
Henrique Correa da Cunha

D O C T O R A L  T H E S I S  |  Halmstad University Dissertations no. 61

Asymmetry and the moderating effects of 
formal institutional distance on the rela-
tionship between cultural distance and  
performance: The case of multinational  
foreign subsidiaries in Latin America



Asymmetry and the moderating effects of formal institutional distance on the relationship between  
cultural distance and performance: The case of multinational foreign subsidiaries in Latin America 
© Henrique Correa da Cunha
Halmstad University Dissertations no. 61 
ISBN 978-91-88749-30-7 (printed)
ISBN 978-91-88749-31-4 (pdf)
Publisher: Halmstad University Press, 2019 | www.hh.se/hup



 
 

 
ACKNOWLEDGMENTS 

 
I would like to thank my supervisors, Dr. Mohamed Amal and Dr. Svante Andersson for sharing 
their knowledge, for inspiring and guiding me throughout this process. I am thankful for the 
important feedback received from Professor Martin Johanson during my final seminar at 
Halmstad University and from Professors Roberto Carlos Klann, Gérson Tontini and Dinorá 
Eliete Floriani who participated in my qualification at FURB. I recognize that having such an 
outstanding group of people involved in these important steps of my journey made all the 
difference in the development of my thesis. 
During the Ph.D. I was fortunate to meet people that really made the difference. Professor Dinorá 
Eliete Floriani was one of these persons who were always available, encouraging, challenging 
and sharing her wisdom. Professor William Newburry who since the beginning of my project, 
when I presented my ideas during the Doctoral Consortium at the Academy of International 
Business South-east meeting in 2015 started to get involved and provided important feedback on 
how to advance with my research. I was very fortunate to meet Professor Maria Tereza Leme 
Fleury, who shared her wisdom and contributed in a significant manner to the advances in my 
study.  
I am particularly thankful to the professors at Halmstad University and Universidade Regional 
de Blumenau (FURB) who were actively involved in conducting the Double PhD Degree 
Program and cooperation between the two universities. I also thank my PhD colleagues from 
FURB, Universidade do Vale do Itajaí (UNIVALI) and Halmstad University for the time we 
spent discussing our ideas and advancing our knowledge.  
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 





 
 

ABSTRACT 
 

 
This study investigates how Cultural and Formal Institutional distances and their interaction 
affect the performance of multinational foreign subsidiaries in Latin America. It is shown that 
using Kogut and Singh (1988) index or attributing the positive and negative signals to distances 
in opposite directions fail to capture asymmetric effects as it assumes either symmetry or 
opposing symmetry. To overcome such limitations, I propose an alternative measurement, which 
allows capturing the asymmetric effects of distances on the performance of foreign subsidiary 
firms. To test the main research question, I run a panel data model including 1466 subsidiaries, 
being 1216 from developed and 250 from developing countries, totaling 168 combinations of 
different home and host countries for a period ranging from 2013 to 2015.Cultural Distance is 
measured using Hofstede (1980) dimensions and Formal Institutional distances are calculated 
using the six World Governance Indicator’s variables. Findings show that when the direction of 
cultural and formal institutional distances is included, the effects on performance are in fact 
asymmetric. Moreover, not all formal institutional distances affect in a negative manner the 
performance of developed country subsidiaries operating in less developed countries as these 
firms seem to know how to interpret and respond to different regulatory quality conditions in the 
host countries. Latin American firms are in advantage when dealing with formal institutional 
distances while being affected in the same manner by cultural distances if compared to other 
emerging market firms from outside Latin America. Emerging market firms are affected in a 
positive manner while operating in less developed countries and in a negative way when 
institutions in the host country are superior to its home country. Finally, results show that formal 
institutional distance positively moderates the relationship between cultural distance and 
performance particularly when formal institutional distance is towards less developed countries. 
It can be concluded that despite the fact that cultural values remain fairly stable over time, the 
contextual changes in terms of formal institutions (and formal institutional distances among 
countries) will modify the way cultural distance affects the performance and the competitiveness 
of firms around the world. 
 
Key words: Asymmetry, institutional distance, cultural distance, subsidiary, performance, Latin 
America 
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1 INTRODUCTION 
 

The last decade of the 20th century was characterized by profound changes in the 

international trade policies which had significant implications to the dynamics of the global 

market. The reduced barriers for trade among global nations contributed for a rapid growth in 

international activities (Lu & Beamish, 2001). The 1990s were characterized by a significant 

reduction of the restrictions mainly imposed to the foreign firms’ activities operating in 

developing countries. During this period, the average number of regulatory changes 

favorable to foreign direct investment averaged 100 each year, and in 1999 alone, there were 

more than 130 of such changes (Hallward-Driemeier, 2001). 

In Latin America, these changes contributed for creating favorable conditions not 

only for foreign firms to invest in the region, but also for supporting the internationalization 

of Latin American firms within the region and to other destinations. Minda (2008) shows that 

the internationalization of Latin American companies occurred as a consequence of pro-

market economic reform programs in several Latin American countries and the increasing 

competition in the domestic markets which pushed these firms to expand abroad in order to 

remain competitive and diversify the risk.  

In the same manner, as Latin American firms started to find their ways into 

international markets, the World Investment Report (UNCTAD, 2015) present that during the 

period from 2003 to 2014, emerging economies participation in the total outward foreign 

direct investment (OFDI) increased from about 5% to almost 35% percent.  The increased 

participation of emerging market firms in OFDI indicates that the dynamics of global 

competition has changed in a way that a new breed of multinational companies from 

developing nations started to compete with traditional multinational firms from developed 

countries (Vargas-Hernández & Noruzi, 2010). In this new global competitive arena, 

emerging market firms intensify their internationalization towards both developed and 

developing countries in a highly aggressive manner (Aulakh, Kotabe, & Teegan, 2000; Yiu, 

Lau, & Bruton, 2007).  

As emerging markets and developed countries greatly differ in terms of formal 

institutions, the increased participation of emerging markets in global trade shifted the debate 

of international business by adding new elements to the discussion. In strategic management, 

the industry (Porter, 1980) and the resource-based view (Barney, 1991) have been the 
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dominant approaches to understand firm performance. While the industry-based view 

explains firms’ strategy and performance with industry related factors such as the 

competition within an industry, the resource-based approach argues that firms’ strategies and 

performance are dependent on valuable, rare, imperfectly imitable and non-substitutability 

resources. By including the institutional-based view, the discussion about the determinants of 

foreign subsidiary performance is broadened as institutional factors have important 

implications to the strategy and outcomes of internationalization (Peng, 2001; Peng, Sun & 

Chen, 2009). Particularly in international business, firms need to know the rules of the game 

in different countries in order to succeed. The rise of trade from and to emerging economies 

and the so-called BRIC countries has been acknowledged in the IB literature. These countries 

have different institutions than developed countries that influence firm’s behavior. The 

increasing importance in world trade from emerging economies has further increased the 

interest and usefulness of the institutional perspective to understand how firms create 

performance. 

The institution-based view argues that the institutional environment matters when 

doing business (Scott, 2008). However, how institutions matter in international business is 

still controversial. The literature points to two dominant views (van Hoorn and Maseland, 

2016). One focuses on the institutional profile which proclaims that the institutional 

environment for doing business in a country matter. A country with effective institutions, 

such as laws that protect intellectual property rights, decreases the uncertainty for doing 

business. If institutions are weak, (i.e. widespread corruption, precarious enforcement 

mechanisms, etc) the risk of doing business increases. The second view is more specific for 

international business and focus on the institutional differences among countries (Van Hoorn 

and Maseland, 2016). When considering that since the beginning of 2000s, outward foreign 

direct investment (OFDI) from emerging economies has outpaced the investments from 

developed countries (UNCTAD, 2015) these firms started to attract the attention of the 

research community (Sauvant, 2005).  This new international competition arena highlights 

the importance of including both the home and the host country perspectives, and particularly 

how differences and similarities between both can explain the strategies and the performance 

of emerging market and developed country firms in different contexts (i.e. more or less 

developed host countries). Before addressing specifically this question, first it is discussed 

how differences between countries influence international business.  
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Traditionally, international business literature has focused on the negative 

implications associated with distance. When countries are different it has been argued that 

differences make it harder to do business as it creates friction between the multinational firm 

and the foreign host market (Shenkar, Luo & Yeheskel, 2008). Foreign firms have 

disadvantages compared with indigenous firms as they are unfamiliar with the local context 

and they do not know how to operate within that context (Eden & Miller, 2004). This 

condition has been coined as the Liability of Foreignness (Zaheer, 1995). To deal with the 

differences between countries, researchers have used the concept of distance as a metaphor to 

discuss the differences. The first concept developed to represent differences between 

countries was psychic distance. Psychic distance is defined as all factors disturbing the flow 

of information between countries (Johanson & Wiedersheim-Paul, 1975; Johanson & Vahlne, 

1977, 1990). The greater the distance is between two countries, the harder it is to enter a 

country and perform in a competitive manner. Even though the concept was theoretically 

meaningful it was too broad and difficult to operationalize and measure. One of the first 

studies to develop a measurement for differences between countries was Kogut and Singh 

(1988). They developed a composite index from Hofstede’s cultural theory and dimensions. 

Hofstede (1980) has identified that Power Distance, Uncertainty Avoidance, 

Masculinity/Femininity and Collectivism/Individualism as representing cultural values which 

are the more stable aspects of culture. 

Studies have indicated that some cultural characteristics might be associated to 

economic growth and institutional development (Gorodnichenko & Roland, 2011; Klasing, 

2013; Maseland, 2013) showing that some cultures may provide better conditions for doing 

business (Zaheer et al., 2012). In that sense, Maseland, Dow and Steel (2018) argue that 

studies that attempt to investigate the effects of distance might in fact address the effects 

related to the characteristic of one country rather than the differences between two countries.  

This study contributes to this discussion by showing that from a path dependence 

perspective, cultural characteristics explain to a great extent how nations develop differently, 

although it fails to provide consistent explanations when it comes to the expected effects for 

cultural distances. In that sense, Individualism and low Power Distance could be considered 

indicators that relate to the economic development of nations, it does not necessarily mean 

that firms from collectivist cultures should be affected in a positive manner when operating 

in individualistic societies and that firms from a high Power Distance countries should be 
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affected in a positive manner when operating a in societies with low Power Distance scores. I 

argue that cultural and formal institutional characteristics at the home country can represent 

either a liability or an asset when firms invest in foreign host countries with different 

conditions.  Although some host countries could provide more supportive conditions in terms 

of cultural characteristics and formal institutions, firms might differ to a great extent in terms 

of their ability to take advantage of these conditions, mainly due to their home country 

characteristics. In that sense, I argue that when investigating the effects of Cultural and 

Formal Institutional Distances, it is essential to include the home country perspective as it 

provides the means to understand the effects of distances in specific directions. Thus, 

distances in this study is measured considering the home country as the point of reference. 

As indicated by Maseland et al. (2018) studies may have failed to discuss the 

implications of cultural distances as they primarily rely on Kogut and Singh (1988) 

composite index which assumes cultural distance to be directionless, symmetric and attribute 

the same weight and effects to different dimensions within national culture. In this study I 

attempt to advance this debate by arguing that the effects of specific dimensions of Cultural 

Distances on performance are asymmetric, which means that the implications of distances in 

opposite directions are neither the same nor the opposite. Moreover, some national culture 

dimensions might have greater impact on performance whereas others may not affect it in 

such a significant manner. 

In addition to that, and although the Cultural Distance construct proved to have 

important implications for the internationalization behavior of firms, in his seminal work 

Shenkar (2001) points its several limitations and indicated that institutional distance could 

help resolve some of these issues. Thus, another strand of research dealing with differences 

between countries, in a similar way as the psychic distance is based in the institutional theory 

(North, 1990, Scott, 2008). Kostova (1999) and Kostova and Zaheer (1999) argued that the 

greater the institutional distance between home and host countries, the more difficult it will 

be for a parent firm to transfer organizational practices to a foreign subsidiary and operate in 

a profitable manner. This strand of research adds to earlier findings by explicitly 

investigating specific aspects related to the differences among countries in terms of their 

country-context, which they named as formal and informal institutions. Formal institutions 

include political stability, rule of law and control of corruption, voice and accountability, 

government effectiveness, etc (Kaufmann et al. 2007), while informal institutions include 
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unwritten rules and values that are formed by culture.  Thus, formal institutional distance 

refers to the differences between the legal institutions and regulations of the home and host 

countries. The formal institutions are referred as the formal dimension in North's (1990) 

classification and corresponds to the regulatory dimension in Scott's (1995) classification. 

Although many scholars refer to informal institutions as being cultural institutions 

(Salomon & Wu, 2012), culture can be seen as a substratum of institutional arrangements 

which means that culture is part of the informal institutions in the environment that underpin 

formal institutions (Peng, Wang & Jiang, 2009). Accordingly, informal constrains are 

“socially transmitted information and are a part of the heritage that we call culture.” (North 

(1990, p. 37).  Moreover, “culture defines the way individuals process and utilize information 

and hence may affect the way informal constraints get specified” (North, 1990, p. 44). In 

addition, informal institutions are unwritten rules and norms of behavior (North, 1990, 2005), 

which result from a combination of cultural elements and formal structures in place in a 

given location. Therefore, in this thesis, the concept Cultural Distance is used instead of 

Informal Institutional Distance, as it provides a viable alternative for capturing the essence of 

informal institutions. Additionally, the importance of Cultural Distance for investigating the 

internationalization of firms has been confirmed in several studies (Beugelsdijk, Kostova, 

Kunst, Spadafora & van Essen, 2018; Stahl & Thung, 2015). Cultural Distance is measured 

using Hofstede’s dimensions because of its validity, reliability, and its usefulness has been 

attested over time and in a wide variety of settings (Hofstede, 2001; Deephouse, Newburry, 

& Soleimani, 2016; Kirkman, Lowe, & Gibson, 2006; Li, & Parboteeah, 2015; Oyserman, 

Coon, & Kemmelmeier, 2002). In addition to that, for the specific context of Latin America, 

Hofstede’s model is the one that has the greatest coverage (Shi & Wang, 2011).  

The institutional literature in international business has given much attention to the 

influence of national and international regulations (e.g., Gunningham & Kagan, 2005; 

Hoffmann, Trautman & Hamprecht, 2009; Kostova, Roth & Dacin, 2008). Others have 

focused on the implications of national cultural distances (Beugelsdijk, Kostova, Kunst, 

Spadafora & van Essen, 2018; Kogut & Sing, 1988; Stahl & Thung, 2015). However, few 

studies have focused on how both Formal Institutional and Cultural Distances and their 

interactions affect firm performance.  This becomes particularly important as there is a 

dynamic interaction among the different levels of formality within the institutional 

framework that has been neglected in the literature. Hall and Soskice (2001, p. 17) indicate 
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that institutions can complement each other in a way that “the presence (or efficiency) of one 

[institution] increases the returns from (or efficiency of) the other”. Alternatively, institutions 

can perform in a suppressive manner so that formal rules could be “enacted to modify, revise, 

or replace informal constraints” (North, 1990: 47). In a contrasting way “When formal rules 

conflict with the prevailing informal rules, the interaction of their incentives will tend to raise 

transaction costs and reduce the production of wealth in the community” (Pejovich 1999, p. 

171), therefore when focusing exclusively in the direct effects of either Cultural or Formal 

Institutional Distances it provides only a partial understanding of its implications. In addition 

to the differences in terms of levels of formality, formal institutions and culture also differ in 

terms of speed in which changes take place.  Culture is rooted in societal values which take a 

long time to change, while formal institutions change at a faster pace. For instance, a country 

may implement new government rules dealing with international trade or can improve its 

control of corruption using technology or other enforcement procedures in a speedy manner.  

Since its introduction, Cultural Distance proved to be an important aspect for 

explaining the internationalization strategy and outcomes, and when it comes to its 

implications, the majority of research points to its negative implications (Beugelsdijk, 

Kostova, Kunst, Spadafora & van Essen, 2018; Stahl & Thung, 2015). However, there seems 

to be a growing number of findings pointing to its positive effects. In fact, Cultural Distance 

not always represents a liability (Zaheer, 1995) as there might be advantages and 

opportunities created by cultural diversity (Vaccarini et al. 2017). Moreover, a different 

explanation for the implications of cultural distance have been provided, showing that its 

effects are asymmetric in a sense that it depends on the perception of the involved parties 

(Selmer, Chiu & Shenkar, 2007; Magnani, Zucchella & Floriani, 2018).  These findings are 

in line with Shenkar’s (2001, p. 523) critique regarding the illusion of symmetry: “Distance, 

by definition, is symmetric: The distance from point A to point B is identical to the distance 

from point B to point A. CD symmetry is however difficult to defend in the context of FDI. It 

suggests an identical role for the home and host cultures, for instance, that a Dutch firm 

investing in China is faced with the same CD as a Chinese firm investing in the Netherlands. 

There is no support for such an assumption.” The implications of national cultural differences 

and how it affects behavior, expectations and communications at the workplace can be 

exemplified by Sweetman (2012) in the following statement:  
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Siew Tian, why don’t you speak up? I know you have something to say, and you’re 

not saying it,” I gently nudge a junior executive in Indonesia. We have worked 

together on various projects for several months, so I know what she is capable of. She 

is smart, her client service is unparalleled, and she constantly strives to learn. Yet, 

when her CEO enters the room specifically to seek feedback in her area of expertise, I 

once again watch her shrink from being a bright, outgoing creative professional to a 

subordinate who speaks in carefully couched, formal terms. (Sweetman, 2012, p.1) 

This situation clearly shows how people adapt and conform to cultural pressures at 

the workplace. In the same manner, subsidiary firms operating in foreign countries may be 

affected in different ways due to their ability to accommodate cultural distances.  

Therefore, using Hofstede’s Power Distance dimension as an example, a Brazilian 

with a score of 69 in this dimension, might perceive a Malaysian that scores over 100 to be 

very different from a United States’ citizen that scores 40 although the absolute difference is 

approximately the same. Thus, despite of the distance being roughly the same between Brazil 

and the other two countries, being a high power distance country (i.e. 69 score), a Brazilian 

firm may find it easier to adjust to the high power distance culture of Malaysia when 

compared to adapting to the low power distance culture in the United States. In that sense, 

when Brazil becomes the country of reference (i.e. home country), asymmetry relates to the 

different effects for the same size distances in opposite directions.  

This thesis attempts to empirically assess these assumptions by testing the 

asymmetric effects of distances in opposite directions. In a cross-country study, Franke and 

Richey (2010, p. 1275) raise the concern regarding the “questionable generalizations from 

small numbers of countries in international business research” as the analysis reflects the 

main characteristics of the sample it should include a number of countries that allow 

producing meaningful results. Using statistical analysis, they recommend that “credible” 

generalizations in this type of studies should include a minimum of 7–10 countries. In 

addition to that, the same authors recommend that researchers should never formulate strong 

conclusions about the impact of cultural dimensions on managerial choice or economic 

performance based on samples that include only one or a few countries. In that sense, Bae 

and Salomon (2010) and Beugelsdijk, Maseland and Hoorn (2015) indicate that the majority 

of distance studies focus on firms from a single institutionally homogeneous set of countries 

as this reduces the differences within the sample. Alternatively, van Hoorn and Maseland 
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(2016, p. 380) recommend that “for analyses of institutions and institutional distance effects 

is to make sure that the sample of reference countries and partner countries is sufficiently 

institutionally diverse.” By considering these recommendations, this study includes 1466 

subsidiaries totaling 168 combinations of home and host countries. This allows discussing 

the actual implications of distances in general terms and avoids possible bias related to 

country profiles (Van Hoorn & Maseland, 2016) such as when perceptions of individuals 

from a pair of countries are used to represent the asymmetrical effects of distances.  

Moreover, Hofstede (1989) indicates that the differences between countries in some 

of the cultural dimensions are less disruptive than others. In the same manner, Tallman and 

Shenkar (1994, p. 108) note, "different aspects of firm culture may be more or less central, 

more or less difficult to transmit, and more or less critical to operations". Thus, this study 

does not combine the distances in a single composite index such as when using Kogut and 

Singh (1988), instead, distances in each specific dimension and in different directions are 

computed. By measuring distance in this manner and performing tests in a sample that 

includes a large combination of home and host countries, this study provides a precise 

understanding of how distances affect performance. When it comes to differences in terms of 

cultural values between countries, it can be argued that there is not a better or worse culture, 

although from a path dependence perspective, cultural characteristics explain to a great 

extent the differences in terms of economic development of nations. In that sense, by 

computing Cultural Distances separately for each of the 4 original dimensions of Hofstede’s 

model, this study attempts to provide a deep understanding of how cultural differences affect 

the performance of firms in Latin America.  

Differently from Cultural Distance, Formal Institutional Distance also has a quality 

dimension which allows comparing countries in terms of more and less developed 

institutions (i.e. developed and emerging economies). North and Thomas (1996) argue that 

institutional quality is a prerequisite for economic growth. Formal institutions can be 

classified via degree of development.  Metrics for comparing countries include the World 

Governance Indicators from the World Bank which classifies countries using six specific 

variables in a scale that ranges from -2.5 for the case of worse institutional conditions to +2.5 

for the case of high quality of institutions.  The World Governance Indicators database is 

updated annually and includes more than 212 countries. In addition, the World Governance 

Indicators have been extensively used in the literature to capture the regulatory aspects of 
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formal institutions (Dikova & Van Witteloostuijn, 2007; Hernández & Nieto, 2015; 

Globerman & Shapiro, 2003; Kolstad & Wiig, 2012; Pogrebnyakov & Maitland, 2011; 

Slangen & Beugelsdijk, 2010; Slangen & van Tulder, 2009). 

When operating in developing economies, market-supporting institutions are less 

developed which constrains the strategic choices of firms (Khanna & Palepu 2000; Peng, 

2003; Ramamurti, 2004). More recently however, studies start to show that developed 

country firms find it difficult to operate in the developing economies due to the lack of 

formal institutional support (Chan & Makino, 2007; Schwens, Eiche & Kabst, 2011) whereas 

companies from emerging countries might be affected in a positive manner by formal 

institutional distance when operating in less developed countries (Ramamurti & Singh, 

2009). The positive effect of distance for the case of emerging market firms operating in less 

developed countries results from being experienced in dealing with the institutional voids and 

turbulence in this type of environment (Ficici et al. 2014).  

Therefore, in order to provide a better representation of Formal Institutional Distance, 

later research included the direction of distance using the positive and negative signals 

(Cuervo-Cazurra & Genc, 2011; Hernandez and Nieto, 2015).  Using the positive and 

negative signals implies that the effects of distances in opposite directions are exactly the 

opposite which is a condition known as opposition. It is important to note that "opposition is 

a fundamental form of symmetry" (Sabelli & Kauffman, 2012, p. 127). Additionally, 

"opposition is a form of symmetry but many bifurcations are asymmetric" (Sabelli, 2005, p. 

367). Thus, in order to verify asymmetrical properties of distance, it is essential to avoid 

measuring it using a perspective that implies symmetrical effects such as when using Kogut 

and Singh (1988) index or attributing the signal for distances in opposite directions. 

This thesis attempts to provide a viable alternative to measure Cultural and Formal 

Institutional distances in a way that allows the asymmetrical effects in opposite directions to 

be verified (i.e. independently from each other).  In order to do that, distance is calculated 

using the home country as the point of reference and distances in opposite directions are 

separated in two distinct scales (variables). Thus, Cultural and Formal Institutional Distances 

represent the difference in terms of scores between the home and the host country in two 

specific directions. As distance is measured using the home country as the point of reference, 

when the score at the home country is lower (LOW) when compared to the score at the host 

country which scores higher in the specific dimension (HIGH) distance is computed in the 
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LOW-HIGH direction. When the condition is not satisfied, meaning that the score at the 

home country is higher (HIGH) when compared to the score at the host country (LOW), the 

distance in LOW-HIGH direction receives the value zero (0) as the condition is not satisfied 

and the distance in the opposite direction (i.e. HIGH home and LOW host or simply HIGH-

LOW) receives the value calculated by the differences between the two scores.  

 

1.1 RESEARCH QUESTION 

 

The complexity and the dynamics within the institutional arrangement suggest that 

the inconsistent and sometimes ambiguous (Dow, 2017; Verbeke, Tulder & Puck, 2017) 

findings from previous studies which investigated the effects of distances could relate to the 

precarious measures focusing mostly in the direct effects of either Cultural or Formal 

Institutional Distances. According to previous discussion presented in this thesis, there is a 

need to advance studies related to the implications of Cultural and Formal Institutional 

Distances.  It can be done by systematically using adequate measures and particularly 

investigating how the interaction between the two distances could provide a more 

comprehensive explanation.  

Therefore in this thesis, the discussion is broadened by addressing not the only direct 

effects of Cultural and Formal Institutional Distances and their directions, but also by arguing 

that Formal Institutional Distance moderates in different ways the effects of Cultural 

Distances on the Performance of emerging market and developed country firms in Latin 

America. Additionally, despite the growing importance of Latin America as a recipient of 

FDI from both developed and emerging markets, there is still a lack of studies investigating 

the phenomena in the region. Although there might be similarities in terms of historical, 

political and economic trajectories shared by many Latin American countries (Royo, 2008) 

great diversity in terms of national culture characteristics can be observed (Inglehart & 

Carballo, 1997) which makes the region a particularly suitable region for performing this 

study. 

Thus, this study expands the knowledge on the implications of Cultural and Formal 

Institutional Distances to the performance of foreign subsidiaries in Latin America by 

addressing the following research questions and objectives. 
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What are the effects of Cultural and Formal Institutional distances direction and 

magnitude to the performance of foreign subsidiaries from developed and emerging markets 

operating in Latin America? To what extent the direction and magnitude of Formal 

Institutional distance moderates the relationship between Cultural Distance and the 

performance of multinational subsidiaries in Latin America? 

 

1.2 OBJECTIVES 

 

The general objective of this thesis is to evaluate the effects of the direction and 

magnitude of Cultural and Formal Institutional distances and their interaction on the 

performance of foreign multinational subsidiaries in Latin America. 

The specific objectives will be addressed as follows: 

a) Identify the relationship between cultural distance and the performance of foreign 

multinational subsidiaries. 

b) Verify the relationship between formal institutional distance and the performance of 

foreign multinational subsidiaries. 

c) Test the moderating effects of the formal institutional distance in the relationship between 

cultural distance and the performance of foreign multinational subsidiaries. 

d) Compare the effects of cultural and formal institutional distances between developed and 

emerging market multinational subsidiaries. 

 

1.3 THE DECLARATION OF THESIS 
 

Although the majority of empirical work for the implications of Cultural Distance 

point to negative effects (Beugelsdijk, Kostova, Kunst, Spadafora & van Essen, 2018; Stahl 

& Thung, 2015), more recently there seems to be a growing number of studies pointing to 

different effects. As an example, some researchers argue that this could relate to firms 

learning how to take advantage of opportunities created by cultural diversity (Vaccarini et al. 

2017). Others have provided a different explanation by showing that the implications of 

cultural distance depend on the perception in a way that its effects are asymmetric (Selmer, 

Chiu & Shenkar, 2007; Magnani, Zucchella & Floriani, 2018). Tung and Verbeke (2010, p. 

1263) also raise the concern regarding the direction of cultural distance, emphasizing that “it 
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is then still important to specify that any empirically established relationship is 

unidirectional. Any suggestion that the same relationship would hold in the opposite 

direction should be avoided, especially if no robustness checks are performed.” Thus, these 

arguments show that computing distance in a way that attributes the same effects to distances 

in opposite directions should be avoided as there is no theoretical support for these 

assumptions. These arguments (Tung & Verbeke, 2010) and evidences (Selmer, Chiu & 

Shenkar, 2007; Magnani, Zucchella & Floriani, 2018) indicate that a firm from country A 

may find it easier to accommodate for example a high Power Distance score in country B, 

while a firm from country B may not agree that it is equally easy to adjust to the lower Power 

Distance score in country A. Therefore, firms from these two countries would be affected in 

different ways meaning that the effects of Cultural Distances are asymmetric. 

Moreover, studies have indicated that some cultural characteristics may be associated 

to economic growth and institutional development (Gorodnichenko & Roland, 2011; Klasing, 

2013; Maseland, 2013) showing that some cultures may provide better conditions for doing 

business (Zaheer et al., 2012). Maseland, Dow and Steel (2018, p. 7) argue that "technically, 

this is a profile effect not a distance effect (i.e., a characteristic of one country rather than the 

difference between two countries)". The same authors indicate that the “distance–profile 

conflation is also arguably one of the fundamental factors underlying the issue of asymmetry 

in distance research”. Moreover, the “observed asymmetric effects may be a result of direct 

profile effects being mistaken as distance effect” (Maseland et al., 2018, p. 9). Thus, besides 

the implications of cultural similarities between home and host countries, it should be 

expected that distances towards countries with cultural characteristics that promote economic 

development should produce different effects on performance when compared to cultural 

distances towards countries with cultural characteristics that do not relate to economic 

development.   

 Nevertheless, it cannot be ignored that the evolving dynamics within societies 

explained by path dependence does not necessarily mean that foreign multinational 

subsidiaries will immediately benefit from operating in such environment. Thus, it may not 

be the host country profile by itself that explains the performance of foreign subsidiary firms 

as the distance between home and host countries may be a better predictor of the outcomes of 

internationalization particularly when considering the direction of the distances. Moreover, 

by testing the implications of distances in specific dimensions it is argued that “not all 
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dimensions are likely to have the same impact, or any impact at all” (Maseland et al., 2018, 

p.5). This is mainly because the differences between countries in some of the cultural 

dimensions might be less disruptive than others (Hofstede, 1989). Thus, different dimensions 

of culture “may be more or less central, more or less difficult to transmit, and more or less 

critical to operations" (Tallman & Shenkar, 1994, p. 108). In that sense the performance of 

foreign multinational subsidiaries should be affected in different manners by specific 

dimensions of Cultural Distances particularly when the direction of the distance is 

considered. 

Furthermore, in addition to investigating the asymmetric effects of Cultural Distances 

on Performance, this study addresses the implications of Formal Institutional Distances on 

the performance of foreign multinational subsidiaries operating in Latin America. It is argued 

that emerging market and developed country firms should be affected in different manners by 

formal institutional distances when the direction of distance is considered. This is mainly 

because subsidiaries from developed countries should be affected in a negative manner when 

operating in less supportive institutional environments whereas emerging market firms know 

how to cope and take advantage when formal institutions in the host country are less 

developed.  

In this thesis I argue that developed country firms are able to suppress the 

implications of cultural distance as these companies are known to possess superior 

governance mechanisms, more structured and supportive processes and procedures required 

to conform to the expectations of highly demanding stakeholder groups in their home 

countries (Aulakh, 2007; Barlett & Ghoshal, 2000; Cuervo-Cazurra, 2007; Cuervo-Cazurra 

& Dau; 2009; Cuervo-Cazurra & Genc, 2011). When these firms transfer their superior 

governance structures to coordinate the subsidiary’ activities in the host emerging market, 

Formal Institutional distance suppress (reduce) the effects of Cultural Distances on 

Performance. Thus, I argue that in such a context, Formal Institutional Distance should 

moderate in a negative manner the implications of Cultural Distance on Performance. 

On the other hand, Emerging Multinationals may be in advantage due to their ability 

to cope with the uncertainties created by the institutional voids in developing countries 

(Cuervo-Cazurra & Genc, 2008; Ramamurti & Singh, 2009). However, when operating in 

countries that present superior institutional quality, this advantage disappears, and the 

combination of Formal Institutional Distances should complement (amplify) the effects of 



 

24 
 

Cultural Distance on performance. Hence, a positive moderation should be expected in this 

particular setting. In that sense, although cultural values remain relatively stable over time, 

the contextual changes in terms of formal institutions should change the effects of cultural 

distances on the performance of foreign multinational subsidiaries. 

Therefore, based on these arguments the following thesis is formulated: “The 

magnitude and direction of Formal Institutional Distance moderates the effects of Cultural 

Distances on Subsidiary Performance”. 

These assumptions are tested using subsidiary data from ORBIS database on a sample 

that includes 1466 foreign subsidiaries being 1216 from developed countries and 250 from 

developing countries operating in several Latin American countries for a period of 3 years 

ranging from 2013 to 2015. Cultural Distances are measured using the 4 original national 

culture dimensions from Hofstede, while the 6 variables of the World Governance Indicators 

from the World Bank are employed to compute Formal Institutional distances between the 

home and the host countries. 

 

1.4 THESIS CONTRIBUTION 

 

Methodological Contribution: 

The first concern for this study was to provide a better assessment of both Cultural 

and Formal Institutional Distances. This thesis provides indications that Cultural and Formal 

Institutional distances should be measured in an objective manner that takes into account not 

only the magnitude but also the direction of the distance. In addition, it shows that both 

Cultural and Formal Institutional Distances in opposite directions should be measured 

separately in order to avoid biased assumptions that condition its effects. This way of 

measuring distance addresses major critiques associated to the distance metaphor (Shenkar, 

2001; Zaheer, Schomaker, & Nachum, 2012) and shows that the inconsistent and even 

contradictory results (Verbeke, Tulder, & Puck, 2017) in previous studies may be a 

consequence of failing to capture the implications for the direction of the distance in a proper 

manner (Hernández & Nieto, 2015; van Hoorn & Maseland, 2016).  In addition to that, by 

including 1466 subsidiaries and 168 combinations of home and host countries results should 

allow “credible generalizations” (Franke & Richey, 2010) as it avoids possible bias related to 
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country profiles (Van Hoorn & Maseland, 2016) such as when perceptions of individuals 

from a pair of countries are used to represent the asymmetrical effects of distances.  

Theoretical Contribution: 

This thesis highlights the asymmetrical properties of both Cultural and Formal 

Institutional Distances. By measuring Cultural and Formal Institutional distances in specific 

dimensions and directions, results show that the performance of emerging market and 

developed country firms are affected in different manners by the specific dimensions of 

national culture and formal institutions. It shows that developed country firms are affected to 

a greater extent by Formal Institutional Distances while emerging market firms might be able 

to accommodate and even take advantage of distances when operating in less developed 

countries. Moreover, the findings show that developed country firms are able to 

accommodate in a positive manner some aspects of Formal Institutional Distances regardless 

of the direction. By presenting the moderation hypothesis, the findings reveal an important 

dynamic showing that Formal Institutional Distance moderates in a positive manner the 

effects of Cultural Distances on the performance of emerging market and developed country 

firms particularly when formal institutional distance is towards less developed countries. 

