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1 INTRODUCTION

The integration of the economic perspective (North, 1990) and the sociological perspective
(DiMaggio & Powell, 1983; Scott, 2014) of institutional theory contributed towards
establishing a connection between multinational enterprises (MNEs) and institutions and
transforming this connection into a topic for some of the most robust studies in the field of
international business (IB) (Xu & Shenkar, 2002). The establishment and administration of
value-generating activities in foreign locations involve complex transactions between two
parties that are separated by political, economic, geographical, and social differences. The rules
of the game (North, 1990) of each location have significant implications for MNEs (Kim &
Aguilera, 2016).

Despite decades of research on entry modes in IB field (Slangen & Hennart, 2007) and the
challenge of Shaver (2013), questioning the need for more studies on entry mode, Hennart and
Slangen (2015) emphasized the importance of studying the factors that influence entry mode
choice in developed and emerging markets. The results of empirical studies have not provided
a clear consensus on the effect of certain variables on entry mode (Morschett, Schramm-Klein,
& Swoboda, 2010). There is room for further studies and an examination of whether causal
relationships between the institutional environment and entry mode choice can be moderated
or complemented by other specific characteristics/variables of the firm or the external
environment.

A detailed analysis of all the factors that influence entry mode would be too broad in scope for
a single study. Therefore, this study focuses on examining the influence of the institutional
environment on decisions that involve the choice of entry mode. The emphasis is on the role
played by the institutional dimensions from two perspectives of the institutional theory,
organizational institutionalism and economic institutionalism (Kostova et al., 2019), in
choosing the kind of investment a firm will make in a foreign market.

The present study intends to contribute to the IB literature and the interface with institutions. It
aims to clearly show how researchers approach the way formal and informal institutions (from
an economic viewpoint), and the regulatory, normative, and cognitive dimensions (from a
sociological perspective), are related, and how these influence decisions on entry mode. This
study also expands the knowledge about which institutions attract foreign investments and
influence the entry mode choice.

2. METHODOLOGY

The method chosen for this systematic review followed the directives proposed by Petticrew
and Roberts (2006) and Briner and Denyer (2012). The systematic review method reduces bias,
increases objectivity, and identifies gaps in the literature. Thus, following a systematic approach
to review the literature on entry modes into foreign markets, we sought to provide critical
insights through a theoretical synthesis to uncover how formal and informal institutions
(economic perspective) of institutional theory, or its regulatory, normative and cultural-
cognitive dimensions (sociological perspective), affect a firm’s choice of entry mode into
international markets.

This systematic review used the databases of Scopus and Web of Science (WoS) to select the
relevant articles, in which both databases contain the highest number of indexed publications.
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We have not established a time frame for the literature search. Instead, we leave the start and
end date of the research open to capture all of the literature on institutional distances and entry
mode. Although the seminal article of Anderson and Gatignon on the choice of entry mode into
foreign markets was published in 1986, our search detected studies that addressed the influence
of formal and informal institutional forces or the regulatory, normative and cognitive
dimensions of institutions on the entry mode of MNE:s into foreign markets beginning with the
article of Yiu and Makino (2002).

The search concentrated on articles from literature reviews and peer-reviewed theoretical and
empirical articles published in IB and management journals. We place special emphasis on
references cited in articles from literature reviews on “entry modes” and articles published in
the main outlets on IB, which are the Journal of International Business Studies (JIBS),
International Business Review (IBR), Journal of World Business (JWB), and Management
International Review (MIR). Journals that do not focus on IB but which publish material on this
field of study were also researched, including the Strategic Management Journal (SMJ), Global
Strategic Journal (GSJ), Academy of Management Journal (AMJ), Journal of Management
Studies (JMS), Journal of Management (JoM), and Journal of Global Marketing (JGM).

2.1 Search strategy

In the first stage, our search strategy focused on identifying seminal articles on entry modes
into the international market that used the institutional theory as support. We found Brouthers
(2002), Kostova (1999), Xu and Shenkar (2002) and Yiu and Makino (2002), and these articles
served as a relevant reference. In the second stage, based on these articles from the review, we
broadened our search to analyze the cited references. In the third stage, we expanded our search,

identifying all the articles with the keywords “Entry-mode”, “Institutional theory”, “entry
strategy” and “mode selection”. This search resulted in a set of 135 articles.

2.2 Article selection

The studies had to address entry modes into international markets based on institutional theory
and, specifically, institutional distances as antecedents of the entry mode. For this purpose, we
used a filter, “institutional distance”, on the base of selected articles. With this filter, we
excluded 62 articles. The remaining articles (73) formed the initial base for analysis (Figure 1).

When comparing articles from both databases (Scopus and WoS), we removed duplicate
articles. Following this, we exported the abstracts of the remaining articles (38 articles) to a
spreadsheet and analyzed them to determine whether they adhered to the aim of the study. After
this analysis, it resulted in 32 articles that we evaluated from the perspective of quality,
downloaded, read, and filed. In addition, we incorporate 14 articles and 4 book chapters from
the references of the analyzed articles. After all steps, we achieve 50 studies that constituted the
basis of our systematic review (Table 1).

The analysis revealed that of the 50 studies, 23 (46%) were published in the last 5 years (2015-
2019), and 15 (from 2010 to 2014) in the last 10 years. These numbers reveal that the study of
the influence of institutional distance on entry mode is a relatively new theme and has attracted
growing interest in the last 5 years. The selected articles were published in 28 journals and 4
books, while IBR, JIBS, JWB, JIM, JoM, IMR, JGM, and MIR were responsible for publishing
26 of these studies (52%).

2.3 Collected data and information

We collected the basic information on the studies such as author(s), country/region of study,
issue in question, sample size, industrial sector, firm size, form of data collection (survey,
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secondary data or both), variables and source of data and analytical (statistical) method, results,
and suggestions for future studies. The studies are integrated into narrative form, describing the
results. Table 2 includes the theoretical perspective adopted in such studies. The outcomes of
these studies reveal the direct and moderating influence of the institutional distances on the
entry mode choice, and the conclusions obtained from the empirical tests on the selected
samples.

