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REsuME ABSTRACT RESUMEN

Notre recherche étudie les différences
dans le mode d’entrée a I’international
de multinationales en provenance d’un
pays industrialisé qui internationalisent
leurs activités dans des pays industriali-
sés et moins industrialisés. Notre analyse
se base sur 544 décisions d’expansion a
I’international d’entreprises néerlandai-
ses listées au Amsterdam Exchange Index
(AEX) au cours de la période 2004 a 2008
inclusivement. Les décisions d’expansion
internationale sont liées a 66 pays. Nos
résultats indiquent que lorsque ces firmes
pénetrent de nouveaux marchés situés dans
des pays industrialisés, la distance cultu-
relle s’avere un élément déterminant sur la
stratégie adoptée. Lorsque ces multinatio-
nales pénetrent des marchés de pays moins
industrialisés, la qualité des institutions est
le principal élément affectant le choix du
mode d’entrée. Notre recherche contribue
a notre compréhension du mode d’entrée
des firmes multinationales en démontrant
I’effet de la distance culturelle et de la qua-
lité des institutions lorsque des firmes de
pays industrialisés internationalisent leurs
activités dans différentes parties du monde.

Mots clés : culture nationale, qualité des
institutions, mode d’entrée, stratégie de
localisation a 1’international.

We investigate the differences in entry
mode strategy for MNEs from a highly
developed country (The Netherlands)
when expanding abroad into locations in
developed and developing economies. Our
analysis is based on 544 foreign expansion
decisions by MNEs listed on the Amster-
dam Exchange Index (AEX) over the five-
year period 2004-2008 inclusive. We find
that when expanding into other developed
countries, cultural distance plays a key role
in MNE location strategy; institutional
quality of the location is not relevant.
When expanding into less developed econ-
omies, however, cultural distance becomes
irrelevant and the effects of institutional
quality become stronger.

Keywords: national culture, institutional
quality, entry mode, foreign location strategy.

Investigamos las diferencias de la estrate-
gia del modo de entrada para las empre-
sas multinacionales (MNE) cuando éstas
entran desde un pais altamente desarrollado
(Paises Bajos) a otras economias desa-
rrolladas o en vias de desarrollo. Nuestro
andlisis se basa en las 544 decisiones de
expansién tomadas por las MNEs neer-
landesas que se encuentran en la Bolsa de
Amsterdam (Amsterdam Exchange Index 6
AEX) durante los cinco afios comprendidos
de 2004 a 2008 inclusive. Los resultados
del estudio indican que al expandir a otros
paises desarrollados la distancia cultural
asume un papel crucial en la estrategia
de localidad de las MNEs mientras que la
calidad de las instituciones no juega un rol
relevante. Sin embargo, al expandir a las
sociedades en vias de desarrollo, la distan-
cia cultural se convierte en irrelevante y los
efectos de la calidad de las instituciones se
esfuerzan.

Palabras claves: cultura nacional, calidad
de instituciones, modo de entrada, estrate-
gia internacional de localidad.

Considerable research has been conducted on the deter-
minants of foreign entry mode by multinational enter-
prises (MNEs) (Brouthers and Hennart, 2007). However,
findings have often been inconsistent and even contradic-
tory (Slangen and Hennart, 2007; Tihanyi, Griffith and
Russell, 2005). One of the main tensions within this field
is whether national cultural factors (Erramilli, 1996; Kogut
and Singh, 1988) or institutional dimensions of countries
(Brouthers, 2002; Delios and Beamish, 1999) matter most
to foreign location strategy. Culture and country risk are the
two most common sources of external uncertainty facing
the MNE (Brouthers and Hennart, 2007; Hitt, Franklin and
Zhu, 2006). On the one hand, cultural factors are deemed to
be important because the beliefs and attitudes of managers

are shaped by national cultures, and this influences patterns
of behaviour and decision making (Erramilli, 1996). On
the other hand, scholars of institutional theory (IT) have
argued that entrants adjust their governance mode choice to
the specific transaction costs in different locations (Meyer,
2001).

Scholars have also recently highlighted the possibility
of differences in international strategy according to the level
of economic development of the host country. Developing
economies have held a growing importance in the world
economy (Hoskisson, Eden, Lau and Wright, 2000) and
MNE investment in developing countries has increased.
Despite this, the growing interdependence between coun-
tries has not resulted in universal cultures (Leung, Bhagat,
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Buchan, Erez and Gibson, 2005). Furthermore, develop-
ing countries represent volatile institutional environments
(Meyer, 2001) as the formal ‘rules of the game’ are modi-
fied to support a new market economy (Dikova and van
Witteloostuijn, 2007). Given the heterogeneity within these
countries, applying theoretical approaches born out of
scholarly study of international strategy in developed coun-
tries becomes challenging (Wright et al., 2005).

To contribute to our understanding of international
strategy across locations in both developed and devel-
oping countries, we study both the effects of culture and
institutions on new foreign expansion investments made by
MNEs. Given recent trends in globalization, technological
development, the growth of the knowledge-based economy,
and the emergence of new countries as sources of supply
and demand (Archibugi and lammarino, 2002; Audretsch
and Thurik, 2001), we believe it is necessary to reassess
well-established arguments using insights from recent for-
eign expansion decisions in both developed and developing
countries (Wright et al., 2005). Thus we focus on MNEs
expanding into developed and developing countries in the
same period of time.