These findings should provide additional explanations for the sometimes-inconsistent 

findings related to the effects of Cultural Distances as there is a complex and dynamic 

interaction between Formal Institutional and Cultural Distances.  In that sense, it can be 

concluded that although cultural values are known to remain fairly stable over time, the 

contextual changes in terms of formal institutions, which happen at a much faster pace, will 

alter the way Cultural Distances affect the competitiveness and the performance of foreign 

multinational subsidiaries. 

By including emerging and developed country firms in the analysis, important 

differences in the way these subsidiaries are affected by Cultural and Formal Institutional 

Distances can be verified.  Making the distinction not only between emerging markets and 

developed countries firms, but also by analyzing how Latin American companies might be 

affected when compared to emerging markets firms from other regions, the results provide a 

deep understating on how these different firms are affected by Cultural and Formal 

Institutional Distances when operating in the region. Hence, it shows that not all emerging 

market firms are the same as Latin American firms are in advantage due to their familiarity 
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with formal institutions within the region, while they are affected in the same manner by 

cultural distances when compared to emerging market firms from other regions. 

Empirical Contribution: 

By measuring distance in a specific manner, the results provide precise and useful 

insights mostly for managers and policy makers with specific interest in the region. It shows 

that improving the institutions quality in these countries is essential for promoting the 

performance of developed country firms operating in the region, while developing country 

firms may be in advantage when investing in countries with precarious institutions.  This is 

an indication that emerging market firms need to improve their ability to respond to the 

requirements of more demanding stakeholders when operating in countries with superior 

institutions while the lack of formal institutions support may be an obstacle for attracting 

investments from developed country multinationals. 

 

1.5 THESIS STRUCTURE 

 

The remainder of the thesis is organized in the following manner: Chapter II presents 

the epistemological trajectory, the relevant theories to the thesis and the theoretical 

positioning and hypothesis are outlined. Chapter III presents the methodology sample and 

variables used in this thesis. Chapter IV provides results analysis based on the estimation of 

different models. Finally, Chapter VI presents the conclusions, limitations, future research 

and relevance to theory and for practitioners. 

 

 

 

 

 

 

 

 

 

 

 



 

 
27 

 

2 THEORETICAL FRAMEWORK AND HYPOTHESES DEVELOPMENT 
 

2.1 EPISTEMOLOGICAL TRAJECTORY 

 

The epistemological trajectory has the function of setting the ground for the 

discussion by presenting a brief and focused review on how the selected theories and 

concepts evolved and complement each other when investigating the internationalization of 

firms.  It includes concepts that analyze the characteristics that justify the association of 

activities favoring the formation of an organization capable of satisfying the demands of the 

market, both in the national context (Coase, 1937), and in international markets (Buckley & 

Casson, 1976). The complexity of the phenomenon includes the motives for going abroad 

(Dunning, 1976), the behavior of the firm in response to its perception of risk (Johanson & 

Vahlne, 1977), and the implications to the competitiveness in foreign markets (Zaheer, 

1995). 

Therefore, when evaluating the elements that affect the internationalization of firms it 

is important to include not only the economic factors but also the behavioral aspects involved 

in this process (Pitelis, 2007). Although the complexity of the phenomenon indicates that 

there are several useful perspectives for investigating the strategies and outcomes of 

internationalization, and in order to address the research question and objectives of this 

thesis, the epistemological trajectory is rooted in different perspectives including the 

economic, behavioral and institutional theories. A summary of the epistemological trajectory 

developed for this project is presented in Figure 1 and the concepts are briefly summarized in 

Chapter 2.1. 
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Figure 1. Epistemological Trajectory Summary 

 
 

Figure 1 indicates that the performance determinants of subsidiaries in foreign 

countries will be analyzed including the economic, neo-institutional and national culture 

perspectives. From a behavioral perspective, distances increase the perceived risk which in 

turn reduces the returns from foreign investments. This condition is extensively explored in 

IB literature and referred to as the Liability of Foreignness (Zaheer, 1995). More recently 

however, the inconsistent results from empirical studies (Verbeke, Tulder & Puck, 2017) 

suggest that distances should consider not only the magnitude but also the direction 

(Zaheer, Schomaker & Nachum, 2012; Hernández & Nieto, 2015) as emerging market and 

developed country firms may be affected in different manners. 

Next section presents the epistemological trajectory followed by theoretical 

arguments and hypothesis. 
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2.1.1 Social Paradigms 
 

Burrell and Morgan (1979) provide a proposal for categorizing social studies in a 

model with four paradigms. The model proposed by the authors is a way to group social 

studies and theories based on common characteristics. Burrell and Morgan (1979) indicate 

that theories can contrast by providing alternative explanations to social phenomena in a 

radical change or through the sociology of regulation as well as being objective which 

emphasizes structure or being subjective which evaluates the individual and its 

characteristics in a way that justifies its study in an individualized and interpretative way. 

The authors suggest four main paradigms which include:  functionalist, interpretative, radical 

humanist and radical structuralist paradigms. Next is a brief description of each paradigm: 

The Functionalist Paradigm: The functionalist paradigm in its most developed form 

promotes the emergence of regulatory sociology. Social theories in the functionalist 

paradigm seek rational answers and explanations for social issues (Burrell & Morgan, 1979). 

The functionalist perspective has a highly pragmatic orientation geared to the generation of 

knowledge about the society that can be used to solve real problems. This paradigm seeks to 

explain the mechanisms and structures of regulation and control of social phenomena.  

The Interpretative Paradigm: For Burrell and Morgan (1979) the social theories belonging 

to the interpretative paradigm, as well as the social theories in the functionalist paradigm are 

conditioned to the sociology of regulation. In the Interpretative paradigm, the authors argue 

that the approach to explaining the social phenomena incorporates a subjectivist character 

differentiating the theories in this quadrant to the ones in the functionalist paradigm which 

present a positivist and deterministic pattern. Social studies that belong to the interpretative 

paradigm question whether organizations can actually exist, or these are just conceptual 

entities.  

The Radical Humanist Paradigm: For Burrell and Morgan (1979) the social theories in this 

quadrant promote the sociology of radical change with a subjectivist perspective. This 

paradigm resembles the interpretative paradigm since it presents social world from an anti-

positivist, voluntarist, nominalist and ideographic standpoint. Although there are similarities 

with the interpretative paradigm, social studies in this quadrant emphasize the importance of 

transcending the limitations of existing social theories and arrangements. The studies in this 
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paradigm are characterized by the inversion of the assumptions that exist in the functionalist 

paradigm.  

The Radical Structuralist Paradigm: Social studies in this quadrant promote the sociology 

of radical change with an objectivist approach (Burrell & Morgan, 1979). Although social 

studies in this paradigm share similarities with the functionalist paradigm, there are important 

differences as social studies in this paradigm emphasize structural conflict, modes of 

domination, contradiction, and deprivation.  

The model proposed by Burrell and Morgan (1979), presenting the four paradigms is 

shown in Figure 2. 

Figure 2. Four paradigms for the analysis of social theory 

The Sociology of Radical Change 

 

 

 

SUBJECTIVE 

 

Radical  

Humanist 

 

Radical 

Structuralist 

 

 

 

OBJECTIVE 
 

Interpretative 

 

          Functionalist 

The Sociology of Regulation 

Source: Burrell e Morgan (1979, p.22) 

Based on the model proposed by Burrell and Morgan (1979), the present study can be 

placed in the functionalist and interpretative paradigms in a sense that it intends to 

empirically verify hypothesis related to the implications of cultural and formal institutional 

distances on the performance of foreign multinational subsidiaries operating in Latin 

American countries. The results will be discussed and interpreted based on the literature 

review and peculiarities involved in how these distances affect the performance of developed 

and emerging market multinational companies’ subsidiaries operating in different Latin 

American countries. 

Next section provides an overview of economic and behavioral theories that 

contribute for the understanding of patterns and outcomes of internationalization of firms.  
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2.1.2 Economic Theories 
 

The epistemological trajectory for this thesis starts by reviewing the motivating 

factors related to the formation of the firm. A firm is formed by people and resources 

specialized in different activities that are willing to work for an entrepreneur who coordinates 

and pays for these skills in a joint manner, enabling the execution of activities at a cost lower 

than the cost practiced by each activity performed independently in the market (Coase, 

1937). As the author suggests, this form of control and organization provides a number of 

advantages that would not occur without the formation of these lasting contract relationships. 

In addition to that, the elimination of taxation on the sale of goods between the stages of the 

productive process through the incorporation (internalization) of activities along the 

production chain of the organization.  

Whenever the integration of an activity allows financial gains that exceed the costs of 

managing this new activity being carried out internally by the firm and no longer being 

acquired in the market by an "arm`s length", the entrepreneur will opt for performing this 

activity internally (Coase, 1937). The same author indicates that one important criterion that 

motivates the internalization of activities by an organization relates to the market 

imperfections. Entrepreneurs’ opportunistic behavior reduces the profitability potential of 

downstream organizations in different business value chains (Coase, 1937). In this scenario 

where negotiations involve constant shifts in the bargaining power between the firm and its 

suppliers, the additional costs involved in managing the activities internally can easily 

justified since the organization can eliminate part of the risks associated with opportunistic 

behavior of its suppliers. 

Therefore, organizations are formed by the association of activities that were 

previously performed independently by different entrepreneurs. Hence, the organization 

represents the association of tasks that were previously performed by independent 

entrepreneurs which after the formation of the firm are coordinated by a single entrepreneur. 

This entrepreneur organizes and coordinates the work of the subordinates in a competitive 

manner. According to Coase (1937, 1946), the decision to internalize activities makes sense 

when the cost to manage such activities outweighs the cost of acquiring these resources in the 

market. In this sense, Coase’s approach is relevant for the analysis of the challenges and 

opportunities involved in the internationalization process of firms in a way that it reflects the 
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capacity of the multinational company to deploy and manage its resources in foreign markets 

in a competitive manner. 

After discussing the conditions that explain the formation of firms, the 

epistemological trajectory advances by discussing the elements that help understanding the 

growth of these organizations. In that sense, Edith Penrose made an important contribution 

with “The Theory of the Growth of the Firm” published in 1959. Penrose (1959) defines the 

firm as a set of human and non-human resources under the organization's command 

necessary to deliver products and services that will be sold to the market in a profitable 

manner. This definition resembles what Coase (1937) proposed, although at the time Penrose 

presented her theory in 1959, she indicated that her ideas had not been influenced by Cease’s 

work.  

In this sense, it is important to distinguish between internal and external factors that 

affect the firm's growth (Penrose, 1959), which indicates that factors external to the firm 

generate opportunities and risks related to the demand for the products and services provided 

by the firm. External factors involve not only issues related to the final consumers, but also 

an in-depth and comprehensive analysis of the factors that determine the competitiveness of 

the industry in which the firm operates. Thus, it is essential to identify the risks and 

opportunities related to different elements (activities and resources) that exist along the value 

chain of the organization that can contribute or restrict the growth of the firm. Therefore, 

when considering the implications of Penrose’s recommendations to the international 

expansion of firms, one could argue that the process will be affected and restricted by the 

firm’s managerial capacity to obtain and process information related to risks and 

opportunities in that market.  

Moving forward to the discussion on why firms internationalize, the economic 

theories suggest that firms expand to foreign markets when they identify opportunities in 

those regions or when the companies are motivated (forced) to do so by limitations in their 

home countries. Hymer (1960) analyzes the ways and objectives that a company has when 

investing abroad contrasting the portfolio investment with foreign direct investments. The 

same author indicates that the main difference between the two forms of investment is that 

the portfolio investment does not involve controlling the investment (asset), while for the 

foreign direct investment (FDI) the investing firm intends to control the foreign asset 

(investment). The intention of keeping control over the foreign investment implicates in 
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facing challenges related to specificities of the host country such as differences in the 

institutions, culture and business practices. 

Regarding the internationalization strategies adopted by the firm, Hymer (1960) 

analyzes the implications of the industry in which the company intends to operate. The 

industry elements that may interfere to the success of the international expansion may 

include the barriers to entry generated by the oligopolistic power of the companies operating 

in the industry in the target market.   The author identifies variables that influence the 

company activities in the foreign market which are related to the transaction costs generated 

by market imperfections that impede the transfer of specialized resources among 

organizations. In addition, a strategy adopted by companies in order to deal with market 

imperfections is the internalization of activities and resources as it increases the control over 

the availability and cost of these resources (Hymer, 1960). Hence, the author recommends 

that by internalizing activities companies are allowed to work more efficiently through the 

superior coordination and positioning of activities and resources in the company`s value 

chain.  

Although firms may find more attractive to internationalize through FDI, the decision 

to keep control of the investment in the foreign country implies overcoming the additional 

obstacles generated by the institutional differences between the country of origin and 

destination. These differences could increase the transaction costs involved in the control of 

activities in foreign countries, since obtaining information and communication with the 

market becomes more complex due to the lack of familiarity with the rules and practices of 

the market. The perception of these implications could affect the expected rates of return for 

portfolio investments and FDI. In this sense the differences between home and host countries 

represent an increase in transaction costs and perceived risk which in turn diminishes the 

rates of return and could influence the alternatives for servicing the foreign country (Hymer, 

1960). 

After discussing the alternatives for servicing a foreign market, a brief overview of 

Dunning’s Eclectic Paradigm, also known as OLI model (Ownership, Location and 

Internalization) is presented. Despite the fact that the author started to develop the eclectic 

paradigm in the 1950s in his doctoral dissertation, the OLI model (including all 3 elements) 

was only officially presented during the Nobel Symposium held in Stockholm, Sweden, in 
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June 1976. Initially the model was called Eclectic Theory, but later came to be known as the 

Eclectic Paradigm. 

The Eclectic Paradigm was developed with the intention of helping to understand and 

verify and the scope and the international production patterns. According to this model, 

international production is defined as the commercial activities financed through direct 

foreign investment (FDI) carried out by multinational enterprises (MNEs), which indicates 

that companies engaged in international production conform to the OLI model for 

committing to foreign markets through FDI. In consonance to the OLI model, companies will 

engage in Foreign Direct Investments (FDI) when verifying the occurrence of the 3 

conditions in the OLI model simultaneously.  

The OLI model implies that the O-specific advantages derive from the theories of 

industrial organization and the resource-based theory of the firm; the Location specific 

advantages are inspired by the theory of location and the Internalization specific advantages 

from the theory of the firm. In order to understand the implications of the 3 elements in the 

OLI model and how they apply in respect to FDI decisions, a description of the three 

advantages are described as follows: 

Ownership Advantages: Refer to resources owned by the organization that can be 

transferred across locations which include trademarks, production techniques and process, 

managerial skills and access to raw materials and other resources not available to the 

competitors.  

Location Advantages: Represent the implications of choosing to produce or to perform 

activities in a specific country or region. 

Internalization Advantages: The third element that makes up this analysis concerns the 

firm's ability to internalize or to incorporate activities that add value to its business. The 

advantages related to the internalization of activities arise as the organization manages to 

increase its control of the productive process by incorporating the various stages (vertical 

integration) involved in its value chain. As a result of this process the organization is able to 

have more control over its production process and with that reduces its exposure to risks 

related to market imperfections. Through internalization, when it deals with acquisitions of 

competing companies (horizontal integration), the process allows the company to increase its 

market power due to the increase in market share and bargaining power stemming from its 

growth.   
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In order to facilitate the decision related to choosing the best alternative for a 

multinational firm to service a foreign market, Dunning (2002) presents the following model 

in Table 1. 

Table 1. Alternative routes of servicing market 

 
Source: Dunning (2002). 

The criteria presented in Table 1 for choosing a route to service a foreign show that a 

multinational company will commit to a foreign market through FDI when the occurrence of 

the 3 advantages is identified. Therefore, Dunning (2002) indicates that a multinational firm 

will engage in FDI when all three advantages related to owning, internalizing (controlling 

and coordinating) and locating the activity a foreign country are recognized. 

Buckley and Casson (1976) in their work entitled “The Future of the Multinational 

Enterprise”, analyze the internationalization process of companies by searching an 

explanation for the existence of multinational companies. The authors approach 

internationalization indicating that the “internalization of markets across national boundaries 

generates MNEs” (Buckley & Casson, 1976, p. 33).  In accordance to their reasoning, there 

are four main groups of relevant factors to the internalization decision: (i) Industry-specific 

factors relating to the nature of the product and the structure of the external market, (ii) 

Region-specific factors relating to the geographical and social characteristics of the regions 

linked by the market, (iii) Nation-specific factors relating to the political and fiscal relations 

between the nations concerned, and (iv) Firm specific factors which reflect the ability of the 

management to organize an internal market (Buckley & Casson, 1976, p. 33-34). 

Internalization has several implications to the multinational firm, which need to be 

considered when deciding to integrate an activity in a foreign country as there are benefits 
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and costs associated with internalizing a market (activity). The major motivation for 

internalizing activities can be expressed as “the benefits of internalization stem from the 

avoidance of imperfections in the external market” (Buckley & Casson, 1976, p. 37). In that 

sense, Buckley and Casson (1976, p. 37-39) and Buckley (2018, p. 229) identify five market 

imperfections which generate incentives for internalization: 

x Coordination of multistage process in which time lags exist but futures markets are 

lacking. When the activities involve significant time-lags between initiation and 

completion, coordination by market forces requires not only competitive spot 

markets, but competitive futures markets as well. In this case, internalization provides 

control over future intermediate markets. 

x Discriminatory pricing in internal markets allows efficient exploitation of market 

power.  

x Bilateral concentration of market power leads to an indeterminate or unstable 

bargaining situation.  

x Inequality between buyer and seller with respect to knowledge of the nature or value 

of the product. Information asymmetry and buyer uncertainty. 

x Internal transfer pricing reduces tax liability on international transactions.  

Alternatively, Buckley and Casson (1976, p. 41-44) present the following costs 

associated with the internalization of markets. 

x It increases the resources costs when a single external market becomes several 

internal markets. 

x Communication costs in internal markets increase with greater psychic distance.  

x The third is the cost of political discrimination against foreign-owned firms, which 

will tend to be greater the more unstable are political relations between the nations 

concerned.  

x Costs for managing and running complex multi-plant multicurrency operations.  

Buckley and Casson (1976, p. 45) conclude their analysis of the benefits and costs 

related to the internalization of markets by arguing that it depends on the interplay of: (i) 

industry-specific factors, namely the nature of the product, the structure of the external 

market and the relation between the optimal scales of the activities linked by the market, (ii) 

region-specific factors, namely the geographical and 'social' distance between the regions 

involved, (iii) nation-specific factors, namely the political and fiscal relations between the 
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nations involved, and finally, (iv) firm-specific factors such as the degree of 

professionalization of management. 

Although the economic factors help explaining to a great extent what motivates firms 

to seek opportunities in foreign markets soon it became clear that alone they were not 

sufficient to explain the complexity of this process. As presented by Buckley and Casson 

(1976), the success of MNCs depends on the ability of the MNC to plan, structure and 

manage its businesses across national boundaries in a context in which the firm may lack 

expertise. This brings to the discussion the importance of behavioral elements that affect how 

the multinational firm assimilates the conditions in the foreign market. Therefore, the 

perception that economic factors were not sufficient to explain the international strategies 

and its outcomes in different foreign markets led researchers to identify the elements that 

could complement the analysis. Soon, behavioral elements were added showing that 

economic factors were conditioned by the ability of the firms obtaining, processing and 

responding in a competitive manner to market conditions in a different and psychic distant 

foreign environment.  

 

2.1.3 Behavioral Theory and the Uppsala Internationalization Model 

 

The Behavioral Theory of the Firm (BTF) proposing that organizations are 

constrained and behave according to three fundamental principles was first introduced in 

1963 by Cyert and March. The authors introduced the notion of Bounded Rationality stating 

that it occurs due to the restriction regarding access to information and also because of the 

difficulty for processing and analyzing the available information. Bounded Rationality 

suggests that decision-makers are able to process and decide using a limited number of 

factors.  Additionally, the difficulty in obtaining and processing information makes it time-

consuming and costly, forcing organizations to adopt measures and decisions that satisfy the 

firm's needs. In this context, organizations use resources that simplify the complexity of the 

scenarios, allowing the establishment of goals that can be achieved through decisions that do 

not optimize the results but satisfy the demands of the market. Cyert and March (1963), 

recommend that organization should allow sufficient flexibility to accommodate the risk and 

perform in a satisfying manner rather than maximizing the profitability of the operation. 
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In addition to that, this theory shows that conflict resolution in organizations is a 

political process that encourages the formation of groups that have common interests. The 

creation of these groups increases the bargaining power of the group negotiating with other 

groups in order to seek alternatives and make concessions in ways to accommodate and 

satisfy the interests of the majority involved in the process. Thus, the authors argue that 

organizational learning allows the company to take on greater challenges as the experience 

makes it easier to solve problems and less vulnerable and exposed to risks. 

As these ideas evolved, International Business scholars soon realized that behavioral 

aspects could provide alternative and complementary perspectives to explain the strategy and 

outcomes for the internationalization process of organizations. In this context, in the 1970s 

the Nordic school presented a model for the internationalization process of firms which 

became internationally known as the Uppsala internationalization model (Johanson &Vahlne, 

1977, Johanson & Wiedersheim-Paul, 1975). 

Borrowing the Psychic Distance concept from Beckerman (1956), Johanson and 

Vahlne (1977, p. 24) recommend that the internationalization decisions and its outcomes are 

affected by “the sum of factors preventing the flow of information from and to the market.” 

By adding the implications of Psychic Distance to explain the internationalization of firms, 

the Uppsala model assumes that organizations act in a rational manner with risk aversion. 

Therefore, the experience gained by operating in the foreign market enables the firm to feel 

more comfortable to increase its commitment. In that sense, the Uppsala Internationalization 

model indicates that in the initial stages following the formation of the firm, it will first 

develop locally in the country where it was created, and then starts its internationalization 

process through a succession of incremental decisions. By evaluating the internationalization 

process of Swedish companies, Johanson and Wiedershein-Paul (1975) verified that the 

previous experience of the managers of the organizations in international markets is an 

important element since it facilitated the internationalization due to the familiarity of the 

decision maker with the foreign market. 

Additionally, Johanson and Wiedershein-Paul (1975) indicated that the current level 

of involvement and commitment of the firm will contribute for increasing market knowledge, 

reducing the perceived risk and therefore allowing the firm to increase its involvement and 

commitment decisions to the foreign country. The authors identified different stages 
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associated to different levels of commitment as the “Establishment Chain”. These levels of 

involvement from the smallest to the largest commitment of resources are listed below: 

1. Non-regular (sporadic) export; 

2. Regular exports with independent agent/distributor; 

3. Establishment of a sales office/subsidiary; and 

4. Production Subsidiary. 

According to Johanson and Wiedersheim-Paul (1975), each level of commitment 

directly influences the degree of involvement and relationship that the firm develops with the 

foreign market. Thus, the higher level of involvement also represents an increase in the level 

of commitment of the firm's resources with the market, but in return this higher level of 

involvement allows the firm to have more access to information of the market. In order to 

explain this relationship, Johanson and Vahlne (1977) proposed a dynamic model presented 

in Figure 3 which include State (Market Knowledge and Market Commitment) and Change 

Aspects (Commitment Decisions and Current Activities) attempting to explain how current 

activities affect the commitment decisions of a multinational company in a foreign country.  
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Figure 3. Uppsala Internationalization Model 

 

Source: Johanson e Vahlne (1977, p. 26). 

Figure 3 shows that organization commitment and its market knowledge (State 

Aspects) affect the company's commitment decisions and the way current activities are 

performed in a particular market. As the firm increases its involvement with the foreign 

market, it gains more knowledge that affects the commitment decisions of the firm. The 

model implies that the company's commitment to the market can be verified by the 

specialization of the resources needed to serve this market. According to the same authors, 

the specialization of resources prevents them from being transferred or used in other markets. 

Additionally, commitment to the market can be verified not only by the specificity of the 

resources to service the market but also by the magnitude of the investments. These include 

country specific marketing actions, hiring and training of employees with specific 

knowledge, among others. The same study indicates that the longer the time needed for the 

company to obtain return on its investment in a particular market, the greater its commitment 

to it. 

The review of the economic and behavioral theories shows that the 

internationalization process is a complex topic demanding constant evaluation as new 

elements and perspectives should be included in the analysis (Buckley and Casson, 2003; 



 

 
41 

 

Casson, 2018). The dynamic changes that shape the competitiveness of companies in a global 

scenario require rethinking the concepts and theories employed to observe and explain the 

international expansion and competitiveness of firms. 

One of the most challenging aspects in International Business relates to the increased 

participation of emerging market firms in OFDI indicating that the current dynamics of 

global competition has changed in a way that a new breed of multinational companies from 

developing nations started to compete with “traditional” developed country multinational 

firms (Vargas-Hernández & Noruzi, 2010). In this new scenario not only emerging 

economies start to attract more foreign direct investment (FDI) from both developed and 

other emerging countries, but also there is a growing number of firms from developing 

nations that start to intensify their internationalization in a highly competitive manner 

(Aulakh, Kotabe, & Teegan, 2000; Yiu, Lau, & Bruton, 2007).  

When reviewing the conditions that contributed to these changes, Dunning (2000) 

indicates that during the 1980s and 1990s, several events should be considered, namely the 

maturation of the knowledge-based economy;  the deepening integration of international 

economic and financial activities, including the ones fostered by electronic networks 

(Kobrin, 1999); the liberalization of cross-border markets, and the flotation of the world’s 

major currencies; and the emergence of several new countries as important new players in the 

global economic stage. These factors change the way one should interpret the 

internationalization process and apply the theories for analyzing the motives and challenges 

faced by firms in international markets (Dunning, 2000). From a behavioral approach, it can 

be argued that the complexity for discussing the implications of country differences to the 

outcomes of internationalization has been amplified as the profile of global players, as well 

as the number of factors that differentiate them has increased. 

 

2.1.4 National Culture and Institutional Theories 

 

The interdependence and the regularities in the relationship between informal 

behavioral and formal rules is a complex phenomenon (Weber, 1921). Being considered an 

important element in the cognitive pillar of the institutional arrangement (Scott, 1995), 

National Culture becomes an important element that explains how societies develop and 

function differently. Adding to this complexity, different levels of institutions may interact in 
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a way that formal institutions may be enacted to suppress or reinforce the effects of informal 

behavior (North, 1990). 

 

2.1.4.1 Evolution of National Culture Theory 

 

The importance of culture to the social sciences can be traced from the studies by 

Kroeber, Kluckholn, Untereiner and Meyer (1952, p. 3), indicating that  “the culture concept 

of the anthropologists and sociologists is coming to be regarded as the foundation stone of 

the social sciences.” The same authors indicate how the interest in the elements and 

singularities that differentiate people from around the world have attracted attention since 

ancient times, which can be traced to the writings in the Bible, Homer, Hippocrates, 

Herodotus, and even the Chinese scholars of the Han dynasty.  

Culture is complex and therefore difficult to define. According to Kroeber et al. 

(1952), the British and American dictionaries only provided a definition for culture in the 

1930s. However, the modem technical or anthropological definition to Culture in the English 

language is attributed to Sir Edward B. Tylor who proposed the following definition to the 

word: “Culture… is that complex whole which includes knowledge, beliefs, arts, morals, 

law, customs, and any other capabilities and habits acquired by [a human] as a member of 

society” (1871, p. 1).  Other definitions such as the one provided by Kluckholn & Kelly 

(1945, p. 97) describes culture as “all the historically created designs for living, explicit and 

implicit, rational, irrational, and non-rational, which exist at any given time as potential 

guides for the behavior of men.”  More recently a useful definition for the objectives of the 

present study, considering the implications of cultures to the interactions of people and the 

environment, was provided as “a mental map which guides us in our relations to our 

surroundings and to other people.” (Downs, 1971, p. 35) 

The importance of culture and how it relates to more formal mechanisms that shape 

human interaction was highlighted Emile Durkheim, who was one of the first to emphasize 

the importance of societal values, arguing that they are the critical source of social order, 

indicating that the norms of a society are essential elements for understanding their 

organization.  

But if there is one fact that history has irrefutably demonstrated it is that the morality 

of each people is directly related to the social structure of the people practicing it.  
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The connection is so intimate that, given the general character of the morality 

observed in a given society and barring abnormal and pathological cases, one can 

infer the nature of that society, the elements of its structure and the way it is 

organized.  Tell me the marriage patterns, the morals dominating family life, and I 

will tell you the principal characteristics of its organization. (Durkheim, 1961, p. 87) 

Therefore, Durkheim recommends that there are patterns and important elements that 

differentiate societies. Additionally, Thompson (2002) indicates that: 

Durkheim’s main theoretical interest was in the functioning and content of the 

collective conscience and collective representations which encompassed much of 

what modern sociology calls Culture, especially those aspects of culture that have an 

obligatory character, deviance from which brings into play sanctions typical of a 

society at that particular stage of development. All levels of culture were structured, 

or codified, and the codes could be deciphered by the sociologists. So far as the 

collective conscience was concerned, its contents could be most easily observed in 

the form of legal codes, as these were the most highly formalized codes, with the 

most clearly specified sanctions. In the simpler societies, characterized by a low 

division of labor, and where, as a result, there was a high degree of resemblance and 

low differentiation in the functions performed by members of the society, the law was 

repressive. Any infringement of the mechanical solidarity produced by resemblance 

was highly disturbing and so severely punished. (Thompson, 2002, p. 57) 

In this statement, contrary to the tendency of some other schools of sociology at the 

time, Durkheim does not subordinate culture to social structural elements.  It is also explicit 

in Durkheim’s work that informal aspects of institutional framework may play a more 

important role in less sophisticated societies. Thus, bringing this discussion started by 

Durkheim and emphasized by Thompson (2002) to the objectives of the present study, in less 

developed countries, it is clear that culture might play a more preeminent role due to the 

precarious formal institutional mechanisms.  
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2.1.4.2 Patterns for Dealing with Universal Circumstances (National Culture) 
 
Comparing cultures is a way of identifying characteristics that differentiate members 

of one group from another. The book entitled “Inhabitants of the world” by William Darton 

in 1790 is one of the earliest studies that compared cultures. Figure 4 presents a page from 

this book that shows some characteristics and differences between the Dutchman, 

Englishman, Frenchman and the Norwegian. 

Figure 4. Page from Inhabitants of the World (William Darton, 1790) 

 

More recently however, various attempts have been made to advance this discussion. 

When reviewing national culture studies that have been developed over the years and provide 

useful criteria for comparing countries, only a few have evolved in ways that make it possible 

to utilize them on studies involving several countries. 

When considering the characteristics and criteria for measuring national culture, 

Clyde Kluckhohn (1962) in an article first published in 1952, suggests that there should be 

universal categories of culture:  

In principle ... there is a generalized framework that underlies the more apparent and 

striking facts of cultural relativity. All cultures constitute so many somewhat distinct 

answers to essentially the same questions posed by human biology and by the 

generalities of the human situation. ... Every society's patterns for living must provide 

approved and sanctioned ways for dealing with such universal circumstances as the 

existence of two sexes; the helplessness of infants; the need for satisfaction of the 

elementary biological requirements such as food, warmth, and sex; the presence of 
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individuals of different ages and of differing physical and other capacities. 

(Kluckhohn 1962, p. 317-318) 

One of the first studies to identify the characteristics that distinguish human societies 

was done by Clyde Klukhohn (1951). His study inspired the work of two cultural 

anthropologists, Florence Klukhohn and Fred Strodtbeck (1961) who developed one of the 

first models of culture serving as a reference to many of the national culture models 

developed afterwards.  Klukhohn and Strodtbeck (1961) created a theory for culture based on 

values orientation, assuming that there is a limited number of problems that are common to 

all human societies and also a limited number of value-based solutions universally known to 

these societies. Additionally, the authors indicate that what differentiate cultures are their 

preferences regarding the solutions available to these problems. 

In the attempt to identify the proper criteria for differentiating societies, Edward T. 

Hall (1976) proposes an alternative approach indicating that culture can be differentiated in 

terms of high-context and low-context cultures. According to the author, high-context culture 

represents a situation in which much of the information is implicit, whereas in low-context 

cultures nearly everything is explicit.  Additionally, Singh (2005, p. 55) indicate that, "high 

context cultures have close connections among group members, and everybody knows what 

every other person knows. Most information is intrinsically known (implicit) rather than 

explicit."  Alternatively, the author indicates that “low-context cultures are logical, linear, 

action-oriented, and the mass of information is explicit and formalized. Communication is 

expected to proceed in a rational, verbal, and explicit way”.  

 

2.1.4.3 National Culture Models 

 

During the period ranging from 1965 to 1971 Geert Hofstede worked training 

managers and performing cross-country research for IBM Europe, when opinion surveys 

were introduced at IBM in the United States, IBM’s home country. Due to the company’s 

presence in several different countries, IBM decided it would be important to verify 

employees’ opinions in these locations.  The reason for conducting such a large survey was 

because the company realized that about 50% of IBM’s employees had direct contact with 

the company’s clients and prospect clients and that their opinion about the company and their 

jobs had a direct impact on IBM’s image and success in these locations. 
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In 1971 Hofstede left IBM on a two-year leave and joined IMEDE (now IMD) 

business school in Switzerland as visiting lecturer.  From 1971 to 1973 his successors at IBM 

performed a second round of surveys gathering some 117,000 questionnaires from around 

88,000 different respondents. The survey included employees from subsidiaries in 71 

different countries engaged in 38 different occupations ranging from unskilled workers to 

research professionals and top managers. It is important to mention that employees from the 

USA and expatriates working at the foreign subsidiaries were not included. 

 In 1973, Hofstede was convinced of the importance of his findings and decided not to 

return to his job at IBM, instead he found a researcher position at the European Institute for 

Advanced Studies in Management (EIASM) in Brussels, Belgium and as a part-time 

professor at INSEAD business school. IBM not only allowed Hofstede to utilize the data in 

his research but also sponsored his project at EIASM.  From 1973 to 1979 Hofstede analyzed 

the data and identified patterns in terms of how countries differentiate in terms of how they 

answered specific questions.  The national culture dimensions emerged as Hofstede realized 

that the questions that pointed to the differences between countries could be grouped in 4 

specific dimensions including Power Distance, Individualism versus Collectivism, 

Masculinity versus Femininity and Uncertainty Avoidance. Later, a 5th dimension Long-term 

versus Short-term orientation was identified and more recently the 6th dimension Indulgence 

versus Restraint was included. 