The theoretical perspectives of institutional sociology (Scott, 2014) and institutional economics
(North, 1990) supported the collected studies. However, some works, despite using the same
constructs and variables, were not based on the frameworks of these authors. They used another
theoretical strand, or they are variable-driven.

Table 2 — How institutional distances influence entry mode — findings

Regulatory, normative and cognitive institutions

In high regulatory, normative and cognitive distances it is more likely that the MNE choose an entry mode
with low level of participation. On the other side, some firms maintain a high level of control over their
subsidiaries (JV) in the same institutional environment to remain in alignment with the head office
(Kittilaksanawong, 2009).

Regulatory distance moderate the influence of mimetic behavior on entry mode (Ang et al., 2015), and it
explains the option of MNE subsidiaries in Turkey for WOS (Adamoglou & Kyrkilis, 2018).
Positive regulatory distance moderates the relationships between normative and cultural-cognitive
distances and entry mode into foreign countries (Hernandez & Nieto, 2012), but it does not affect
decisions on the level of ownership (or control) in a greenfield project or acquisition (Mueller et al.,

anas

Negative regulatory distance cannot mitigate the impact of normative and cultural-cognitive differences on
the entry mode (Hernandez & Nieto, 2012). It indicates a smaller resource commitment (Hernandez &
Nieto, 2015), and JV is recommended as a way of overcoming the lack of knowledge of the formal and
informal institutional environment of the host country (Hernandez & Nieto, 2012).

MNE from emerging countries make a joint greenfield investment with their international partners , when
the regulatory distance is negative (Mueller et al., 2017).

Regulatory and normative restrictions suggest MNE Japanese to form a JV (Yiu & Makino, 2002), while
indicate that MNEs with investments in Turkey prefer joint ventures with majority control (Adamoglou &
Kyrkilis, 2018).

Normative institutions have no moderating effect on entry mode (Ang et al., 2015), and they have less
influence than regulatory and cognitive institutions (Adamoglou & Kyrkilis, 2018; Yiu & Makino, 2002).

Normative institutions do not influence the control strategy of the subsidiaries of Chinese MNEs (Lee et
al..2014), but MNE subsidiaries in Turkey opt for co-ownership JV, when normative distances are high
(Adamoglou & Kyrkilis, 2018).

In high normative institutional distances MNE prefer JV with low equity levels (Kaynak et al., 2007). The
normative distance also increases the likelihood of European MNEs adopting joint ventures in their
investments in foreign markets (Herndndez & Nieto, 2012).

The normative and cognitive distances pose the greatest challenges compared with regulatory distance for
firm to adapt to the institutional pressures of the host country, and require a high level of interaction with
local peers to ensure legitimacy and access to local business networks (Adeola et al., 2018).

In cultural-cognitive distance the preference for collaborative investments increases (Adeola et al., 2018;
Hernandez & Nieto, 2012)

The greater the regulatory and administrative distance, the lower the MNE’s stake in the subsidiary’s
capital (Lee et al., 2014).

High levels of regulatory quality and economic freedom in host attract higher volumes of FDI (Lucke &
Eichler, 2016).

Table 2 — How institutional distances influence entry mode — findings (continued)



Formal and informal institutions

In countries with legal systems less developed MNE is more likely to opt for total control either in
greenfield investments or acquisitions (Mueller et al., 2017).

Formal institutions moderates the relationship between the firm’s experience in international markets and
ownership level suggesting that MNEs from emerging countries are more likely to reduce the ownership
level of their subsidiaries in high formal institutions distance (Li et al., 2017).

Formal and informal institutional distances have a negative effect on entry mode. The experience of other
firms in the host country mitigates the negative effect (Jiang, Holburn, & Beamish, 2014).

MNE:s from developed countries enter Vietnam through acquisitions when formal and informal
institutional distances are high (Van Dut et al., 2018).

High country risk results in preference of greenfield investment in emerging economies (Arslan & Larimo,
2011).

High formal institutional distance results in preference of acquisitions (partially owned) rather than
greenfield investments, while high informal distance results in the establishment of greenfield subsidiary
(Arslan & Larimo, 2011).

Cultural distance

Higher cultural distances between home and host countries tend to encourage cross border M&A outflow
from China (Boateng et al., 2017).

Investors seem to be attracted to countries with a less diverse society (cultural dimensions) than their own
(Lucke & Eichler, 2016).

Cultural distance suggests that emerging MNE that move to foreign markets have a preference for a
greenfield investment (Chueke & Borini, 2014).

Cultural and geographic distances positively affect the equity level of Chinese MNE:s in their subsidiaries
(Lee et al., (2014),

High cultural distance lead to the choice of full acquisitions rather than partial acquisitions (Arslan &
Wang, 2015).

Institutional distance

For large political distances, retailers depart from their preferred entry mode in subsequent entries.
Cultural distance is not significant (Swoboda et al., 2015).

Disaggregating the construct provides greater robustness in tests that involve evaluating institutional
differences between countries (Berry et al., 2010).

Entry into distant locations generally occurs through a JV or low investment in the host country
(Kittilaksanawong, 2009).

MNEs prefer to enter with total control of their subsidiaries (WOS), when the administrative and
geographic distances are high or low. In moderate distances they prefer a JV (Batsakis & Singh, 2019).
The geographic distance is a significant factor for explaining the various ownership strategies of European
MNEs in their subsidiaries in Turkey (Adamoglou & Kyrkilis, 2018).

An increase in political constraints increases the likelihood of choosing a JV with majority or equal stake
participation (Demirbag et al., 2007).

Fewer political constraints in developed host countries suggests that Turkish MNE would be more willing
to choose WOS over JV, but in emerging host countries they will be more in favor of adopting JVs
(Demirbag et al., 2009).

An increase in linguistic distance decreases the probability of the venture being WOS (Demirbag et al.,
2009).

If the perceived investment risk is high, it is more likely that MNE choose a greenfield entry mode in
Turkey (Demirbag et al., 2008).

Strong IP institutions are more likely to drive emerging MNE to choose full over partial acquisitions when
entering European countries (Ahammad et al., 2018)

The higher the distance of property rights and government spending, the higher the probability of
developed and emerging MNE to undertake a full acquisition (DeBeulle et al., 2014).
A high distance of trade and investment freedom implies a higher probability of developed MNE to
undertake a partial ownership (DeBeulle et al., 2014).
Emerging MNE prefer to adopt a full acquisition strategy when moving to a market-based economy that -
ensure more investment and trade oportunities (DeBeulle et al., 2014).