Our sample consists of 544 entries made by all active
MNE:s listed on the AEX index (the Amsterdam Exchange
Index is the main stock exchange in The Netherlands)
during the five years between 2004 and 2008 inclusive.
Given that foreign expansion may also be determined by a
range of country and firm characteristics (Erramilli, 1996;
Hollensen, 2001; Pan and Tse, 2000), we control for these
effects. We test the impacts of cultural distance and host
country institutional quality on the choice for majority/full
control vs. minority control. These different levels of com-
mitment require different levels of direct foreign invest-
ment (Davis, Desai and Francis, 2000) and were accurately
reported in our data sources. For cultural distance we use
Kogut and Singh’s (1988) measure based on Hofstede’s
dimensions of national culture. For institutional quality,
we use the mean of Kaufmann’s six governance indicators
(Kaufmann, Kraay and Mastruzzi, 2006).

We find that, when expanding into developed countries,
the external uncertainty that arises through cultural distance
dominates MNE considerations for expansion strategy;
institutional quality is not relevant. For these types of loca-
tions, increasing cultural distance leads to a greater propen-
sity for avoiding controlling stakes. When expanding into
less developed emerging and transition economies on the
other hand, cultural distance becomes irrelevant and the
effects of institutional quality become stronger. For these
types of locations, increasing institutional quality leads to a
greater propensity for pursuing controlling stakes.

The contribution of this study is twofold. Firstly, we
highlight the differential effects of cultural distance and
institutional quality on foreign expansion choices in mod-
ern-day MNEs originating in a highly-developed, open
economy. We advance our understanding of how these

variables determine international strategy across locations
in developed vs. developing countries. Cultural distance and
institutional quality are sources of uncertainty that impact
decisions relating to the control of new operations in for-
eign locations. Our contribution is to show how the degree
of development and industrialization of the location influ-
ences how the MNE views the relevance of these sources
of uncertainty. Secondly, we contribute to the debate on
whether internal or external sources of uncertainty mat-
ter most when considering cultural distance during inter-
national strategy formulation (Shenkar, 2001). Our study
suggests that resolving this debate can be achieved by con-
sidering the role that the economic development of a loca-
tion plays in amplifying the relevance of cultural distance.

Theoretical background

Entry modes can be classified in two broad categories:
full-control and shared-control. Full-control modes imply
a controlling stake and include Greenfield investments or
cross border acquisition, whereas joint venture entails shar-
ing of control and ownership (Herrmann and Datta, 2002).
A joint venture is (a) a vehicle by which to share comple-
mentary but distinct knowledge which otherwise could not
be shared or (b) a way to influence the competitive posi-
tioning of the firm by coordinating a limited set of activi-
ties (Kogut, 1988). Different entry modes involve different
resource deployment patterns and levels of risk and con-
trol. Full-control entry modes are typically more sensitive
to environmental uncertainties and political instabilities
(Henisz, 2000). Resource commitment is usually greater in
full-control entry modes and often involves deployment of
assets which cannot easily be redeployed without a substan-
tial cost (Hill, Hwang and Kim, 1990). Choosing the right
entry mode has a profound effect on firm foreign perfor-
mance and survival (Davis, Desai and Francis, 2000).

The study of foreign entry mode decisions has largely
been based on the theory of transaction-cost econom-
ics (TCE) (Coase, 1937; Gatignon and Anderson, 1988;
Hennart, 1991). According to TCE, MNEs arise in order
to internalize intermediate product markets to reduce trans-
action costs that would be present in the market (Buckley
and Casson, 1976; Williamson, 1975, 1981). This becomes
particularly important in entry mode choice, as each entry
mode requires a certain amount of resource commitment,
i.e., the amount of assets, tangible and intangible, that can-
not be redeployed to alternative use without cost (Hill,
Hwang and Kim, 1990). Transaction costs include those
of finding and negotiating with an appropriate partner, and
the costs of monitoring the performance of the partner firm
(e.g., Brouthers, 2002; Gatignon and Anderson, 1988).
TCE predicts that the choice between full and partial own-
ership in foreign expansion of the MNE depends on the cost
and benefits of full ownership (acquisition and Greenfield)
opposed to shared ownership (joint venture) (Hennart,
1991).
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International strategy scholars recently have empha-
sized an ‘extended’ transaction cost model for explaining
foreign entry mode investment (Brouthers, 2002). In this
extended view, two sets of arguments are put forward, one
relating to the managerial cost and uncertainty evaluation
of national cultural factors (Brouthers and Brouthers, 2000)
and one concerning the contextual conditions that might
present exchange risks, i.e., institutional factors (Delios
and Beamish, 1999). This extended perspective argues that
TCE should be combined with insights from institutional
theory (North, 1990) and include the central role of the host
country institutional framework on enabling or constrain-
ing MNE behaviour (Dikova and van Witteloostuijn, 2007).

CULTURAL DISTANCE AND FOREIGN EXPANSION

The influence of national culture on international strategy
has been stressed by many authors in the field of interna-
tional business (Erramilli, 1996; Hitt et al., 2006; Hollensen,
2001; Kogut and Singh, 1988; Tihanyi et al., 2005). Culture
is seen as a ‘collective programming of the mind’, a way
of distinguishing the members of one group or category of
people from ‘others’ (Hofstede, 1997). The term ‘culture’
can thus apply to organizations, occupations and profes-
sions, age groups etc., as much as it can to nations. Erramilli
(1996) argued that beliefs and attitudes of managers, and
consequently the patterns of decision making, are shaped
by national cultures. Brouthers (2002) argued that national
cultural context variables influence managerial cost and
uncertainty evaluations in foreign markets. Thus firms are
better able to manage employees in culturally similar coun-
tries (Hitt et al., 2006).