According to Minkov and Hofstede (2013, p.215) there are two conditions that need to be 

satisfied in order to characterize a cross national cultural study: “First, it should involve at 

least 20 countries from different continents… The second criterion was academic reliability. 

The studies had to be peer reviewed and published in leading journals or in monographs by 

renowned international publishers.” 

Minkov and Hofstede (2013) provide a comprehensive review of several major cross-

cultural studies, in addition to that Williamson (2002, p. 1381) indicates that “researchers 

looking for greater precision than what is offered by Hofstede’s four, five or six dimensions, 

may look to models with a greater number of dimensions developed by other researchers 

such as Trompenaars and Hampden-Turner (1997) that include seven dimensions, or 

Schwartz and Sagiv (1995) who identify 10 value types”.  In the same manner Project 

GLOBE from House et al. (2004) presents 18 value dimensions, half indicating values in a 
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society and the other half, or nine dimensions corresponding to the practices in each 

investigated society. 

Although several models were developed after Hofstede’s pioneer work, Shumann 

(2009) indicates that overlaps were identified in several national culture theoretical models 

and their dimensions published after Hofstede’s Culture’s Consequences book. In that sense, 

several authors (Clark, 1990; Doney, Cannon, and Mullen, 1998; Steepkamp, 2001; Soares, 

Farhangmehr, and Shoham, 2007) argue that despite the different wording and number of 

dimensions, the national culture models developed by House et al (2004) and Schwartz 

(1992, 1994) present conceptual and theoretical similarities that are consistent to the 

Hofstede’s model. 

When reviewing the alternatives for measuring Cultural Distance for this thesis, two 

options were identified due to their validity, reliability and availability of data for the 

majority of countries included in the study. The alternatives include Project GLOBE (House 

et. al. 2004) and Hofstede (1980). Although both models have been criticized as well as 

broadly employed in the literature, I opted for Hosfetede for 2 specific reasons. First, 

according to Taras, Steel and Kirkman (2012, p.339) meta-analysis study “While Hofstede’s 

scores correlated remarkably strongly with theoretically relevant indicators from the 1980s, 

the correlations typically weakened for each subsequent decade thereafter. At the present rate 

of validity degradation, Hofstede’s scores will no longer recognizably represent world culture 

within a few decades.” Although this may seem a contradictory argument for using 

Hosfstede, when comparing it to Project GLOBE I challenge that by including Practices 

which are more superficial aspects of culture, known to change at a faster pace, this poses an 

even more serious concern about its usefulness and reliability. In addition to that, Hofstede 

covers 15 countries in Latin America while Project GLOBE includes only 9 countries from 

this region. 

Therefore, and despite of all the critiques, Hofstede (1980) is still the best alternative 

as it has been validated by several studies, focuses on the cultural values and therefore more 

stable aspects of culture. After reviewing the alternatives, in this thesis Hofstede national 

Culture Model is used because of its validity, reliability, and its usefulness has been 

confirmed over time and in a wide variety of settings (Hofstede, 2001; Deephouse, 

Newburry, & Soleimani, 2016; Kirkman, Lowe, & Gibson, 2006; Li, & Parboteeah, 2015; 
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Oyserman, Coon, & Kemmelmeier, 2002). In addition to that for the specific context of Latin 

America is the one that has the greatest coverage (Shi & Wang, 2011). 

 

2.1.5 Institutional Theory and the Neo-institutionalism 
 
 

Institutional theory was influenced by different areas of study including economics, 

political science and sociology. A brief overview presented next, highlights some studies and 

theories that have served as the foundation for the development of the neo-institutional 

theory. 

 

2.1.5.1 Economic Institutionalism 

 

The term Economic Institutionalism was first presented by Walton H. Hamilton in 

1918 at the American Economic Association meeting. Institutions represent ways of thinking 

and acting that are widely accepted and inserted in the practices and customs of society 

(Hamilton, 1919). Economic Institutional theory sought to highlight the implications of 

formalizing agreements between workers, companies, government and other entities that 

integrate and interact in the markets.  In that sense, Hamilton (1919) indicates the role of 

institutions for coordinating human interaction in the following manner: 

Economic theory must be based upon an acceptable theory of human behavior. After 

all control and institutions and processes are immediate things. They can all be 

translated into terms of human conduct. The exercise of control involves human 

activity and leaves its mark in the changed activity of others. Institutions, seemingly 

such rigid and material things, are merely conventional methods of behavior on the 

part of various groups or of persons in various situations. The changes which 

processes reveal are merely changes in human actions. It is necessary therefore, that 

economic theory should proceed from an acceptable theory of human conduct. 

(Hamilton, 1919, p. 316) 

According to Hamilton (1919), institutions were an essential part of the economic 

theory and indicated that "institutional economics" is "economic theory." For Hamilton 

(1919) institutions include customs, corporations, government, trade agreements among 
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others. Hamilton (1932, 89), states that “Institutions and human actions, complements and 

antitheses, are forever remaking each other in the endless drama of social process.”  

Another scholar who made significant contributions to the development of the 

institutional economic theory was John Rogers Commons (1862-1945). In his 1893 book 

entitled "The Distribution of Wealth", the author presents and discusses the concessions 

between employees and corporations including the 8-hour working day and the wage 

increase in order to expand the population's consumption capacity. According to Commons 

(1893), economic activity involves not only the interaction of workers and entrepreneurs but 

also the controlling mechanisms provided by governments. Commons (1893) indicate how 

these two elements interact in order to support the economic activity in societies in the 

following manner: 

There are in society two lines of economic activity, the voluntary activity of 

individuals and associations, and the compulsory activity of government. The first is 

the field of free competition and self-interest; the one hitherto solely treated by the 

English economists. The second is the field of coercion-of force. (Commons, 1893, p. 

61) 

In his writings, Commons (1893) showed that although formal institutions may 

represent a coercive force that imposes limitations to the freedom of individuals and 

organizations, they are essential for sustaining economic activities in a society. In 1924, 

Commons published the book "Legal Foundations of Capitalism" and advanced the 

discussion concerning the implications of social agreements between workers and 

entrepreneurs through mutual concessions. Commons (1924) argues that the diffusion of 

capitalist property is an important element that allows the more egalitarian distribution of 

wealth. In 1934 Commons publishes the book "Institutional Economics" in which it presents 

the concept of transactions. Commons (1934) identifies 3 fundamental elements of the 

structure of transactions: negotiation, commitment to obligations and compliance (delivery) 

of these obligations. Commons (1934) also characterizes several types of transactions such 

as: bargaining, management and rationalization. The transactional process is used to 

determine the fair value or fair value that should be practiced and established through 

contracts that guarantee and promote the alignment of expectations between the parties 

involved. In order to represent this dynamic, the author explores the concepts of “working 

rules” and “transactions” distinguishing his theory from the traditional economic theory. In 
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this context, Commons (1931: 651) suggests that working rules represent the visible aspects 

of institutions and can be defined as "collective action in control, liberation and expansion of 

individual action." According to Commons (1934): 

These individual actions are really trans-actions – that is, actions between individuals 

as well as individual behavior. It is this shift from commodities, individuals, and 

exchanges to transactions and working rules of collective action that marks the 

transition from the classical and hedonic schools to the institutional schools of 

economic thinking. The shift is a change in the ultimate unit of economic 

investigation, from commodities and individuals to transactions between individuals. 

(Commons, 1934, p. 73) 

By departing from the previous concepts employed by economists to approach social 

interaction, Commons provided an alternative and more specific way of analyzing how 

institutions affect transactions between individuals. In his final work "The Economics of 

Collective Action", Commons (1951) evaluates and describes the legal mechanisms that 

promote and coordinate collective action. Summarizing J. R. Commons contributions to the 

institutional theory, Andrew H. Van de Ven (1993) in his book “The Institutional Theory of 

John R. Commons: A Review and Commentary” indicates that: 

To Commons, the institutions existing at a specific time represent nothing more than 

imperfect and pragmatic solutions to reconcile past conflicts; they are solutions that 

consist of a set of rights and duties, an authority for enforcing them, and some degree 

of adherence to collective norms of prudent reasonable behavior. (Van de Ven 1993, 

p.142) 

When considering the power of institutions for shaping human tastes and preferences, 

Galbraith (1969: 152) states that individual “wants can be synthesized by advertising, 

catalyzed by salesmanship, and shaped by the discreet manipulations of the persuaders.”  In 

that sense, Galbraith (1969) suggests that different institutions and agents are responsible for 

defining individual preferences, needs and ultimately how these individuals act and perceive 

their reality. 
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2.1.5.2 Neo-institutional Theory 

 

In the neo-institutional theory, institutions represent the rules of the game, and are 

“the humanly devised constraints that structure human interaction” (North, 1990; p.3), being 

divided into formal and informal institutions. Institutions can be defined as “informal 

constraints and formal rules and of their enforcement characteristics” (North, 1990, p. 384). 

Additionally, Ostrom (2005, p. 125) indicates that “Institutions are among the tools that 

fallible humans use to change incentives to enable fallible humans to overcome social 

dilemmas”. 

Alternatively, institutions are ‘regulative, normative, and cognitive structures that 

provide stability and meaning to social behavior’ (Scott, 1995, p. 33). While formal 

institutions can be associated with the regulative pillar, informal institutions refer to the 

normative and cognitive structures of a society. According to Peng, Wang and Jiang (2009), 

culture can be seen as a substratum of institutional arrangements, which means that culture is 

part of the informal institutions in the environment that underpin formal institutions. In 

North’s theory, formal rules are created by the polity, whereas informal norms are part of the 

heritage that we call culture (1990, p. 37). Figure 5 presents the different but complementary 

approaches to verify the institutional profile of a country. 

Figure 5. Institutional Degrees of Formality 

 
Source: Peng, Sun, Pinkham and Chen (2009, p. 64). 

Figure 5 indicates that according to Scott (1995), there are three pillars that form the 

institutional profile of a country while North (1990) indicates that there are important 
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differences related to the level of formality and speed of change. The three pillars of the 

institutional environment developed by Scott (1995) are briefly presented next. 

Regulatory pillar: Represents the rules for conducting business in the context in which the 

firm operates. This criterion also assesses how these laws and regulations are effectively 

monitored and enforced. 

Normative Pillar: Relates to the norms, values, beliefs that define the expected behavior of 

the individual members of a society. 

Cognitive Pillar: Refers to the way knowledge is widely shared in society. This element 

influences how people understand, evaluate, and interact in a society. 

Similarly, North (1990) shows that formal institutions can be represented by laws 

while informal institutions are part of the heritage we may refer to as culture. When 

considering how institutions evolve, North (1990, p. 49) states that “The long-run implication 

of the cultural processing of information that underlies informal constraints is that it plays an 

important role in the incremental way by which institutions evolve and hence is a source of 

path dependence.” In the same manner, Hofstede, Hofstede and Minkov (2010) demonstrate 

that there is a link between the formal institutions and the prevailing values in a society. 

Figure 6 presents the sources of differences between countries and groups indicating that 

historical events help explaining the identity, values and the institutions existing in a society. 

Figure 6. Sources of Differences between Countries and Groups 

 
Source: Hofstede, Hofstede and Minkov (2010. P. 22). 

In order to differentiate and clarify the relationship between values that are invisible 

aspects in a society and institutions which include rules, laws and organizations that are 

visible elements, Hofstede, Hofstede and Minkov (2010) mention a passage from Charles-
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Louis de Montesquieu (1689–1755), in De l’esprit des lois (The Spirit of the Laws).  

According to Montesquieu one should be aware of the existence of “the general spirit of a 

nation”, which represents the prevailing values (or culture) in the society, and that “the 

legislator should follow the spirit of the nation . . . for we do nothing better than what we do 

freely and by following our natural genius.”  Therefore, Hofstede, Hofstede and Minkov 

(2010) posit that institutions (formal) follow and adapt to the mental programs of a society. 

In the same manner, North (1990, p. 91) describes how formal and informal institutions 

evolve “Perhaps most important of all, the formal rules change, but the informal constraints 

do not. In consequence, there develops an ongoing tension between informal constraints and 

the new formal rules, as many are inconsistent with each other.” In addition, the same author 

poses the question “What is it about informal constraints that gives them such a pervasive 

influence upon the long-run character of economies?” (North, 1991, p. 111) These arguments 

show the complex dynamic among different levels of formality within the institutional 

framework. When it comes to the implications in terms of distances (i.e. differences between 

countries) these may be even more complex as countries may present similarities in terms of 

formal institutions while differing to a great extent in terms of national culture and vice-

versa.  

 Moreover, although Culture and Formal Institutions are inarguably important as they 

have a direct effect in shaping behavior, their interaction, however, might provide deeper 

understanding of its implications. According to Hodgson (1988), institutions and culture play 

a vital role for defining the patterns for the learning process. When considering how 

institutions evolve, Hayek (1988) suggests that informal or moral rules evolve over long 

periods of time before they are accepted and eventually converted into formal rules. North 

(1990) indicates that formal and informal institutions can interact in a complementary or 

suppressive manner. Institutional complementarities refer to a condition in which “the 

presence (or efficiency) of one [institution] increases the returns from (or efficiency of) the 

other” (Hall & Soskice, 2001, p. 17).  In a contrasting manner, the suppressive relationship 

refers to a condition in which the formal rules may be “enacted to modify, revise, or replace 

informal constraints” (North, 1990, p. 47). 

Additionally, by considering the implications of different levels of formality to the 

analysis of how institutions interact, Pejovich (1999, p. 170) proposes an “interaction thesis,” 

in which different relations are presented: 
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 1) Formal institutions suppress, but fail to change informal institutions;  

2) Formal rules directly conflict with informal rules;  

3) Formal rules are either ignored or rendered neutral; and  

4) “Formal and informal rules cooperate” — as in cases where the state 

institutionalizes informal rules that had evolved spontaneously.  

Pejovich posits that: “When formal rules conflict with the prevailing informal rules, 

the interaction of their incentives will tend to raise transaction costs and reduce the 

production of wealth in the community” (Pejovich, 1999, p. 171). In addition, it is “Equally 

important is the fact that the informal constraints that are culturally derived will not change 

immediately in reaction to changes in the formal rules. As a result, the tension between 

altered formal rules and the persisting informal constraints produces outcomes that have 

important implications for the way economies change…” (North, 1990, p. 50). 

 

2.2 LITERATURE REVIEW AND HYPOTHESES 

 

In this section the three main concepts of this study are presented and also the 

arguments for developing the hypotheses of this thesis. It starts by presenting a review of 

literature dealing with the measures of performance, as this is the dependent variable in this 

study. I advance by providing an assessment of studies related to distance and its 

implications in International Business. Here I address the limitations and misconceptions 

associated to the distance construct and suggest an alternative approach for assessing 

distance. After that, Cultural Distances studies are presented and evaluated followed by 

studies related to the implications of (Formal) Institutional Distances.  Finally, I provide the 

arguments for formulating the hypotheses related to the moderating effects of Formal 

Institutional Distance on the relationship between Cultural Distance and Performance. 

 

 

 

 

 

 

 



 

 
55 

 

2.2.1 Subsidiary Performance 

 

When studying the implications of differences in terms of national culture and formal 

institutions to the outcomes of internationalization the object of analysis becomes the 

subsidiary in the foreign country as differences are measured between the subsidiary home 

and the host country. This is to say that subsidiary is the unit of analysis for the present 

discussion. 

 

2.2.1.1 Performance Measures (Indicators) 

 

According to the Stakeholders Theory (Freeman, 1984), performance relates to 

satisfying the needs of stakeholders. Freeman (1984, p. 46) defines a stakeholder as “any 

group or individual who can affect or is affected by the achievement of the organization’s 

objectives”. The stakeholders’ perspective as criteria for assessing and defining firm 

performance was adopted in several studies (Agle, Mitchell, & Sonnenfield, 1999; Clarkson, 

1995; Kaplan & Norton, 1992; Richard, Devinney & Yip, 2009; Waddock & Graves, 1997). 

Although this approach is useful when attempting to identify the most adequate criteria for 

assessing performance according to stakeholders needs, it may lead to a broad perspective. In 

case of firms operating in uncertain and turbulent environments, the financial performance 

may be the primary concern (Aras, Aybars & Kutlu, 2010) as contextual changes may affect 

to a great extent the economic result of business activities. Alternatively, Richard et al, 

(2009, p. 722) even within one specific performance dimension being too narrow, it could be 

problematic in a sense that: “we may not be measuring the performance to which managers 

are managing”. 

Hult, Ketchen and Griffith (2008) conducted an extensive review of how subsidiary 

performance has been used in international business research. The authors identified three 

categories for measuring the performance of firms. The performance dimensions identified 

by the authors include: financial, operational and overall effectiveness performance which 

can be assessed both objectively and subjectively. 

Financial performance indicators reflect the fulfillment of the economic goals of the 

firm in an objective manner (Venkatraman & Ramanujam, 1986), which includes both 

accounting based and market-based measures (Ramsey & Bahia, 2013). The same authors 
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indicate that measures frequently employed to measure the financial performance of firms 

include: return on investments (ROI), return on assets (ROA), return on equity (ROE), return 

on sales (ROS), profit margin, earnings per share, stock price, sales growth, growth of 

foreign sales, and Tobin’s Q. 

An alternative for verifying firm performance is the operational dimension which 

includes all non-financial aspects that relate to the objectives of the organization (Hult et al. 

2008). Operational performance indicators include both product–market objectives and 

outcomes which include market share, efficiency and internal process outcomes such as 

productivity and employee satisfaction. 

Several authors have called for a multidimensional approach to subsidiary 

performance, stating that simplistic measures (i.e., purely financial) narrowly reflect 

performance (Pangarkar, 2008). Additionally, the author states that “A key problem with 

narrow measures is that they may not be representative of firm performance, especially if 

objective function of the firm is broad." (Pangarkar, 2008, p.476) Therefore, it is often more 

relevant and adequate to identify measures of performance according to an assessment of 

process and outcomes (Yan & Zeng, 1999). 

In order to provide a broader perspective for measuring performance, Hult et al. 

(2008) state that firm’s overall effectiveness includes more holistic measures and indicators 

such as perceived overall performance, achievement of goals, and perceived overall 

performance relative to competitors. Therefore, overall effectiveness performance indicators 

represent a wider conceptualization of performance that encompasses the two former 

performance dimensions (financial and operational). 

 Table 2 presents a summary of different dimensions employed to measure firm 

performance which have been extensively used in the literature.  

 

 

 

 

 



 

 
57 

 

Table 2. Performance Dimensions 

AUTHORS DIMENSION PERFORMANCE MEASURES 

Pangarkar (2008) 
UNIDIMENSIONAL VS. 
MULTIDIMENSIONAL 

Many authors have called for a multidimensional approach to 
subsidiary performance, stating that simplistic measures (i.e., 

purely financial) narrowly reflect performance (Pangarkar, 2008). 
“A key problem with narrow measures is that they may not be 

representative of firm performance, especially if objective 
function of the firm is broad" (Pangarkar, 2008, p.476). 

Yan & Zeng 
(1999) 

PERFORMANCE 
MEASURE 

ACCORDING TO 
PROCESS OUTCOMES 

It is often more useful to delineate measures of performance 
according to an assessment of process and outcomes (Yan & 

Zeng, 1999). 

Hult et al (2008) 
3 DIMENSIONS 

financial, operational and 
overall effectiveness 

Hult et al. (2008) conducted an extensive review of how 
subsidiary performance has been used in international business 
research. They concluded that there are three main performance 
dimensions – financial, operational and overall effectiveness – 

which could be assessed both objectively and subjectively. 

Venkatraman 
&Ramanujam 

(1986) 
FINANCIAL 

The financial dimension is comprised of “indicators that are 
assumed to reflect the fulfillment of the economic goals of the 

firm” (Venkatraman &Ramanujam, 1986, p.803). 

Ramsey and Bahia 
(2013) FINANCIAL 

According to Ramsey and Bahia (2013, financial Performance 
indicators include both accounting based and market-based 

measures. Some examples of measures included in the financial 
dimension are: return on investments (ROI), return on assets 
(ROA), return on equity (ROE), return on sales (ROS), profit 

margin, earnings per share, stock price, sales growth, growth of 
foreign sales, and Tobin’s Q. 

Hult et al. (2008) OPERATIONAL 

The operational dimension includes all non-financial factors that 
may have an impact on performance (Hult, Ketchen Jr, Griffith, 

Finnegan, et al., 2008). It includes both product–market outcomes 
(i.e., market share and efficiency) and internal process outcomes 

(i.e., productivity and employee satisfaction). 

Hult et al. (2008) 
OVERALL 

EFFECTIVENESS 

The overall effectiveness dimension is formed by more holistic 
measures and indicators such as perceived overall performance, 

achievement of goals, and perceived overall performance relative 
to competitors. It refers to a wider conceptualization of 

performance and encompasses the two former performance 
dimensions (Hult, Ketchen Jr, Griffith, Finnegan, et al., 2008). 

 
 Table 2 shows different measurements of performance. Operational performance 

includes all non-financial factors such as product–market outcomes (i.e., market share and 

efficiency) and internal process outcomes (i.e., productivity and employee satisfaction) 

which in turn have a strong correlation to financial measurements of performance (Hult et al., 
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2008). When considering the alternatives for assessing firm performance, particularly in 

turbulent contexts such as in emerging markets, sustaining the company’s profit margins 

becomes even more challenging and reflects management’s effectiveness at investing in 

projects that add value (Chopra & Mier, 2017). Therefore, financial performance will be 

measured in terms of profit margin.  

 

2.2.1.2 Subsidiary Performance Determinants 

 

When it comes to the determinants of foreign subsidiary performance studies have 

identified several factors that should be taken in consideration. In the 1980s, the debate on 

Strategic Management and International Business was dominated by the industry-based view 

(Porter, 1980) while in the following decade, in the 1990s, studies have focused primarily on 

investigating the effects of resources (Barney, 1991) and strategy on the performance of 

firms.  

Industry effect: 

When investigating what conditions affect the performance of firms, Contractor, 

Kumar and Kundu (2007) recommend that controlling for the industry sector is an important 

consideration as firms in different sectors may respond differently to external and internal 

elements. The implications for the industry sector in which the firms operate were already 

indicated by Kogut & Singh (1988) in a sense that this variable may influence the type and 

magnitude of investments.   

Additionally, services differ from industrial firms in terms of intangibility, 

simultaneity of production and consumption which for most of services makes it impossible 

to store (Habib & Victor, 1991). Knight (1999) suggests that services may require extensive 

customization and cultural adaptation in order to conform to local expectations. 

Although the debate that the performance of firms may be conditioned to the industry 

in which they operate (Bain, 1956), recent empirical studies have pointed to diverging and 

inconclusive results. For instance, even when measuring performance using the same criteria 

such as ROA, studies have found a strong and significant impact (McGahan & Porter, 2003; 

Kotha & Nair, 1995) while others have found a significant but very small effect (Adner & 

Helfat, 2003; Spanos, Zaralis & Lioukas, 2004).  
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In addition to that, it is important to mention that contextual elements may affect how 

different industries perform, in a sense that the characteristics of the host country may affect 

different industries in specific ways (Contractor, Kumar & Kundu, 2007). In order to further 

explore the implications of industry, I include the annual growth for the sector in which the 

firms operate as control variable. 

Firm Resources – Size: 

Literature has pointed to the implications of size as a determinant for the performance 

of firms in a sense that larger firms may have access to resources not available or accessible 

to smaller firms. In this manner, larger companies might have access to superior resources, 

such as productive assets, technologies and human capital which place larger companies in a 

superior position.  Larger firms have access to more resources which allows overcoming the 

turbulences of the market (Hannan & Freeman, 1984). 

 Additionally, larger corporations also have more resources making it possible to 

attract more qualified human capital, which in the case of a multinational company, include 

hiring managers with international experience. Larger firms can invest more in research and 

development in order to delivery products and services tailored to the specific needs of the 

foreign markets.  

When considering the resources of firms, size seems to play an important role as it 

affects the access to strategic and scarce resources. Accordingly, Bloom and Van Reenen 

(2010) show that particularly in emerging markets, medium-size firms present less developed 

management practices while Large firms possess superior standardized procedures to 

coordinate their many operations and employees which in turn results in a competitive 

advantage (March & Simon, 1958; Newburry & Yakova, 2006). Thus, larger firms are able 

to access, superior, valuable and scarce recourses that lead to competitive advantage. 

For the present study, as these elements are known to affect the performance of firms, 

although they are not the focus of the study, they are included as control variables as shown 

in Table 3. 
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Table 3. Industry and Firm Resources 

Dimension Variable Authors 

Control Variables 

Industry/Sector 
Industry Sector 
Annual Growth 

Cantwell (2014), Rugman (2002), OECD - 
Organisation for Economic Co-operation and 
Development, Contractor et al. (2007), Habib 

and Victor (1991), Campbell and Verbeke 
(1994), Kinght (2009) 

Firm Resources (Size) 

Hitt et al. (2007); Haar (1989); Hannan and 
Freeman (1977, 1984); Graham, Harvey e 

Rajgopal (2005); Cohen, Dey e Lys (2008); 
Chen et al. (2014); Samiee & Walters (1990), 

Coan and Kugler (2008) 
 

Although the Industry Based (Porter, 1980) and the Resource Based View (Barney, 

1991) are considered essential for understanding the internationalization strategies and its 

outcomes, scholars soon realized that more elements needed be included in the analysis. 

Peng, Sun and Chen (2009) indicates that since the contributions of Kostova (1997), and 

Kostova and Zaheer (1999), the debate has broadened by including the institutional based 

approach as these provide additional elements to form a more comprehensive understanding 

of how context may affect firms’ strategies and outcomes. 

When considering the implications of the context, studies show that psychic distance 

plays an important role as expanding to similar countries may be easier due to the familiarity 

of the firm with that context.  

 

2.2.2 Distance in International Business 

 

The fast paced and intensified globalization has caused many to believe that the 

distances (differences) among countries are not as important as they were before, and 

examples of that include Ohmae (1989) “Borderless World” and Friedman (2005) “Flat 

World” who argued that globalization was leading us toward a homogeneous world.  

According to the group that proclaim that the nations around the world are becoming more 

equal, evidences of that can be verified in the wide acceptance of Hollywood movies, the use 

of English as a global business language and the popularization of McDonald’s hamburger 

stores in more than 120 countries.  Although globalization advances fast (Meyer, Mudambi 

& Narula, 2011), the differences in terms of institutions among different countries has not yet 
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been attenuated. In the same manner, the seemingly standardized McDonald's restaurants 

around the world actually have different social meanings and fulfill different social functions 

in different cultures (Watson, 2006). Additionally, there are evidences that national cultural 

differences seem to remain fairly stable over time (Inglehart & Baker, 2000).  As an example, 

data from 65 countries representing 75% of the world’s population available from the World 

Values Survey provide evidences that cultural values are resilient over time (Hofstede, 

Hofstede & Minkov, 2010; Inglehart & Baker, 2000) although modernization and economic 

development may cause significant changes in most of the societies. Additionally, the results 

from the World Values Survey show that while economically advanced societies have been 

changing rather rapidly, societies that remained economically stagnant showed little changes 

in values. As a result, there are indications that in recent years there has been a growing 

divergence between the prevailing values in low-income and high-income countries. 

Distance can be defined as the physical separation between two points which implies 

a positive value. Although the meaning is straightforward, recent studies show that the 

“knowledge of distance, in terms of conceptual specification and consequences for IB 

practice, is incomplete and sometimes ambiguous.” (Verbeke, Tulder, & Puck, 2017, p. 1) 

Others have gone further by recommending that when it comes to distance, despite the huge 

popularity of the topic in the IB literature, results indicate that we may be at the wrong track 

(Shenkar, 2012; Zaheer et al., 2012).  

In defiance to all the critiques, the debate seems to continue. Verbeke, Tulder and 

Puck (2017) show that a search for the word “distance” in the titles and abstracts of papers 

published in five leading IB journals over the period from 1990 and 2015 reveals the two 

annual volumes of each of these journals could be filled solely with papers on the topic of 

distance.  

A review of the different alternatives for calculating distances shows that Euclidian, 

Euclidian squared, and Mahalanobis distance have been used to compare countries based on 

different criteria (Berry, Guillen & Zhou, 2010). By reviewing the properties of the different 

alternatives for computing distance in Table 4 shows that all the alternatives prescribe a 

behavior that fails to address the critiques to the construct motivated by Shenkar (2001) as all 

of them assume a symmetrical effect. 
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Table 4. Properties of different methods for calculating dyadic distance 

 
Source: Berry, Guillen and Zhou (2010, p. 1469) adapted from Mimmack, Mason, and 
Galpin (2001); Seber (1984). 
 

Although several alternatives provided the means to compare countries in a convenient 

and practical manner, it was Kogut and Singh (1988) who presented a method for computing 

cultural distance that became highly popular and known as the Kogut and Singh index. The 

authors employed the Euclidian squared distance (between home and host country) for each 

of the Hofstede’s cultural dimensions, corrected by the variance of each dimension, and 

finally they calculated the arithmetic average computing cultural distance as a single factor, 

as presented in Equation 1. 

Equation 1. Kogut and Singh (1988) Cultural Distance Index 

 
𝐶𝐷 =  

𝐼 − 𝐼 2
Vi

/4 

Source: Kogut and Singh (1988, p. 422). 

 

In Equation 1, “I” is the index for one of the four dimensions, (i) for the home country 

of the subsidiary, and (j) and (u) is for the host country. “V" stands for the variance of each 

dimension of the index. Thus, CD shows the cultural difference or distance between the 

subsidiaries home county and the host country. The higher the score is, the higher the cultural 

differences between the two countries. 

This method for computing distance rapidly received huge attention by the IB 

community as a practical and convenient alternative for comparing countries was provided. 

Additionally, Stahl and Thung (2015) showed that although there are alternatives for 

computing cultural distances, as highlighted by Berry, Guillén and Zhou (2010), most of the 
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studies published in JIBS and Cross-Cultural Management (CCM) journals have used  the 

Kogut and Singh (1988) index (see table below), and found evidences of the negative 

implications of CD, while a few found neutral (or inconclusive) correlation, and only a small 

number identified a positive impact (Berry, Guillén, & Zhou, 2010; Drogendijk & Slangen, 

2006).  Next, in Table 5, Stahl and Tung (2015) present a comparison for Results of Content 

Analyses of Articles Published in JIBS and in CCM. 

Table 5. Content Analyses of Articles Published in JIBS and in CCM 

 
Source: Stahl and Tung (2015, p. 401). 

Table 5 shows that Cultural Distance has been measured using Kogut and Singh 

(1988) composite index which has been the most frequently used in the literature (Samiee, 

2013; Dikova & Brouthers, 2016) despite some criticism (Shenkar, 2012). 

Therefore, most alternatives for computing distances derive from the Pythagorean 

Theorem or Euclidian Distance which compute separation of two points in a directionless 

and straight-line manner. Although there seems to be a growing concern of the usefulness of 

the distance construct and theoretical debate regarding its basic assumptions (Verbeke, van 

Tulder, & Puck, 2017), the recent inconsistent results from empirical studies reveal that very 
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little has been done in practical terms to overcome these limitations. Despite of all the 

critiques related to the asymmetrical aspects of the differences when comparing countries 

(Shenkar, 2001), a review of the empirical studies indicates that most employ the Kogut and 

Singh (1988) index or a variation based on Euclidian distance (Berry, Guillén, & Zhou, 2010; 

Dikova & Brouthers, 2016; Drogendijk & Slangen, 2006; Samiee, 2013; Stahl &Thung, 

2015).  

 

2.2.2.1 Overcoming the Limitations of the Distance Construct 

 

Although recently many have challenged the depth (Dow, 2017), the methodological 

and conceptual aspects related to the distance construct (Verbeke, van Tulder & Puck, 2017), 

these critiques indicate an urgent need to identify alternatives for addressing these 

shortcomings. In this thesis I review the major critiques and provide an alternative for 

comparing countries that that address the theoretical and methodological limitations of the 

options currently available. Much of the recent debate has focused mainly on the specific 

criteria employed to compare countries ranging from objective and subjective measurements 

of psychic distance (Magnani, Zucchella & Floriani, 2018), national culture distance (Kogut 

& Singh, 1988), institutional distance (Kostova, 1999), regulatory distance (La Porta, Lopez-

de-Silanes & Shleifer, 2006),  governance and formal institutions (Wernick et al., 2009,  

Gani, 2007, Globerman & Shapiro, 2003, Mengistu & Adhikary, 2011, Stein & Daude, 2001; 

Kaufmann, Kraay & Mastruzzi, 2010), geographic distance between countries (Berry, 

Guillén, & Zhou, 2010), geographic distance between capital cities (Campbell, Eden, & 

Miller, 2012; Slangen & Beugelsdijk, 2010),economic distance (Tsang & Yip, 2007), 

technology distance (Vassolo, Anand & Folta, 2004), knowledge distance (Farjoun, 1998) 

and a combination of those such as the CAGE framework (Ghemawat, 2001). I consider that 

these are important contributions focusing on specific aspects of Psychic Distance as the 

concept was first introduced to explain the internationalization of firms by Johanson and 

Vahlne (1977) and Johanson & Wiedersheim-Paul (1975). 

However, this thesis focuses on the implications related to different aspects within the 

institutional theory (Scott, 1995), as they became essential for analyzing the strategy and 

outcomes of internationalization in today’s global economy (Dunning & Lundan, 2008).  In 

addition, within the institutional framework, I attempt to broaden the analysis by focusing on 
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the implications of both, Formal Institutional and Cultural Distances, as these two elements 

are known to affect the internationalization patterns and outcomes and I argue their 

interaction is an important aspect that has been underinvestigated. Particularly for the case of 

differentiating how emerging market and developed country firms might be affected by the 

two distances, addressing the implications of both should provide a more complete 

explanation when compared to focusing in either distance in isolation. Although Raymond 

Vernon (quoted in Wilkins, 1986, p. 202) indicated that “The multinationalizing trend (is) 

widely recognized as similar in nature irrespective of the nationality of the parent company.” 

nowadays there are evidences that emerging market and developed country firms should be 

treated differently. 