3. ENTRY MODES

The choice of entry mode into an external market is a crucial decision that has been extensively
analyzed in the literature (Brouthers & Hennart, 2007; Morschett et al., 2010). Studies assume
that entry mode choice allows firms’ strategies to improve competitiveness, efficiency, and
control of critical resources. Furthermore, the literature recognizes that success and failure of a
strategy are mainly determined by the chosen and implemented entry mode (Anderson &
Gatignon, 1986; Brouthers, 2002, 2013; Ragland, Widmier, & Brouthers, 2015).

Several theoretical streams and their ramifications have been used to explain the choice of entry
mode into foreign markets. Literature reviews have pointed out the most common as
Transaction Cost Theory, Eclectic Paradigm and Institutional Theory (Canabal & White, 2008;
Datta, Herrmann, & Rasheed, 2002; De Villa, Rajwani, & Lawton, 2015; Laufs & Schwens,
2014; Schellenberg, Harker, & Jafari, 2018; Surdu & Mellahi, 2016). Some authors add the
Uppsala Model to this list (Canabal & White, 2008; Datta et al., 2002; De Villa et al., 2015;
Schellenberg et al., 2018; Surdu & Mellahi, 2016), along with the Real Options model (Datta
et al., 2002; De Villa et al., 2015) and the RBV (Datta et al., 2002; Schellenberg et al., 2018;
Canabal & White, 2008). These theories offer different premises regarding the relative
importance of the factors that influence entry mode choice.

When they decide to invest in new markets, MNEs determine the degree of ownership of their
operations overseas (Lee, Hemmert, & Kim, 2014). In the IB literature, entry modes have been
categorized as non-equity-based (no direct investments abroad, such as exports and contractual
agreements) and equity-based (when there is a direct investment) (De Villa et al., 2015; Kumar
& Subramaniam, 1997; Pan & Tse, 2000). In the equity-based entry mode, MNEs may set up
wholly-owned subsidiaries (WOS) or share ownership with partners by forming joint ventures
with a majority, equal or minority control (Lee, Hemmert, & Kim, 2014).

By taking a lower share in a culturally distant country, an MNE can learn the local culture from
its partner and use the partner’s social network to minimize possible cultural rifts (Yiu &
Makino, 2002). On the other hand, when home and host countries have a common political
history or even the same language, religion or legal system, MNEs believe that it is easier to
adapt to the local environment and thus commit more resources for investment in the host
country (Guler & Guillen, 2010). Perceived uncertainty can be reduced, albeit partially, when
countries are similar in one or more of the dimensions as mentioned earlier (political
background, language, religion or legal system) (Lee, Hemmert, & Kim (2014).

Institutional variables do not only influence entry mode but also the level of resources that the
MNE will commit to the host country. The legal aspects of the host country are important in
the decision to form an international alliance and consequently select a partner for an
international joint venture (Roy & Oliver, 2009). The perception that the legal rules of the host
country may be flawed and affect the repatriation of income and/or increase coordination costs
is a factor that might hinder intentions to form an international alliance (Roy & Oliver, 2009).

4. INSTITUTIONAL DISTANCES

The IB literature analyzes the differences between the home and host countries and the impact
of institutional distances on a firm’s entry mode into international markets (Kostova, 1999).
Originating in institutional theory (DiMaggio & Powell, 1983, 1991; North, 1990; Scott, 2014),
institutional distance has to do with the differences/dissimilarities between normative, cognitive
and regulatory institutions of two countries (Kostova & Zaheer, 1999; Xu & Shenkar, 2002).
Formal institutions (laws and regulations) and informal institutions (norms, values, and beliefs)
shape a company’s behavior and performance (North, 1990; Scott, 2014).
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Two lines of research have contributed to the concept of distance substantially influencing the
empirical literature on IB. The first line is the research conducted by Hofstede, which
culminated in empirical measurements of national culture for 54 countries. The second is
attributed to Kogut and Singh (1988), who combined the contributions of the Uppsala model
and Hofstede’s data to create the national cultural distance index (Dow, 2017). The Kogut and
Singh (1988) index replaced geographical distance and came to be used as a rigorous
measurement of distance in the IB literature (Harzing, 2003).

Some researchers have argued that cultural distance has less explanatory power compared with
other indices used to measure differences between countries, such as language, religion,
industrial development, education, and degree of democracy (Dow & Larimo, 2009). Other
studies have shown that there is no evidence of a direct systematic effect of cultural distance on
entry mode (Dow & Ferencikova, 2010; Morschett et al., 2010; Slangen & van Tulder, 2009)
and on ownership level (Demirbag et al., 2009).

4.1 Institutional distances: sociological perspective

The literature defined institutions and institutional distances through the adopted institutional
perspective. The sociological perspective emphasizes the mechanism of legitimacy, which
means that the firm seeks acceptance in an unfamiliar and distant environment (Kostova &
Zaheer, 1999; Xu & Shenkar, 2002). The search for legitimacy to establish and maintain
economic activity in an institutional environment that is different from the home country
involves high costs and risks. These costs include time to understand the institutional order,
costs of adjusting to the institutional requirements of multiple countries where the firm operates,
challenges and barriers to overcome in the drive for external legitimacy (of the environment)
and increased internal and external complexity (Kostova et al., 2019).

Ang et al. (2015) investigated the effects of interaction between the perception of the
institutional environment of the host country (cognitive dimension) and differences in the
regulatory and normative dimensions between the home country and host country in a context
of acquisitions and cross border alliances between MNEs from six emerging economies.
Significant levels of mimetic behavior (cognitive dimension) were identified, with the MNEs
copying ownership frameworks and control of local firms. Furthermore, these researchers found
that whereas regulatory distance moderated the influence of mimetic behavior on entry mode,
the normative distance had no moderating effect.