The term ‘cultural distance’ has been used to indicate
the difference in culture between two countries (Brouthers,
2002; Kogut and Singh, 1988). Differences in national
cultures can be portrayed as differing organizational and
administrative practices, as well as employee expectations
(Kogut and Singh, 1988; Leung et al., 2005). Transaction
cost logic can readily be applied to the construct of cultural
distance since firms incur a nontrivial expense when they
set up and operate their businesses on foreign soil. Various
studies have supported the argument that national culture
influences the choices made by individuals within orga-
nizations. Schneider and De Meyer (1991), for example,
showed how managers from different national cultures
respond to strategic issues in different ways. Newman and
Nollen (1996) showed how the fit between management
practices and national culture can impact the performance
of overseas work units of the MNE. Salk and Brannen
(2000) provided evidence of the effect of national culture
on the patterns of relationships within multinational joint-
venture teams. Chen, Chen, and Meindl (1998) theorized
that culture influences the mechanism by which behav-
ioral cooperation within the organization takes place, for
instance, that more individualistic cultures require goal
interdependence between actors, rather than goal sharing.

Similarly, Kirkman and Shapiro (1997) argued that cultural
values influence resistance to self-managed (empowered)
work-teams in overseas subsidiaries, power distance being
among the variables that may lead to resistance to self-
management, and individualism hypothesized to influence
resistance to working in teams.

A large body of literature examines the impact of cul-
tural distance on entry modes, diversification and perfor-
mance (for a recent meta-analysis see Tihanyi et al., 2005).
However, results have not been consistent or conclusive
(Shenkar, 2001). In their meta-analysis, for instance, Tihanyi
et al. (2005) found a negative association between cultural
distance and equity involvement in host country operations,
although this finding was not statistically significant. One
group of scholars argues that external uncertainty arising
through cultural distance means that internationalizing firms
are more likely to utilize local partners through minority
control arrangements. According to this line of literature,
local partners have a better understanding of the local cul-
ture and are better able to manage external issues with the
local labour force and relationships with suppliers, buyers
and governments (Kogut and Singh, 1988). Acquisitions
are less attractive because when an existing foreign man-
agement team must be integrated into the acquiring firm’s
organization, post-acquisition costs caused by problems in
the ‘organizational fit’ in terms of administrative practices,
cultural practices and personal characteristics are substan-
tial (Hitt et al., 2006; Kogut and Singh 1988). Researchers
in this tradition have therefore emphasized joint ventures
as a way of reducing transaction costs during internation-
alization (Balakrishnan and Koza, 1993). Another group
of scholars, on the other hand, provide argument and evi-
dence that internal uncertainty arises through cultural dis-
tance and this encourages the internationalizing firm to take
a controlling stake in new foreign operations in order to
understand and deal with culturally distant agents (Anand
and Delios, 1997; Pan, 1996; Shenkar, 2001). In this view
the MNE acts to internalize transactions in order to over-
come issues relating to the divergent characteristics and
practices of individuals and organizations in different for-
eign locations. Hence we posit two competing hypotheses:

Hla: The greater the cultural distance between the
home-country and the country of entry, the more likely an
internationalizing firm will choose a minority control entry
mode over a majority or full-control stake.

Hlalt: The greater the cultural distance between the
home-country and the country of entry, the more likely an
internationalizing firm will choose a majority or full-con-
trol stake.

INSTITUTIONAL QUALITY AND FOREIGN EXPANSION

Institutions provide the structure in which business trans-
actions occur (North, 1990). This structure commonly
takes the form of regulations, but also includes normative
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(social obligations) and cognitive (collective construc-
tions of social reality) aspects (Hoffman and Ventresca,
1999; Scott, 1995). In this sense, institutions set “the rules
of the game” through coercive, mimetic and normative
mechanisms (DiMaggio and Powell, 1983; Rodriguez,
Uhlenbruck and Eden, 2005) and even determine the level
of stability and order in societies (North, 1990). They
provide the conditions that protect or undermine property
rights and increase or decrease resource commitment risk
(Brouthers, 2002).

To function and to prosper, societies need the guide-
lines set forth by institutions so that human behavior and
economic outcomes will be more effective and efficient.
In most industrialized societies, the costliness of trans-
acting is minimized by the functioning, quality insti-
tutions that have been put in place to constrain actors
(individuals and organizations) from acting opportunisti-
cally (Williamson, 1985). In societies that do not have
strong legal systems, that is, property rights and contract
enforcement are not easily upheld in a court of law, then
transacting becomes both more costly and riskier. Not
only may property rights and contracts be devalued in
such societies, but also a weak economic appropriability
regime means that knowledge (e.g., patents, trademarks,
brand names) cannot be lawfully protected and suppli-
ers, buyers, rivals, and joint venture partners can appro-
priate the economic value (Teece, 1986; Williamson,
1996). Institutions influence the comparative efficiency
of governance structures, and, consistent with the objec-
tive to minimize transaction costs, the firm’s ownership
structure choice will vary with the need to safeguard its
assets and minimize risks in differing institutional envi-
ronments across its international locations. In environ-
ments marked by weak institutions, firms often choose
low-control entry modes, such as equity joint ventures,
thus shifting the risk to others, or even avoiding owner-
ship in order to retain flexibility against environmental
changes (Gatignon and Anderson, 1988).