Considering that emerging markets and developed countries differ to a great extent in 

respect to the quality of formal institutions, when it comes to investigating the implications 

of Formal Institutional Distance, authors have demonstrated that any attempt to verify its 

effects without considering the direction produce unreliable results (Hernández & Nieto, 

2015; van Hoorn & Maseland, 2016). In the same manner, regarding the implications of 

Cultural Distances, studies have found its effects to be asymmetric, depending on the 

observer’s perspective (Magnani, Zucchella & Floriani, 2018; Selmer, Chiu & Shenkar, 

2007). 

In this thesis, I build upon the asymmetrical properties of distance and measure both 

Formal Institutional and Cultural Distances, considering not only their magnitude but also the 

direction. In addition to that I advance this discussion by recommending that there might be a 

two-sided aspect related to the concept of distance.  Therefore, I agree that the distance 

between two countries should be asymmetric (Shenkar, 2001) but also extend that to the 

intrinsic characteristics within each dimension by indicating that distances in opposite 

directions might produce different but not necessarily opposite effects (therefore 

asymmetric). In that sense, simply including the signal to represent the direction of the 

distance may lead to inconsistent results as there may not be a continuum when the distance 

shifts from positive to negative.  

In this sense, asymmetry indicates that the same distance from point A to point B may 

be perceived differently from point A if compared to the perception of distance observed 

from point B. This means that B may find A more similar or easier to associate with when 

compared to A’s impression about B.  When addressing these implications from a multi-
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country perspective, the divergence in A’s and B’s perceptions result from the differences in 

scores between the two countries. Thus, distance towards one direction such as moving from 

a home country that scores low, and operating in a host country that scores high, in a specific 

comparison dimension may produce different (opposite) or perhaps the similar effects when 

distance is in the opposite direction. Moreover, attempting to measure distance in opposite 

directions using a single scale (variable) is biased because it conditions the effects of 

distances in opposite direction as either same or opposite.  

 

2.2.3 Cultural Distance 

 

This section provides a review of studies related to Cultural Distance and its 

implications to the outcomes of internationalization. Cultural Distance can be defined as “the 

extent to which the shared norms [ideas, beliefs] and values in one country differ from those 

in another” (Drogendijk & Slangen, 2006, p. 362). Based on the previous discussion that 

attempts to address the critiques initiated by Shenkar (2001), the review shows that this 

definition is incomplete as it fails to address asymmetrical aspects of distance. 

 

2.2.3.1 Cultural Distance Studies 

 

When investigating the implications of cultural distance to the outcomes of 

internationalization, Stahl and Thung (2015) performed a content analysis of 1141 articles 

published in the Journal of International Business Studies in the 24-year period between 1989 

and 2012 and reveal that in the IB literature there is a tendency towards emphasizing the 

adverse outcomes associated with cultural differences. In the same manner, Beugelsdijk, 

Kostova, Kunst, Spadafora and van Essen (2018, p. 90) performed the most comprehensive 

meta-analysis study on cultural distances studies to date and found that “cultural distance has 

a strong negative effect on subsidiary performance”. Therefore, findings and theoretical 

arguments conform to the Liability of Foreignness (Zaheer, 1995) in a way that national 

cultural distance creates barriers for transferring key capabilities and constrains 

communication between firm and the foreign market and therefore have a negative impact on 

performance (Reus & Lamont, 2009). By making the assumption that regardless of the 

characteristics of the cultural distance, it should impact in a negative manner the outcomes of 
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internationalization, Kogut and Singh (1988) index, and its variations, should provide a 

satisfactory alternative for computing distance as it conforms to these arguments. However, 

there is a growing divergence from these results. Figure 7 shows that more recent articles are 

more likely to make neutral/mixed assumptions and less likely to make negative assumptions 

when compared to previous articles. 

Figure 7. Content-analytic results for three analysis periods in JIBS: Theoretical Papers 

 
Source: Stahl and Tung (2015, p. 397). 

Results presented in Figure 7 confirm what Cameron and Caza (2003, p. 7) suggest in 

a sense that “the conscious examination of positive phenomena is vastly underrepresented in 

organizational science”. Moreover, Stahl and Tung (2015, p. 397) conclude by saying that 

their findings reveal a “large disconnect between the theoretical assumptions of empirical 

papers and the actual research findings, which suggests that there is a tendency among 

authors to focus in their theory building mainly on the negative aspects associated with 

cultural differences, while empirical studies that actually examined the impact of cultural 

differences displayed a more complex and mixed picture”. 

Some studies, using qualitative approach based on managers’ perception, such as 

Vaccarini et al. (2017) focus on the “opportunities” rather than the cost associated to 

“distances” created by cultural diversity. Therefore, the recent trend towards mixed and 

positive implications could be an indication that firms start to understand the important of 

managing diversity in a way that not only minimizes the negative implications, but also can 

work to the firm’s advantage. 
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In addition to that, the asymmetrical properties of Cultural Distance have been 

empirically verified in studies that focus in comparing the effects using pair of countries. 

Selmer, Chiu and Shenkar (2007) compared the implications of Cultural Distance to US 

expatriates in Germany and German expatriates in the USA. The study found that German 

expatriates found it easier to adjust comfortably in the United States when compared to the 

25 American expatriates in Germany that indicated that cultural differences created 

substantial challenges suggesting a significant asymmetry for the distances when verified in 

the opposite directions. The asymmetrical aspects of Cultural Distance were also identified 

by Magnani, Zucchella and Floriani (2018) using a qualitative approach verified that the 

distance was perceived differently by Brazilians and Italian Executives. 

Thus, there are significant indications that important aspects related to the 

implications of Cultural Distances cannot be capture by the current metrics employed in the 

majority of quantitative studies investigating the phenomenon. Therefore, attempting to 

measure distance using a single scale that assumes either same or opposite effects for 

Cultural Distances in different directions will certainly fail to capture its asymmetric 

behavior. 

 

2.2.3.2 Cultural Distance Measures (Indicators) 

 

When reviewing the alternatives to measure Cultural Distance, authors indicate that: 

 Cultural distance dimensions refer to national/societal values on which nations or 

societies tend to differ, as identified in major works, such as Schwartz’ value survey 

(1994), Inglehart and Associates’ World Values Survey (www.worldvaluesurvey.org; 

Inglehart, 1997) and Trompenaars and Hampden-Turner (1997), in addition to 

Hofstede’s cultural characteristics and the GLOBE project.  Cultural distance 

measures refer to operational parameters that can be used as proxies for these 

dimensions and allow estimating scores (albeit in an imperfect fashion) to gauge the 

extent to which countries differ on cultural dimensions. Such measures can take the 

form of compound indices that bundle distance scores for individual cultural 

dimensions, for example, operational instruments such as the Kogut-Singh (K-S) and 

other indices. (Tung & Verbeke, 2010, p.1260) 
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Although there are several alternatives that provide different indicators to compare 

countries, this section focuses on Hofstede’s National Culture characteristics. Despite all the 

critiques, Hofstede (1980) is still the best alternative as it has been validated by several 

studies, focusing on cultural values which are the more stable aspects of culture, and its 

reliability, and usefulness has been confirmed over time in a wide variety of settings 

(Hofstede, 2001; Deephouse, Newburry, & Soleimani, 2016; Kirkman, Lowe, & Gibson, 

2006; Li, & Parboteeah, 2015; Oyserman, Coon, & Kemmelmeier, 2002). Next, I provide a 

review of Hofstede’s National Culture Dimensions which highlight the characteristics of 

each dimension.  

Power distance (PDI):   

According to Hofstede, power distance represents "the extent to which the less 

powerful members of institutions and organizations within a country expect and accept that 

power is distributed unequally" (Hofstede, 1994, p. 28). It represents inequality being defined 

from below, not from above in a way that a society level of inequality is endorsed by both, 

the leaders and followers. Additionally, as an example, Hofstede indicates that in a high 

power distance society, children might socialize toward obedience whereas in a low power 

distance society they would be oriented towards taking initiative. Figure 8 shows how 

countries differ in terms of Power Distance. 

Figure 8. Power Distance World map. 

Source: Geert Hofstede website. 
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Figure 8 shows that Power Distance in Latin America is high, particularly when 

compared to North America and Scandinavian countries. Therefore, firms from low power 

distant countries, when operating in Latin America need to adjust their managing practices as 

employees in high power distance countries might not be willing to voluntarily participate in 

the decision making as they expect to be told how to proceed (Khatri, 2009). 

Table 6 presents the characteristics of high and low power distance societies. 

Table 6. Characteristics of Low and High Power Distance Societies 

 
 Source: Hofstede, Hofstede and Minkov (2010, p. 83). 
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The differences between high and low power distance societies presented in Table 7 

indicate that developed countries and emerging markets may have differences in term of 

power asymmetry in a sense that in developed countries power is more equally distributed 

while in less developed countries the distinction between who holds the power and who 

follow orders needs to be ensured. Therefore, Scott (2013, p. 121) recommends that 

organizations ‘‘create hierarchical frameworks to exert direct coercive and regulatory 

authority over their paid personnel.’’ In addition to that, Hofstede (1980) argues that power 

distance may be higher in activities and tasks that require lower qualification. In that sense, 

the effects of distances in terms for this dimension might be conditioned to characteristics of 

the workforce of the industry in which the firm operates. Thus, organizational structure needs 

to conform to the context in which the subsidiary operates. This is highlighted by Deephouse, 

Newburry and Soleimani (2016) in a way that “Members of cultures having a higher power 

distance may be more comfortable with the hierarchical nature of corporations and therefore 

view corporations more favorably. Members of cultures having a lower power distance may 

feel sympathetic with egalitarian ideas and be more critical of corporate hierarchies”. 

Uncertainty avoidance (UAI): 

This dimension of national culture represents a society’s tolerance for ambiguity. It 

measures the extent to which members of a society feel either uncomfortable or comfortable 

dealing with unstructured situations. According to Hofstede, unstructured situations are 

novel, unknown, surprising, and different than usual. Another important characteristic of 

uncertainty-avoiding cultures is that these societies try to minimize the possibility of 

“surprising” (unpredicted) situations by following strict laws and rules, by safety and security 

measures, and, on the philosophical and religious level, by a belief in absolute Truth: “There 

can only be one Truth and we have it.” Hofstede posit that uncertainty avoidance can be 

represented as "the extent to which the members of a culture feel threatened by uncertain or 

unknown situations." (Hofstede, 1994, p. 113). 

According to Hofstede, “people in uncertainty-avoiding countries are also more 

emotional and are motivated by inner nervous energy. The opposite type, uncertainty-

accepting cultures are more tolerant of opinions different from what they are used to; they try 

to have as few rules as possible, and on the philosophical and religious level they are 

relativist and allow many currents to flow side by side.” (Hofstede & McCrae, 2004, p.62) 

Figure 9 shows how countries differ in terms of Uncertainty Avoidance. 
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Figure 9. Uncertainty Avoidance World map. 

 
Source: Geert Hofstede website. 

 Figure 9 shows that Uncertainty Avoidance is high in Latin American countries 

particularly North America and some Asian countries.  According to Hofstede, Hofstede and 

Minkov (2001, p. 221) “Uncertainty-avoiding cultures also have a strong belief in expertise 

on the work floor; their organizations contain more specialists. Uncertainty accepting 

cultures have an equally strong belief in common sense and in generalists; a well-known 

example is the British tradition of considering the study of classic literature at a good 

university a valid entry ticket for a business management career.” 

 Table 7 presents a brief description of the characteristics associated to societies that 

score weak and strong on Uncertainty Avoidance. 
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Table 7. Characteristics of Weak and Strong Uncertainty Avoidance Societies 

 
Source: Hofstede, Hofstede and Minkov (2010, p. 217). 

Table 7 presents the characteristics of weak and strong uncertainty avoidance 

societies. In strong uncertainty-avoidance societies, laws, rules, and regulations are 

mechanisms developed to prevent uncertainties in the behavior of people. Li and Parboteeah 

(2015) argue that managing uncertainty is an important business concern as it affects 

business decisions and outcomes.  In a strong Uncertainty-avoiding society there should be 

more formal laws and informal rules controlling the rights and duties of employers and 

employees. In addition to that, firms in these societies also have more internal regulations 
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controlling the work process, although in this case the power distance level plays a role too 

(Hofstede, Hofstede & Minkov, 2010). 

Individualism versus Collectivism (IDV): 

In individualist societies “the ties between individuals are loose: Everyone is 

expected to look after himself or herself and his or her immediate family. In collectivist 

societies, people are integrated from birth onward into strong, cohesive in-groups, often 

extended families (with uncles, aunts, and grandparents), protecting them in exchange for 

unquestioning loyalty. The word collectivism in this sense has no political meaning: It refers 

to the group, not to the state” (Hofstede & McCrae, 2004). This is an indication that being 

part of a group is important in collectivist societies. Foreign multinational subsidiaries should 

be aware of that in a sense that when operating in countries with collectivist cultures, being 

legitimated and accepted by local groups should have important consequences for the success 

of operations. 

Figure 10 from Geert Hofstede website presents the scores for the Individualism 

versus Collectivism dimension for the countries which data is available. 

Figure 10. Collectivism - Individualism World map. 

 
Source: Geert Hofstede website. 

Figure 10 shows that when compared to North America and Western Europe, Latin 

American countries are far less individualistic. According to Hofstede, Hofstede and Minkov 

(2010) a country’s individualism score can be fairly accurately predicted from two factors: 

x The country’s wealth (richer countries associated with higher IDV) 
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x Its geographical latitude (countries closer to the equator associated with lower IDV) 

The same authors indicate that wealth measured in terms of GNI per capita at the time of 

the IBM surveys explained 71 percent of the differences in IDV scores for fifty countries 

included in the original study.  Additionally, Hofstede, Hofstede and Minkov (2010, p. 134) 

indicate that “As far as the poor countries of the world are concerned, they cannot be 

expected to become more individualist as long as they remain poor. Also, if differences in 

wealth between rich and poor countries continue to increase (as in many instances they do), 

gaps on the individualism-collectivism dimension can only increase further.”  

In order to contrast the characteristics of both societies Table 8 presented next 

provides a brief description of cultural characteristics in both societies. 
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Table 8. Collectivist and Individualistic Characteristics at School, Workplace and ICT 

 
Source: Hofstede, Hofstede and Minkov (2010, p.124). 

In addition to the characteristics presented in Table 8, Harry Triandis a Cross-cultural 

psychologist at Cornell University indicates that cultures that score on collectivism tend to 

focus on loyalty, conformity, obedience and acceptance of the established rules and roles 

within the family and the society (Triandis, 1989, 1995; Triandis & Gelfand, 2012). The 
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same author recommends that in collectivist societies, significant importance is placed on the 

group over the individual. 

Table 8 shows that the dynamics of this dimension evolves from early stages of a 

person’s existence in a way that ‘‘people from birth onwards are integrated into strong, 

cohesive in-groups, which throughout people’s lifetimes continue to protect them in 

exchange for unquestioning loyalty’’ (Hofstede, 2001, p. 225). Accordingly, Hofstede (1983) 

indicates that in collectivist countries, employees are loyal to their jobs, as they consider that 

their employer is reciprocal providing them with protection as this is the natural behavior in a 

in-group setting. Therefore, Hofstede (1983) recommends that in a collectivist society, this 

reciprocal trust and commitment becomes a "moral" condition that must be respected. Kerr, 

Harbison, Dunlop and Meyers (1960) observe that in managerial style, this condition 

conforms to a welfare-oriented and paternalistic behavior. 

Masculinity versus Femininity (MAS): 

Another fundamental problem in any society that has a range of solutions relates to 

the different emotional roles which are attributed to different sexes. According to Hofstede 

and McCrae (2004), the  findings from the IBM studies indicated that (a) women’s values 

differ less among societies than men’s values; and (b) men’s values vary along a dimension 

from very assertive and competitive and maximally different from women’s values on one 

side to modest and caring and similar to women’s values on the other. Hofstede (1980) 

termed “masculine” the more assertive pole while the modest, caring pole was called 

“feminine.”  According to Hofstede "masculinity pertains to societies in which social gender 

roles are clearly distinct (i.e., men are supposed to be assertive, tough, and focused on 

material success whereas women are supposed to be more modest, tender, and concerned 

with the quality of life); femininity pertains to societies in which social gender roles overlap 

(i.e., both men and women are supposed be modest, tender, and concerned with the quality of 

life)." (Hofstede, 1994, p. 82-3) Figure 11 shows how countries differ in terms of 

Masculinity. 
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Figure 11. Femininity - Masculinity World map. 

 
Source: Geert Hofstede website. 

Differently to what has been identified for Individualism, the country scores for 

masculinity are unrelated to a country’s degree of economic development as in Figure 11 

there are rich and poor masculine and rich and poor feminine countries. 

Table 9 provides a comparison between Masculine and Feminine cultural 

characteristics and their implications at the workplace. 
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Table 9. Feminine and Masculine Cultures at Workplace 

 
Source: Hofstede, Hofstede and Minkov (2010, p. 170). 

Table 9 summarizes the differences in masculine and feminine societies at the 

workplace. According Hofstede, Hofstede and Minkov (2010) there are implications to the 

characteristics and the type of business such that: 

masculine and feminine countries excel in different types of industries. Industrially 

developed masculine cultures have a competitive advantage in manufacturing, 

especially in large volume: doing things efficiently, well, and fast. They are good at 

the production of big and heavy equipment and in bulk chemistry. Feminine cultures 

have a relative advantage in service industries such as consulting and transportation, 

in manufacturing according to customer specification, and in handling live matter 

such as in high-yield agriculture and biochemistry. (Hofstede, Hofstede & Minkov 

(2010, p. 169) 
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Additionally, at the workplace, masculine societies provide incentives to challenges, 

advancement, recognition, higher earnings potential tied to performance achievement, and 

therefore promotes the competition among colleagues (Hofstede, 2001; Newburry & Yakova, 

2006). 

Table 10 presents a summary of the characteristics for each of the 4 dimensions in 

Hofstede (1980) in family, at school and workplace settings. Understanding the dynamics 

and characteristics in each of the different socialization stages throughout a person’s life is 

important as it helps verifying the relationship between the different aspects of culture 

(values and practices).  

Table 10. Characteristics for Hofstede's (1980) National Culture Dimensions 

  
  

Power Distance Collectivism/Individualism Feminine/Masculine Uncertainty Avoidance 

Small Large Collectivist Individualistic Feminine Masculine Weak Strong 

In Family 

Children 
encouraged to 
have will of 
their own. 
Parents treated 
as equals. 

Children 
educated 
towards 
obedience to 
parents. 
Parents treated 
as superiors. 

Education 
Towards “we” 
consciousness. 
Opinions pre-
determined by 
group. 
Obligations to 
family or in 
group: harmony, 
respect, shame. 

Education 
towards "I" 
consciousness. 
Private opinion 
expected. 
Obligations to 
self:  
self-interest, 
self-
actualization, 
guilt 

Stress on 
relationships 
Solidarity. 
Stress on 
achievement. 
Competition. 
Resolution of 
conflicts by 
compromise 
and 
negotiation. 

Stress on 
achievement 
Competition. 
Resolution of 
conflicts by 
fighting them 
out. 

What is 
different, is 
ridiculous or 
curious. 
Ease, 
indolence, 
low stress. 
Aggression 
and 
emotions 
not shown. 

What is 
different, is 
dangerous. 
Higher 
anxiety and 
stress. 
Showing of 
aggression 
and 
emotions 
accepted. 

At School 

Student-
centered 
education 
(initiative). 

Teacher-
centered 
education 
(order). 
Learning 
represents 
personal 
"wisdom" from 
teacher (guru) 

Learning is for 
the young only. 
Learn how to do. 

Permanent 
education. 
Learn how to 
learn. 

Average 
student is 
norm. 
System rewards 
students’ social 
adaptation. 
Student’s 
failure at 
school is 
relatively minor 
accident. 

Best students 
are norm. 
System 
rewards 
students’ 
academic 
performance. 
Student’s 
failure at 
school is 
disaster may 
lead to 
suicide. 

Students 
comfortable 
with: 
Unstructured 
learning 
situations; 
Vague 
objectives; 
Broad 
assignments; 
No 
timetables. 
Teachers 
may say “I 
don’t know”. 

Students 
comfortable 
with: 
Structured 
learning 
situations; 
Precise 
objectives; 
Detailed 
assignments; 
Strict 
timetables. 
Teachers 
should have 
all the 
answers. 

(continued)
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(continued) 

At the 
Workplace 

Hierarchy 
means an 
inequality of 
roles, 
established for 
convenience. 
Subordinates 
expected to be 
consulted. 
Ideal boss is 
resourceful 
democrat. 

Hierarchy 
means 
existential 
inequality. 
Subordinates 
expect to be 
told what to 
do.  
Ideal boss is 
benevolent 
autocrat (good 
father).  

Value standards 
differ for in-
group and out-
groups: 
particularism. 
Other people 
are seen as 
members of 
their group. 
Relationship 
Prevails over 
task. 
Moral model  

Same value 
standards 
apply to all: 
Universalism 
Other people 
seen as 
potential 
resources. 
Task prevails 
over 
relationship. 
Caculative 
model of 
employer-
employee 
relationship. 

Assertiveness 
ridiculed 
Undersell 
yourself. 
Stress on life 
quality 
Intuition. 

Assertiveness 
appreciated. 
Oversell 
yourself. 
Stress on 
careers. 
Decisiveness. 

Dislike of 
rules - 
written or 
unwritten. 
Less 
formalization 
and 
standardizati
on. 

Emotional 
need for 
rules - 
written or 
unwritten. 
More 
formalization 
and 
standardizati
on. 

Source: Adapted from Hofstede (2011). 

Besides the 4 original dimensions in the Hofstede Model, a 5th dimension, Long Term 

versus Short Term Orientation was introduced and later a 6th dimension called Indulgence 

versus Restraint was identified. 

Although Cultural Distance is unquestionably an important construct in the IB 

literature, the growing proportion of inconsistent findings from empirical studies (Stahl & 

Tung, 2015) reveal that our understanding of distance has advanced very little since Shenkar 

(2001) criticized its main assumptions. When reviewing Shenkar (2001) recommendations 

regarding the limitations of Cultural Distance construct, Tung and Verbeke (2010, p. 1262) 

synthesize the critiques in ten common assumptions on cultural distance dimensions and 

measures in applied IB and management research which are organized by the authors in the 

following manner: 

Type I: Generic limitations 

1. Symmetry in scores for distance measures between countries 

2. Stability of cultural distance dimensions/scores for distance measures over time 

Type II: Remediable weaknesses in empirical research design 

3. Linear relationship between scores for distance measures and selected dependent 

variables 

4. Unambiguous causal linkage between cultural distance dimensions/scores and 

managerial choice 
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5. Unambiguous causal linkage between cultural distance dimensions/scores and 

performance outcomes 

6. Equivalence between cultural distance and psychic distance 

Type III: Weaknesses requiring re-conceptualization 

7. Mask 1. Homogenous impact of cultural distance dimensions/scores irrespective of 

intra-country spatial variation 

8. Mask 2. Systematically negative impact of cultural distance dimensions/scores 

9. Mask 3. Homogenous impact of (national) cultural distance dimensions/scores, 

irrespective of firm characteristics 

10. Mask 4. Appropriateness of aggregating individual (cultural) distance 

dimensions/scores in indices 

By performing “the most comprehensive review and meta-analysis of the literature on 

cultural distance and firm internationalization to date”, Beugelsdijk, Kostova, Kunst,  

Spadafora and van Essen (2018, p. 90)  indicate that “cultural distance has a strong negative 

effect on subsidiary performance but no effect on the performance of the whole multinational 

company. In addition, we find that the effects of cultural distance are not sensitive to time”. 

These findings agree with Cuervo-Cazurra and Genc (2011) who posit that cultural distance 

is an example of obligation dimension, which regardless of the direction of the distance 

always represent a cost for adjusting as there is not a way to compare countries in terms of 

more or less developed culture. The authors state that:  

 Moreover, on these dimensions the direction of movement does not matter; moving 

from Country A to Country B is equally disadvantageous as moving in the opposite 

direction. Cultural attitudes are an example of obligating dimensions. A country 

cannot be considered to have a more developed culture because it scores higher 

values on a scale of cultural attitudes; it merely has different cultural attitudes. When 

the firm moves to a country with different cultural attitudes, it has to develop 

knowledge about how to operate there. .... Further, these costs are the same regardless 

of the direction of movement. (Cuervo-Cazurra & Genc, 2011, p. 445) 

Although the majority of empirical work for the implications of Cultural Distance 

point to negative effects (Beugelsdijk, Kostova, Kunst, Spadafora & van Essen, 2018; Stahl 

& Thung, 2015), more recently there seems to be a growing number of studies pointing to 

different effects. As an example, some researchers argue that this could relate to firms 
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learning how to take advantage of opportunities created by cultural diversity (Vaccarini et al. 

2017). Others have provided a different explanation by showing that the implications of 

cultural distance depend on the perception in a way that its effects are asymmetric (Selmer, 

Chiu & Shenkar, 2007; Magnani, Zucchella & Floriani, 2018). Tung and Verbeke (2010, p. 

1263) also raise the concern regarding the direction of cultural distance, emphasizing that “it 

is then still important to specify that any empirically established relationship is 

unidirectional. Any suggestion that the same relationship would hold in the opposite 

direction should be avoided, especially if no robustness checks are performed.” Thus, these 

arguments show that computing distance in a way that attributes the same effects to distances 

in opposite directions should be avoided as there is no theoretical support for these 

assumptions. These arguments (Tung & Verbeke, 2010) and evidences (Selmer, Chiu & 

Shenkar, 2007; Magnani, Zucchella & Floriani, 2018) indicate that a firm from country A 

may find it easier to accommodate for example a high Power Distance score in country B, 

while a firm from country B may not agree that it is equally easy to adjust to the lower Power 

Distance score in country A. Therefore, firms from these two countries would be affected in 

different ways when the direction of Cultural Distance is taken into consideration as the 

implications of distances in opposite directions are asymmetric. 

Moreover, studies have indicated that some cultural characteristics may be associated 

to economic growth and institutional development (Gorodnichenko & Roland, 2011; Klasing, 

2013; Maseland, 2013) showing that some cultures may provide better conditions for doing 

business (Zaheer et al., 2012). Maseland, Dow and Steel (2018, p.7) argue that "technically, 

this is a profile effect not a distance effect (i.e., a characteristic of one country rather than the 

difference between two countries)". The same authors indicate that the “distance–profile 

conflation is also arguably one of the fundamental factors underlying the issue of asymmetry 

in distance research”. The “observed asymmetric effects may be a result of direct profile 

effects being mistaken as distance effect” (Maseland et al., 2018, p.9), so, besides the 

implications of cultural similarities between home and host countries, it should be expected 

that distances towards countries with cultural characteristics that promote economic 

development should produce different effects on performance when compared to cultural 

distances towards countries with cultural characteristics that do not relate to economic 

development.   Nevertheless, it cannot be ignored that the evolving dynamics within societies 

explained by path dependence does not necessarily mean that foreign multinational 
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subsidiaries will immediately benefit from operating in such environment. Thus, it may not 

be the host country profile by itself that explains the performance of foreign subsidiary firms 

as the distance between home and host countries may be a better predictor of the outcomes of 

internationalization towards distances in different directions. 

In that sense, I state that any attempt to prescribe the effects of Cultural Distance 

indicating that distances in opposite directions should produce either the same, or opposite 

effects, is still not conclusive. I argue that Cultural Distance must be measured in a way that 

does not prescribe its behavior such as when using Kogut and Singh (1988) index, which 

assumes distance in opposite directions to be the same (symmetric). Thus, I present the 

following hypothesis indicating that Cultural Distances towards opposite directions should 

produce different but not necessarily opposite effects (asymmetric). 

H1. Cultural Distance is asymmetric, therefore its effects on performance depend on the 

direction. 

When it comes to the effects for the specific dimensions of national culture, scholars 

have argued that, “not all dimensions are likely to have the same impact, or any impact at all” 

(Maseland, Dow & Steel, 2018, p.5). This is mainly because the differences between 

countries in some of the cultural dimensions might be less disruptive than others (Hofstede, 

1989). Thus, different dimensions of culture “may be more or less central, more or less 

difficult to transmit, and more or less critical to operations" (Tallman & Shenkar, 1994, p. 

108).  In that sense the different cultural dimensions should affect the performance of foreign 

multinational subsidiaries in specific manners particularly when the direction of distance is 

considered. Moreover, a granular treatment of the issue should reveal which distances in 

terms of national cultural dimensions, and how they affect the performance of foreign 

multinational subsidiaries.  

H1a. The Cultural Distance dimensions have different effects on the performance of foreign 

multinational subsidiaries. 

In addition to deepening the understanding for the effects of Cultural Distances this 

study investigates the implications of Formal Institutional Distance on the performance of 

foreign multinational subsidiaries.  
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2.2.4 Formal Institutional Distance 

  

 Although Cultural Distance has been widely employed for comparing different 

countries, recent studies (Shenkar, Luo &Yeheskel, 2008, Shenkar, 2001) have pointed to the 

limitations of the concept and suggested the use of the broader concept of Institutional 

Distance (Peng, 2001; Shenkar, 2001; Xu &Shenkar, 2002). As formal institutions are known 

to change in a faster pace when compared to cultural values (North, 1990; Scott, 1995), 

including Formal Institutional Distances and performing the tests in a longitudinal way, 

addresses the shortcomings of cultural stability over time (Shenkar, 2001; Tung and Verbeke, 

2010). Thus, by considering the direction of Formal Institutional Distances provides the 

means to compare how emerging markets and developed country firms might be affected in 

different manners as these firms differ to a great extent in terms of quality of formal 

institutions in their home countries. 

 When considering the implications of the Formal Institutional Distance to the 

internationalization of firms, Scott (1995) indicates that multinational companies when 

entering foreign markets face a complex environment involving regulations, normative and 

cognitive conditions associated with the mechanisms of operation and interaction between 

the company and the host market. 

 

2.2.4.1 Formal Institutional Distance Studies 

 

The term “Institutional Distance” was introduced by Kostova (1999) and represents 

the degree of similarity or difference between the firm’s home country and the host country 

verified in terms of regulatory, normative and cognitive aspects of the institutional 

environments in the two countries. Thus, Formal Institutional Distance focuses on the 

comparison of countries based of formal aspects (North, 1990) within the institutional 

framework. 

When considering the different levels of formality (North, 1990) and pillars (Scott, 

1995) within the institutional environment, Kostova and Zaheer (1999) argued that 

regulatory, normative and cognitive distances are distinct constructs that should have 

different implications to the internationalization of firms.  This recommendation was later 
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empirically confirmed by several studies (Xu and Shenkar, 2002; Xu et al., 2004, Thomé, 

Medeiros & Hean, 2017). Table 11 presents empirical studies with contrasting results 

regarding the implications for Formal Institutional Distance to the performance of firms. 

Table 11. Empirical Studies Review for Formal Institutional Distance and Impact on 
Performance 

Variable Author 
Impact on 

Performance 

Formal 
Institutional 
Distance and 
Performance 

Hernández e Nieto (2015) 
Zaheer, Schomacker e Nachum (2012)  

Cuervo-Cazurra e Genc (2012) 

 
Implications of 

Direction (+ or -) 
  

Aguilera-Caracuel, Fedriani and Delgado-Márquez 
(2014) Negative (*) 

Aguilera-Caracuel et al. (2013) Negative (*) 
Ma, Tong and Fitza (2013) Negative (*) 
Ramsey and Bahia (2013) Negative (*) 

Yang, Martins and Driffield (2013) Negative (*) 

Higón and Antolín (2012) Negative (*) 
Salomon and Wu (2012) Negative (*) 
Tang and Rowe (2012) Negative (*) 

Hilmersson (2009) Negative (*) 
Du (2009) Negative (*) 

Mikael Hilmersson (2009) Negative (*) 
 

Table 11 presents some studies that verified empirically the implications of Formal 

Institutional Distance to the performance of subsidiaries in foreign countries. When verifying 

how International Business studies have approached the institutional determinants of the 

performance of subsidiaries, authors have employed different indicators (Du, 2009), such as 

country risk, governance indicators, world competitiveness indicators and cultural distance 

(Barkema & Vermeulen, 1997; Das & Teng, 2003; Giora, Alistar & Anderson, 2008). 

However, it seems that the effect of different measurements of the institutional distance 

pointed to different results, as well as to controversial impacts (Beamish & Lupton, 2009). 

Formal Institutional Distance measures the distance in terms of regulatory quality 

between the firm home and the host country in which the subsidiary operates. Formal 

institutional distance has been measured using different perspectives such as the Dow index 

(Dow and Karunaratna 2006), the World Competitiveness Yearbook used by Gaur and Lu 
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(2007), Kaufmann index (Kaufmann et al. 2007) and indices based on the International 

Country Risk Guide (Hahn et al. 2009). 

Hernández and Nieto (2015) indicate that one of the most used databases for 

addressing the formal aspects within the institutional framework, particularly the regulative 

dimension is the Governance Matters VIII, compiled by Kaufmann, Kraay, and Mastruzzi 

(2009). The database includes the World Governance Indicators which presents 6 variables 

computed based on several hundred individual variables measuring perceptions of 

governance, drawn from 35 separate data sources constructed by 33 different organizations 

from around the world. The World Governance Indicators database includes more than 212 

countries and has been extensively used in the literature to analyze empirically the impact of 

regulatory or formal institutions (Dikova & Van Witteloostuijn, 2007; Hernández & Nieto, 

2015; Globerman & Shapiro, 2003; Kolstad & Wiig, 2012; Pogrebnyakov & Maitland, 2011; 

Slangen & Beugelsdijk, 2010; Slangen & van Tulder, 2009). World Governance Indicators 

are updated annually allowing verification on how Formal Institutional Distance between 

countries changes from year to year. This is particularly important when investigating firms 

operating in emerging markets as formal institutional conditions may improve or deteriorate 

in a short period of time. In addition to that, the World Governance Indicators focus on the 

quality of rules, laws and enforcement characteristics which relate to the formal aspects 

within the institutional environment (North, 1990). Thus, in this thesis Formal Institutional 

Distance is assessed using Kaufmann’s Worldwide Governance Indicators (WGI), which has 

been most popularly used in this context (Dikova, 2009; Kolstad and Wiig, 2012). The 

variables included in the World Governance Indicators present a score ranging from -2.5 and 

+2.5, with higher scores indicating higher levels of quality of governance. The WGI 

dimensions include:  

Voice and Accountability (WGIVOICE) which represents the freedom of speech and the 

participation of the society in selecting their government as well as freedom of expression, 

freedom of association, and a free media.  