Brouthers et al. (2008) also used institutional distance to conduct an empirical test on the
influence of institutions, moderating the relationship between competitive advantage and entry
mode. The distances between the home country and host country included country risk and
legal distance (regulatory dimension), attitudes in terms of requesting government benefits,
avoiding paying for public transport, illegal fiscal planning, and accepting bribes (normative
and cognitive dimensions). The moderation of the institutional variables may provide a better
explanation of the choice of entry mode when the firm has a competitive advantage (tangible
and intangible resources) (Brouthers, Brouthers, & Werner, 2008).

Lucke and Eichler (2016) used absolute and relative distances between countries as explanatory
variables of inward and outward FDI. High levels of regulatory quality (clear and predictable
economic policies) and economic freedom (open markets and free competition) attract higher
volumes of FDI. Furthermore, investors appear to be attracted to investments in countries with
less social diversity than their own. It seems to make sense since cultural diversity can cause
tensions in relationships between communities and adverse reactions to new investments and
innovations (Lucke & Eichler, 2016).



The direction of institutional distance is a new variable in an attempt to confer greater
robustness on the association between distance and the entry and governance modes of the
subsidiary of the MNE in the new market (Mueller et al., 2017; Herndndez & Nieto, 2015). In
addition to calculating the absolute distance between home and host countries, it adds the
information on the direction (sign) of this distance. The sign of this distance is negative if the
MNE’s host country has less developed institutions than its home country. When the MNE
moves into a country with more developed institutions, the sign of this distance is positive
(Mueller et al., 2017).

Another new way of measuring the institutional distance between countries is added distance.
Researchers have argued that it does not make much sense to take the distance between home
and host country when an MNE already has international experience and operates in other
foreign markets. It would make sense to take this experience into account and measure the
distance not from the MNE’s home country but rather from the country where it already
operates (Hutzschenreuter, Voll, & Verbeke, 2011;Batsakis and Singh,2019).

Regulatory institutions and cognitive institutions have a strong influence on the entry mode
choice of Japanese MNEs into international markets. The head office decides to form a JV when
the firm enters a foreign country where the regulatory and normative restrictions are relatively
strong. On the other hand, the decision made by competitors (mimetic behavior) and the head
office (historical norms) regarding entry modes into the country strongly influence the decisions
of Japanese MNEs (Yiu & Makino, 2002). Normative institutions, represented by cultural
aspects, have less influence than regulatory and cognitive institutions (Adamoglou & Kyrkilis,
2018; Yiu & Makino, 2002), and they do not influence the control strategy of the subsidiaries
of Chinese MNEs (Lee et al., 2014).

Normative and cognitive distances are considered the ones that pose the greatest challenges
compared with the regulatory distance to adapt to the institutional pressures of the host country
(Adeola et al., 2018). Regulatory institutions positively moderate the relationships between
normative and cultural-cognitive distances and entry mode into foreign countries. However, in
countries with a low regulatory development level, MNEs have greater difficulty overcoming
the influence of normative and cultural-cognitive distances. Negative regulatory distances (host
country with less regulatory development than the MNE’s home country) cannot mitigate the
impact of normative and cultural-cognitive differences on the entry mode and, consequently,
JV is still recommended as a way of overcoming the lack of knowledge of the formal and
informal institutional environment of the host country (Hernandez & Nieto, 2012).

4.2 Institutional distances: Economic perspective

The emphasis of the institutional economy is not on legitimacy; neither is it on the liability of
foreignness or adapting to a given country, but rather on the quality of the institutional
environment, support for economic activity and the coordination between economic actors
(Kostova et al., 2019). Formal institutions in a less developed country tend to increase the firm’s
costs due to the inefficiency of its market mechanisms. Distance from the perspective of the
institutional economy depends on the institutional quality of the home and host countries,
specific risks and costs, the types of organizational outcomes that could be most affected, and
the possible solutions to overcome the challenges of distance (Kostova et al., 2019).

High formal institutional distances increase the likelihood of MNEs opting for acquisitions
rather than greenfield projects (Arslan & Larimo, 2011; van Dut et al., 2018; Chueke & Borini,
2014). On the other hand, high informal institutional distances result in greenfield projects
(Arslan & Larimo, 2011; Chueke & Borini, 2014). Greenfield investments allow the subsidiary
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to integrate into the corporate structure of the head office but can also incorporate a certain level
of flexibility to adjust to local requirements and demands (Slangen & Hennart, 2008). The
organization can adjust to local demands with local employees who understand the norms,
values, and routines accepted by the host country (Xu et al., 2004).

All researchers do not share the notion that a greenfield project can be justified when the
informal institutional distances between home and host country are high. Van dut et al. (2018)
argued that when comparing greenfield subsidiaries with acquired subsidiaries, the latter find it
easier to communicate with the locals and thus have a greater opportunity to obtain knowledge
from the local organization, and this is of benefit to the MNE. The greenfield subsidiary has
less knowledge of the local culture, which means problems communicating with its peers,
hindering efforts to gain legitimacy (Meyer, 2001).

The context and the indicators used as proxies to measure the distances of formal and informal
institutions have different results when the entry mode is analyzed. MNEs from developed
countries enter Vietnam through acquisitions when the distances of formal institutions
(regulatory institutions) and informal institutions (cultural distance) are high (Van Dut et al.,
2018). However, studies with samples of MNEs from developed countries that internationalize
to emerging countries (Arslan & Larimo, 2011), and MNEs from emerging countries that move
to foreign markets (Chueke & Borini, 2014), indicate that these firms have a preference for a
greenfield investment when the cultural distance between the home and host country is high.

5. DISCUSSION

This systematic review includes an examination and critique of the literature on institutions and
the entry mode of MNEs into foreign markets. We focused on the influence that institutional
differences between home and host countries have on the entry mode and the MNE’s level of
control over the operations of its affiliate in another country. The institutional differences
encompass the concepts of institutional distance (differences between the institutions of the
home and host country) and the institutional context (institutional characteristics of the home
and host country).

Harzing and Pudelko (2016), in a study of the explanatory power of cultural distance, found
that a third of all the studies that employ this construct to explain entry mode choice found a
particular effect, while another third found the opposite effect, and the remainder no effect.
Cultural distance, when based on the index of Kogut and Singh, is a weak predictor of entry
mode choice (Harzing & Pudelko, 2016). One of the reasons for this may lie in the MNE’s
expansion strategy (Slangen & Hennart, 2007). An MNE that intends to integrate its subsidiary
into its corporate network is more likely to opt for a greenfield project than an acquisition in
culturally distant countries. Acquisitions become attractive when the strategy is to give the
subsidiary autonomy to use local practices (Slangen & Hennart, 2007).