Researchers also have shown that host country insti-
tutions influence the choice of entry mode (Henisz and
Macher, 2004). Firms’ international strategic moves are
affected by institutional constraints (e.g., regulatory limi-
tations, immature legal safeguards) and institutional infra-
structure (Hitt et al., 2006). Recent research has shown
how institutional voids, i.e., a lack of strong institutions —
or, put another way, poorly functioning institutions - can
predict the prevalence of family owned firms in a country
(Chakrabarty, 2009).

In some countries, the institutional context may cre-
ate a situation where the entry mode choice predicted by
transaction cost theory may not be the best choice. Firms
may “face pressures to adopt designs that are within the
subset of socio-politically legitimated designs™ instead of
choosing for a mode of entry which is based on the transac-
tion cost design (Brouthers, 2002). Scholars have therefore

argued that entrants adjust their mode choice to the spe-
cific transaction costs in different institutional frameworks
(Meyer, 2001). In particular, political and economic risks
in the host country institutional environment are likely to
have the highest impact on the entry mode choice (Delios
and Beamish, 1999). In addition, MNEs can benefit from
spillover effects. They can ‘free ride’ on the reputation of
the partner and learn ways of dealing with the host country
government and other aspects of the institutional infrastruc-
ture (Yiu and Makino, 2002). Hence:

H2: The lower the institutional quality in the host
country, the more likely that an internationalizing firm will
choose minority control entry mode over a majority or full-
control stake.

DIFFERENCES BETWEEN DEVELOPED AND DEVELOPING
ECONOMIES

These three hypotheses represent a mixture of TCE and
IT perspectives. Choosing for minority control partner
involvement under conditions of high cultural difference is
a way of avoiding unnecessary transaction costs. Choosing
for minority control partner involvement under conditions
of low institutional quality reflects reaction towards volatil-
ity. As argued by recent scholars, little is known about how
these alternative sets of argument apply in the case of MNEs
from developed countries expanding into both developed
and less developed economies over the same period of time
(Hoskisson et al., 2000; Wright et al., 2005).

We argue that there will be differences in terms of
how cultural distance and institutional quality influence
entry mode depending on the overall level of development
or industrialization of the location in which the MNE is
investing. In our analysis we use OECD membership to
capture this. The current thirty-four member-countries of
the OECD represent the world’s most economically power-
ful; their membership attests to the benefits of belonging
to a free market system that fosters economic and indus-
trial development (Convention on the Organisation for
Economic Co-operation and Development, 2009). Levels
of industrialization are higher in OECD countries than in
non-OECD countries, in part, because of government sub-
sidies for industrial activity and technological development
(Ford and Suyker, 1990). Along with the ties it maintains
with a handful of the world’s strongest emerging economies
(e.g., Brazil, Russia, India, and China), the OECD group of
countries accounts for almost 80% of global world trade
and investment (OECD, 2011).

Governance institutions, such as political, legal, and
social systems, tend to be more stable and reliable in devel-
oped countries than in developing countries. Quality insti-
tutions inspire confidence in the ability of a government to
monitor and enforce codes of conduct and laws, thus allow-
ing individuals to assume that the business and legal systems
are trustworthy and able to protect commercial transactions
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(Globerman and Shapiro, 2003). Consequently, we argue
that when a MNE from a developed country invests in an
OECD country, cultural distance will be more of a concern
for investment risk considerations and entry strategy than
will the host country’s institutional context since the lat-
ter is assumed to be at a similar, high-quality par of the
home country. When entering a less developed economy,
however, institutional quality becomes more paramount
and will override unease that may arise due to cultural dis-
tances. Hence:

H3a: Cultural distance will increase the likelihood of
majority control entry modes when a developed country
firm expands into another developed country.

H3b: Institutional quality will increase the likelihood
of majority control entry modes when a developed country
firm expands into a developing country.

Methodology

SAMPLE

We collected foreign expansion data for all companies
listed on the Dutch AEX index for the 5 year period 2004-
2008 inclusive. There were 24 MNEs active on this listing
over this period and these were all included in the data col-
lection and subsequent analysis. At the time of data col-
lection these were the most recent full years reported. The
main benefit of using multiple years was to eliminate any
spurious effects attributed to single year cross-sectional
surveys. We chose the AEX-listed companies for three rea-
sons: (1) they are generally large MNEs with widespread
international operations, including developed and develop-
ing countries; (2) AEX-listed firms publish audited annual
reports from which foreign expansion moves are clearly
reported; (3) we were able to control for a single home-
country. The annual reports were obtained from the corpo-
rate websites for these MNEs. Prominent researchers in the
field of MNE international strategy and foreign expansion
have previously used company reports as the principal data
source (e.g., Gatignon and Anderson, 1988). Evidence of
new entries into foreign markets was found by a qualitative
search on the English version of the company report using
keywords such as: acquisition, Greenfield, joint venture,
start-up, investment, and partnership. We were able to iden-
tify acquisitions which arose out of earlier joint ventures
within the period of analysis and these were excluded from
the final data in order to avoid confusing initial expansion
with subsequent expansion.