Regulatory Quality (WGIREG) the ability of the government to formulate and implement 

sound policies and regulations that permit and promote private sector development.  

Rule of Law (WGIRULE) measures 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.  
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Political Stability and Absence of Violence/Terrorism (WGIPOL) represents the 

perceptions of the likelihood that the government will be destabilized or overthrown by 

unconstitutional or violent means, including domestic violence and terrorism.  

Government Effectiveness (WGIGOV) the 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 implementation, and the credibility of the government’s commitment to such 

policies.   

Control of Corruption (WGICC) reflects the 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.  

The six dimensions in the World Governance indicators can be grouped into 3 

categories (Kaufmann et al. 2010), which represent the “traditions and institutions by which 

authority in a country is exercised.  This includes (a) the process by which governments are 

selected, monitored and replaced; (b) the capacity of the government to effectively formulate 

and implement sound policies; and c) the respect of citizens and the state for the institutions 

that govern economic and social interactions among them.”  Additionally, studies have 

combined the 6 variables into a single index in order to represent the institutional quality of a 

country (Gaur, Delios, & Singh, 2007; Gaur & Lu, 2007; Globerman & Shapiro, 2003; Xu et 

al., 2004). The arguments for doing so relate to the fact that there is a high correlation among 

the 6 variables indicating that when their effects are tested, these variables should be 

included in separate models. 

In addition to the different alternatives used to compute Institutional Distances, 

authors have started to discuss how these distances may affect in different manners emerging 

market and developed country firms in different contexts. As a response to that, authors 

including Zaheer, Schomaker and Nachum (2012) and Hernández and Nieto (2015) indicate 

that not only the magnitude but also the direction of the distance should be considered.  In the 

same manner, Cuervo-Cazurra and Genc (2011) recommend reviewing the basic assumption 

associated to the institutional distance construct as it considers distance to be directionless 

and symmetric. Authors (Cuervo-Cazurra & Genc, 2011; Shenkar, 2001) have also criticized 

the construct because it only assumes that the condition represents a liability (Zaheer, 1995) 

and therefore has a negative impact on firms’ operations. When operating in developing 

economies, market-supporting institutions are less developed which constrains the strategic 
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choices of firms (Khanna & Palepu 2000; Peng, 2003; Ramamurti, 2004). These arguments 

suggest that considering the direction of the distance should have important implications to 

the analysis in a sense that companies from more developed countries could find it more 

difficult to operate in the developing economies of Latin America due to the lack of formal 

institutional support (Chan & Makino, 2007; Schwens, Eiche & Kabst, 2011) whereas 

companies from less developed countries could find the conditions in these countries to be 

similar to what they experience at home (Cuervo-Cazurra & Genc, 2011; Ramamurti & 

Singh, 2009).   

When considering the implications of the context in which the firm operates, the costs 

of running businesses in developed countries tend to be lower as these economies possess 

superior and supportive formal institutions with fewer government interventions and efficient 

enforcement mechanisms (Wu, 2014). Although there is no doubt that the quality of formal 

institutions supports and may be even considered a prerequisite for economic activity and 

development (North & Thomas, 1970), when it comes to the impact for the distance between 

home and host markets, studies show that firms can be affected in different manners (Chan & 

Makino, 2007; Schwens, Eiche & Kabst, 2011; Cuervo-Cazurra & Genc, 2011).  For 

instance, when considering the implications for a “South-North” type of investment, studies 

indicate that emerging market firms need to upgrade their capabilities to satisfy the more 

rigorous technical and quality standards to compete in more developed countries (Bartlett & 

Ghoshal, 2000; Aulakh and Kotabe 2008; Cuervo-Cazurra, 2007; Cuervo-Cazurra & Dau, 

2009). In the same manner, emerging market firms need to develop skills to attend different 

needs from more exigent and demanding stakeholders (Cuervo-Cazurra & Genc, 2012). The 

same authors indicate that, when operating in developed countries, because most emerging 

market firms are not experienced with managing conflicting sets of interests from several 

more exigent stakeholders’ groups, this could affect their performance in a negative manner. 

Since in this study I intend to capture the implications for the direction of Institutional 

and Cultural distances, I argue that their effects should present different patterns when 

comparing multinationals from developed and from emerging economies. Authors (Cuervo-

Cazurra & Genc, 2011; Hernández & Nieto, 2015) provided an alternative for dealing with 

this situation and measuring distance and its direction by including the signal in order to 

represent the direction of the distance. Moreover, Cuervo-Cazurra and Genc (2011) provide 

an alternative for investigating the implications of distance showing that it can either support 
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economic activity in case of more developed institutions in the host country or it can pressure 

firms to upgrade their capabilities in order to satisfy highly demanding stakeholders. 

However, there might be a high correlation between institutional quality and the levels of 

requirements from different stakeholders’ groups making it difficult to separate the effects of 

support and pressure dimensions to the outcomes of internationalization in different contexts. 

In addition to that, emerging market and developed country firms greatly differ in terms of 

their FSAs which should cause the performance of these organizations to be affected in 

different manners when operating in more or less developed host countries. Thus, it is 

important not only to make a clear distinction between the implications for the host country 

profile and the implications of distances but also to recognize that emerging market and 

developed country firms may be affected differently by distances when the direction is 

considered in the analysis. Moreover, in the attempt to disentangle the effects for the 

institutional distance from the implications for the institutional profile, van Hoorn and 

Maseland (2016) indicate that: 

We empirically demonstrate that this problem of distance – profile conflation applies 

to the majority of countries used as potential reference point, including (especially) 

the United States. Hence this problem has great relevance for institutional research in 

international business studies. A key implication is that the large amount of 

institutional (distance) studies in international business research that have adopted a 

single reference point research design are potentially invalid. Whatever the results 

found in such work, the attribution of effects either to the institutional profile of the 

partner country or to the institutional distance to the partner country is unfounded.  

(van Hoorn & Maseland, 2016, p. 379) 

Empirical evidences showing that the sometimes-inconsistent findings in the literature 

when addressing the implications of Formal Institutional Distance, result from measuring 

distance without considering the characteristics of country profiles. This problem results 

from studies that focus on a small number of countries as there is a confusion in attribution 

the implications of country profiles to the effects of distances. This is mainly due to the 

different contexts in which firms operate, but also due to the firms’ basic ownership 

advantages and strategies. Thus, studies that attempt to investigate the effects of distance 

should include a sufficiently large number of countries that allow credible generalizations. 

Franke and Richey (2010, p. 1275) raise the concern regarding the “questionable 
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generalizations from small numbers of countries in international business research” as the 

analysis reflects the main characteristics of the sample it should include a number of 

countries that allow producing meaningful results. Using statistical analysis, they recommend 

that “credible” generalizations in this type of studies should include a minimum of 7–10 

countries. In addition to that, the same authors recommend that researchers should never 

formulate strong conclusions about the impact of cultural dimensions on managerial choice 

or economic performance based on samples that include only one or a few countries. In that 

sense, Bae and Salomon (2010) and Beugelsdijk, Maseland and Hoorn (2015) indicate that 

the majority of distance studies focus on firms from a single institutionally homogeneous set 

of countries as this reduces the differences within the sample. 

Therefore, the inconsistent and sometimes ambiguous findings from empirical studies 

investigating the implications of distances could result from attempting to generalize the 

findings based on specific countries that may not apply to different contexts. When 

investigating how distances may affect the performance of emerging market and developed 

country firms, it is important to review important characteristics of these firms that may 

explain how they might be affected differently by distances when operating in different 

contexts. 

 

2.2.4.2 Developed versus Emerging Multinational Companies: 

 

According to Meyer and Gosse (2018), the term “emerging market” was introduced in 

1981 by Antoine W van Agtmael (Van Agtmael, 1984) as he was in search for a more 

attracting alternative to derogative term “Third World” commonly used at that time. One 

characteristic that differentiates emerging markets and developed countries is the quality of 

formal institutional development which evaluates how developed formal rules, systems, and 

enforcement mechanisms work towards reducing transaction costs and facilitate economic 

development (Brouthers, 2013). 

When comparing emerging markets and developed countries Xu and Meyer (2013) 

indicate that the following characteristics typically distinguish these countries:  

x Markets are less efficient due to less transparency, more extensive information 

asymmetries, and higher monitoring and enforcement costs. 
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x Governments and government-related entities are not only setting the rules, but are 

active players in the economy, for example through state-owned or state-controlled 

firms.  

x Network-based behaviors are common, in part as a consequence of the less efficient 

markets, but arguably also due to social traditions, and they influence how firms 

interact with each other. 

x Risk and uncertainty are high due to high volatility of key economic, political, and 

Institutional variables. Hence, businesses find it harder to predict parameters they 

need for strategic decisions, including, for example, business cycles, government 

actions, and the outcome of legal proceedings. (Xu & Meyer, 2013; p. 1323) 

Figure 12 shows different patterns of FDI and indicates the participation of emerging 

market countries not only as a destination but also as a source of FDI. This represents a new 

trend in which emerging market firms start to grow in relative sustainable way and becoming 

global competitors. This new tendency in world FDI patterns requires new explanations. 

Starting from the first decade of the year 2000, outward foreign direct investment 

(OFDI) from emerging markets has outpaced the growth in OFDI from developed countries 

(UNCTAD, 2015). This caused emerging market firms to gain the attention of the research 

community (Sauvant, 2005). Multinational companies from emerging markets started to 

develop their own strategies in order to compete in global markets with larger and more 

experienced traditional MNCs. Ramamurti and Singh (2009) indicates that the 

competitiveness of EMNCs relates to five superior Firm Specific Advantages (FSAs) 

developed by these companies: (1) developing products targeted to developing markets; (2) 

excellence in production and operations; (3) privileged access to markets and resources; (4) 

greater diversification; and (5) developing intangible assets. 
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Figure 12. Source and Destination of FDI 

 
Source: Ramamurti and Singh (2009). 

According to Ficici et al. (2014), emerging market multinationals may have 

limitations regarding their smaller size and resources when compared to developed country 

multinationals, however being able to compete in global markets due to their capacity of 

coping with uncertainty and finding creative ways to structure their businesses. Thus, the 

knowledge related to customer preferences and needs in emerging markets as well as the 

ability to take advantage of the precarious institutional conditions in the less developed 

countries become essential FSAs that increase the competitiveness of emerging market firms 

when operating in other developing countries (Ramamurti and Singh, 2009). 

Table 12 presents the implications for the direction of the distance to the outcomes of 

internationalization. These evidences from the literature show the importance of considering 

not only the magnitude, but also the direction of the distance as firms are affected in different 

manners depending on the characteristics of their international expansion.  
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Table 12. Empirical Studies Review on Developed and Emerging Multinationals 

Authors Study FDI 
Direction 

Implication 

Cuervo-Cazurra and 
Genc (2012) 

North-South 
Developed country firms bring capabilities that provide 

competitive advantage over domestic firms that lack the expertise 
to operate in highly competitive markets. 

Bilkey and Nes (1982) North-South 
Perception by consumers that foreign products coming from 

developed countries are superior in quality. 

Lall (1983); Wells 
(1983) North-South 

Perception that developed country firms have advantages in terms 
of innovations and marketing over developing country 

multinationals. 

Ficici et al. (2014) South-South 

EMNCs are in advantage when moving to a developing country 
when compared to traditional MNCs because they are 

experienced dealing with the institutional voids and turbulence in 
this type of environment. 

Cuervo‐Cazurra and 
Genc (2008); 

Govindarajan and 
Ramamurti (2011); 

Guillen and 
Garcia‐Canal (2009); 

Ramamurti (2009) 

South-South 

When operating in developing countries emerging market firms 
may be in advantage due to their deep understanding of customer 
needs, the ability to function in difficult business environments, 
and by providing low-cost products that are “good enough” with 

the right feature‐price mix. 

Ramamurti (2009) 
South-

South/South-
North 

EMNCs are able to compete by developing Firm Specific 
Advantages. 

Fleury and Fleury 
(2011) 

South-
South/South-

North 

EMNCs competitiveness is associated with the ability to 
implement strategies associated with the allocation of resources in 

competitive and efficient manner. 

Barlett and Ghoshal 
(2000); Aulakh (2007); 
Cuervo-Cazurra (2007); 

Cuervo-Cazurra and 
Dau (2009) 

South-North 
EMNCs need to upgrade their capabilities to satisfy the more 
rigorous technical and quality standards to compete in more 

developed countries. 

Cuervo-Cazurra and 
Genc (2012) South-North 

Need to develop skills to attend different needs from more 
exigent and demanding stakeholders. EMNCs are not experienced 

with managing conflicting sets of interests from several more 
exigent stakeholders groups. 

 
In addition to the arguments presented in Table 12, when considering the implications 

of Institutional Distance to the specific case of banks choosing investment locations, 

Claessens and Van Horen (2008), showed empirically that host country institutional quality 
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may not be the conditional factor for investment decision while the firms’ familiarity with 

host country’s institutional conditions may provide a competitive advantage. Alternatively, 

O'Grady & Lane (1996, p. 329) indicate that the “perceived similarity can lead to 

carelessness and failure”. 

Institutions play an important role in shaping business practices as firms need to 

conform to the demands of the context in which they operate (Adler, 1995; Janssens, Brett, & 

Smith, 1995; Kogut, 1991; Kostova & Roth, 2002; Rosenzweig & Singh, 1991).  Therefore, 

contextual characteristics explain to a great extent the differences in intra-firm and inter-firm 

behaviors (Campbell & Lindberg, 1990; Hall, 1986; Jepperson & Meyer, 1991; Whitley, 

1999). Thus, literature indicates that firms from emerging and developed countries are 

affected in different manners by Formal Institutional Distances. Empirical evidences show 

that developed country firms find it difficult to operate in developing economies due to the 

lack of formal institutional support (Chan & Makino, 2007; Schwens, Eiche & Kabst, 2011) 

whereas emerging market companies know how to cope and take advantage of these 

precarious conditions (Cuervo-Cazurra & Genc, 2012, Ramamurti & Singh, 2009). From a 

formal institutional distance perspective, studies show that when operating in less developed 

countries “the firm from the more developed country faces a larger disadvantage than the 

firm from the less developed country. The former needs to invest more in developing these 

resources while the latter already has some expertise in developing the supporting resources 

or in operating in their absence” (Cuervo-Cazurra & Genc, 2011, p. 450).  

However, it is important to mention that while Cuervo-Cazurra and Genc (2011) 

make a clear distinction between pressure and support dimensions, they do not differentiate 

how emerging market and developed country firms might be affected differently by these 

dimensions. Instead, the authors generalize the effects for both groups of firms by indicating 

that “A firm that is classified as DMNC in one dimension can become an AMNC in another 

dimension if its home country is better developed in that dimension. Moreover, for many 

dimensions such a distinction cannot be established” (Cuervo-Cazurra & Genc, 2011, p. 

452).  I argue that the pressure and support dimension classification might be more adequate 

to represent the characteristics of the host country profile, as for the effects of distances, 

emerging market and developed country firms should be affected in different manners due to 

their FSAs. Therefore, the effects of formal institutional distances do not exclusively depend 

on the direction of the distance, as emerging market and developed country firms should be 
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affected in different ways. Thus, in order to test these assumptions, I present the following 

hypothesis: 

H2. Formal Institutional Distances affect differently the performance of emerging market 

subsidiaries (South-South) and developed country subsidiaries (North-South) in a host 

country.  

In order to further explore the implications of Formal Institutional Distances to the 

performance of developed country and emerging market multinational subsidiaries operating 

in Latin America, I present two additional hypotheses, H2a and H2b.   

 When formulating hypothesis H2a I consider that developed country multinationals 

will suffer from the lack of formal institutional support when operating in less developed 

countries in Latin America (Xu & Meyer, 2013), thus a negative effect on performance 

should be expected. The negative implications of formal institutional distances when a 

developed country firm operates in a less developed country, have been previously verified in 

different contexts (Chan & Makino, 2007; Schwens, Eiche & Kabst, 2011).  The negative 

implications on performance found on these studies are mainly because developed country 

firms are used to have supportive institutions and lack the expertise for operating in their 

absence (Cuervo-Cazurra & Genc, 2011; Ramamurti & Singh, 2009). Thus, for the case of 

developed country firms operating in less developed countries, the greater the formal 

institutional distance (i.e. HL direction), the greater the negative effect on the performance. 

In order to test this condition, I present the following hypothesis:  

H2a. Formal Institutional distances in high-low (HL) direction have a negative effect on the 

performance of developed country multinationals in Latin America.  

When it comes to the implications of Formal Institutional Distances for the case of 

emerging market firms while operating in other developing countries, literature suggests that 

these firms should be affected in different manners. Ramamurti and Singh (2009) indicate 

that emerging market firms, from birth are exposed to unreliable power, congested ports and 

roads, corrupt bureaucracies, political and regulatory uncertainties, weak educational 

institutions, and a range of other “institutional voids” (Khanna and Palepu, 2005) which force 

these companies to develop creative strategies and capabilities to deal with such precarious 

conditions. In addition to that, Cuervo-Cazurra and Genc (2011) posit that: 

 Developing such capabilities requires an understanding of what is missing in the 

environment, and how to operate without those elements. As such, they take time to 



 

 
97 

 

develop and cannot be imitated easily. As a result, firms from countries with less 

munificent environments in these dimensions have larger nonmarket resource bundles 

than companies from countries with more munificent environments. The firm can 

then transfer abroad the knowledge it generated from operating in such conditions. 

(Cuervo-Cazurra & Genc, 2011, p. 450) 

Moreover, the “capabilities that firms built to cope with these country-specific 

disadvantages became FSAs that could be exploited in other emerging markets” (Ramamurti 

& Singh, 2009, p. 403). Firm-specific Advantages (FSA) are defined as firm-specific factors 

that determine the competitive advantage of an organization which can be transferred across 

national borders. Additionally, emerging market firms are “able to transfer this FSA in 

varying degrees to other emerging markets” (Ramamurti & Singh, 2009, p. 409). In 

accordance to that, Buckley, Clegg, Cross, Liu, Voss and Zheng (2007) indicate that Chinese 

firms prefer investing in high political risk countries as they are able to take advantage of 

these conditions when compared to firms that are not familiar with such unstable 

environment. In the same manner, Cuervo-Cazurra (2006) show that companies from highly 

corrupted countries with precarious anticorruption laws and enforcement mechanisms, are 

able to exploit their familiarity with corrupted practices when operating in countries with 

similar conditions. However, it is important to mention that these FSA are “subject to erosion 

over time, as conditions improved in emerging markets” (Ramamurti & Singh, 2009, p. 409). 

Therefore, the FSA related to the ability of emerging market firms to take advantage of the 

precarious institutional conditions in the host countries only exist when distances are towards 

countries with less developed formal institutions (i.e. Formal Institutional Distances in HL 

direction). In order to test this condition, I present the following hypothesis:  

H2b. Formal Institutional distances in a high-low (HL) direction have a positive effect on the 

performance of emerging market multinationals in Latin America.  

 Next, are the arguments and hypotheses for the moderation effects of Formal 

Institutional Distances on the relationship between Cultural Distances and performance. 
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2.3 FORMAL INSTITUTIONAL DISTANCE MODERATING EFFECTS ON 

CULTURAL DISTANCE AND PERFORMANCE RELATIONSHIP 

 

By reviewing the literature, inconclusive results regarding how Cultural and Formal 

Institutional Distances affect the outcomes of internationalizations indicate that there might 

be conceptual and methodological limitations for both constructs. As mentioned earlier, 

studies indicate that these inconsistent and sometimes ambiguous findings (Verbeke, Tulder, 

& Puck, 2017), could result from biased measurements that fail to capture the effects of 

distances in different directions. In addition to that, focusing exclusively on the direct effects 

of either Formal Institutional or Cultural Distances might fail to capture the essence of how 

these elements affect the outcomes of internationalization, as there is a dynamic interaction 

between formal institutional and cultural distances that cannot be verified when the effects 

are tested in isolation. 

When it comes to the implications, particularly for the case of emerging market and 

developed country subsidiaries operating in foreign countries, formal institutional distances 

may either suppress (North, 1990) or complement (Hall & Soskice, 2001) the effects of 

cultural differences on the performance. Hall and Soskice (2001, p. 17) show that institutions 

can complement each other in a way that “the presence (or efficiency) of one [institution] 

increases the returns from (or efficiency of) the other”. Alternatively, institutions can perform 

in a suppressive manner in a sense that formal rules may be “enacted to modify, revise, or 

replace informal constraints” (North, 1990: 47). Additionally, Pejovich argues that: “When 

formal rules conflict with the prevailing informal rules, the interaction of their incentives will 

tend to raise transaction costs and reduce the production of wealth in the community” 

(Pejovich 1999, p. 171). Based on these arguments, Pejovich (1999) provides an interactive 

perspective in which formal rules, in order to be effective, should conform to informal 

aspects within a particular society. In support of that, Cao, Li, Jayaram, Liu and Lumineau 

(2018), in a comprehensive meta-analysis study, show that the implementation and transfer 

of governance mechanisms are moderated by national cultural characteristics. Similarly, 

Abdi and Aulakh (2012) and Handley and Angst (2015) indicate that national cultural 

characteristics moderate the relationship of interfirm governance and its consequences. It is 

important to mention that although Handley and Angst (2015) did not address particularly the 

implications of Cultural Distances, they included a wide variety of countries that inherently 
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possess variance in culture and found that different national culture characteristics affect the 

adoption of governance mechanisms. Moreover, cultural similarities between home and host 

countries provide incentives to engage in governance practices (Kang & Kim, 2010), mainly 

because it lowers information asymmetries. In that sense, although the moderating effects of 

national culture characteristics have been discussed in literature, I propose shifting this 

debate to the specific case of international business by indicating that Formal Institutional 

Distance moderates the effects of Cultural Distances on subsidiary’ performance. I discuss 

this by showing that developed country firms and emerging market firms greatly differ in 

terms of coordinating mechanisms and governance structures.  

The firm-level governance and coordinating mechanisms of emerging market firms 

represent the precarious characteristics and conform to the poor quality of formal institutions 

in their home countries (Doidge, Karolyi & Stulz, 2007). The same authors indicate that 

“almost all of the variation in governance ratings across firms in less developed countries is 

attributable to country characteristics rather than firm characteristics typically used to explain 

governance choices, firm characteristics explain more of the variation in governance ratings 

in more developed countries” (Doidge, Karolyi & Stulz, 2007, p. 1). In addition to that, Hitt, 

Levitas, Arregle and Borza (2000) point that:  

Emerging market firms often need managerial capabilities and know-how in order to 

effectively compete in their domestic markets and, even more, in international 

markets. Additionally, these firms often have little exposure to modern management 

concepts, techniques, and processes. For example, de-centralization of authority is 

important in modern competitive firms so that decisions can be made rapidly and by 

those who have appropriate knowledge. (Hitt, Levitas, Arregle & Borza, 2000, p.452) 

Developed country firms, on the other hand, might be able to suppress the 

implications associated with the Cultural Distances as these companies are known to possess 

superior governance mechanisms, more structured and supportive processes and procedures 

required to conform to the expectations of highly demanding stakeholder groups in their 

home countries (Aulakh, 2007; Barlett & Ghoshal, 2000; Cuervo-Cazurra, 2007; Cuervo-

Cazurra & Dau; 2009; Cuervo-Cazurra & Genc, 2012). These coordinating structures should 

allow developed country firms to curb (minimize) the implications of Cultural Distances on 

the performance. 
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Therefore, the differences between developed and emerging market firms indicate 

that Formal Institutional Distances should moderate in different manners the relationship 

between Cultural Distance and the performance when operating in Latin America. Therefore, 

I present the following hypothesis: 

H3. Formal Institutional distances moderate in different manners the relationship between 

Cultural Distances and the performance of emerging market and developed country 

multinational subsidiaries in Latin America. 

Although emerging market multinationals might be able cope with the institutional 

voids in the less developed countries, this advantage disappears when the host country is 

more developed (Ramamurti & Singh, 2009). This is mainly because emerging market firms 

are not experienced when dealing with highly demanding stakeholder groups (Cuervo-

Cazurra & Singh, 2011). Thus, Formal Institutional Distances (LH) should positively 

moderate (amplify) the effects of Cultural Distance on the performance of emerging market 

firms in Latin America. According to these arguments I present the following hypothesis: 

H3a. Formal Institutional Distance low-high (LH) has a positive moderating effect on the 

relationship between Cultural Distances and the performance of emerging market 

multinationals in Latin America.  

When it comes to the moderating effects of Formal Institutional Distances on the 

relationship between Cultural Distances and the performance of developed country firms, I 

argue that the superior governance mechanisms and the more structured and supportive 

processes required to conform to the expectations of highly demanding stakeholder groups in 

their home countries allows these firms to curb (limit) the implications of cultural distances 

on the performance. Therefore, Formal Institutional Distances suppresses the implications of 

Cultural Distances on the performance of developed country firms operating in less 

developed countries in Latin America. Therefore, the following hypothesis is presented:  

H3b. Formal Institutional Distance high-low (HL) has a negative moderating effect on the 

relationship between Cultural Distances and the performance of developed country 

multinationals in Latin America. 
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2.4 EMPIRICAL MODEL OF THE DETERMINANTS OF MULTINATIONAL 

FOREIGN SUBSIDIARIES PERFORMANCE IN LATIN AMERICA 

 

Based on this discussion, Figure 13 presents the model for the Performance 

Determinants of Multinational firms in Latin America. The model indicates that both 

National Cultural and Formal Institutional Distances, measured including the magnitude and 

direction, affect the performance of emerging market and developed country firms in distinct 

and specific manners.  

 This study advances the understanding on how Cultural and Formal Institutional 

Distances matter when discussing the performance of foreign multinational subsidiaries in 

different host countries in Latin America. By including emerging market and developed 

country firms in the analysis, this study attempts to show that the degree of development in 

these countries can be explained to a great extent by national cultural characteristics. 

Moreover, studies have indicated that some cultural characteristics may be associated to 

economic growth and institutional development (Gorodnichenko & Roland, 2011; Klasing, 

2013; Maseland, 2013) showing that some cultures may provide better conditions for doing 

business (Zaheer et al., 2012). Accordingly, Maseland, Dow and Steel (2018, p.9) argue that 

"technically, this is a profile effect not a distance effect (i.e., a characteristic of one country 

rather than the difference between two countries)".  This study contributes to this discussion 

by showing that from a path dependence perspective, cultural characteristics explain to a 

great extent how nations develop differently, although it fails to provide consistent 

explanations when it comes to the expected effects for cultural distances. This is mainly 

because countries may share similar national culture characteristics while differing to a great 

extent in terms of formal institutional development. 

When it comes to making the distinction between the effects for the country profiles 

and the effects for distances, Maseland et al. (2018) posit that studies may have failed to 

discuss the implications of cultural distances as they primarily rely on Kogut and Singh 

(1988) composite index which assumes cultural distance to be directionless and symmetric. 

This study attempts to advance this debate by arguing that the effects of specific 

characteristics of Cultural Distances on performance are asymmetric, which means that the 

implications of distances in opposite directions are neither the same nor the opposite. As 

there seems to be a growing concern related to attributing the effects of country profiles to 
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the implications of distances (Maseland et al., 2018, van Hoorn & Maseland, 2016), this 

study advances this debate by including a sufficiently large number of home and host 

countries (Franke & Richey, 2010) in the analysis. In addition to that and in order to further 

explore the implications of country profile and distances, this study investigates the possible 

similarities in terms of home and host country profiles which should provide important 

insights on how cultural and formal institutional similarities between home and host 

countries can explain different effects on performance of foreign multinational subsidiaries in 

Latin America. 

Regarding the effects for Formal Institutional Distances, although scholars have 

argued that there should be a positive effect on performance when foreign subsidiary firms 

operate in countries that present more developed and supportive formal institutions (Cuervo-

Cazurra & Genc, 2011), I argue that emerging market firms may not be prepared to take 

advantage and conform to these conditions. This is mainly because the superior and more 

developed institutions in the host countries might in fact represent a pressure for emerging 

market firms which need to develop and upgrade their capabilities in order to cope with the 

higher requirements in these environments. Developed country firms on the other hand, when 

operating in less developed countries should be affected in a negative manner due to the lack 

of formal institutional support (Xu & Meyer, 2013). Thus, although developed country firms 

should be in advantage when operating in more developed countries due to their familiarity 

and ability to correspond and take advantage of the superior institutional environment, this 

advantage turns into a disadvantage when operating in countries with precarious institutions.  

In addition to the direct effects, the model implies that Formal Institutional Distance 

Magnitude and Direction moderates the relationship between the specific National Cultural 

Distances dimensions and Performance. The model indicates that focusing exclusively on the 

direct effects may provide incomplete explanations on how Cultural and Formal Institutional 

Distances affect the performance of subsidiaries in foreign countries. These assumptions are 

supported by the complexity and the interactive dynamics among the different levels of 

formality within the institutional framework. In this model there is an attempt to provide a 

more comprehensive explanation by focusing on the direction and the interaction of these 

different elements and by arguing that specific properties of each element included in the 

analysis should produce complementary or suppressive effects. Moreover, by addressing the 

moderating hypothesis, this study attempts to increase the understanding of the implications 
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of Cultural and Formal Institutional Distances by arguing that despite of the fact that cultural 

values remain fairly stable over time, the contextual changes in terms of formal institutions 

will affect the way cultural distances affect the performance of foreign multinational 

subsidiaries operating in Latin America. The model proposes a broad discussion of the 

determinants of performance of firms in Latin America by including the industry based 

(Porter, 1980) and resource-based view (Barney, 1990) as control variables. 

Figure 13. Subsidiary Performance Determinants in Latin America 

 
 
 
 
 
 
 
 
 
 
 

 

 

 

 

Next chapter presents the methodology and data. 
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3 METHODOLOGY AND DATA 
 

This chapter presents the methodology and data employed in this thesis. 

To test the hypotheses discussed above, a quantitative approach is adopted, by using 

the econometric technique of Panel Data. According to Park (2011) panel data is also called 

longitudinal data or cross-sectional time-series data. These longitudinal data have 

“observations on the same units in several different time periods” (Kennedy, 2008: 281). 

According to Baltagi (2005), Hsiao (2003) and Klevmarken (1989) there are several reasons 

for using panel data: Controlling for individual heterogeneity; Panel data give more 

informative data, more variability, less collinearity among the variables, more degrees of 

freedom and more efficiency; Panel data is  better used  to study the dynamics of adjustment; 

Panel data are better able to identify and measure effects that are simply not detectable in 

pure cross-section or pure time-series data; Panel data models allow us to construct and test 

more complicated behavioral models than purely cross-section or time-series data. 

Panel data suggests that individuals, firms, states or countries are heterogeneous. 

Time-series and cross-section studies not controlling this heterogeneity run the risk of 

obtaining biased results, e.g. see Moulton (1986, 1987). Baltagi (2005) indicate that cross-

sectional data that look relatively stable may in fact hide a multitude of changes. In addition 

to that Nerlove (2002) indicates that “Economic behavior is inherently dynamic so that most 

econometrically interesting relationship is explicitly or implicitly dynamic”.   

For the present study, due to fast paced and volatile institutional conditions in Latin 

American countries, panel data allows checking the patterns and relationships for the 

variables included in this study in a longitudinal manner.  

 

3.1 DATA AND SAMPLE 

 

As indicated by Hofstede, culture can only be used meaningfully by comparison. In 

the same manner, in a cross-country study, Franke and Richey (2010) discuss the 

“questionable generalizations from small numbers of countries in international business 

research” as the analysis reflects the main characteristics of the sample it should include a 

number of countries that allow producing meaningful results. Using statistical analysis, they 

recommend that “credible” generalizations in this type of studies should include a minimum 
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of 7–10 countries. In addition to that, the same authors recommend that researchers should 

never formulate strong conclusions about the impact of cultural dimensions on managerial 

choice or economic performance based on samples that include only one or a few countries. 

In that sense, Bae and Salomon (2010) and Beugelsdijk, Maseland and Hoorn (2015) indicate 

that the majority of distance studies focus on firms from a single institutionally homogeneous 

set of countries as this reduces the differences within the sample. Alternatively, van Hoorn 

and Maseland (2016, p. 380) recommend that “for analyses of institutions and institutional 

distance effects is to make sure that the sample of reference countries and partner countries is 

sufficiently institutionally diverse.” 

Additionally, as this study explores the implications of Cultural and Formal 

Institutional distances to the Performance of emerging market and developed country firms, 

Latin America, due to its diversity in terms of national culture, Economic Development and 

Formal Institutions become an interesting context for testing the implications in terms of 

distances. Although many countries in Latin America share a similar post-colonization 

history, the cultural aspects may differ to a great extent. Inglehart and Carballo (1997, p. 35) 

indicate that “certain Latin American societies such as Mexico and Peru, have been heavily 

influenced by indigenous American cultures; while others such as Argentina have been less 

influenced by them, but have had relatively large amounts of recent European immigration”. 

This is explained by a process called acculturation (Berry, 1974, 1990, 1997) which 

recommends that the prolonged first-hand contact and interaction among different cultural 

groups such as the European and the natives in many Latin American countries may have 

caused significant changes to cultural characteristics leading a great diversity within the 

region. Therefore, the diversity in terms of cultural and economic development makes Latin 

America an interesting scenario for testing the implications of cultural and formal 

institutional distances on the performance of multinational firms from developed and 

emerging markets operating in the region. 

In addition to including several countries in order to provide better and more credible 

results, the next concern was related to the selection criteria for the firms. For the purposes of 

this study, the criteria for selecting the sample was the majority of ownership (50.01 percent) 

concentrated in one specific country outside the host country. This is an important 

consideration as the concentration of ownership in a specific country, according to Shleifer 

and Vishny (1997) allows verifying the conflicts caused by controlling shareholders 
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motivation and ability to expropriate minority shareholders and divert corporate resources to 

generate controlling private benefits which can have negative implications to firm’s 

performance. Additionally, the higher the concentration of control, the more capable the 

ultimate owner is to expropriate other shareholders and does harm to firm performance 

(Bennedsen & Nielsen, 2010). This interference becomes of particular concern in the case of 

emerging markets due to the lack of supportive governance and formal institutions that fail to 

provide legal protection to minority shareholders (Young, Peng, Ahlstrom, Bruton & Jiang, 

2008). Therefore, by imposing the criteria for selecting the sample, I include firms that the 

ultimate owner has the ability to interfere in the decision making and control of the 

subsidiary operations. In addition to that, because tests were performed using a balanced 

panel data, in order to be included, the firm should have data for the 3 years. 