Shenkar (2001) argued that some premises that support the concept of cultural distance might
be the reason for conflicting results regarding entry mode choice. One of these premises is the
illusion of stability. It is not plausible to imagine that a country’s culture remains stable over
time. Another premise is the illusion of symmetry. Although distance is symmetrical by
definition, the distance between Country A and Country B is not the same as between Countries
B and A. The influence of the distance from A to B (e.g., from a developed to a developing
country) is different when we look at the perspective of B in relation to A (from a developing
country to a developed one). The effects of home and host countries are of a different nature
and influence entry mode choice in dissimilar ways.



The common practice of measuring external uncertainty through the proxies of “cultural
distance” or “political risk” is not the right way. Neither cultural distance nor political risk
adequately gauges external uncertainty (Slangen & van Tulder, 2009). Researchers should
refrain from using these proxies to measure external uncertainty and replace them with the
quality of governance of the target country or its most important dimensions, which are the
effectiveness of the government, regulatory quality, and control of corruption (Slangen & van
Tulder, 2009).

Berry, Guillén, and Zhou (2010) criticized the methodological limitations of the Euclidean
approach to distances between countries and proposed calculating dyadic distances using the
Mahalanobis method, taking into consideration the variance-covariance matrix. Moreover, they
proposed disaggregating the distance construct in a set of multidimensional measurements to
achieve greater robustness in tests that involve evaluating institutional differences between
countries. The solution to explaining a complex phenomenon such as entry mode choice is not
in the conceptualization of new distances but may lie in examining the context and in variables
that can exemplify and measure specific characteristics of both the home and host country that
influence decision making on entry mode (Harzing & Pudelko, 2016.

Barriers against the entry of foreign investments, access to resources, repatriation of capital,
and even cultural traits of the host country could have greater explanatory power regarding
entry mode choice than economic, political, geographic, and even cultural distances between
the home country and the destination of the investments. Shenkar's (2001) criticism of cultural
distance also applies to other constructs that measure distances (Zaheer et al., 2012).

There is evidence that the firm’s strategy (exploitation or exploration) can influence its entry
mode (Luo, 2002). However, we found few studies that consider strategy as an explanatory or
even control variable to entry mode. The entry strategy, in addition to the characteristics of the
firm or institutional distances, may be strongly associated with entry mode.

The literature has not analyzed the role of the manager and his influence on entry mode. We
found no studies that considered the idiosyncratic power of the manager, his international
experience, and political connections as factors that are involved in decisions on entry mode
choice. The manager’s tacit knowledge and experience guide his behavior and may be relevant
in studies on entry mode and governance.

6 LIMITATIONS AND PROPOSED AGENDA

Internationalization theories are complementary, and a model with greater explanatory power
should be based on multiple theoretical perspectives (Hill et al., 1990; Tihanyi, Griffith, Russell,
2005). Integrating the insights of multiple theories (e.g., Brouthers, 2002; Gaur & Lu, 2007) is
a suggestion for future studies. Research designs that only use variables from one theoretical
approach could lead to biased statistical tests with missing variables, producing inconclusive
and insignificant results. Thus, future studies should look at the combined effect of different
variables in a multi-theory approach (Morschett et al., 2010; Canabal & White, 2008).

The similarity to other firms and the adoption of local norms and standards mitigate institutional
pressures and facilitates the entry of new firms and access to the market of inputs and products.
The similarity between firms may be the result of a deliberate strategy rather than compliance
with external isomorphic pressures (Kostova, Roth, & Dacin, 2008). Future studies can focus
on which countries and institutional and market characteristics make firms susceptible to
isomorphic behavior. Investment risk may not only be attributed to laws and rules (regulatory
pressures), but also economic issues (Ghemawat, 2001). MNEs from developed and developing
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countries may be more or less prone to risk and differ in mimetic behavior. A comparative study
could help to confirm studies that have already been conducted with a single home country
(Jiang et al., 2014).

Theories that take managerial experience and different degrees of risk aversion into account
could lead to new insights into which factors at the firm and institutional level and in the
perception of managers have the greatest impact on entry mode choice. The institutional
perspective could also be used to explore the role that individual agents in the home and host
country play in minimizing the influence of institutional distance (Kostova & Roth, 2002).
These agents (managers) are essential in the decision making and outcomes of the subsidiary
as they resolve conflicts (Schotter & Beamish, 2011), develop political connections (internal
and external) (Dorrenbdcher & Geppert, 2009), and are important links with the external
environment (Cano-Kollmann, Cantwell, Hannigan, Mudambi, & Song, 2016). Micro-level
surveys are opportune to better understand how managers perceive and make decisions
regarding entry into international markets, incorporating the institutional environment of the
home and host markets in decision making.

Studies have addressed entry mode choice as a decision that is independent of other entry
decisions of the firm. MNEs have a portfolio of entry strategies in multiple markets. In these
cases, entry strategies used by the firm in other markets might influence the choice of entry
mode into a specific market. The nature of these interdependencies and the influence of
institutional variables of the host country on each entry is an interesting research question that
future research could explore.

Studies on the factors that influence entry mode have tested institutional variables as
independent and moderating, either using the formal and informal institutional distances
between home and host countries or using the differences between the home and host countries’
profiles. The literature questioned very little the internationalization strategy of the firm
(Mueller et al., 2017), and this is considered a factor that could explain choices regarding entry
mode and the level of ownership of a subsidiary. An exploitation strategy requires a different
entry mode than that of an exploration strategy. Future studies can investigate under which
conditions firms follow these strategies and how formal institutional distances can moderate
the relationship between the strategy and the establishment and ownership mode.

MNE:s tend to form alliances in countries where normative and regulatory distances are high in
order to gain access to local knowledge and reduce the commitment of resources. It is plausible
to imagine that different institutional strengths have different impacts (Peng, Sun, Pinkham, &
Chen, 2009) on MNEs’ governance modes. Future studies could compare the experience of
MNEs from developed and emerging economies in other emerging markets. The varying
intensity of institutional strengths would provide insights into the influence of institutions on
MNEs from developed and developing countries, and the influence of the origin of an MNE on
governance mode.