We took steps to enhance the robustness and reliability
of our data. We performed an inter-rater reliability test on
roughly one-third of all cases during a pilot phase. Three

1. We also ran untabulated analysis with a more stringent criteria for
majority ownership (80% equity): inferences remained the same

coders each coded between 30 and 40 foreign entry moves.
Each coder’s results were then cross-checked by one of the
other coders. In most cases we reached immediate agree-
ment. We found that, in a very small number of cases, the
interpretation of mode was potentially ambiguous. In these
cases we used press releases from the companies concerned
in order to make a clear identification of the entry mode. We
continued to use press releases to check ambiguous cases for
the full sample. A small number of observations remained
unclear and were not included in the final sample. We also
found around fifty references to new acquisitions and joint
ventures in The Netherlands (i.e., the home country). These
were not included in the final sample. The initial sample
consisted of 572 observations (reduced to 544 observations
in subsequent regression models) in 66 countries, with the
yearly activity increasing over the five years as follows: 76
cases in 2004 (13.3%), 86 in 2005 (15.0%), 135 in 2006
(23.6%), 135 in 2007 (23.6%), and 140 (24.5%) in 2008.

DEPENDENT VARIABLE

In line with our theory, we captured two entry modes: full
/ majority control and minority control. Where the equity
stake was explicitly reported, we treated majority control
ownership as 51% or greater stake'. Any unclear or ambig-
uous expansion modes which could not be clarified by
reference to press releases were left out. Minority equity
investments in start-ups involving more than one partner
were coded as minority control partner involvement. We
coded the entries as 1 for majority control and O for minor-
ity control.

INDEPENDENT VARIABLES

Firstly, in order to test HI, we calculated the cultural dis-
tance (CD) of host-countries from the Netherlands using
Kogut and Singh’s (1988) formula. We therefore rely on
Hofstede’s (1980) dimensions of power distance (PDI),
individualism (IDV), masculinity (MAS), and uncertainty
avoidance (UAI) as the underlying components of national
culture. A number of criticisms of Hofstede’s work have
been published in recent years. Critical concerns include the
number and choice of questionnaire items used by Hofstede
in his original study, of the Western bias in Hofstede’s ques-
tionnaire, and of misrepresentation through devaluing and
overvaluing (Ailon, 2008). A central criticism is that the
‘collective programming of the mind’ argument espoused
by Hofstede gives little credit to the individual as an active
social agent (Ailon, 2008). However, Hofstede’s measures
continue to be used in the field of international business
study. Many large scale studies have supported, rather than
contradicted the original conclusions although there have
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been calls for extending beyond Hofstede and exploring
new dimensions of culture (Kirkman et al., 2006). The
Schwartz-based measures provide an alternative framework
(Schwartz, 1994); these measures are based on more recent
data and obtained through a purposefully chosen research
design. Drogendijk and Slangen (2006) analyzed the dif-
ferent ways of measuring national culture, i.e., Hofstede
(1980, 1984) or Schwartz (1994), and the influence on entry
mode decisions of MNEs. These authors concluded that the
explanatory power of the Hofstede and Schwartz-based
measures are comparable, providing support for our use of
Hofstede dimensions.

Secondly, in order to test H2, we calculated a mea-
sure of host country institutional quality (IQ) using the
arithmetic mean of Kaufmann’s six institutional variables
for the host country (Kaufmann et al., 2006). We used the
data from 2006 as this was the most recent available and
closest to the timing of the foreign expansion moves in
our data. As expected, we observed extremely high corre-
lations between the six variables (0.77<r<0.98, p<0.001)
justifying the use of the mean as a measure of overall
institutional quality. Cronbach’s alpha for these six items
was 0.72. A high score on this variable indicates a stable
institutional environment in the host country, while a low
score indicates a more unstable and volatile institutional
environment. Kaufman’s six dimensions are: voice and
accountability (the extent to which a country’s citizens are
able to participate in selecting their government, as well
as freedom of expression, freedom of association, and
free media); political stability and absence of violence
(the likelihood that the government will be destabilized or
overthrown by unconstitutional or violent means, includ-
ing political violence and terrorism); government effec-
tiveness (quality of public services, the quality of the civil
service and the degree of its independence from political
pressures, the quality of policy formulation and imple-
mentation, and the credibility of the government’s com-
mitment to such policies); regulatory quality (ability of
the government to formulate and implement sound poli-
cies and regulations that permits and promotes private sec-
tor development); rule of law (the extent to which agents
have confidence in and abide by the rules of society, and in
particular the quality of contract enforcement, the police,
and the courts, as well as the likelihood of crime and
violence); control of corruption (extent to which public
power is exercised for private gain, including both petty
and grand forms of corruption, as well as “capture” of the
state by elites and private interests).

Finally, in order to test H3, we split the data into two
sub-samples: entries into OECD countries and entries
into non-OECD countries. We ran two models, one for
the OECD sub-sample, and one for the non-OECD sub-
sample. We used a logistic regression to test the model in
each case.