By adopting these criteria, the final sample includes 1466 foreign subsidiaries being 

1216 from developed countries and 250 from developing countries operating in 10 host 

countries in Latin American. The sample includes a total of 168 combinations of different 

home and host countries for the same firms (balanced panel data set) for a period of 3 years 

from 2013 to 2015.  

In the emerging markets sample, there are 22 different home countries from which 8 

are from outside Latin America. In addition to that, the sample includes 177 foreign 

subsidiaries from Latin American firms in foreign countries and 73 firms from other 

emerging markets outside this region. In the developed country sample, there are a total of 23 

home countries operating in 10 host countries in Latin America.  

In is important to mention that despite of the fact that there is a large number of firms 

operating in Colombia, tests were performed excluding Colombia as a host country from the 

sample and the tests provided the same robust results and behavior for the models. When 

investigating the high number of firms in this specific country, data from the UNCTAD, 

World Investment Report 2017 revels that although investments towards the top FDI 

destinations in Latin America decreased from 2015 to 2016, Colombia managed to attract 

more investments in 2016 than in the previous year placing it in the 3rd position in FDI 

attraction for the region. 

 A full description of the sample including the host, home and the number of firms 

per host country in each host country can be verified in Appendix A. 

3.2 MEASUREMENTS AND VARIABLES 
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Next, the constructs used in this thesis are presented. Start with subsidiary financial 

performance which is the dependent variable for this study. After that, the independent 

variables, Cultural Distance and Formal Institutional Distance, and relate them to the 

hypotheses of this study. 

 

3.2.1 Dependent Variable 

 

Subsidiary performance is measured using the financial indicator of profit margin. 

When considering the alternatives for assessing firm performance, particularly in turbulent 

contexts such as in emerging markets, sustaining the company’s profit margins becomes even 

more challenging and reflects management’s effectiveness at investing in projects that add 

value (Chopra & Mier, 2017). The metric and authors who have employed and discuss the 

use of profit margin as indicator for financial performance are presented in Table 13. 

Table 13. Performance Measurements Construct 

Dimension Variable Metric Authors 

Performance 

Profit Margin 

(Financial 

Performance) 
 

Profit Margin = P/L for period (Net income)th USD 

                                    Net Sales (revenue) th USD 

Source: ORBIS Database 

Hitt et al. (1997); 

Venkatraman and 

Ramanujam (1986); 

Santos, Chaves and 

Cardoso (2006); 

Buhner (1987);  

 

 

3.2.2 Independent Variables 
 

Table 14 presents the independent variables for this study which include, Cultural 

Distance, Formal Institutional Distance and the Moderation variables. 
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Table 14. Cultural Distance Construct 

Dimension Variable Metric Authors 

Cultural 
Distance 
Variables 

Hofstede 
National 
Culture 

Power Distance 
Modified Kogut and Singh (1988) index in 
order to measure distance in terms of each 

dimension: 
 𝐶𝐷 =  𝐼 − 𝐼 /𝑉   

Where: I = value for the dimension; i = 
Cultural Distance dimension i; j = home 

country; u = host country. 
Computing the Direction of the Distance: 

Distance High-Low and Low-High 
Two variables created using the same metric 
and are loaded into the specific column when 

one of the conditions (high home and low 
host or vice-verse) is verified. 

Kogut and 
Singh (1988); 
Barkema and 
Vermeulen 

(1998); Chang 
and 

Rosenzweig 
(2001), 

Hofstede (1980, 
1991, 2010) 

Individualism x 
Collectivism 

Masculinity x 
Femininity 

Uncertainty 
Avoidance 

Formal 
Institutiona
l Distance 
Variables 

World 
Governance 

Indicators (The 
World Bank) 

Voice and  
Accountability  
(WGIVOICE) Modified Kogut and Singh (1988) index in 

order to measure distance in terms of each 
dimension: 

 𝐶𝐷 =  𝐼 − 𝐼 /𝑉   

Where: I = value for the dimension; i = 
Cultural Distance dimension i; j = home 

country; u = host country. 
Computing the Direction of the Distance: 

Distance High-Low and Low-High 
Two variables created using the same metric 
and are loaded into the specific column when 
one of the conditions (high home and low host 

or vice-verse) is verified. 

Kostova (1996); 
Kostovab and
Zaheer (1999); 
Xu and Shenkar 
(2002); Zaheer, 
Schomacker and 
Nachum (2012); 
Hernández and 
Nieto (2015); 
Cuervo-Cazurra 
and Genc (2011) 

Political  Stability 
and Absence of 

Violence/Terroris
m (WGIPOL) 
Government  
Effectiveness  
(WGIGOV) 
Regulatory  

Quality  
(WGIREG) 
Rule of Law 

 (WGIRULE) 
Control of  
Corruption  
(WGICC) 

Moderation
Variables 

Cultural 
Distances X 

Formal 
Institutional 

Distance Index 

Calculated by 
multiplying each 
dimension from 
the Cultural 
Distance and 
Formal 
Institutional 
Distance.  

Moderation = Cultural Distance (H-L or L-H) 
X Average of Formal Institutional Distance (H-

L or L-H) 
Interaction term created with the “mean-

centered” values for the 1st order components in 
order to avoid multicollinearity issues (Aiken 

and West, 1991; Baron and Kenny, 1986). This 
transformation has no impact on the level of 

significance of the interaction terms 
(Holmbeck, 1997). 

Zaheer (1995); 
Shenkar (2008); 
Johansen and 
Vahlne (1977); 
Johanson and 
Wiedersheim-
Paul (1975) 
Hernández and 
Nieto (2015); 
Cuervo-Cazurra 
and Genc (2011) 

 



 

 
109 

 

 
 
3.2.2.1 Alternatives for Measuring Distances 

 

Although being the Kogut and Singh (1988) composite index the most popular 

alternative for measuring distance, I argue that it restricts the analysis as the different impacts 

for each dimension may offset each other when combined in a single variable. Additionally, 

even when distances are measured in separate variables for each dimension, there is a 

problem because the effects in opposite directions are asymmetric. By asymmetric I mean 

that the effects in opposite directions are neither the same nor the opposite, thus when 

combined in a single scale (variable) the effects in opposite directions may either offset or 

reduce the statistical power of the variable.  In addition to the asymmetric assumptions, 

others have indicated that “empirical pattern of the KS index may be described as ‘jack of all 

trades but master of none’. It appears that the index is broad enough to partially capture many 

of the effects described above, but captures none of them well” (Maseland, Dow & Steel, 

2018, p.8). In that sense, the same authors argue that conceptual refinements of distance 

should be the first step in order to avoid replicating the same problems that have been 

broadly discussed in the literature.  

According to these arguments, two alternatives for measuring distances will be 

employed. First, and in order to demonstrate the limitations of attempting to capture distance 

using a single scale, tests include a variable calculated as a single component of the Kogut 

and Singh (1988) index for each of the National Cultural Distances dimensions. This 

alternative for computing distance is adopted particularly for the models testing the 

asymmetrical properties of Cultural Distances. 

In addition, distances in opposite directions are calculated using two separate and 

independent variables identified by “LH” (Low score in the home country and High score in 

the host country) and “HL” (High score in the home country and Low score in the host 

country). Thus, for each dimension of Formal Institutional and Cultural Distances there are 

two specific variables, one measuring the distance in the LH and the other measuring the 

distance in the opposite HL direction. When the conditions HL or LH are satisfied, the 

specific variable receives the value calculated by the single component Kogut and Singh 

(1988) index. Otherwise, distance in that direction becomes 0 (zero). 
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It is important to mention that when using the positive and negative signals one might 

fail to measure distance in an asymmetric way as this alternative for measuring distance 

implies opposition. By definition "opposition is a fundamental form of symmetry" (Sabelli & 

Kauffman, 2012, p. 127). Additionally, "opposition is a form of symmetry but many 

bifurcations are asymmetric" (Sabelli, 2005, p. 367). Thus, in order to verify asymmetrical 

properties of distance, it is important to measure it in a way that allows the effects in opposite 

directions to be treated neither as being the same nor opposite. Moreover, when distances in 

opposite directions are measured in a single variable (scale) the asymmetrical (meaning they 

are neither the same nor opposite) properties of distance cause the effects in opposite 

directions to either offset each other or reduce the statistical power of the results for the 

specific variable (scale). Thus, measuring Cultural and Formal Institutional Distances in LH 

(low home and high host) and HL (high home and low host) directions separately should 

provide a better representation for the asymmetrical effects of distances.  

Distances in the LH and HL directions are calculated as presented in the conditional 

Equations 2 and 3 respectively. 

Equation 2. Distance in LH Direction 

   𝐷𝐼𝑆𝑇_𝐿𝐻 = 𝐈𝐅   𝐼 < 𝐼   𝐓𝐇𝐄𝐍  
𝐼 − 𝐼

𝑉
  𝑬𝑳𝑺𝑬    0  

In Equation 2, I = value for the dimension; i = distance dimension i; j = home 

country; u = host country, “V” stands for the variance of each dimension of the index. 

Equation 3. Distance in HL Direction 

    𝐷𝐼𝑆𝑇_𝐻𝐿 = 𝐈𝐅   𝐼 > 𝐼     𝐓𝐇𝐄𝐍  
𝐼 − 𝐼

𝑉
  𝑬𝑳𝑺𝑬    0  

In Equation 3, I = value for the dimension; i = distance dimension i; j = home 

country; u = host country, “V” stands for the variance of each dimension of the index. 

Next, the procedures used for testing moderation. 

Moderation - Formal Institutional Distance High-Low/Low-High  

In order to test moderation, the 6 dimensions used to compute Formal Institutional 

distance were combined in a single variable as it has been done in previous studies (Gaur, 

Delios, & Singh, 2007; Gaur & Lu, 2007; Globerman & Shapiro, 2003; Xu et al., 2004). As 

there is a high correlation among the 6 dimensions, this alternative for measuring distance in 
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each direction allows discussing the moderation effects of Formal Institutional Distances in a 

more representative manner. Thus, one variable GOV_LH is created including the average of 

the six Formal Institutional Distances dimensions in the LH direction and another variable, 

GOV_HL is computed as the average of the six dimensions in the opposite direction (i.e. 

High-Low direction). It is important to mention however that these variables (GOV_LH and 

GOV_HL) are only used to test the moderating effects as for this thesis the direction and 

magnitude of Formal Institutional Distance is expected to moderate the relationship between 

Cultural Distances and performance. 

In order to test the interaction effects of both variables, tests conform to Hayes (2013) 

which indicates tests should be performed by analyzing the implications for possible values 

of each of the two variables. Therefore, values for the variables are computed adding and 

subtracting one standard deviation from the original value for the variables (Dawson, 2014).  

Additionally, the interaction term was created using the “mean-centered” values for the 1st 

order components in order to avoid multicollinearity issues (Aiken and West, 1991; Baron 

and Kenny, 1986). This transformation has no impact on the level of significance of the 

interaction terms (Holmbeck, 1997). 

In addition to that, Hayes (2013) recommends that models testing moderation should 

keep in the model the X (the predictor) and M (the moderation) variables as excluding these 

variables will produce biased results. 

 

3.2.3 Control Variables 
 

Table 15 presents the control variables used it this study. 
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Table 15. Control Variables Construct 

Dimension Variable 
Sub-

Variable Metric Authors 

Control 
Variables 

Industry/Sector 
Industry 

or Service 
Dummy Variable (1industry, 0 service) 
Source: ORBIS based on Nace Rev.2 

Cantwell (2014), Rugman (2002), 
OECD - Organisation for 

Economic Co-operation and 
Development, Contractor et al. 

(2007), Habib and Victor (1991), 
Campbell and Verbeke (1994), 

Kinght (2009) 
Firm 

Resources 
Size of the 

firm 
Total assets. 

Source: ORBIS. 
Hitt et al. (2007); Haar (1989); 
Hannan and Freeman (1977, 
1984); Graham, Harvey and 

Rajgopal (2005); Cohen, Dey and 
Lys (2008); Chen et al. (2014); 
Samiee& Walters (1990), Coan 

and Kugler (2008) - growth is an 
indicator to be necessarily 

included in empirical studies of 
FDI 

Industry 
Performance 

Industry 
Sector 

Growth as 
% of GDP 

Annual growth of value added by activity as 
% of GDP for the country during the period. 

Source: World Bank 
(http://databank.worldbank.org/data/) 

 

As mentioned earlier, studies indicate the importance of controlling for industry and 

firm resources effects as this may affect how firms are affected by Cultural and Formal 

Institutional Distances. 

 

3.3 DATA COLLECTION PROCEDURES 

 

This thesis uses secondary data collected from several different sources.   

Subsidiary Data 
Subsidiary data was obtained from the Orbis database. Although Orbis database has 

data for thousands of foreign subsidiaries operating in Latin America, the criteria adopted for 

the present study required firms to have the majority of control concentrated in one specific 

country and data available for the period from 2013 to 2015. Using these criteria, the final 

sample presented in Appendix 1, included 1466 foreign subsidiaries operating in several 

Latin American countries during this period.  In the sample, 250 companies are from 

emerging markets and 1216 companies from developed countries. 

National Culture Indicators 
Cultural distances were measured using Hofstede (1980) four original national culture 

dimensions. This data was collected from Hofstede’s website. The option for including only 
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the four original dimensions is because for the present study, data for these dimensions was 

available for the majority of countries. The same arguments were used in other studies 

(Deephouse et al., 2016) therefore the dimension Hofstede added later, long-term orientation 

and indulgence versus restraint, were not included because it would substantially reduce 

sample size.  

Formal Institutional Distance Indicators 
The formal institutional distances were calculated using the World Governance 

Indicators which were obtained from the World Bank website. 

Industry Sector Performance (Annual % Growth) 
The data for the host country industry sector growth was collected from the 

Organization for Economic Co-operation and Development (OECD) website for each of the 

host countries and years. In order to link the economic sector performance from the OECD 

website to the Orbis subsidiary it was created an associative table in order to match both 

classifications. The reason for that is because OECD uses a classification for industry based 

on a higher level grouping according to the International Standard Industrial Classification of 

All Economic Activities (ISIC) revision 4 while the Orbis database uses NACE which is 

derived from the French title "Nomenclature générale des Activités économiques dans les 

Communautés Européennes" (Statistical classification of economic activities in the European 

Communities).  Therefore, codes from Orbis reported in NACE were matched to the ISIC 

used by the OECD to report the annual growth for each industry sector. 

 

3.4 EMPIRICAL MODELS 
 

Next, the empirical arrangements and equations indicating the variables included 

when testing each hypothesis are presented. 

Cultural Distance Hypothesis 
It is important to mention, that in Equation 4 Cultural Distances are expressed using 

the variable CD and the models used to test it, the actual dimensions of National Cultural 

Distances and their specific directions in a high-low and low-high perspective are included. 

The same representation is used for Formal Institutional Distances in Equation 5 and the 

Interaction (Moderation) term (Variables) in Equation 6. 

H1. Cultural Distance is asymmetric, therefore its effects on performance depends on the 

direction. 
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H1a. The Cultural Distance dimensions have different effects on the performance of foreign 

multinational subsidiaries. 

 

Equation 4. Cultural Distance effects on Performance 

𝑃𝐸𝑅𝐹 = 𝛽 + 𝛽 SIZE + 𝛽 SECTOR + 𝛽 𝑆𝐸𝐶𝑇𝑂𝑅𝐺𝑅𝑂𝑊𝑇𝐻 + 𝛽 𝐶𝐷 + 𝜀  

Where: 𝛽  is the constant, and 𝜖  is the residual error of the equation.  The remaining 

variables are SIZE (Total Assets), SECTOR (dummy industry or service), 

SECTORGROWTH (Annual Growth for the sector in which the firm operates) and CD 

representing the Cultural distances variables which are operationalized as described earlier. 

Formal Institutional Distance Hypotheses 
Next are the hypotheses developed to test the implications for Formal Institutional 

distances on the performance of subsidiaries in Latin America and the equation that show the 

variables included when performing the empirical tests. 

H2. Formal Institutional Distances affect differently the performance of emerging market 

subsidiaries (South-South) and developed country subsidiaries (North-South) in Latin 

America.  

H2a. Formal Institutional distances in high-low (HL) direction have a negative effect on the 

performance of developed country multinationals in Latin America.  

H2b. Formal Institutional distances in a high-low (HL) direction have a positive effect on the 

performance of emerging market multinationals in Latin America.   

Equation 5 presents the empirical arrangement used to test the hypotheses addressing 

the implications of Formal Institutional Distances. 

Equation 5. Institutional Distance Effects on Performance 

𝑃𝐸𝑅𝐹 = 𝛽 + 𝛽 SIZE + 𝛽 SECTOR + 𝛽 𝑆𝐸𝐶𝑇𝑂𝑅𝐺𝑅𝑂𝑊𝑇𝐻 + 𝛽 𝐼𝐷 + 𝜀  

Where: β  is the constant, and ϵ  is the residual error of the equation.  The remaining 

variables are SIZE (Total Assets), SECTOR (dummy industry or service), 

SECTORGROWTH (Annual Growth for the sector in which the firm operates) and ID 

representing the Formal Institutional distances variables which are operationalized as 

described earlier. 

Moderation Hypotheses 
Next are the Hypothesis related to the moderating effects of Formal Institutional 

Distances on the relationship between National Culture Distances and the Performance of 

Emerging Market and Developed Country firms in Latin America, 
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H3. Formal Institutional distances moderate in different manners the relationship between 

Cultural Distances and the performance of emerging market and developed country 

multinational subsidiaries in Latin America. 

H3a. Formal Institutional Distance low-high (LH) has a positive moderating effect on the 

relationship between Cultural Distances and the performance of emerging market 

multinationals in Latin America.  

H3b. Formal Institutional Distance high-low (HL) has a negative moderating effect on the 

relationship between Cultural Distances and the performance of developed country 

multinationals in Latin America. 

Equation 6 presents the variables included in the empirical models developed for 

testing the hypotheses proposed for the moderating effects. 

Equation 6. Institutional Distance Moderating Effects on Performance 

𝑃𝐸𝑅𝐹 = 𝛽 + 𝛽 SIZE + 𝛽 SECTOR + 𝛽 𝑆𝐸𝐶𝑇𝑂𝑅𝐺𝑅𝑂𝑊𝑇𝐻 + 𝛽 𝐶𝐷 + 𝛽 𝐼𝐷

+ 𝛽 𝐶𝐷 ∗ 𝐼𝐷 + 𝜀  

Where: β  is the constant, and ϵ  is the residual error of the equation.  The remaining 

variables are SIZE (Total Assets), SECTOR (dummy industry or service), 

SECTORGROWTH (Annual Growth for the sector in which the firm operates), CD, ID and 

CD*ID representing the moderating variables. 

 

3.5 PRELIMINARY TESTS 

 

Before presenting the results of the empirical model estimates, preliminary tests were 

performed. First, in order to select the proper estimator, the Haussman and Breusch-Pagan 

test tests were performed for all the models. The results indicated that the Random Effects 

estimator to be consistent for the proposed models.  In addition to that Haavelmo’s (1944) 

provides additional arguments from selecting random effects by indicating that the 

population “consists not of an infinity of individuals, in general, but of an infinity of 

decisions” that each individual might make. Mundlak (1978) argued that the random effects 

model assumes exogeneity of all the regressors with the random individual effects. 

Therefore, these characteristics of the Random Effects estimator make it the adequate 

alternative for the present study. 
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Additionally, the White’s test was performed indicating the presence of 

heteroskedasticity. In order to overcome these problems, over the years, several procedures 

for Heteroskedasticity Consistent (HC) and for Heteroskedasticity and Autocorrelation 

Consistent (HAC) covariance estimation have been suggested in the econometrics literature 

(White, 1980; MacKinnon & White, 1985; Andrews, 1991) and are now routinely used in 

econometric analyses.  Therefore, the tests were performed using Heteroskedasticity 

Corrected Procedures (HSK) in Gretl software, which according to Cottrell (2017) produces 

consistent results when heteroskedasticity is present in the form of an unknown function of 

the regressors. 

Next, the summary statistics and correlation matrix for the variables included in the 

developed country and emerging market samples are presented. The data presented in these 

Tables (16 to 19) are relevant for highlighting important characteristics of the variables and 

strength of their association to other variables. It serves as an indication of possible 

collinearity issues when correlation between the variables is high, which are further explored 

by performing VIF tests in all the models presented here regardless of the indications from 

the correlations matrix. Additionally, the mean values for the variables provide important 

criteria for analyzing the size of the effects (coefficients) from the tests results. 

Table 16. Descriptive Summary Statistics - Developed Country Sample 
Summary Statistics, using the observations 1:1 - 1216:3 (missing values were skipped) 

Variable Mean Median S.D. Min Max Number of 
Occurrences 

ASSETS_SIZE 1.24e+006 1.55e+004 8.72e+006 12.0 1.96e+008 3648 
DUMMY_INDUSTRY 0.291 0.000 0.454 0.000 1.00 1062 

PDI_LH 2.56 3.02 2.26 0.000 17.0 3363 
PDI_HL 0.00859 0.000 0.0895 0.000 1.50 285 
IDV_LH 0.000690 0.000 0.0120 0.000 0.210 12 
IDV_HL 5.85 5.24 3.47 0.000 11.9 3633 
MAS_LH 1.00 0.0144 2.18 0.000 12.5 2301 
MAS_HL 0.335 0.000 1.02 0.000 7.61 1326 
UAI_LH 1.63 0.734 1.89 0.000 12.1 2442 
UAI_HL 0.0551 0.000 0.187 0.000 3.28 1092 

WGIGOV_LH 0.00792 0.000 0.113 0.000 1.86 35 
WGIGOV_HL 6.35 6.38 3.16 0.000 27.1 3613 
WGIPOL_LH 0.0389 0.000 0.250 0.000 2.31 207 
WGIPOL_HL 9.87 9.98 6.25 0.000 28.6 3441 

WGIVOICE_LH 0.000787 0.000 0.00566 0.000 0.0749 114 
WGIVOICE_HL 4.29 3.98 2.29 0.000 14.9 3534 

WGIREG_LH 0.0245 0.000 0.168 0.000 1.94 117 
WGIREG_HL 2.96 1.97 3.46 0.000 25.3 3531 

      (continued) 
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(continued)       
WGICC_LH 0.0416 0.000 0.292 0.000 3.95 181 
WGICC_HL 4.62 4.61 3.16 0.000 15.1 3467 

WGIRULE_LH 0.0143 0.000 0.145 0.000 2.11 69 
WGIRULE_HL 5.93 6.60 3.12 0.000 22.2 3579 

PROFIT_MARGIN 10.1 7.93 23.1 -100. 100. 3648 
INDUSTRY GROWTH 0.0147 0.0144 0.0187 -0.0592 0.164 3648 

GOV_HL 5.67 5.86 2.95 0.000 19.4 3631 
MASLHXGOVHL 1.57 -1.14 11.2 -14.5 90.8 1704 
MASHLXGOVHL -0.643 -0.295 3.59 -30.0 20.2 2057 
UAILHXGOVHL 10.1 4.78 12.6 0.000 72.5 2442 
UAIHLXGOVHL 0.287 0.000 1.25 0.000 29.2 1092 

 
Table 16 presents the summary statistics for the National Cultural, Institutional 

Distances and the Moderation variables included in the models that tested the hypotheses for 

developed country firms. The mean value for the National Cultural distances dimensions 

show that Power Distance, Masculinity and Uncertainty Avoidance is on average higher at 

the host country in Latin America when compared to the developed country firms’ home 

country. This is verified by comparing in the mean values for distances LH for each of these 

dimensions when compared to the distances in the opposite direction. Individualism on the 

other hand has a mean value of 5.85 for the distance in HL direction when compared to a 

number very close to 0 when the distance is in the opposite direction. This shows that there 

are significant differences in terms of National Culture Characteristics between developed 

country firms’ home countries and the host countries in Latin America.  

Contrary to Formal Institutions which can be classified according to the level of 

development and therefore allows comparing countries in terms of superior or less 

developed, National Culture do not permit making such comparison. Although it is argued 

that there is not a superior Culture, when it comes to its effects to the economic development 

of nations this study highlights the relation between cultural characteristics and economic 

development. Table 16 which includes only developed country firms there are only 7.8% of 

cases in which Power Distance is higher at the home country when compared to the host 

countries in Latin America.  In addition to that, an even more evident characteristic that 

distinguish developed countries and the emerging markets of Latin America relates to 

Individualism. For this specific dimension (Individualism) there are only 0.3% of cases in 

which Individualism is higher at the host Latin American country when compared to the 
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firm’s home country.  Thus, data in Table 16 shows that Individualism and Low Power 

Distance are characteristics that related to economic development. 

When it comes to distances in terms of formal Institutions, the summary statistics 

show that values for distances HL are substantially higher when compared to the distance in 

the opposite direction. This conforms to what was expected regarding the superior quality for 

formal institutions at the home country of developed country multinationals. Additionally, 

the summary statistics provides an overview for the overall characteristics of the data in the 

ample. 

Next in Table 17 I present the correlation matrix for these variables.  

Table 17. Correlation Coefficients Matrix - Developed Country Sample 
Correlation coefficients, using the observations 1:1 - 1216:3 

(missing values were skipped) 
5% critical value (two-tailed) = 0.0325 for n = 3648 

 
ASSETS_SIZE DUMMY_INDUS

TRY 
PDI_LH PDI_HL IDV_LH  

1.0000 -0.0378 0.0206 -0.0052 0.0045 ASSETS_SIZE 
 1.0000 -0.0186 -0.0157 0.0580 DUMMY_INDUSTRY 
  1.0000 -0.1088 -0.0613 PDI_LH 
   1.0000 -0.0055 PDI_HL 
    1.0000 IDV_LH 
      
IDV_HL MAS_LH MAS_HL UAI_LH UAI_HL  

-0.1323 0.0085 0.0158 -0.0536 0.0141 ASSETS_SIZE 
-0.0153 0.0128 0.0862 -0.0619 0.0075 DUMMY_INDUSTRY 
0.3895 0.0336 -0.0649 0.4546 -0.2747 PDI_LH 
-0.1236 -0.0216 -0.0199 -0.0795 -0.0266 PDI_HL 
-0.0969 0.0042 -0.0189 -0.0496 0.5598 IDV_LH 
1.0000 -0.1490 -0.1966 0.5462 -0.2965 IDV_HL 

 1.0000 -0.1514 0.0728 0.0532 MAS_LH 
  1.0000 0.0544 0.1144 MAS_HL 
   1.0000 -0.2540 UAI_LH 
    1.0000 UAI_HL 
      
WGIGOV_LH WGIGOV_HL WGIPOL_LH WGIPOL_HL WGIVOICE_LH  

0.0465 -0.0418 -0.0097 -0.1126 0.0325 ASSETS_SIZE 
0.0835 -0.0429 0.0041 -0.0799 0.0657 DUMMY_INDUSTRY 
-0.0583 0.4388 -0.1510 0.3468 -0.1406 PDI_LH 
-0.0068 -0.0067 0.0604 -0.1421 -0.0133 PDI_HL 
-0.0040 -0.0241 -0.0089 -0.0509 -0.0080 IDV_LH 
-0.0212 0.2118 -0.1969 0.3184 -0.1668 IDV_HL 
-0.0324 0.2115 -0.0716 0.1503 -0.0640 MAS_LH 
0.4079 -0.1142 0.0169 -0.1897 0.1495 MAS_HL 
-0.0501 0.1712 -0.0168 0.0160 -0.0802 UAI_LH 
-0.0207 0.0193 -0.0458 -0.0421 -0.0409 UAI_HL 
1.0000 -0.1412 -0.0079 -0.1108 0.3861 WGIGOV_LH 

 1.0000 -0.2270 0.4856 -0.2485 WGIGOV_HL 
  1.0000 -0.2458 0.5732 WGIPOL_LH 
   1.0000 -0.2191 WGIPOL_HL 
    1.0000 WGIVOICE_LH 

-0.0715 0.0668 0.0191 0.0581 -0.0284 ASSETS_SIZE 
-0.0613 0.1381 0.0375 0.1133 -0.0375 DUMMY_INDUSTRY 

     (continued) 
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(continued)      
0.4293 -0.1420 0.4075 -0.1381 0.6049 PDI_LH 
-0.1020 -0.0022 0.1712 -0.0124 -0.0308 PDI_HL 
-0.0709 -0.0084 -0.0105 -0.0082 -0.0413 IDV_LH 
0.2560 -0.1291 0.0584 -0.1309 0.2641 IDV_HL 
0.3597 -0.0673 0.1599 -0.0657 0.2375 MAS_LH 
-0.3455 0.3081 -0.0719 0.3624 -0.1457 MAS_HL 
-0.0063 -0.1104 0.1957 -0.1039 0.2041 UAI_LH 
-0.0223 -0.0430 -0.0258 -0.0420 -0.0700 UAI_HL 
-0.1315 0.6203 -0.0603 0.8463 -0.1029 WGIGOV_LH 
0.6866 -0.2918 0.6657 -0.2732 0.8384 WGIGOV_HL 
-0.2900 0.0496 -0.0961 0.2677 -0.2267 WGIPOL_LH 
0.8061 -0.2302 0.0313 -0.2250 0.6841 WGIPOL_HL 
-0.2598 0.4468 -0.1111 0.6244 -0.2033 WGIVOICE_LH 
1.0000 -0.2726 0.3883 -0.2667 0.8184 WGIVOICE_HL 

 1.0000 -0.1252 0.8548 -0.2136 WGIREG_LH 
  1.0000 -0.1198 0.5877 WGIREG_HL 
   1.0000 -0.2087 WGICC_LH 
    1.0000 WGICC_HL 
      
WGIRULE_LH WGIRULE_HL PROFIT_MARGIN INDUSTRY 

GROWTH 
GOV_LH  

0.0569 -0.0407 0.0832 0.0012 0.0523 ASSETS_SIZE 
0.1052 -0.0549 -0.0269 -0.1170 0.1093 DUMMY_INDUSTRY 
-0.0890 0.5980 0.0437 0.1805 -0.1622 PDI_LH 
-0.0095 0.0227 0.0886 -0.0338 0.0118 PDI_HL 
-0.0057 -0.0581 -0.0436 -0.0519 -0.0098 IDV_LH 
-0.0596 0.4143 -0.0585 0.1668 -0.1608 IDV_HL 
-0.0455 0.1865 -0.0541 -0.0291 -0.0783 MAS_LH 
0.4101 -0.2380 0.0677 -0.0566 0.3558 MAS_HL 
-0.0749 0.2721 0.0030 0.2202 -0.0930 UAI_LH 
-0.0291 -0.0801 -0.0689 -0.0941 -0.0501 UAI_HL 
0.9316 -0.1335 0.0931 -0.0953 0.7955 WGIGOV_LH 
-0.1982 0.8725 -0.0255 0.2188 -0.3074 WGIGOV_HL 
0.0075 -0.2639 0.0503 -0.0647 0.4514 WGIPOL_LH 
-0.1558 0.5774 -0.1143 0.1509 -0.2683 WGIPOL_HL 
0.3502 -0.2570 0.1002 -0.1843 0.6646 WGIVOICE_LH 
-0.1847 0.7817 -0.0890 0.1584 -0.3176 WGIVOICE_HL 
0.7877 -0.2768 0.1126 -0.1091 0.8184 WGIREG_LH 
-0.0847 0.6944 0.0672 0.1022 -0.1324 WGIREG_HL 
0.9091 -0.2690 0.1223 -0.1022 0.9733 WGICC_LH 
-0.1446 0.9147 0.0071 0.1953 -0.2485 WGICC_HL 
1.0000 -0.1874 0.1001 -0.0837 0.8649 WGIRULE_LH 

 1.0000 -0.0009 0.2028 -0.3115 WGIRULE_HL 
  1.0000 0.0168 0.1232 PROFIT_MARGIN 
   1.0000 -0.1172 INDUSTRY GROWTH 
    1.0000 GOV_LH 

-0.0650 -0.0069 -0.0093 -0.0566 0.0008 ASSETS_SIZE 
-0.0529 0.0701 -0.1369 -0.0648 -0.0127 DUMMY_INDUSTRY 
0.5500 0.1219 -0.1129 0.5266 -0.1989 PDI_LH 
-0.0327 -0.0078 0.0152 -0.0770 -0.0205 PDI_HL 
-0.0512 -0.0096 0.0207 -0.0464 0.2491 IDV_LH 
0.3153 -0.0031 -0.1248 0.5779 -0.2192 IDV_HL 
0.2442 0.8843 -0.0134 0.2941 0.0572 MAS_LH 
-0.2144 -0.0092 -0.4131 -0.1647 0.1483 MAS_HL 
0.1582 0.1888 -0.2323 0.8084 -0.1978 UAI_LH 
-0.0460 -0.0184 0.1723 -0.2376 0.8652 UAI_HL 
-0.1352 0.0219 -0.5646 -0.0568 -0.0161 WGIGOV_LH 
0.8734 0.1621 0.2245 0.4138 0.1296 WGIGOV_HL 
-0.2709 0.0407 0.0181 -0.1044 -0.0357 WGIPOL_LH 

     (continued) 



 

120 
 

(continued)      
0.7750 0.1123 0.1789 0.3036 0.0296 WGIPOL_HL 
-0.2589 0.0410 -0.1856 -0.1085 -0.0318 WGIVOICE_LH 
0.8974 0.2698 0.1469 0.3618 0.1002 WGIVOICE_HL 
-0.2804 0.0453 -0.4096 -0.1177 -0.0335 WGIREG_LH 
0.6035 0.1919 0.0063 0.3273 0.0905 WGIREG_HL 
-0.2711 0.0435 -0.4880 -0.1148 -0.0327 WGICC_LH 
0.9528 0.2260 0.1261 0.5191 0.0261 WGICC_HL 
-0.1899 0.0307 -0.5627 -0.0798 -0.0226 WGIRULE_LH 
0.9371 0.1705 0.1637 0.5499 0.0550 WGIRULE_HL 
-0.0423 -0.0157 -0.0750 -0.0017 -0.0576 PROFIT_MARGIN 
0.2037 -0.0299 -0.0349 0.2040 -0.0644 INDUSTRY GROWTH 
-0.3162 0.0500 -0.4687 -0.1300 -0.0390 GOV_LH 
1.0000 0.2116 0.1751 0.4820 0.0787 GOV_HL 

 1.0000 -0.1541 0.3905 0.0295 MASLHXGOVHL 
  1.0000 -0.0555 0.1733 MASHLXGOVHL 
   1.0000 -0.1850 UAILHXGOVHL 
    1.0000 UAIHLXGOVHL 

 
Table 17 presents the correlation matrix for the variables and serves as an indication 

for the association between the variables. The correlation matrix serves as a preliminary 

indication for possible issues related to multicollinearity when these variables are included in 

the same models.  For instance, although the World Bank defines 3 dimensions in which the 

6 variables are grouped in pairs, the high correlation for the distances between these pairs of 

variables which is revealed in the correlation matrix are confirmed by the Variance Inflation 

Factor (VIF) tests when the variables are included in the same model. Therefore, the tests for 

the implications of Formal Institutional Distance variables are performed in separate models 

including only one of the variables in its HL and LH direction at each time. Additionally, the 

association between the variables presented in the correlation matrix serves as an indication 

for the implications for the variables when included in the models used to test the hypotheses. 