The magnitude and direction of institutional distance may influence entry mode choice.
Hernandez and Nieto (2015) tested a sample of European SMEs that internationalized and
proved that not only the magnitude but also the direction of the regulatory distance between
home and host country affected entry mode into foreign markets. Future research can test the
effect of the magnitude and direction of normative and cultural-cognitive distances on the entry
mode of MNEs (not SMEs) into foreign markets and provide new insights regarding the level
of influence of these institutions. The influence of the cultural-cognitive direction on entry
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mode can prove the theory that internationalization to less institutionally developed countries
increases the likelihood that an MNE will imitate local firms to gain legitimacy and ensure its
ability to conduct business in the host country. Furthermore, the effect of the direction of
institutional distance can be tested with MNEs from emerging countries that sought other
foreign markets.

The concept of the three distinct institutional pillars (regulatory, normative, and cognitive) led
to the presumption that each one acted independently to explain the isomorphic behavior of the
firm (Greenwood & Meyer, 2008). Contrary to what was believed, institutional mechanisms do
not act independently (Ang, Benischke, & Doh, 2015). The three pillars operate jointly. One
influences the other, and they all explain the isomorphic tendencies in the entry mode. Testing
this moderation and understanding how one pillar influences the other could lead to good
insights. Other interactions among three institutional pillars could influence the behavior of
MNEs about entry mode. It is reasonable to suppose that when normative and regulatory
distances increase, MNEs tend to form alliances to allow access to local technology and
simultaneously reduce resource commitment. Researching these interactions could increase
knowledge of the significance of the moderation of each pillar regarding the mode of
governance.

Past entries influenced future entries. However, the context must be considered as it may be a
limitation to this association. Studies have confirmed the association between past entries and
future entries for the industry (Yiu and Makino, 2002; Lu, 2002) and the retail sector (Swoboda
et al., 2015). External (regulatory) institutional pressures reduce the use of past entries, but
moderating variables such as political or cultural distance between home and host countries can
mitigate regulatory pressures (Swoboda et al., 2015). Future studies could test other external
moderating variables (such as economic and administrative variables) and internal ones (such
as changes in the level of control of the subsidiary or the top management team), and analyze
the effects of these moderations by industry and the home country of the MNE (developed or

developing economies).

Notes: Table 1 — List of selected papers, and Figure 1 — Steps for selecting relevant papers for the review are
available upon request. The asterisk (*) symbol in references denotes studies included in the systematic
review.

REFERENCES

* Adamoglou, X., & Kyrkilis, D. (2018). FDI entry strategies as a function of distance—the
case of an emerging market: Turkey. Journal of Knowledge Economy, 9(4), 1348—1373.

*Adeola, O., Boso, N., & Adeniji, J. (2018). Bridging Institutional Distance: An Emerging
Market Entry Strategy for Multinational Enterprises. In J. Agarwal & T. Wu (Eds.),
Emerging Issues in Global Marketing (pp. 205-230).

*Ahammad, M., Konwar, Z., Papageorgiadis, N., Wang, C., & Inbar, J. (2018). R&D
capabilities, intellectual property strength and choice of equity ownership in cross-
border acquisitions: evidence from BRICS acquirers in Europe. R & D Management,
48(2), 177-194.

Anderson, E., & Gatignon, H. (1986). Modes of foreign entry: A transaction cost analysis and
propositions. Journal of International Business Studies, 17(3), 1-26.

*Ang, S., Benischke, M., & Doh, J. (2015). The interactions of institutions on foreign market
entry mode. Strategic Management Journal, 36(10), 1536—1553.

*Arslan, A., & Larimo, J. (2011). Greenfield investments or acquisitions: Impacts of
institutional distance on establishment mode choice of multinational enterprises in
emerging economies. Journal of Global Marketing, 24(4), 345-356.

11



*Arslan, A., & Wang, Y. (2015). Acquisition Entry Strategy of Nordic Multinational
Enterprises in China: An Analysis of Key Determinants. Journal of Global Marketing,
28(1), 32-51. https://doi.org/10.1080/08911762.2014.965865

*Batsakis, G., & Singh, S. (2019). Added distance, entry mode choice, and the moderating
effect of experience: The case of British MNEs in emerging markets. Thunderbird
International Business Review, 61(4), 581-594.

*Berry, H., Guillén, M. F., & Zhou, N. (2010). An institutional approach to cross-national
distance. Journal of International Business Studies, 41(9), 1460-1480.

*Boateng, A., Du, M., Wang, Y., Wang, C., & Ahammad, M. (2017). Explaining the surge in
M&A as an entry mode: home country and cultural influences. International Marketing
Review, 34(1), 87-108.

Briner, R., & Denyer, D. (2012). Systematic review and evidence synthesis as a practice and
scholarship tool. In Handbook of evidence-based management: Companies, classrooms
and research (pp. 112-129).

Brouthers, D. K., & Hennart, J. F. (2007). Boundaries of the firm: Insights from international
entry mode research. Journal of Management, 33(3), 395-425.

Brouthers, K. D. (2002). Institutional, cultural and transaction cost influences on entry mode
choice and performance. Journal of International Business Studies, 33(2), 203—221.

Brouthers, K. D. (2013). A retrospective on: Institutional, cultural and transaction cost
influences on entry mode choice and performance. Journal of International Business
Studies, 44(1), 14-22.

*Brouthers, K. D., Brouthers, L. E., & Werner, S. (2008). Resource-based advantages in an
International context. Journal of Management, 34(2), 189-217.

*Canabal, A., & White III, G. O. (2008). Entry mode research: Past and future. International
Business Review, 17(3), 267-284.

Cano-Kollmann, M., Cantwell, J., Hannigan, T., Mudambi, R., & Song, J. (2016). Knowledge
connectivity: An agenda for innovation research in international business. Journal of
International Business Studies, 47, 255-262.

*Chueke, G., & Borini, F. (2014). Institutional distance and entry mode choice by Brazilian
firms: An institutional perspective. Management Research The Journal of the
Iberoamerican Academy of Management, 12(2), 152—175.