CONTROL VARIABLES

Foreign expansion may also be determined by a range of
host-country and firm characteristics (Brouthers et al.,
2002; Erramilli, 1996; Hollensen, 2001; Pan and Tse,
2000). At host-country level there are several variables that
could play a role. A controlling stake can be expected when
the market size of the host-country is high, and therefore
strategically important to the MNE (Agarwal, 1994). We
controlled for market size using host country population
(in millions) from the year 2006 (obtained from Thomson
DataStream, log transformed). Economic development and
human development (life expectancy, literacy, educational
attainment) may also encourage wholly owned entry modes
in order to protect accumulated knowledge and technol-
ogy. As expected, we observed a high correlation between
economic development (GDP per capita in the year 2006),
human development (using the Human Development Index
- data for this index was obtained from the United Nations
Development Program (hdr.undp.org)) and institutional
quality (0.829<r<0.866; p<0.001). We included economic
development (GDP per capita) as control variable. This has
been used in prior studies as an indicator of market poten-
tial and where market potential is greater, the MNE is more
likely to make larger resources commitments (Agarwal,
1994). The final country-level control we included in our
analysis refers to the legislation that host country govern-
ments in developing countries have in place that encourage
or discourage foreign direct investment. When these laws
require shared ownership with a local partner, they express
a host government’s desire to facilitate catch-up, to encour-
age knowledge and skill spill-over from investing foreign
firms from developed countries, and often to protect the
interests of the state (La Porta et al., 1999). We operational-
ized the degree to which host countries legislate vis-a-vis
foreign direct investment by using the mean of item 6.12
from the Global Competitiveness Report published by the
World Economic Forum across the years of the study as a
proxy for government intent. This item (effect of business
rules on FDI) is captured on the World Economic Forum
Executive Opinion Survey for each year and stated as “To
what extent do rules governing foreign direct investment
(FDI) encourage or discourage it?” This item ranged from
1 — 7, a higher value indicating rules encouraging FDI.

At the firm level there are several characteristics that
could influence the mode of entry, including the size of the
parent firm and the degree of internationalization of the par-
ent firm (Erramilli, 1996; Hollensen, 2001). Firm size may
influence the MNE’s international strategy, for example,
in terms of the resources available to establish a wholly-
owned subsidiary. Degree of internationalization potentially
may impact foreign entry strategy through firm experience
effects, particularly relating to subjectivity, monitoring and
assessing inputs in new markets. We controlled for both of
these factors, with size taken as number of employees, log
transformed, and degree of internationalization as the ratio
of foreign sales to total sales.
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Results

Appendix 1 shows the foreign expansion activity to be
across a wide range of locations. The three most active loca-
tions were in each of the triad regions: USA (107 cases or
18.7%), China (48 cases or 8.4%) and Germany (37 cases
or 6.5%). Table 1 shows the descriptive information for the
dataset. The 66 countries captured in our data represent a
sufficiently wide range of cultures and institutional environ-
ments to test the hypotheses. In terms of institutional qual-
ity, we have a sufficient range, although we notice a bias

towards more developed countries. 21 of the countries were
classified as OECD countries and 45 as non-OECD. For the
entries into OECD countries, 79% of the sub-sample was
majority control and 21.0% was minority control. For the
entries into non-OECD countries, 59.4% of the sub-sample
was majority control and 40.6% was minority control. In
terms of country size, we also note a sufficient distribution,
with a mean size of 247 million people.

Tables 2 and 3 show the inter-correlations between the
variables of interest for OECD and non-OECD countries
respectively. We should exercise caution when interpreting

TABLE 1

Descriptive information m=551-572)

Minimum Maximum Mean Std
Cultural distance from The Netherlands 0.12 8.00 3.17 1.31
Host country institutional quality 6.18 98.30 69.72 22.60
Rules Encouraging FDI 2.2 6.5 4.95 0.48
Host country GDP ($millions) 3,601 13,194,700 3,529,599 4,741,827
Host country GDP / capita 171 89,837 24,946 17,857
Host country size (In population in thousands) 6.14 14.09 11.35 1.55
Firm size (In employees) 5.64 12.50 10.55 1.70
Firm foreign sales % total sales 10.08 96.93 61.15 22.95

TABLE 2
Correlation matrix — OECD countries m=310-328)
Rules GDP per Host
Majority Cultural Institutional encourage capita country
control distance quality FDI (2006/$) size Firm size

Cultural distance -0.18#%*
Institutional quality 0.08 -0.14%*
Rules encourage FDI 0.05 -0.11%* 0.71%%%*
GDP per capita (2006/$) 0.15%* -0.21%#%* 0.48%%* 0.15%%*
Host country size 0.00 0.10+ -0.37%*% -0.38*** 0.09
Firm size -0.16%* 0.04 (0.23%** 0.27%#%* 0.11%%* -0.00
Degree of 0.10+ -0.04 0.07 0.05 0.04 0.10+ 0.11+
internationalization

##%p<0.001, **p<0.01, *p<0.05, +p<0.1
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TABLE 3
Correlation matrix — non-OECD countries (n=234-244)

Rules GDP per Host

Entry Cultural Institutional encourage capita country

mode distance quality FDI (2006/$) size Firm size
Cultural distance 0.01
Institutional quality 0.14%* -0.23%%%
Rules encourage FDI -0.11+ 0.05 0.46%**
GDP per capita (2006/$) 0.14* -0.11+ 0.627%#%* 0.05
Host country size -0.12+ 0.35%%* -0.40%%* 0.15% -0.58%*%*
Firm size -0.05 -0.03 -0.05 -0.01 0.02 -0.03
Degree of -0.04 0.07 -0.04 0.07 -0.02 0.09 0.15%
internationalization
###p<0.001, **p<0.01, *p<0.05, +p<0.1
the correlations with entry mode as this variable is a dichot- Discussion

omous variable. However, the correlations do show that as
the sample MNEs expanded abroad into larger markets,
they also encountered weaker institutional environments
and greater cultural distances. Institutional quality is nega-
tively associated with population in the non-OECD parti-
tion (r=-0.40, p<0.001), reflecting the presence of emerging
economies such as Brazil, China, India, Russia and Turkey
within the top locations for foreign expansion of the MNEs
in that part of the sample.