By considering the objectives of this study, the high correlation between the Formal 

Institutional Distances variables, justify the creation of an index (GOV_LH and GOV_HL) 

that averages the 6 variables and is used to test the moderating effects of Formal institutional 

Distance size and direction on the relationship between Cultural Distance and Performance. 

Therefore, this index provides the means to represent the overall characteristics of the Formal 

Institutional Distance in a less specific but more representative manner. 

In the same manner as presented for the variables included for the models testing the 

hypotheses for developed country firms, Table 18 presents the summary statistics for the 

emerging market firms. 
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Table 18. Summary Statistics - Emerging Market Sample 
Summary Statistics, using the observations 1:1 - 250:3 

(missing values were skipped) 

Variable Mean Median S.D. Min Max Number of 
Occurrences 

LATAM_DUMMY 0.708 1.00 0.455 0.000 1.00 531 
ASSETS_SIZE 1.49e+006 3.87e+004 6.03e+006 77.7 5.49e+007 750 

DUMMY_INDUSTRY 0.300 0.000 0.459 0.000 1.00 225 
PDI_LH 0.687 0.000 2.72 0.000 27.9 258 
PDI_HL 0.646 0.0663 1.06 0.000 5.68 471 
IDV_LH 0.0697 0.000 0.227 0.000 2.00 213 
IDV_HL 0.319 0.0849 0.581 0.000 3.20 516 
MAS_LH 1.04 0.176 1.64 0.000 7.28 417 
MAS_HL 0.324 0.000 0.810 0.000 4.66 312 
UAI_LH 1.47 0.00239 2.71 0.000 12.4 399 
UAI_HL 0.130 0.000 0.364 0.000 2.61 318 

WGIGOV_LH 0.379 0.000 1.20 0.000 9.05 244 
WGIGOV_HL 1.56 0.258 2.77 0.000 21.1 485 
WGIPOL_LH 0.836 0.000 2.61 0.000 22.8 176 
WGIPOL_HL 3.03 1.18 4.23 0.000 26.3 553 

WGIVOICE_LH 1.62 0.000 3.29 0.000 21.6 286 
WGIVOICE_HL 0.987 0.116 1.52 0.000 7.81 443 

WGIREG_LH 1.13 0.00725 2.67 0.000 18.3 399 
WGIREG_HL 1.59 0.000 3.14 0.000 31.8 330 
WGICC_LH 0.470 0.000 1.51 0.000 11.7 258 
WGICC_HL 1.33 0.00641 2.45 0.000 13.5 471 

WGIRULE_LH 0.462 0.000 1.49 0.000 12.8 274 
WGIRULE_HL 1.55 0.0842 2.59 0.000 15.7 455 

PROFIT_MARGIN 8.36 6.00 22.7 -98.9 99.9 750 
INDUSTRY GROWTH 0.0327 0.0287 0.0353 -0.104 0.191 750 

GOV_HL 1.68 0.446 2.36 0.000 14.5 664 
PDILHXGOVHL 1.31 0.000 5.60 0.000 51.8 242 

 

When comparing the Profit Margin for the firms included in the developed country 

and emerging market samples, the summary statistics in Tables 16 and 18 it shows that 

developed country firms on average have superior performance. This can be verified by the 

mean values of 8.36 for emerging markets subsidiaries compared to 10.1 for developed 

country firms. Similarly to the cultural distances for developed country subsidiaries, 

Uncertainty Avoidance and Masculinity tend to be higher in the host countries in Latin 

America when compared to the emerging market subsidiaries home countries. Power 

distances on the other hand, show similar mean values for distances in both LH and HL 

directions.  When it comes to the number of cases in which distances in opposite directions 

were registered, Table 18 shows that home and host countries are much more similar in terms 
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of both National Culture and Formal Institutions. This is evident in the balanced number of 

cases for distances in each direction. 

In addition to the characteristics for the distances in terms of National Culture, the 

descriptive statistics in Table 18 show that the mean values for the variables that measure 

formal institutional distances in the HL direction are higher when compared to distances LH.  

Next, Table 19 presents the correlation coefficients matrix for emerging market firms. 

Table 19. Correlation Coefficient Matrix - Emerging Market Sample 
Correlation coefficients, using the observations 1:1 - 250:3 

(missing values were skipped) 
5% critical value (two-tailed) = 0.0716 for n = 750 

 
LATAM_DUMM

Y 
ASSETS_SIZE DUMMY_INDUSTR

Y 
PDI_LH PDI_HL  

1.0000 -0.1179 0.1517 -0.0540 -0.0379 LATAM_DUMMY 
 1.0000 -0.0850 0.1166 -0.1029 ASSETS_SIZE 
  1.0000 -0.0946 0.0865 DUMMY_INDUSTRY 
   1.0000 -0.1541 PDI_LH 
    1.0000 PDI_HL 
IDV_LH IDV_HL MAS_LH MAS_HL UAI_LH  

-0.2274 -0.0358 0.2967 -0.0859 -0.7775 LATAM_DUMMY 
0.0626 -0.0313 -0.1058 0.0344 0.1217 ASSETS_SIZE 
0.1066 -0.0783 -0.1338 0.1515 -0.1188 DUMMY_INDUSTRY 
-0.0752 0.3786 0.1353 -0.0546 -0.1244 PDI_LH 
0.2012 -0.1983 -0.1523 -0.0248 0.0065 PDI_HL 
1.0000 -0.1687 -0.1768 0.3328 0.1623 IDV_LH 

 1.0000 -0.0473 -0.1606 -0.1439 IDV_HL 
  1.0000 -0.2536 -0.2990 MAS_LH 
   1.0000 0.1157 MAS_HL 
    1.0000 UAI_LH 
UAI_HL WGIGOV_LH WGIGOV_HL WGIPOL_LH WGIPOL_HL  

0.1943 -0.0589 -0.1847 -0.0646 0.0201 LATAM_DUMMY 
-0.0773 0.0288 0.1994 0.0192 0.0488 ASSETS_SIZE 
0.1111 0.0744 -0.1177 0.0563 -0.1599 DUMMY_INDUSTRY 
0.0908 -0.0530 0.0317 0.1786 -0.1055 PDI_LH 
-0.0433 -0.0035 -0.2096 -0.0850 -0.0486 PDI_HL 
-0.0882 0.2460 -0.0759 0.2353 -0.1892 IDV_LH 
0.1579 -0.1096 -0.0709 -0.0842 -0.0638 IDV_HL 
0.2737 -0.1915 0.2837 -0.1884 0.4919 MAS_LH 
-0.1427 0.5837 -0.1749 0.4846 -0.2749 MAS_HL 
-0.1939 -0.1192 0.3027 -0.0482 0.1401 UAI_LH 
1.0000 -0.1096 0.0427 -0.0937 0.0090 UAI_HL 

 1.0000 -0.1781 0.4348 -0.2076 WGIGOV_LH 
  1.0000 -0.1490 0.6604 WGIGOV_HL 
   1.0000 -0.2304 WGIPOL_LH 
    1.0000 WGIPOL_HL 

-0.6409 0.3115 -0.1780 -0.0198 0.0524 LATAM_DUMMY 
-0.0141 -0.0407 -0.0392 0.2086 0.0040 ASSETS_SIZE 
-0.0186 -0.1155 -0.0389 -0.0283 0.1208 DUMMY_INDUSTRY 
-0.1125 0.1471 -0.0729 0.0558 -0.0622 PDI_LH 
0.0870 -0.2150 -0.0140 -0.1787 -0.0012 PDI_HL 
0.4778 -0.1806 0.0891 -0.0568 0.2875 IDV_LH 
-0.2194 0.0380 0.0187 -0.1111 -0.1134 IDV_HL 
-0.3009 0.8138 -0.2404 0.2568 -0.1918 MAS_LH 
0.3989 -0.2598 0.3692 -0.1767 0.5820 MAS_HL 
0.6286 -0.2921 -0.0194 0.1406 -0.0466 UAI_LH 

     (continued) 
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(continued)      
-0.1670 0.4680 -0.1360 0.3303 -0.1073 UAI_HL 
0.2155 -0.2030 0.7336 -0.1599 0.7861 WGIGOV_LH 
-0.2064 0.4119 -0.2294 0.7684 -0.1750 WGIGOV_HL 
0.1988 -0.2057 0.1538 -0.1062 0.5613 WGIPOL_LH 
-0.2872 0.4966 -0.1870 0.3331 -0.2195 WGIPOL_HL 
1.0000 -0.3212 0.2169 -0.2378 0.2508 WGIVOICE_LH 

 1.0000 -0.2516 0.4412 -0.2026 WGIVOICE_HL 
  1.0000 -0.2151 0.4929 WGIREG_LH 
   1.0000 -0.1579 WGIREG_HL 
    1.0000 WGICC_LH 
      
WGICC_HL WGIRULE_LH WGIRULE_HL PROFIT_MARG

IN 
INDUSTRY 
GROWTH 

 

0.0162 -0.0360 -0.0062 0.1347 -0.4682 LATAM_DUMMY 
0.1554 -0.0025 0.1769 0.0743 -0.0283 ASSETS_SIZE 
-0.1179 0.0909 -0.1312 -0.0234 -0.3032 DUMMY_INDUSTRY 
0.0546 -0.0572 0.0639 0.0869 0.0121 PDI_LH 
-0.2967 0.0044 -0.2818 -0.0478 0.1243 PDI_HL 
-0.1143 0.2716 -0.1235 -0.0402 0.1320 IDV_LH 
-0.0420 -0.1058 -0.0615 -0.1203 -0.1690 IDV_HL 
0.4881 -0.1908 0.4917 0.0782 -0.0497 MAS_LH 
-0.2116 0.6263 -0.2267 0.0284 0.0410 MAS_HL 
0.1020 -0.0928 0.1022 -0.0900 0.4138 UAI_LH 
0.2124 -0.1073 0.1515 -0.0121 0.0104 UAI_HL 
-0.1716 0.9499 -0.1884 -0.0020 -0.1081 WGIGOV_LH 
0.8542 -0.1741 0.9170 0.0200 -0.0279 WGIGOV_HL 
-0.1639 0.4560 -0.1704 0.0506 -0.0516 WGIPOL_LH 
0.7257 -0.2057 0.6926 -0.0065 -0.0635 WGIPOL_HL 
-0.2649 0.2523 -0.2893 -0.0624 0.4793 WGIVOICE_LH 
0.6502 -0.2003 0.6614 0.0955 -0.0225 WGIVOICE_HL 
-0.2301 0.7415 -0.2516 -0.1370 -0.0485 WGIREG_LH 
0.6351 -0.1569 0.7377 0.0788 -0.0148 WGIREG_HL 
-0.1698 0.8699 -0.1864 0.0129 -0.1586 WGICC_LH 
1.0000 -0.1683 0.9574 0.0342 -0.0519 WGICC_HL 

 1.0000 -0.1850 0.0016 -0.1026 WGIRULE_LH 
  1.0000 0.0613 -0.0617 WGIRULE_HL 
   1.0000 -0.0205 PROFIT_MARGIN 
    1.0000 INDUSTRY GROWTH 
  GOV_LH GOV_HL PDILHXGO

VHL 
 

  -0.3084 0.0006 -0.0440 LATAM_DUMMY 
  -0.0071 0.1545 0.1066 ASSETS_SIZE 
  0.0429 -0.1336 -0.0540 DUMMY_INDUSTRY 
  -0.0377 0.0240 0.8446 PDI_LH 
  0.0030 -0.2208 -0.1418 PDI_HL 
  0.3923 -0.1455 -0.0678 IDV_LH 
  -0.1491 -0.0719 0.3255 IDV_HL 
  -0.3229 0.5202 0.3184 MAS_LH 
  0.6702 -0.2610 -0.0905 MAS_HL 
  0.1695 0.1370 -0.1031 UAI_LH 
  -0.1776 0.1987 0.2302 UAI_HL 
  0.8392 -0.2179 -0.0732 WGIGOV_LH 
  -0.2667 0.9216 0.1126 WGIGOV_HL 
  0.6312 -0.2027 0.0316 WGIPOL_LH 
  -0.3234 0.8059 -0.0352 WGIPOL_HL 
  0.5956 -0.3116 -0.1144 WGIVOICE_LH 
  -0.3434 0.6665 0.3506 WGIVOICE_HL 
  0.7189 -0.2609 -0.0932 WGIREG_LH 
  -0.2535 0.7626 0.1954 WGIREG_HL 
     (continued) 
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(continued)      
  0.8115 -0.2197 -0.0718 WGICC_LH 
  -0.2897 0.9412 0.1510 WGICC_HL 
  0.8765 -0.2144 -0.0715 WGIRULE_LH 
  -0.3145 0.9680 0.1861 WGIRULE_HL 
  -0.0448 0.0468 0.0304 PROFIT_MARGIN 
  0.1107 -0.0502 0.0039 INDUSTRY GROWTH 
  1.0000 -0.3489 -0.0933 GOV_LH 
   1.0000 0.1524 GOV_HL 
    1.0000 PDILHXGOVHL 
 

As discussed earlier, the information provided by the summary statistics and 

correlation matrices (Tables 16 to 19) from both samples help identifying important 

characteristics of the data useful for determining the characteristics and structure of the 

models developed to test the hypotheses as well as for interpreting the results. Therefore, the 

data presented here should complement and provide important insights when interpreting the 

results from the models testing the hypotheses. 

 

3.6 ROBUSTNESS TESTS 

 

In order to improve the reliability of the results, several robustness tests were 

performed.  Lu and White (2014, p. 178) indicate that “a now common exercise in empirical 

studies is a “robustness check," where the researcher examines how certain "core" regression 

coefficient estimates behave when the regression specification is modified in some way, 

typically by adding or removing regressors.”  These conditions were verified in all models as 

the size and signal for the coefficients and the characteristics of the models remained stable 

when new predictors were included or changed in each of the of the tests that were 

performed. 

In is important to mention that despite of the fact that there is a large number of firms 

operating in Colombia, tests were performed excluding Colombia as a host country from the 

sample and the tests provided the same robust results and behavior for the models. Results 

show that possible problems related to high concentration in one specific country is mitigated 

by the way specific and precise way in which distance is measured.  In addition to that, the 

implications discussed in the model for the determinants of performance of subsidiaries in 

Latin America were tested using different dependent variables. As mentioned previously, Net 

Profit Margin was selected as the Financial Performance criteria for this study. By adopting a 

long-term perspective which is possible when performing the tests using panel data, Profit 
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Margin shows the ability of management to formulate and implement strategies leading to 

profitable operations. It is important to note however that although, many challenge the 

usefulness of profit margin as an adequate measure of financial performance, most critiques 

relate to using the indicator for a single time period. The critiques relate to the possibility of 

different events including the firms’ option for specific accounting strategies that can affects 

and create sporadic results that are not confirmed and sustained (consistent) when observed 

from a long-term perspective.  

In order to further explore the robustness of the models tested, in addition to adopting 

a long-term perspective, tests were performed using different Financial Performance 

indicators including ROA and ROE.  The results for the models using alternative financial 

performance measures presented the same robust behavior, indicating that different 

dimensions of Cultural and Formal Institutional distances affect in specific manners the 

performance of emerging market and developed country firms operating in the region.  

In Chapter 4 results are presented and discussed. 
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4 RESULTS AND DISCUSSION 

 

The results for the several models developed to test the implications of Cultural 

Distance, Formal Institutional distances and the moderating effects of Formal Institutional 

Distances on the relationship between Cultural Distance and the performance of subsidiaries 

in Latin America are presented as follow.  

 In order to verify the asymmetric properties of Cultural Distances for each dimension 

of National Cultural Distance, a variable computed using the modified (single dimension) 

Kogut and Singh (1988) metric is included. The results from the models using the Kogut and 

Singh metric, which are identified by the “_KS” ending, are compared to the models 

including the LH and HL variables. The tests for cultural distances are performed including 

the full sample, developed country firms and finally, tests are performed including only 

emerging market multinationals. 

As discussed earlier, the results from the correlation matrices show that when testing 

the implications of Formal Institutional Distances, in order to avoid collinearity problems, the 

variables should be tested one at a time in separate models. Additionally, I test each 

arrangement separately including only developed country and emerging market firms. 

Furthermore, for the models including only emerging market firms, a dummy variable 

(LATAM_DUMMY) is introduced in order to verify if being from Latin America has an 

effect on the performance.   

Next results are presented starting with the models testing the implications of Cultural 

Distance, followed by Formal Institutional Distances and finally the models testing 

moderation. 

 

4.1 CULTURAL DISTANCE 

 

The results for the implications of Cultural Distance are presented next.  
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Table 20. Cultural Distances - Full, Developed Country and Emerging Market Samples 
Heteroskedasticity-corrected estimates - Dependent variable: PROFIT_MARGIN  

FULL  
KS 

FULL  
LH-HL 

DEVELOPED  
KS 

DEVELOPED  
LH-HL 

EMERGING KS EMERGING 
LH-HL 

Const 7.94** 8.33** 10.6** 10.3** 8.50** 7.71**  
(1.00) (1.08) (1.00) (1.13) (3.63) (3.33)  
[0.000] [0.000] [0.000] [0.000] [0.019] [0.021] 

INDUSTRY GROWTH 4.51   8.78   3.45   13.5   -7.68   -0.932    
(15.4) (13.7) (22.8) (22.3) (20.1) (17.3)  
[0.770] [0.521] [0.880] [0.544] [0.703] [0.957] 

ASSETS_SIZE 2.39e-07** 2.31e-07** 2.53e-07** 2.51e-07** 3.18e-07   3.67e-07**  
(5.39e-08) (4.26e-08) (5.01e-08) (4.21e-08) (2.04e-07) (1.33e-07)  

[0.000] [0.000] [0.000] [0.000] [0.119] [0.006] 
DUMMY_INDUSTRY -0.566   -1.09   -0.323   -0.612   -0.476   -0.837    

(0.729) (0.687) (0.791) (0.769) (1.65) (1.37)  
[0.437] [0.114] [0.683] [0.426] [0.773] [0.543] 

DEVELOPED_DUMMY 2.54** 1.20   
    

 
(1.20) (1.25) 

    
 

[0.035] [0.336] 
    

LATAM_DUMMY 
    

0.199   1.63        
(3.25) (2.65)      

[0.951] [0.539] 
DIST_PDI_KS 0.873** 

 
0.812** 

 
0.841   

 
 

(0.209) 
 

(0.216) 
 

(0.563) 
 

 
[0.000] 

 
[0.000] 

 
[0.136] 

 

PDI_LH 
 

1.17** 
 

0.801** 
 

1.82**   
(0.201) 

 
(0.212) 

 
(0.297)   

[0.000] 
 

[0.000] 
 

[0.000] 
PDI_HL 

 
0.440   

 
29.5** 

 
-0.638     

(0.735) 
 

(14.1) 
 

(0.785)   
[0.549] 

 
[0.036] 

 
[0.416] 

DIST_IDV_KS -0.382** 
 

-0.419** 
 

-4.38** 
 

 
(0.136) 

 
(0.134) 

 
(1.20) 

 
 

[0.005] 
 

[0.002] 
 

[0.000] 
 

IDV_LH 
 

2.01   
 

54.9   
 

2.35     
(7.77) 

 
(95.6) 

 
(7.36)   

[0.796] 
 

[0.565] 
 

[0.749] 
IDV_HL 

 
-0.295** 

 
-0.431** 

 
-4.25**   

(0.133) 
 

(0.142) 
 

(1.22)   
[0.027] 

 
[0.002] 

 
[0.001] 

DIST_MAS_KS -0.133   
 

-0.310** 
 

0.885   
 

 
(0.156) 

 
(0.151) 

 
(0.698) 

 
 

[0.394] 
 

[0.040] 
 

[0.205] 
 

MAS_LH 
 

-0.332** 
 

-0.481** 
 

0.576     
(0.134) 

 
(0.137) 

 
(0.642)   

[0.014] 
 

[0.000] 
 

[0.369] 
MAS_HL 

 
2.05** 

 
1.87** 

 
2.63*    

(0.434) 
 

(0.461) 
 

(1.37)   
[0.000] 

 
[0.000] 

 
[0.055] 

DIST_UAI_KS -0.353** 
 

-0.205   
 

-0.650   
 

 
(0.174) 

 
(0.210) 

 
(0.474) 

 
 

[0.043] 
 

[0.327] 
 

[0.171] 
 

UAI_LH 
 

-0.734** 
 

-0.124   
 

-0.693*    
(0.141) 

 
(0.236) 

 
(0.388)   

[0.000] 
 

[0.600] 
 

[0.075] 
UAI_HL 

 
-4.65** 

 
-12.5** 

 
-1.38     

(1.45) 
 

(3.31) 
 

(1.31)   
[0.001] 

 
[0.000] 

 
[0.293] 

N 4226 4226 3545 3545 681 681 
Adj. R2 0.010 0.030 0.013 0.032 0.029 0.118 

P-value(F) 0.000 0.000 0.000 0.000 0.000 0.000 
Standard errors in parentheses 

p-values in brackets 
* indicates significance at the 10 percent level 
** indicates significance at the 5 percent level 
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The first important consideration when analyzing the results is the change in 

explanatory capacity of the models when comparing the results using the modified Kogut and 

Singh (1988) index that measures distances for each of the dimensions when compared to the 

models that measure the direction of the distance from a LH (low-high) and HL (high-low) 

perspective.  The results provide an in-depth analysis of how Cultural Distances affect the 

performance of multinationals in Latin America. It shows that attempting to generalize the 

implications for Cultural Distances based on meta-analysis of previously published studies 

such as Beugelsdijk, Kostova, Kunst,  Spadafora and van Essen (2018, p. 90), would provide 

inaccurate indications that Cultural Distance “has a strong negative effect on subsidiary 

performance” when in fact some dimensions, depending on the direction can affect 

performance in a positive manner.  However, the results in Table 20 show that when using 

Kogut and Singh (1988) index to measure distance, there is a tendency towards emphasizing 

the negative effects. Across all models tested using the Kogut and Singh metric, 3 out of the 

4 dimensions found a negative effect which is consistent to what has been identified by 

Beugelsdijk et al (2018).  

 In addition to that, when analyzing the results for emerging market firms using the 

single component Kogut and Singh metric, Power Distance is the only dimension that has a 

statistically significant impact. This would lead to the conclusion that cultural distances 

affect to a lesser extent the performance of these multinationals. However, when the distance 

is measured in a more specific manner capturing the implications for the direction from a LH 

and HL perspective, results show that in fact there is a similar pattern regarding how the 

different dimensions of Cultural Distances affect the performance of emerging market and 

developed country multinationals. When analyzing the explanatory capacity for the models 

using the two alternatives for computing distance it becomes clear that the second alternative 

provides better explanations as the r-squared chanced from 0.029 to 0.118 showing the 

asymmetrical properties of Cultural Distance. 

The initial analysis provides evidences to support Hypothesis H1 in a sense that 

attempting to measure Cultural Distance without considering its direction is inefficient as it 

fails to capture its asymmetrical behavior. In addition to that, hypothesis H1a is also 

supported as the results confirm that different dimensions of Cultural Distances affect the 

performance in specific manners. In order to further explore the implications of Cultural 
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Distances to the performance of multinationals in Latin America, results for each specific 

dimension are analyze and discussed. 

Results show that developed country firms are able to take advantage of distances in 

terms of Power Distance in a way that regardless of the direction, there is a statistically 

significant and positive effect on performance. These findings reveal the ability of developed 

country firms to accommodate differences in terms of Power Distances regardless of its 

direction in a positive manner. However, by analyzing the magnitude for the coefficients, 

results show that when operating in host countries that score lower (HL direction) in terms of 

this cultural dimension, the positive effect on performance increases. 

Emerging market firms on the other hand, are impacted in statistically significant and 

positive manner only when operating in a host country that scores higher (LH) in terms of 

Power Distance. Hofstede, Hofstede and Minkov (2010) show that high power distance is a 

characteristic of underdeveloped countries. Kang and Kim (2010) show cultural similarities 

between countries make it easier to transfer governance practices to the host country, mainly 

because it lowers information asymmetries which in turn allow engaging in more effective 

intervention from headquarters. Therefore, results indicate that emerging market firms may 

take advantage of such condition because they are experienced in dealing with high Power 

Distance at their home countries.  

 Findings reveal that Distances in terms of Individualism in a HL direction has a 

negative effect on the performance of both, developed country and emerging market firms in 

Latin America. Hofstede, Hofstede and Minkov (2010, p. 119) indicate that a “persons in an 

individualist culture are expected to act according to their own interests, and work should be 

organized in such a way that this self-interest and the employer’s interest coincide.” 

However, in a collectivist society the group interests prevail and the person in charge should 

fit and be accepted by the group, otherwise resistance will arise. These cultural 

characteristics help understanding why firms from Individualistic countries operating in the 

Collectivist societies in Latin America face though challenges which affect performance in a 

negative manner. 

The asymmetrical properties of Cultural Distance can be verified in the results for 

Masculinity, particularly for the case of developed country firms. The results for Masculinity 

LH show that developed country firms are affected in a negative and statistically significant 

manner by this condition. When the distance is in the opposite direction, (Masculinity HL) 
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the impact on performance is positive for both developed country and emerging market 

multinationals.   

These findings can be interpreted by considering that in Feminine Cultures, there is a 

preference for resolving conflicts by compromise and negotiation. In Masculine societies 

conflicts are resolved by letting the strongest win. Masculine societies focus on results and 

reward is based on personal achievement. Therefore, results reveal that is easier for both 

developed country and emerging market firms to accommodate the differences in terms of 

Masculinity when the host country is more feminine. This shows that accommodating the 

differences in a more Feminine country may be easier as people are willing to compromise. 

When it comes to the implications of National Cultural Distances in terms of 

Uncertainty Avoidance, Kogut and Singh metric fails to capture the importance of this 

distance as the variable does not present a statistically significant result. However, when 

distance is measured including direction (i.e. LH and HL) results reveal the important 

implications for this dimension to both developed country and emerging market 

multinationals. 

The results for Uncertainty Avoidance show that developed country firms are affected 

in a negative and significant manner when HL direction while emerging market firms are 

affected also in a negative manner when distance in s LH direction. According to Hofstede, 

Hofstede and Minkov (2010, p. 198) these differences show that “countries with weaker 

uncertainty avoidance, there is less of a prevailing sense of urgency, and therefore, there is 

more public acceptance of a lower speed limit. Not only familiar risks but also unfamiliar 

risks are accepted, such as those involved in a change of jobs or in engaging in activities for 

which there are no rules.” The findings show that emerging market and developed country 

firms are affected in different manners depending on the direction for this distance. This 

indicates that differences between home and host country in terms of sense of urgency, 

structure and being in control are difficult to accommodate resulting in increased costs that 

affect performance in a negative manner. 

 Additionally, it is important to discuss the findings based on the characteristics of the 

samples, particularly because there are significant differences in terms of National Cultural 

characteristics between emerging markets from developed countries firms. Next, the 

discussion of the findings highlighted on Figures 14 to 17 attempts to advance the debate 

regarding the distance-profile conflation (Maseland et al., 2018).  It shows that despite the 



 

 
131 

 

different characteristics of home and host countries included in each sample, the effects of 

Cultural Distances in specific directions are evident and reveal consistent patterns across the 

models. This provides important indications on how the direction of cultural differences 

between home and host countries affects the performance of foreign multinational 

subsidiaries operating in Latin America. This analysis complements the discussion related to 

the ability of firms accommodating different cultural characteristics in the host country and 

shows that foreign multinational subsidiaries may perceive some cultures as being more 

receptive and easier to cooperate while others create additional challenges which impact 

performance in a negative way. 

Figure 14. Effects for the Direction of Power Distance 
 Full Sample Developed 

Country 
Emerging 

Market 
Power Distance 

 
 
 

(High Power Distance) 100 
 

75 
 

50 
 

25 
 

(Low Power Distance) 0 

 Home 
Country 

mean score 
50.296 

Home 
Country 

mean score 
45.868 

Home 
Country 

mean score 
71.836 

 
 

         +** 
 

 
 
            

            +** 

           
         +** 

 
 

      + 
 
 

  
 

            +** 

       - 

 
The implications for Power Distance show that developed country and emerging 

market firms are affected in similar manners when distances for this cultural dimension are 

towards countries with high power distance scores. Moreover, developed country firms’ 

sample with a mean score of 45.868 for this dimension can be classified as low power 

distance when compared to 71.836 for the emerging markets sample.  These characteristics 

of the samples could possibly explain why developed country firms know how to cope and 

take advantage of distances in terms of power distance in both directions (i.e. towards 

countries with high and low power distance scores) whereas emerging market firms are 

affected in a positive manner when distances are only towards high power distance countries. 

These is an indication that firms from high power distance countries may be able to cope 

with even higher scores in this dimension while they lack the expertise to operate in lower 

power distance countries.  Therefore, although studies have indicated that some cultural 
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characteristics may be associated to economic growth and institutional development 

(Gorodnichenko & Roland, 2011; Klasing, 2013; Maseland, 2013) showing that some 

cultures may provide better conditions for doing business (Zaheer et al., 2012), the findings 

from this thesis show that not all firms may benefit from operating in low Power Distance 

countries. Moreover, the results show that despite of the fact that from a path dependence 

perspective low Power Distance is a cultural characteristic that explains the economic 

development of countries, when it comes to the effects of distance, emerging market firms do 

not benefit and in fact there is a negative effect on performance when distance is towards 

countries with low Power Distance scores. Finally, results for this dimension indicate that 

emerging market and developed country firms have different abilities for dealing with 

distances in terms of Power Distance.  

Figure 15. Effects for the Direction of Individualism 
 Full Sample Developed 

Country 
Emerging 

Market 
Individualism 

 
 
 

(Individualistic) 100 
 

75 
 

50 
 

25 
 

(Collectivist) 0 
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Country 

mean score 
64.206 

Home 
Country 

mean score 
72.511 

Home 
Country 

mean score 
23.812 

 
       + 

 
 

 
          + 

 
 

 
 
      

      + 
       -** 

 
 

            -** 
 
 

 
 
         

        -** 
 

Although not statistically significant, there is a positive effect on performance when 

Cultural Distance is towards Individualistic cultures. On the other hand, there is a negative 

and significant effect on performance when distances are towards Collectivist host countries.  

The results for this dimension contrast with the findings for power distance in a sense that 

although the emerging market sample can be classified as Collectivist due to its mean score 

of 23.812 for Individualism, there is a negative effect on performance when distance is 

towards host countries with lower scores for Individualism.   The asymmetric effects for 

distances in opposite directions for this dimension becomes evident by the fact that 

developed country sample scores high on Individualism with a mean value of 72.511, while 

for the emerging markets sample, the mean is 23.812 and still the effects of distances towards 
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the same directions are consistent between the two samples. Thus, results for this dimension 

confirm that there are important asymmetric aspects related to the direction of Cultural 

Distance that should not be neglected as distances towards opposite directions affect 

performance in different manners.  

The findings reveal that regardless of the home country cultural characteristics, 

distances towards more Collectivist cultures have a negative effect on the performance of 

developed country and emerging market subsidiaries. In individualist societies “the ties 

between individuals are loose: Everyone is expected to look after himself or herself and his 

or her immediate family. In collectivist societies, people are integrated from birth onward 

into strong, cohesive in-groups, often extended families (with uncles, aunts, and 

grandparents), protecting them in exchange for unquestioning loyalty. The word collectivism 

in this sense has no political meaning: It refers to the group, not to the state” (Hofstede & 

McCrae, 2004). Moreover, Hofstede, Hofstede and Minkov (2010) posit that a country’s 

individualism score can be fairly accurately predicted from two factors: 

x The country’s wealth (richer countries associated with higher IDV) 

x Its geographical latitude (countries closer to the equator associated with lower IDV) 

The same authors indicate that wealth measured in terms of GNI per capita at the time 

of the IBM surveys explained 71 percent of the differences in IDV scores for fifty countries 

included in the original study. The findings from this study confirm that as developed 

country and emerging market multinational subsidiary greatly differ in term of Power 

Distance.    

The dynamics of collectivist cultures evolve from early stages of a person’s existence 

in a way that ‘‘people from birth onwards are integrated into strong, cohesive in-groups, 

which throughout people’s lifetimes continue to protect them in exchange for unquestioning 

loyalty’’ (Hofstede, 2001, p. 225). Accordingly, Hofstede (1983) indicates that in collectivist 

countries, employees are loyal to their jobs, as they consider that their employer is reciprocal 

providing them with protection as this is the natural behavior in a in-group setting. Hofstede 

(1983) posits that in a collectivist society, this reciprocal trust and commitment becomes a 

"moral" condition that must be respected. Kerr, Harbison, Dunlop and Meyers (1960) 

observe that in managerial style, this condition conforms to a welfare-oriented and 

paternalistic behavior. Even if foreign multinational subsidiaries are familiar with collectivist 

cultures in their home countries, when operating in foreign collectivist societies, this 
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experience do not facilitate the firms’ acceptance and legitimacy in the local groups. The 

importance of in-group acceptance in collectivist societies might explain the negative effects 

of cultural distances towards countries that present these characteristics regardless of the 

experience firms may have with this cultural dimension in their home countries. 