*Datta, D., Herrmann, P., & Rasheed, A. (2002). Choice of foreign market entry mode: Critical
review and future directions. In M. A. Hitt & J. Cheng (Eds.), Managing transnational
firms: Resources, Market entry and strategic alliances (Advances in International
Management) (p. Vol. 14, 85-153). Amsterdam, Netherlands: JAI.

*De Beule, F., Elia, S., & Piscitello, L. (2014). Entry and access to competencies abroad:
Emerging market firms versus advanced market firms. Journal of International
Management, 20(2), 137-152. https://doi.org/10.1016/j.intman.2013.05.002

*De Villa, M. A., Rajwani, T., & Lawton, T. (2015). Market entry modes in a multipolar world:
Untangling the moderating effect of the political environment. International Business
Review, 24(3), 419-429.

*Demirbag, M., Glaister, K. W., & Tatoglu, E. (2007). Institutional and transaction cost
influences on MNEs’ ownership strategies of their affiliates: Evidence from an
emerging market. Journal of World Business, 42(4), 418-434.

*Demirbag, M., Tatoglu, E., & Glaister, K. W. (2008). Factors affecting perceptions of the
choice between acquisition and greenfield entry: The case of western FDI in an
emerging market. Management International Review, 48(1), 5-38.

12



*Demirbag, M., Tatoglu, E., & Glaister, K. W. (2009). Equity-based entry modes of emerging
country multinationals: Lessons from Turkey. Journal of World Business, 44(4), 445—
462.

DiMaggio, P., & Powell, W. (1983). The iron cage revisited: institutional isomorphism and
collective rationality in organizational fields. American Sociological Review, 48(2),
147-160.

DiMaggio, P., & Powell, W. (1991). The new institutionalism in organizational analysis.
Chicago, IL: University of Chicago Press.

Dorrenbicher, C., & Geppert, M. (2009). A micro-political perspective on subsidiary initiative-
taking: Evidence from German-owned subsidiaries in France. European Management
Journal, 27(2), 100—112.

*Dow, D., & Larimo, J. (2009). Challenging the conceptualization and measurement of distance
and international experience in entry mode choice research. Journal of International
Marketing, 17(2), 74-98.

*Dow, D., & Ferencikova, S. (2010). More than just national cultural distance: Testing new
distance scales on FDI in Slovakia. International Business Review, 19(1), 46-58.

Dow, D. (2017). Are we at a turning point for distance research in international business
studies?. Distance in International Business: Concept, Cost and Value, 47.

Gaur, A. S., & Lu, J. W. (2007). Ownership strategies and survival of foreign subsidiaries:
Impacts of institutional distance and experience. Journal of management, 33(1), 84-110

Ghemawat, P. (2001). Distance still matters. Harvard Business Review, 79(8), 137-147.

Greenwood, R., & Meyer, R. (2008). Influencing ideas: a celebration of DiMaggio and Powell
(1983). Journal of Management Inquiry, 17(4), 258-264.

Guler, 1., & Guillen, M. F. (2010). Institutions and the internationalization of US venture capital
firms. Journal of International Business Studies, 41, 185-205.

Harzing, A.-W. (2003). The role of culture in entry-mode studies: from neglect to myopia? In
J. Cheng & M. Hitt (Eds.), Managing multinationals in a knowledge economy:
economics, culture (Advances in International Management, Vol. 15) (pp. 75-127).

*Harzing, A.-W., & Pudelko, M. (2016). Do we need to distance ourselves from the distance
concept? Why home and host country context might matter more than (cultural)
distance. Management International Review, 56(1), 1-34.

*Hennart, J., & Slangen, A. (2015). Yes, we really do need more entry mode studies! A
commentary on Shaver. Journal of International Business Studies, 46(1), 114—122.

*Herndndez, V., & Nieto, M. (2012). The direct impact of the normative and cognitive distances
and the moderating effect of regulations on the internationalization of SMEs. In R. Van
Tulder, A. Verbeke, & L. Voinea (Eds.), New Policy Challenges for European
Multinationals (Progress in International Business Research, Vol. 7) (pp. 233-255).

Hernandez, V., & Nieto, M. (2015). The effect of the magnitude and direction of institutional
distance on the choice of international entry modes. Journal of World Business, 50(1),
122-132.

Hill, C., Hwang, P., & Kim, W. (1990). An eclectic theory of the choice of international entry
mode. Strategic Management Journal, 11(2), 117-128.

Hofstede, G. (1980). Culture’s consequences: International differences in work-related values.
Beverly Hills - California: Sage.

Hutzschenreuter, T., Voll, J., & Verbeke, A. (2011). The impact of added cultural distance and
cultural diversity on international expansion patterns: A Penrosean perspective. Journal
of Management Studies, 48(2), 305-329.

*Jiang, G., Holburn, G., & Beamish, P. (2014). The impact of vicarious experience on foreign
location strategy. Journal of International Management, 20(3), 345-358.

13



*Kaynak, E., Demirbag, M., & Tatoglu, E. (2007). Determinants of ownership-based entry
mode choice of MNEs: Evidence from Mongolia. Management International Review,
47(4), 505-530.

*Kittilaksanawong, W. (2009). How Do Institutional Distances Shape Entry Strategies of
Taiwanese High-Tech Firms? Academy of Management Annual Meeting Proceedings,
8(1), 1-6.

Kim, J. U., & Aguilera, R. V. (2016). Foreign Location Choice: Review and Extensions.
International Journal of Management Reviews, 18(2), 133—159.

Kogut, B., & Singh, H. (1988). The effect of national culture on the choice of entry mode.
Journal of International Business Studies, 19(3), 411-432.

Kostova, T. (1999). Transnational transfer of strategic organizational practices: A contextual
perspective. Academy of Management Review, 24, 308—324.

Kostova, T., & Zaheer, S. (1999). Organizational legitimacy under conditions of complexity:
The case of the multinational enterprise. Academy of Management Review, 24, 64—81.

Kostova, T., & Roth, K. (2002). Adoption of an organizational practice by subsidiaries of
multinational corporations: Institutional and relational effects. Academy of
management journal, 45(1), 215-233.