Logistic regression results are shown in Table 4. In the
full sample (Model 1) we find no support for HI, Hlalt, or
H2. However, we do find some support for H/ over Hlalt,
but only for OECD countries (Model 2). In terms of insti-
tutional quality (H2) we find no support in the full sample
or in OECD countries. However, the hypothesis for institu-
tional quality (H2) is supported for non-OECD countries
(Model 3). In this model we find no support for either H/
or Hlalt. Cultural distance does not matter to Dutch MNEs
expanding into these locations whatsoever. Finally, we find
broad support for H3a and H3b. We see marked differ-
ences between OECD and non-OECD countries. In Model
2 (OECD countries), increasing cultural distance from the
Netherlands leads to an increased likelihood of pursuing
minority controlled local partner involvement over a con-
trolling stake. In sum, cultural distance is only statistically
significant (and increasing the likelihood of minority con-
trol entry modes) when the sampled Dutch firms entered
other OECD countries and institutional quality of the host
country is statistically significant (and increasing the likeli-
hood of majority control entry modes) when entering non-
OECD countries.

Cultural differences and institutional quality are central con-
cerns facing internationalizing firms as they formulate and
implement international strategy (Hitt et al., 2006; Kogut and
Singh, 1988; Globerman and Shapiro, 2003; Meyer, 2001). In
the current study we analyze the strategy of MNEs in terms
of how they deal with these concerns when entering locations
with contrasting levels of economic development. We believe
this approach is important because — and as we note from
our data - large MNEs from developed, open economies do
enter economically dissimilar locations in the same period of
time. Consistent with prior literature we find cultural similar-
ity between home- and host-country has an impact on lev-
els of commitment and control. However, we find this only
applies when the developed country MNE enters another
developed country. Of course, being similar in terms of eco-
nomic and industrial development does not necessarily mean
two locations are culturally similar. It is in this economically
similar scenario where the argument applies that firms from
culturally similar countries will perceive less cost and lower
investment risk. To this extent, our findings reinforce TCE
arguments relating to external uncertainty and entry mode
choice rather than arguments relating to internal uncertainty
(Shenkar, 2001). Nevertheless, our results suggest that there
are limits to this logic. We find cultural distance to be irrele-
vant when the Dutch MNEs enter non-OECD countries. This
suggests the degree of development and industrialization of
the location influences how the MNE views the relevance of
sources of uncertainty.

Institutional quality, on the other hand, is only relevant
when FDI from a developed country MNE takes place in
non-OECD locations. Thus IT is more meaningful in these
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TABLE 4

Logistic regression results (beta coefficients and robust standard errors)

Model 1: Model 2: Model 3:

Full sample: all locations OECD Countries Non-OECD Countries
Cultural distance (CD) -0.10 (0.09) -0.30 (0.13)* 0.14 (0.13)
Institutional quality (IQ) 0.01 (0.01) -0.00 (0.04) 0.03 (0.01)*
Rules encourage FDI -0.33(0.24) 0.21 (0.59) -0.89 (0.33)**
GDP per capita 0.00 (0.00) 0.00 (0.00)+ 0.00 (0.00)
Host country size -0.01 (0.07) -0.03 (0.16) 0.05(0.11)
Firm size -0.16 (0.07)* -0.26 (0.10)* -0.08 (0.09)
Degree of -0.01 (0.00) -0.01(0.01)+ -0.00 (0.01)
internationalization
Model fit
-2 Log likelihood 611.31 293.13 300.95
Chi-square 47.80%** 25.26%%* 15.13%
Cox and Snell 0.08 0.09 0.06
N 544 310 234

*##%¥p<0.001, **p<0.01, *p<0.05, +p<0.1 Dependent variable: 1=Majority control, 0=Minority control

contexts to explain and predict the institutional implica-
tions of foreign locational strategies relative to majority
and minority control entry modes. However, there are lim-
its and nuances here as well. Following IT, we argued that
institutional quality is more likely to encourage majority
control over minority control partnering. We find evidence
to support this for non-OECD countries. Table 5 shows
the logistic regression result for non-OECD countries with
the individual Kaufman indicators broken out. This indi-
cates political stability and government effectiveness to be
particularly salient. The greater the political stability, the
more likely the MNE will seek control of operations in the
foreign location. On the other hand, the greater the gov-
ernment effectiveness, the more likely the MNE will seek
partnering. Here it appears the Dutch MNEs are particu-
larly sensitive and averse to making large commitments in
a politically turbulent environment. A relatively effective
government (and civil service) in a non-OECD country, on
the other hand, means that any government policies towards
partnering are seen by the MNE as reliable. Overall, this
suggests that the developed country MNE needs to make
trade-offs amongst a number of dimensions of institutional
quality when choosing a governance structure under condi-
tions of institutional risk.

There are a number of implications that can be drawn
from the current study. Overall, because we find that the

state of development of the host country matters in terms of
which theory (TCE or IT) predominates, we suggest theory
on location strategy of internationalizing MNEs needs to
integrate and synthesize arguments in a more subtle way
than has been attempted to date. TCE appears to be more
relevant when MNEs from OECD countries enter similarly
developed economies, and IT more relevant when the same
group considers locational strategies in developing econo-
mies. The implication of this is that, despite both of these
variables being part of the extended transaction cost model
of entry modes (Brouthers, 2002), managers and research-
ers should not treat cultural and institutional variables with
the same degree of importance when analyzing foreign
expansion of MNEs from developed countries.

