advancing institutional
research in the field of IB. First, I suggest moving toward a more fine-grained description of institutions,
therefore allowing different institutions to influence MNE activities and outcomes differently. Chapter 4
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presents an empirical framework that considers the existence of multiple dimensions of institutional
distance, explaining that a unidimensional (Jackson & Deeg, 2008) approach toward institutions is less
capable of capturing the intricacies of the institutional concept. Second, an alternative approach would be
to transition to a meta-country approach toward institutions (also known as using institutional blocks or
cultural clusters) (Ronen & Shenkar, 2013). Doing so may improve our understanding of how
institutional configurations, as a whole, influence firm behavior; this is an approach that is rooted in the
CI perspective. Chapter 5 applies this approach to agency theory by developing a theoretical narrative on
supranational cultural differences.
The topic of institutions and their influences on MNEs has long intrigued the IB community, and
as this thesis demonstrates, several opportunities remain to advance research on this topic. Williamson
(2000) claims that the main reason we are “ignorant” about the effects of institutions on economic actors
and economies as a whole is that institutions are simply very complex. Complexity, however, is never a
reason to avoid studying a specific topic, especially when it relates to a topic that is central to a field of
research. The central tenet of this thesis is that institutions and the ways they affect IB activities and
outcomes possess multiple facets that each have the potential to influence the phenomenon of interest
both simultaneously and divergently. The IB literature has recognized the importance of institutions and
has developed a strong foundation for attempting to understand how institutions determine effective firm
behavior across the world. The challenge that remains involves gaining a deeper understanding of which
institutions matter to firms, when they matter, and how they matter. This thesis contributes to this
discussion.

1.4 READING GUIDE
Although the thesis’s chapters and introduction fit together and build on one another, they are
written in such a way that the reader should be able to read each chapter separately. The chapters are
stand-alone pieces and may be read as such. A short summary of each chapter is given below.
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Chapter 2 (titled “Cultural distance and firm internationalization: A meta-analytical review and
theoretical implications”) presents a comprehensive review and meta-analysis of the literature on cultural
distance and firm internationalization. It was written together with prof. Dr. S. Beugelsdijk, prof. Dr. T.
Kostova, Dr. E. Spadafora, and Dr. M. van Essen, and has been published in the Journal of Management.
This paper analyzes the effects of cultural distance on key strategic decisions throughout firms’ entire
internationalization process. Regarding the pre-investment stage, this chapter examines the decisions on
where to invest (location choice), how much to invest (degree of ownership), and how to organize the
foreign expansion (entry and establishment mode). For the post-investment stage, we examine the
decision of how to integrate the foreign subsidiary into the organization (transfer of practices) as well as
the performance effects of cultural distance at both the subsidiary and the MNE level. We find that firms
are less likely to expand to culturally distant locations but if they do, they prefer Greenfield investments
and integrate subsidiaries more through transfer of management practices. Cultural distance does not
seem to affect how much capital firms invest and whether they enter through a joint venture or full
ownership. Interestingly, cultural distance has a strong negative effect on subsidiary performance but no
effect on the performance of the MNE as a whole. In addition, we find that the effects of cultural distance
are not sensitive to time, although they are sensitive to the cultural framework used to measure cultural
distance (e.g., Hofstede’s 2001 framework or the Global Leadership and Organizational Behavior
Effectiveness [GLOBE] framework by House et al., 2004). Finally, results are sensitive to the home
country of the MNE being developed or emerging.
In addition to cultural distance, institutional distance is one of the key concepts in IB and has
received a large amount of academic attention. In Chapter 3 (titled “Institutional distance and MNE
performance: Disentangling the effects of new organizational institutionalism and new institutional
economics”), I relate institutional distance to MNE performance (Buckley & Casson, 1998; Hymer, 1960;
Gaur et al., 2007; Ghemawat, 2001; Kostova & Zaheer, 1999; Luo & Mezias, 2002; Zaheer, 1995; Zaheer
& Mosakowski, 1997; Zhou & Guillen, 2014). Results concerning the relationship between the effects of
institutional distance on MNE performance are mixed. Some studies report negative performance effects
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of institutional distance (e.g., Crilly, Ni, & Jiang, 2016; Mohr, Luo, & Zhao, 2013; Wang & Goerzen,
2016; Wu & Salomon, 2016), whereas other studies report positive effects (e.g., Du & Boateng, 2015;
Du, Boateng, & Newton, 2015; Gubbi, Aulakh, Ray, Sarkar, & Chittoor, 2010; Wu, 2013). In addition,
researchers in the field have drawn on different institutional perspectives—specifically, NIE and NOI—to
argue how institutional distance affects the performance of MNEs. This chapter disentangles the different
theoretical arguments associated with both these perspectives that have been used to explain differences
in MNE performance. Using a variety of meta-analytical techniques on 248 correlations from 70
empirical papers, I find that both the mechanisms associated with NIE as well as the mechanisms
associated with NOI influence MNE performance in a unique and independent manner. I conclude that
both perspectives have explanatory power. Omitting one perspective may lead to an incomplete picture of
the relationship between institutions and MNE performance.
Chapter 4 (titled “Multidimensionality in institutional distance research”) relies on NOI and CI to
argue that institutional distance is a multidimensional construct. I demonstrate how multiple unique and
distinct dimensions may be associated with each institutional pillar (Scott, 1995, 2014) and argue why
these differences should be accounted for. The chapter concludes that institutional distance research may
wish to take the complexity of the underlying construct in both theory and operationalization more
seriously than in contemporary institutional distance research. Chapter 4 has been presented at the
Academy of International Business (2014), the European Institute for Advanced Studies of Management
(2014), and the European International Business Academy (2014), where it was nominated for the
Copenhagen Business School prize.
In the final chapter of this thesis (titled: “Managerial ownership and firm performance; the
cultural boundaries of agency theory”), I continue the line of reasoning developed in Chapter 4 and apply
it to agency theory. Agency theory is a cornerstone of corporate governance both in theory and in
practice. This theory finds that the interests of an agent and his/her principal are naturally misaligned, and
predicts that awarding the agent with ownership solves the subsequent agency problem. However,
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empirical evidence regarding agency theory has thus far failed to render unambiguous support for this
proposed solution, leading critics to question the theory’s predictive power. Drawing on a worldwide
sample of 27,852 listed firms in 123 countries, I explore the cultural/institutional boundaries of agency
theory. My results indicate that rewarding agents with ownership improves firm performance for firms
operating in—but not outside—the Anglo-Saxon cultural context. I conclude that agency theory is
contingent on the cultural/institutional setting in which firms are embedded and argue that the parts of
agency theory that depend on its assumptions regarding human behavior should be considered culturebound or “regiocentric” (i.e., only applicable to a certain region—in this case, the Anglo-Saxon block)
and not universally applicable. Chapter 5 has been presented at the Academy of International BusinessUK (2018) and the Academy of Management (2018).
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