Kostova, T., Roth, K., & Dacin, M. T. (2008). Institutional theory in the study of multinational
corporations: A critique and new directions. Academy of management review, 33(4),
994-1006

*Kostova, T., Beugelsdijk, S., Scott, W. R., Kunst, V. E., Chua, C. H., & van Essen, M. (2019).
The construct of institutional distance through the lens of different institutional
perspectives: Review, analysis, and recommendations. Journal of International Business
Studies, 1-31.

Kumar, V., & Subramaniam, V. (1997). A contingency framework for the mode of entry
decision. Journal of World Business, 32(1), 53-72.

Laufs, K., & Schwens, C. (2014). Foreign market entry mode choice of small and medium-
sized enterprises: A systematic review and future research agenda. International
Business Review, 23(6), 1109-1126.

*Lee, Y., Hemmert, M., & Kim, J. (2014). What drives the international ownership strategies
of Chinese firms? The role of distance and home-country institutional factors in outward
acquisitions. Asian Business & Management, 13(3), 197-225.

*Li, W., Guo, B., & Xu, G. (2017). How do linking, leveraging and learning capabilities
influence the entry mode choice for multinational firms from emerging markets? Baltic
Journal of Management, 12(2), 171-193.

Lu, J. (2002). Intra and inter-organizational imitative behavior: institutional influences on
Japanese firms entry mode choice. Journal of International Business Studies, 33(1), 19—
37.

*Lucke, N., & Eichler, S. (2016). Foreign direct investment: the role of institutional and
cultural determinants. Applied Economics, 48(11), 935-956.

Luo, Y. (2002). Capability exploitation and building in a foreign market: Implications for
multinational enterprises. Organization science, 13(1), 48-63.

Meyer, K. E. (2001). Institutions, transaction costs, and entry mode choice in Eastern Europe.
Journal of international business studies, 32(2), 357-367.

*Morschett, D., Schramm-Klein, H., & Swoboda, B. (2010). Decades of research on market
entry modes: What do we really know about external antecedents of entry mode choice?
Journal of International Management, 16(1), 60—77.

*Mueller, M., Hendriks, G., & Slangen, A. (2017). How the Direction of Institutional Distance
Influences Foreign Entry Mode Choices: An Information Economics Perspective. In

14



Distance in International Business: Concept, Cost and Value. Progress in International
Business Research, Volume 12 (pp. 271-296).

North, D. (1990). Institutions, institutional change and economic performance. Cambridge,
MA: Cambridge University Press.

Pan, Y., & Tse, D. (2000). The hierarchical model of market entry modes. Journal of
International Business Studies, 31(4), 535-554.

Peng, M. W., Sun, S. L., Pinkham, B., & Chen, H. (2009). The institution-based view as a third
leg for a strategy tripod. Academy of Management Perspectives, 23(3), 63-81.

Petticrew, M., & Roberts, H. (2006). Systematic reviews in the social sciences: a practical
guide. Malden, MA: Blackwell Publishing Ltd.

Ragland, C., Widmier, S., & Brouthers, L. (2015). A factor endowment approach to
international market selection. Journal of Strategic Marketing, 23, 497-511.

Roy, J., & Oliver, C. (2009). International joint venture partner selection : The role of the host-
country legal environment. Journal of International Business Studies, 40(5), 779-801.

*Schellenberg, M., Harker, M. J., & Jafari, A. (2018). International market entry mode — a
systematic literature review. Journal of Strategic Marketing, 26(7), 601-627.

Schotter, A., & Beamish, P. W. (2011). Performance effects of MNC headquarters-subsidiary
conflict and the role of boundary spanners: The case of headquarter initiative rejection.
Journal of International Management, 17(3), 243—-259.

Scott, W. (2014). Institutions and Organizations: Ideas, Interests, and Identities. Thousand
Oaks, CA: Sage Publications.

Shaver, J. M. (2013). Do we really need more entry mode studies? Journal of International
Business Studies, 44(1), 23-27.

Shenkar, O. (2001). Cultural distance revisited : Towards a more rigorous conceptualization
measurement of cultural differences. Journal of International Business Studies, 32(3),
519-535.

Slangen, A., & Hennart, J. (2007). Do foreign greenfieds outperform foreign acquisitions or
vice versa? An institutional perspective. Journal of Management Studies, 45(7), 1301—
1328.

Slangen, A. H., & Hennart, J. F. (2008). Do foreign greenfields outperform foreign acquisitions
or vice versa? An institutional perspective. Journal of Management Studies, 45(7),
1301-1328.

*Slangen, A., & van Tulder, R. (2009). Cultural distance, political risk, or governance quality?
Towards a more accurate conceptualization and measurement of external uncertainty in
foreign entry mode research. International Business Review, 18(3), 276-291.

*Surdu, 1., & Mellahi, K. (2016). Theoretical foundations of equity based foreign market entry
decisions: A review of the literature and recommendations for future research.
International Business Review, 25(5), 1169-1184.

*Swoboda, B., Elsner, S., & Olejnik, E. (2015). How do past mode choices influence
subsequent entry? A study on the boundary conditions of preferred entry modes of retail
firms. International Business Review, 24(3), 506-517.

Tihanyi, L., Griffith, D., & Russell, C. (2005). The effect of cultural distance on entry mode
choice, international diversification, and MNE performance: a meta-analysis. Journal of
International Business Studies, 36(3), 270-283.

*Van Dut, V., Akbar, Y., Dang, N., & Hanh, N. (2018). The impact of institutional distance on
the choice of multinational enterprise’s entry mode: Theory and empirical evidence
from Vietnam. Asian Journal of Business and Accounting, 11(1), 71-95.

15



Xu, D., Pan, Y., & Beamish, P. (2004). The effect of regulative and normative distances on
MNE ownership and expatriate strategies. Management International Review, 44(3),
285-307.

Xu, D., & Shenkar, O. (2002). Institutional distance and the multinational enterprise. Academy
of Management Review, 27(4), 608—618.

*Yiu, D., & Makino, S. (2002). The choice between joint venture and wholly owned subsidiary:
An institutional perspective. Organization Science, 13(6), 667—683.

Zaheer, S., Schomaker, M., & Nachum, L. (2012). Distance without direction: restoring
credibility to a much-loved construct. Journal of International Business Studies, 43(1),
18-27.

16