Future theory on location strategy of internationaliz-
ing MNEs needs to incorporate the notion that MNEs are
capable of entering multiple countries in the same period
of time, and that, as globalization and development of the
world’s economies progress, these host countries are likely
to be in various stages of development. As shown in our
data, a single MNE will find many locations attractive in a
given time period, and will allocate resources to those loca-
tions accordingly in this time period. A principal concern
for theory development is how to structure and interpret
arguments to predict how a MNE will enter multiple loca-
tions that do not share the same profile in terms of state of
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TABLE 5

Logistic regression results (beta coefficients and robust standard errors)

Model 4:
Expanding into non-OECD Countries

Cultural distance (CD)
Voice and accountability
Political stability
Government effectiveness
Regulatory quality

Rule of law

Control of corruption
Rules encourage FDI
GDP per capita

Host country size

Firm size

Degree of internationalization
Model fit

-2 Log likelihood
Chi-square

Cox and Snell

n

0.12 (0.18)
0.01 (0.01)
0.05 (0.02)%
-0.08 (0.04)*
0.01 (0.04)
0.03 (0.04)
0.02 (0.04)
-1.07 (0.55)*
0.00 (0.00)
0.35 (0.15)*
-0.16 (0.09)+
-0.00 (0.01)

281.02
35.05%%*
0.14
234

**%p<0.001, **p<0.01, *p<0.05, +p<0.1
Dependent variable: 1=Majority control, 0=Minority control

industrialization and development. We suggest that when
the strategic leaders of a MNE consider the pattern of poten-
tial locations and make decisions regarding the associated
types of commitments that would need to be made in order
to make those commitments viable and successful, differ-
ent types of logic apply. Thus new theory on MNE location
strategy should be based on the tenets of both transaction
costs incurred due to distance and contextual problems due
to institutional weaknesses.

The present research is based on choices of entry modes
by large Dutch AEX-listed companies. This sample frame
limits the generalizability of the findings to non-Dutch
firms (especially those from less developed economies) and
to small and medium sized enterprises (SMEs). Because we
gathered our data from secondary sources, we cannot be
certain that we included all market entries of the firms. A
potential risk is that we only gathered information on the
biggest entries and small, exploratory market entries may

have been excluded. We did not control for financial size
and sub-national location of the market entries. We did not
consider financial and non-financial outcomes of the entry
mode decisions, nor did we control for the motives for
entry as these were not always clear in our data sources.
Furthermore, during our project we observed that large
MNEs can choose multiple entry modes in the same host
country at more or less the same point in time, and that
ownership levels of one subsidiary can change over time.
The performance of earlier joint venture or shared-owner-
ship operations may determine increasing equity commit-
ment; this was not picked up in our study. This suggests that
country level factors are not the decisive factor in all cases.
Other factors may dominate, such as firm-, or even prod-
uct-market level factors that encourage the MNE to choose
multiple entry modes in the same host country.

Future research could address these concerns by broad-
ening the sample frame to MNESs originating in countries
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with lower institutional quality, and to internationalizing
SMEs. Future research also could include various types of
distance and extend the dataset built in the current study
to capture the performance of MNE foreign expansion in
developed and emerging countries in subsequent years.
Previous research showed that choice of entry mode does
matter to performance (Brouthers, 2002); firms that base
their entry mode decision on the extended transaction
cost model tend to perform better than others. In addition,
building a dataset of entry modes over a long time-frame,
and capturing the motives for foreign expansion moves,
would enable researchers to assess the influence of firm-
specific recent experience effects in developing countries.
Furthermore, including different systems for measuring
national culture into the dataset could enable a compre-
hensive assessment of comparability and consistency of
cultural measurement systems as applied to firms’ foreign
expansion. This could be a possible future application for
the present dataset. While we present an interesting out-
come in terms of direct comparison of the potential cul-
tural and institutional explanations for the ownership and
control preferences of large MNEs from a developed, open
economy, these additional avenues would provide further
insights into multinational firms’ foreign expansion and
location strategies in an ever-globalizing world, one where
developing and emerging economies play an increasingly
important role.
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APPENDIX 1

Distribution of cases by host country and entry mode (66 countries)

Entry Mode

Country

Majority control

Minority control

Total

Algeria
Angola
Argentina
Australia
Austria
Belarus
Belgium
Bosnia
Brazil
Bulgaria
Canada
Chile
China
Congo
Costa Rica
Czech Republic
Denmark
Egypt
Estonia
Finland
France
Germany
Greece
Hong Kong
Hungary
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30
37
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India 13 9 22
Indonesia 0 1
Iraq 1 1
Ireland 1 1
Israel 0 1 1
Italy 12 4 16
Japan 3 5 8
Kazakhstan 0 1 1
Laos 1 0 1
Lebanon 2 0 2
Luxembourg 1 0 1
Malaysia 1 3 4
Mauritania 0 1 1
Mexico 2 4 6
Mongolia 1 0 1
Morocco 1 0 1
New Zealand 2 2 4
Nigeria 1 5 6
Norway 2 1 3
Poland 16 1 17
Portugal 2 2 4
Romania 1 6
Russia 17 6 23
Saudi Arabia 1 1 2
Serbia 1 1
Singapore 1 1
South Africa 6 9
South Korea 1 3 4
Spain 17 5 22
Sweden 5 1 6
Switzerland 11 0 11
Taiwan 3

Thailand 3

Tunisia 1 2
Turkey 8 7 15
UK 30 2 32
Ukraine 2 0 2
[N 86 21 107
Uzbekistan 0 1 1
Venezuela 1 0 1
Vietnam 3 1 4

Total 336 167 572