 

Figure 16. Effects for the Direction of Masculinity 
 Full Sample Developed 

Country 
Emerging 

Market 
Masculinity 
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Cultural Distances in terms of Masculinity indicate that when distances are towards 

countries with lower scores for Masculinity (i.e. more feminine host countries) there is 

positive effect on performance.  On the other hand, when Distance in this dimension is 

towards host countries with higher Masculinity scores when compared to the firm’s home 

country, there is a negative and statistically significant effect on performance. This shows 

that distances towards more feminine host countries affect performance in a positive manner 

while distances are towards more masculine host countries there is a negative effect on 

performance. As for the two samples (developed country and emerging market firms) the 

effects of distance towards lower degrees of Masculinity (i.e. towards countries with more 

Feminine cultures) results reveal a positive impact on performance which indicates that 

Feminine cultures are more receptive and easier for foreign firms to operate when compared 

to Masculine cultures.  
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Figure 17. Effects for the Direction of Uncertainty Avoidance 
 Full Sample Developed 

Country 
Emerging 

Market 
Uncertainty Avoidance 
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Regardless of the direction of the distance, when there are differences between the 

firm’s home and host country in terms of Uncertainty Avoidance, the effect on performance 

will be negative. Interestingly, although emerging market firms score high on Uncertainty 

Avoidance (mean score of 70.940) performance is affected in a negative and statistically 

significant manner when distance is towards countries with higher scores in this dimension. 

This shows that despite of the fact that these firms may be familiar with this cultural 

characteristic, accommodating the effects for distance is not an easy task when the host 

country presents different attitudes towards Uncertainty.  

Furthermore, studies show that “people in uncertainty-avoiding countries are also 

more emotional and are motivated by inner nervous energy. The opposite type, uncertainty-

accepting cultures are more tolerant of opinions different from what they are used to; they try 

to have as few rules as possible, and on the philosophical and religious level they are 

relativist and allow many currents to flow side by side” (Hofstede & McCrae, 2004, p.62). 

Moreover, there are differences in terms of expectations related to workforce characteristics.  

Authors have pointed that “uncertainty-avoiding cultures also have a strong belief in 

expertise on the work floor; their organizations contain more specialists. Uncertainty 

accepting cultures have an equally strong belief in common sense and in generalists; a well-

known example is the British tradition of considering the study of classic literature at a good 

university a valid entry ticket for a business management career ” (Hofstede, Hofstede & 

Minkov, 2001, p. 221). Therefore, there are several implications related to the Uncertainty 
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Avoidance which explain why it is difficult for foreign multinational subsidiaries to 

accommodate the effects for this dimension of Cultural Distances regardless of the direction. 

 The analysis of these results shows the asymmetric effects of Cultural Distances, 

providing specific insights on how Cultural Distances affect the performance of firms. By 

considering the magnitude and the direction of distance and investigating how emerging 

market and developed country firms are affected by specific dimensions of Cultural 

Distances, this study advances the understanding of how Cultural differences between home 

and host countries affect the performance of foreign subsidiary firms. Moreover, from a 

Cultural Distance perspective, it can be observed that some cultures provide better conditions 

for doing business while others may create friction, additional costs and therefore a negative 

effect on performance. 

Evidences that differ from previous assumptions related to the symmetrical effects of 

Cultural Distance can also be observed. For instance, Cuervo-Cazurra and Genc (2011) make 

the distinction between obligation, pressuring and supporting dimensions. They indicate that 

cultural distance is an example of obligation dimension, which regardless of the direction of 

the distance always represent a cost for adjusting as there is not a way to compare countries 

in terms of more or less developed culture. The authors state that:  

 Moreover, on these dimensions the direction of movement does not matter; moving 

from Country A to Country B is equally disadvantageous as moving in the opposite 

direction. Cultural attitudes are an example of obligating dimensions. A country 

cannot be considered to have a more developed culture because it scores higher 

values on a scale of cultural attitudes; it merely has different cultural attitudes. When 

the firm moves to a country with different cultural attitudes, it has to develop 

knowledge about how to operate there… Further, these costs are the same regardless 

of the direction of movement. (Cuervo-Cazurra & Genc, 2011, p. 445). 

By measuring Cultural Distances in opposite directions using specific variables, the 

results from the present thesis attempt to advance the understanding of the implications of 

Cultural Distances by revealing its asymmetrical effects. It also suggests that firms may 

recognize the differences in culture in the host country and actively take actions in order to 

accommodate the differences in a positive manner. For instance, as a firm from one specific 

country recognizes and understands the differences in the host country, it may be able to 

identify ways of not only accommodating but also taking advantage of these differences 
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(Vaccarini et al. 2017). This active engagement in identifying the best alternatives to manage 

specific conditions in the host country could lead to an edge even over domestic firms that 

may be used to it and therefore take things for granted even when these characteristics are 

detrimental to business performance. Thus I argue that by no means distance can make things 

easier (i.e. directly causing a positive effect on performance), instead I agree with O'Grady 

and Lane (1996, p. 329) in a sense that in some cases the “perceived similarity can lead to 

carelessness and failure”. Therefore, these could be an indication that for some cultural 

dimensions, the greater the distance between countries, the more evident the differences 

become and therefore this could raise the concern that there is a need to proactively seek 

alternatives to accommodate and manage these differences.  

This study contributes to the debate regarding the distance-profile conflation 

(Maseland et al., 2018), by considering the direction of the distances and including a 

sufficiently diversified combination of home and host countries, making it possible to discuss 

the effects of Cultural Distances on the performance of foreign multinational subsidiaries.  It 

highlights three important characteristics of Cultural Distance. First, showing that some 

national Culture Distances are easier for foreign multinational subsidiaries to accommodate 

in a way that the effects on performance are positive, while other dimensions cause a 

negative impact. Moreover, it confirms that differences between countries in some of the 

cultural dimensions are less disruptive than others (Hofstede, 1989). Thus, different 

dimensions of culture “may be more or less central, more or less difficult to transmit, and 

more or less critical to operations" (Tallman & Shenkar, 1994, p. 108). Second, attempting to 

attribute the effects of national culture characteristics to either the country profiles or 

distance is a difficult task, as for some dimensions the effects of distances might be more 

pronounced, whereas for others dimensions the effects seem to be the same regardless of 

home country characteristics. It means that for some national cultural dimensions, distances 

towards host countries with more familiar cultures seem to affect the performance in a 

positive manner, while for other dimensions the effects of distances in specific directions are 

the same regardless of home country profile characteristics. Third, differently than the 

experience dealing with specific formal institutional conditions in the home country which 

can be converted into FSAs, experience with cultural characteristics at the home country 

seem to be more difficult to provide advantages when facing the challenges associated to 

cultural distances in foreign host markets. 
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Next, results for Formal Institutional Distances are presented and analyzed 

 

4.2 FORMAL INSTITUTIONAL DISTANCES 

 

When investigating the implications for Formal Institutional Distances, tests are 

performed for each variable separately, first in the sample including developed country and 

emerging market multinationals. When performing the tests for the sample including 

emerging market firms, a dummy variable LATAM_DUMMY is introduced in order to 

verify if being a Latin American multinational affects the performance. Table 21 presents the 

results for the implications of Formal Institutional Distances for both samples. 

Table 21. Formal Institutions Distances – Developed Country Multinationals 
Heteroskedasticity-corrected estimates 

Dependent variable: PROFIT_MARGIN  
Developed Country Sample Emerging Market Sample 

Const 11.6** 11.8** 11.3** 8.23** 9.58** 8.82** 3.28*  3.83*  2.91   4.85** 2.77   2.64    
(0.959) (0.900) (0.897) (0.657) (0.892) (0.782) (1.70) (1.99) (1.98) (2.30) (1.97) (1.87)  
[0.000] [0.000] [0.000] [0.000] [0.000] [0.000] [0.054] [0.054] [0.143] [0.035] [0.161] [0.157] 

INDUSTRY
_GROWTH 

37.1*  43.9** 28.4   20.6   16.9   15.3   -7.46   16.9   26.4   12.6   20.9   22.3   
(22.0) (21.1) (22.4) (21.6) (22.0) (21.8) (16.2) (18.4) (17.1) (22.4) (18.0) (16.5)  
[0.092] [0.037] [0.206] [0.340] [0.443] [0.483] [0.646] [0.358] [0.123] [0.576] [0.247] [0.175] 

ASSETS_SI
ZE 

2.79e-
07** 

2.44e-
07** 

2.60e-
07** 

2.40e-
07** 

2.46e-
07** 

2.30e-
07** 

1.54e-07  1.62e-07  6.06e-08   2.18e-07   1.71e-07  1.52e-07   

(4.92e-08) (4.55e-08) (5.11e-
08) 

(4.20e-
08) 

(4.97e-
08) 

(4.03e-
08) 

(1.51e-
07) 

(1.64e-
07) 

(1.27e-
07) 

(2.22e-
07) 

(1.75e-
07) 

(1.72e-07) 
 

[0.000] [0.000] [0.000] [0.000] [0.000] [0.000] [0.307] [0.323] [0.635] [0.328] [0.327] [0.377] 
DUMMY_I
NDUSTRY 

-1.36*  -1.06   -1.56** -1.80** -1.84** -1.74** -0.281   -0.715   -1.75   -1.09   -0.896   -1.03   
(0.774) (0.776) (0.792) (0.810) (0.793) (0.789) (1.53) (1.53) (1.60) (1.80) (1.58) (1.56)  
[0.078] [0.174] [0.049] [0.026] [0.021] [0.027] [0.854] [0.640] [0.274] [0.544] [0.571] [0.510] 

LATAM_D
UMMY 

      
4.45** 3.45** 5.93** 5.12** 5.23** 5.41**       
(1.76) (1.72) (1.87) (1.97) (1.82) (1.75)        
[0.012] [0.046] [0.002] [0.009] [0.004] [0.002] 

WGIVOICE
_LH 

345** 
     

0.356   
     

-114 
     

(0.291) 
     

 
[0.002] 

     
[0.222] 

     

WGIVOICE
_HL 

-0.547** 
     

1.11*  
     

(0.156) 
     

(0.636) 
     

 
[0.000] 

     
[0.081] 

     

WGIPOL_L
H 

 
3.11   

     
0.576   

    
 

(2.68) 
     

(0.698) 
    

  
[0.246] 

     
[0.410] 

    

WGIPOL_H
L 

 
-0.263** 

     
0.196   

    
 

(0.0560) 
     

(0.178) 
    

  
[0.000] 

     
[0.272] 

    

WGIGOV_L
H 

  
19.9** 

     
0.0484   

   
  

(10.0) 
     

(2.00) 
   

   
[0.048] 

     
[0.981] 

   

WGIGOV_H
L 

  
-0.265** 

     
0.231   

   
  

(0.109) 
     

(0.247) 
   

   
[0.015] 

     
[0.351] 

   

WGIREG_L
H 

   
18.8** 

     
-1.33** 

  
   

(4.19) 
     

(0.577) 
  

   
[0.000] 

     
[0.022] 

  

WGIREG_H
L 

   
0.453** 

     
0.176   

  
   

(0.144) 
     

(0.264) 
  

    
[0.002] 

     
[0.506] 

  

(continued) 
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(continued) 
WGIRULE_

LH 

    
24.4** 

     
-0.284   

 
    

(6.10) 
     

(1.58) 
 

     
[0.000] 

     
[0.857] 

 

WGIRULE_
HL 

    
0.0379   

     
0.348   

 
    

(0.116) 
     

(0.239) 
 

     
[0.745] 

     
[0.147] 

 

WGICC_LH 
     

11.8** 
     

0.336        
(3.04) 

     
(0.993)      

[0.000] 
     

[0.735] 
WGICC_HL 

     
0.175   

     
0.127        

(0.121) 
     

(0.193)       
[0.148] 

     
[0.510] 

N 3545 3545 3545 3545 3545 3545 681 681 681 681 681 681 
Adj. R2 0.017 0.018 0.011 0.018 0.012 0.014 0.010 0.001 0.008 0.016 0.006 0.007 

P-value(F) 0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.000 
Standard errors in parentheses 

p-values in brackets 
* indicates significance at the 10 percent level 
** indicates significance at the 5 percent level 

 
Formal Institutional Distances affect in different manners the performance of 

developed country and emerging markets multinationals in Latin America. This can be 

verified by the signal for the variables with statistically significant effects on the 

performance. Therefore, these findings support H2. Additionally, the results show that 

emerging market multinationals are less affected by Formal Institutional Distances when 

compared to developed country firms operating in Latin America. This may be due to their 

ability to adapt to the institutional voids in the region (Cuervo-Cazzura & Genc, 2011, Ficici 

et al. 2014; Ramamurti & Singh, 2009). Next, hypotheses H2a and H2b are discussed based 

on the results presented in Table 21.  

Regarding the implications of Voice and Accountability HL, results support both 

hypotheses H2a and H2b in a sense that distances for this dimension in a HL perspective 

affect in a negative manner the performance of developed country firms, while emerging 

market firms are affected in a positive manner. These results show that these firms are 

affected in different manners by Formal Institutional distances. When considering the 

implications for this dimension, Ficici et al. (2014) indicate that emerging market 

multinational firms are in advantage when operating in a developing country when compared 

to developed country firms because they are experienced dealing with the institutional voids 

and turbulence in this type of environment. These findings also conform to what Ramamurti 

and Singh (2009) posit regarding the FSA of emerging market firms which allows them to 

take advantage of the precarious institutional conditions in less developed countries. 

The implications for Distances in terms of Political Stability HL support H2a in a 

sense that developed country firms are affected in a negative manner by distances for this 
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dimension in a HL direction. These findings show that developed country firms may find it 

difficult to cope with the Political Instability in the host countries in Latin America as this 

leads to unstable market conditions affecting inflation (Cukierman, Edwards & Tabellini, 

1992), access to external borrowing (Özler & Tabellini , 1991) making it difficult to achieve 

good economic performance and growth (Alesina, Özler, Roubini & Swagel, 1996). By 

including the variable that measures the industry sector annual growth 

(INDUSTRY_GROWTH) in the models, the results show that developed country 

multinationals are affected in a positive manner while emerging market firms’ performance 

do not depend on this condition. This is an indication that developed country firms rely on 

market conditions, as the performance of these multinational firms is conditioned by the 

industry sector performance. 

Findings related to Government Effectiveness support H2a in a sense that developed 

country firms are affected in a positive manner when distance is LH and in a negative manner 

when in the opposite direction. The results are in line to what Munteanu and Brezeanu (2014) 

indicate in a way that Government Effectiveness is important for promoting economic 

growth and performance of developed country firms operating in Latin America.  

Regarding the implications of distances in terms of Regulatory Quality, results show 

that regardless of the direction, developed country firms are affected in a positive manner.  

These findings provide alternative explanations to what was hypothesized in H2a, in a sense 

that developed country firms are able to accommodate in a positive manner differences in 

terms of regulatory quality in the host country. When it comes to the implications of 

Regulatory Quality to emerging market firms, the implications for the distance in the HL 

direction, although the coefficient has a positive signal it is not statistically significant, 

therefore it does not support Hypothesis H2b. However, the effect in the other direction 

(LH), presented a negative and significant effect showing that emerging market firms in 

countries with superior institutions are affected in a negative manner by the distance for this 

dimension. These findings conform to what Ramamurti and Singh (2009) indicate in a sense 

that emerging market firms operating in countries with superior institutions are in 

disadvantage as they are not experienced in this type of environment. These findings raise 

concerns regarding generalization such as when assuming that all firms should benefit from a 

more supportive host country institutional environment (Cuervo-Cazurra & Genc, 2011).  

Superior Regulatory Quality in the host country is in fact a pressure factor that forces 
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emerging market firms to upgrade their capabilities in order to cope with higher 

requirements. 

Although for developed country firms, the results for distances in terms of Control of 

Corruption and Rule of Law in the HL direction do not support H2a, the distance in the 

opposite direction LH presents a positive and statistically significant effect on performance. 

These findings reveal that institutional support is important for promoting the performance of 

developed country firms operating in the region.  In addition to that, emerging market 

multinationals are not affected in a significant manner by the distances in these dimensions. 

Therefore, these findings confirm what Godinez and Liu (2014, p. 1) recommend in a sense 

that “firms from a home country with relatively low levels of corruption are unfamiliar with 

the formal and informal institutions associated with corruption. Conversely, firms from home 

countries with high corruption are undeterred by high corruption in host countries.”  Findings 

confirm the importance of reducing corruptive practices in the host countries as distances in 

terms of this dimension is an important factor for the performance of developed country 

firms operating in the region. 

Table 22 presents the summary for the results for the implications of Formal 

Institutional Distances to the performance of subsidiaries in Latin America. 

Table 22. Summary of Results for Formal Institutional Distances 

Variable 
Developed 

Country 
firms 

Emerging 
Market 
firms 

H2. Formal Institutional 
Distances affect differently 

the performance of emerging 
market subsidiaries (South-

South) and developed 
country subsidiaries (North-

South) in Latin America. 

H2a. Formal Institutional 
distances in high-low 
(HL) direction have a 
negative effect on the 

performance of developed 
country multinationals in 

Latin America. 

H2b. Formal Institutional 
distances in a high-low 
(HL) direction have e 
positive effect on the 

performance of emerging 
market multinationals in 

Latin America. 

WGIVOICE_LH 345** 0.356 SUPPORT SUPPORT (Opposite 
Direction) 

 

WGIVOICE_HL -0.547** 1.11* SUPPORT SUPPORT SUPPORT 
WGIPOL_LH 3.11 0.576 Not Supported   
WGIPOL_HL -0.263** 0.196 SUPPORT SUPPORT  

WGIGOV_LH 19.9** 0.0484 SUPPORT SUPPORT (Opposite 
Direction) 

 

WGIGOV_HL -0.265** 0.231 SUPPORT SUPPORT  

WGIREG_LH 18.8** -1.33** SUPPORT SUPPORT (Opposite 
Direction) 

SUPPORT (Opposite 
Direction) 

WGIREG_HL 0.453** 0.176 SUPPORT Not Supported  

WGIRULE_LH 24.4** -0.284 SUPPORT SUPPORT (Opposite 
Direction) 

 

WGIRULE_HL 0.0379 0.348 Not Supported   

WGICC_LH 11.8** 0.336 SUPPORT SUPPORT (Opposite 
Direction) 

 

WGICC_HL 0.175 0.127 Not Supported   

 

Table 22 shows a summary for the models in which the variables support or do not 

support the Hypotheses H2, H2a and H2b. “SUPPORT” is used when the variable supports 
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the Hypothesis and “Not Supported” when the results do not support the specific Hypothesis. 

Additionally, as authors have argued that the advantage of the Formal Institutional Distance 

may disappear and change its effects when in the opposite direction (Cuervo-Cazurra & Genc 

2011; Ficici et al. 2014), “SUPPORT (Opposite Direction)” for highlighting the condition.  It 

is also important to mention that regarding the implications of Formal Institutional Distances 

to emerging market firms, the direction for the coefficient (signal) is positive for all variables 

measuring distance in the HL direction and therefore consistent to H2b. 

Attempting to attribute opposite effects to distance in different direction may be 

misleading as for some dimensions such as Regulatory Quality, distances to opposite 

directions result in positive and significant effects. Therefore, in the same manner, as verified 

for Cultural Distances, attempts to generalize the effects for Formal Institutional Distances 

should be avoided as it could lead to wrong conclusions.  

The results, particularly for the case of developed country firms provide important 

insights on how developed country firms rely on supportive institutions in the host country. 

This can be verified by the summary for the results in Table 22 that shows a positive and 

significant impact on performance for formal institutional distances in the LH direction. 

These findings agree with Xu and Meyer (2013, p. 1323) in a sense that the lack of Formal 

Institutional support, characteristic of emerging markets, make it difficult for “businesses to 

predict parameters they need for strategic decisions, including, for example, business cycles, 

government actions, and the outcome of legal proceedings”. Findings from the present study 

show that distances towards countries with more developed institutions affect in a positive 

manner the performance of developed country firms while emerging market firms need to 

upgrade their capabilities in order to compete in countries with higher requirements. 

Implications for Latin American Multinationals: 

The results for the implications of being a Latin American multinational subsidiary 

operating in the region, reveal important characteristics on how these firms are affected in 

different manners by Cultural and Formal Institutional Distances. In the models testing the 

implications of Cultural Distances, being a Latin American multinational operating in the 

region, does not affect performance in a statistically significant manner. Interestingly, 

differently than what was verified in the models including the cultural distances variables, for 

all the models testing the implications of Formal Institutional Distances, the results show that 

being a Latin American firm, affect performance in a positive and significant manner, 



 

 
143 

 

These findings indicate that, although there are significant differences in terms of 

cultural characteristics among Latin American countries (Inglehart & Carballo, 1997), the 

similarities in terms of historical, political and economic trajectories approximate these 

countries. Royo (2008, p.21) indicates that in “the 1990s economic policies throughout Latin 

America showed a trend toward growing deregulation, privatization, decentralization and 

liberalization, which were often accompanied by deepening labor market inequalities. 

Indeed, in most cases reforms have reproduced and exacerbated existing problems.”  

By measuring distances in a way that considers not only the magnitude but also the 

direction, the results for the models testing the direct implications of Cultural and Formal 

Institutional distances to the performance of firms in Latin America show in a precise manner 

how these distances affect the performance of emerging market and developed country 

multinationals in the region.  

 

4.3 MODERATION EFFECTS 

 

The results for the moderation effects of Formal Institutions on the relationship 

between Cultural Distances and the Performance of foreign multinational subsidiaries in 

Latin America are presented and discussed next. As mention earlier, the tests are performed 

including a single variable that averages the Formal Institutional Distances in HL (GOV_HL) 

and in the LH (GOV_LH) directions. 

Moderation tests are performed in a stepwise manner by including the first order 

components (cultural distance and formal institutional distance variables) followed by the 

introduction of the interaction term. Aiken and West (1991, p. 11) attests that” interaction (or 

moderating) effects are found when the coefficient for the multiplicative term is significant”. 

Hayes (2013) suggests that moderation is verified not only by the statistical significance of 

the interaction term but also by the improved explanatory capacity of the model when this 

variable is included. Hayes (2013) states that in order to verify moderating effects it is 

important to perform the tests in a stepwise manner in order to compare the models results. 

Additionally, it is important to mention that for all models, the results proved to be stable and 

the VIF tests presented values below 10 which stay within the acceptable range according to 

the recommendations of Hair et al. (2015). 

Moderation - Developed Country Firms: 
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First, the results for the moderating effects of Formal Institutional Distances on the 

relationship between Cultural Distances and the Performance of developed country firms are 

presented only when moderation was identified. Therefore, the moderation effects of Formal 

Institutional Distances HL on the relationships between cultural distances in terms of 

Masculinity and Uncertainty Avoidance on the performance of developed country 

multinationals subsidiaries are next discussed. 

Formal Institutional Distance and Masculinity: 

Table 23 presents the results for the interaction between Formal Institutional 

Distances and distances in terms of Masculinity. 

Table 23. Identify Moderation – GOV_HL and Masculinity 
Heteroskedasticity-corrected estimates 

Dependent variable: PROFIT_MARGIN  
-1 -2 -3 -4 -5 -6 

Const 10.5** 12.1** 12.9** 9.57** 11.2** 11.0**  
(0.617) (0.928) (0.978) (0.607) (0.946) (0.952)  
[0.000] [0.000] [0.000] [0.000] [0.000] [0.000] 

INDUSTRY GROWTH -2.24   8.56   16.7   11.7   22.8   14.7    
(22.0) (22.2) (21.5) (21.9) (21.9) (21.8)  
[0.919] [0.700] [0.437] [0.594] [0.299] [0.502] 

ASSETS_SIZE 2.88e-07** 2.82e-07** 2.86e-07** 2.70e-07** 2.79e-07** 2.55e-07**  
(5.63e-08) (5.70e-08) (5.22e-08) (4.89e-08) (5.01e-08) (4.80e-08)  

[0.000] [0.000] [0.000] [0.000] [0.000] [0.000] 
DUMMY_INDUSTRY -0.882   -1.03   -1.82** -1.81** -1.64** -2.11**  

(0.797) (0.785) (0.777) (0.793) (0.785) (0.784)  
[0.269] [0.191] [0.019] [0.022] [0.036] [0.007] 

MAS_LH -0.445** -0.277** -2.04** 
   

 
(0.126) (0.133) (0.356) 

   
 

[0.000] [0.037] [0.000] 
   

MAS_HL 
   

1.53** 1.11** 0.766*      
(0.444) (0.451) (0.402)     
[0.001] [0.014] [0.057] 

GOV_HL 
 

-0.321** -0.266** 
 

-0.300** -0.236*    
(0.129) (0.124) 

 
(0.121) (0.124)   

[0.013] [0.032] 
 

[0.013] [0.057] 
MASLHXGOVHL 

  
0.347** 

   
   

(0.0622) 
   

   
[0.000] 

   

MASHLXGOVHL 
     

-0.480**       
(0.119)       
[0.000] 

N 3545 3545 3545 3545 3545 3545 
Adj. R2 0.010 0.011 0.019 0.013 0.014 0.016 

P-value(F) 0.000 0.000 0.000 0.000 0.000 0.000 
Standard errors in parentheses 

p-values in brackets 
* indicates significance at the 10 percent level 
** indicates significance at the 5 percent level 

 

The interaction between Formal Institutions in the Relationship between Masculinity 

and Performance indicate the presence of moderation. In order to further explore the 
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relationship between the two variables I performed a manipulation of both variables in order 

to verify the implications of different possible values of each of the two variables (Hayes, 

2013). In addition to that, the same author recommends that when there is no specific and 

particularly important value to be used, a viable alternative is provided by adding and 

subtracting one standard deviation from the moderator. This technique allows verifying the 

interaction in a more specific manner by observing the impact of different levels of the 

moderator to the slope of the regression. Table 24 shows the tests in a stepwise manner 

showing first the results for the interaction using the mean values and then the values for the 

variable subtracting one std. deviation (DOWN Values) and adding one std. deviation (UP 

Values).  
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Table 24. Testing Moderation – GOV_HL and Masculinity 
Heteroskedasticity-corrected estimates 

Dependent variable: PROFIT_MARGIN  
Masculinity L-H and GOV H-L (1 std. dev. Down 

and Up) 
Masculinity H-L and GOV H-L (1 std. dev. Down 

and Up)  
DOWN UP DOWN UP 

Const 11.1** 11.0** 13.1** 14.9** 10.3** 10.7** 12.2** 11.2**  
(0.680) (0.686) (1.27) (1.37) (0.695) (0.697) (1.27) (1.31)  
[0.000] [0.000] [0.000] [0.000] [0.000] [0.000] [0.000] [0.000] 

INDUSTRY GROWTH 8.56   17.3   8.56   16.6   22.8   14.6   22.8   14.8    
(22.2) (21.5) (22.2) (21.5) (21.9) (21.8) (21.9) (21.8)  
[0.700] [0.421] [0.700] [0.441] [0.299] [0.503] [0.299] [0.498] 

ASSETS_SIZE 2.82e-
07** 

2.86e-
07** 

2.82e-
07** 

2.87e-
07** 

2.79e-
07** 

2.55e-
07** 

2.79e-
07** 

2.54e-
07**  

(5.70e-08) (5.22e-08) (5.70e-08) (5.22e-08) (5.01e-08) (4.80e-08) (5.01e-08) (4.81e-08)  
[0.000] [0.000] [0.000] [0.000] [0.000] [0.000] [0.000] [0.000] 

DUMMY_INDUSTRY -1.03   -1.84** -1.03   -1.81** -1.64** -2.11** -1.64** -2.12**  
(0.785) (0.777) (0.785) (0.777) (0.785) (0.784) (0.785) (0.784)  
[0.191] [0.018] [0.191] [0.020] [0.036] [0.007] [0.036] [0.007] 

MAS_LH -0.277** -0.905** -0.277** -3.18** 
    

 
(0.133) (0.184) (0.133) (0.551) 

    
 

[0.037] [0.000] [0.037] [0.000] 
    

MAS_HL 
    

1.11** -0.761   1.11** 2.36**      
(0.451) (0.555) (0.451) (0.555)      
[0.014] [0.171] [0.014] [0.000] 

GOV_HL_DOWN -0.321** -0.270** 
  

-0.300** -0.236*  
  

 
(0.129) (0.124) 

  
(0.121) (0.124) 

  
 

[0.013] [0.030] 
  

[0.013] [0.057] 
  

GOV_HL_UP 
  

-0.321** -0.265** 
  

-0.300** -0.241*     
(0.129) (0.124) 

  
(0.121) (0.124)    

[0.013] [0.033] 
  

[0.013] [0.052] 
MASLHXGOVHLDOW

N 

 
0.343** 

      
 

(0.0615) 
      

  
[0.000] 

      

MASLHXGOVHLUP 
   

0.349** 
    

    
(0.0627) 

    
    

[0.000] 
    

MASHLXGOVHLDOW
N 

     
-0.477** 

  

      
(0.119) 

  
      

[0.000] 
  

MASHLXGOVHLUP 
       

-0.491**         
(0.118)         
[0.000] 

N 3545 3545 3545 3545 3545 3545 3545 3545 
Adj. R2 0.011 0.019 0.011 0.019 0.014 0.016 0.014 0.017 

P-value(F) 0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.000 
Standard errors in parentheses 

p-values in brackets 
* indicates significance at the 10 percent level 
** indicates significance at the 5 percent level 

 

Results show a positive moderating effect of Formal Institutional Distance HL 

(GOV_HL) on the relationship between Masculinity and performance.  At high values of 

formal institutional distances GOV_HL, the impact of Masculinity LH (MAS_LH) is 

amplified and it decreases at lower values of GOV_HL. By looking at the coefficients, the 

effect is reduced to -0.905 (significant) at low values for GOV_HL and it is augmented at 
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high levels (one std. deviation up) to -3.18 statistically significant. Additionally, it is 

important to notice that the coefficients, magnitude, signals, significances for the other 

variables and characteristics of the models are stable when manipulating the values for 

GOV_HL. The results confirm that changes in the slope (effect) of Masculinity LH and the 

performance result from the positive moderating effects of Formal Institutional Distance HL. 

In addition to that, GOV_HL moderates the effects of Distance in terms of Masculinity HL 

(MAS_HL) on the performance in the following manner. Changes in GOV_HL cause the 

coefficients of MAS_HL to change from -0.761 (not statistically significant) at low values to 

a positive 2.36 and statistically significant relationship between MAS_HL and performance 

at high values of Formal Institutional distance in a HL direction. Contrary to what was 

hypothesized in H3b, results show that GOV_HL moderates in a positive manner the 

relationship between Masculinity and performance, therefore results refute the hypothesis. 

Formal Institutional Distance and Uncertainty Avoidance: 

Next are the results for the models testing moderation of Formal Institutional 

Distances HL on the relationship between Uncertainty Avoidance and the performance of 

developed country firms. 
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Table 25. Identifying GOV_HL and Uncertainty Avoidance 
Heteroskedasticity-corrected estimates 

Dependent variable: PROFIT_MARGIN  
-7 -8 -9 -10 -11 -12 

Const 10.0** 11.7** 11.8** 10.7** 12.7** 13.0**  
(0.657) (0.943) (1.05) (0.621) (0.948) (0.995)  
[0.000] [0.000] [0.000] [0.000] [0.000] [0.000] 

INDUSTRY GROWTH 6.38   19.8   28.5   -2.60   13.0   20.0    
(23.0) (22.6) (22.6) (22.4) (22.3) (22.4)  
[0.781] [0.380] [0.207] [0.908] [0.560] [0.371] 

ASSETS_SIZE 2.89e-07** 2.86e-07** 2.93e-07** 2.88e-07** 3.04e-07** 3.26e-07**  
(5.76e-08) (5.47e-08) (5.46e-08) (5.20e-08) (5.74e-08) (5.61e-08)  

[0.000] [0.000] [0.000] [0.000] [0.000] [0.000] 
DUMMY_INDUSTRY -1.26   -1.31*  -1.46*  -1.47*  -1.66** -1.63**  

(0.804) (0.782) (0.777) (0.800) (0.780) (0.787)  
[0.118] [0.094] [0.060] [0.066] [0.034] [0.038] 

UAI_LH -0.0891   -0.151   -0.619** 
   

 
(0.186) (0.177) (0.295) 

   
 

[0.631] [0.392] [0.036] 
   

UAI_HL 
   

-10.7** -11.1** -4.05       
(2.71) (2.48) (4.68)     

[0.000] [0.000] [0.386]          

GOV_HL 
 

-0.312** -0.395** 
 

-0.375** -0.479**   
(0.117) (0.148) 

 
(0.120) (0.128)   

[0.007] [0.008] 
 

[0.002] [0.000] 
UAILHXGOVHL 

  
0.102*  

   
   

(0.0543) 
   

   
[0.061] 

   

UAIHLXGOVHL 
     

-0.785*        
(0.401)       
[0.051] 

N 3545 3545 3545 3545 3545 3545 
Adj. R2 0.007 0.010 0.010 0.013 0.016 0.033 

P-value(F) 0.000 0.000 0.000 0.000 0.000 0.000 
 

Standard errors in parentheses 
p-values in brackets 

* indicates significance at the 10 percent level 
** indicates significance at the 5 percent level 

 

Results for the interaction between GOV_HL on the relationship between Uncertainty 

Avoidance LH and HL and performance indicated the presence of moderation. In order to 

further explore this condition, Table 26 presents the results for the tests performed adding 

and subtracting one std. deviation from the Formal Institutional Distance HL variable. 
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Table 26. Testing Moderation - GOV_HL and Uncertainty Avoidance 
Heteroskedasticity-corrected estimates 

Dependent variable: PROFIT_MARGIN  
Uncertainty Avoidance L-H and GOV H-L  

(1 std. dev. Down and Up) 
Uncertainty Avoidance H-L and GOV H-L  

(1 std. dev. Down and Up)  
DOWN UP DOWN UP 

Const 10.7** 9.66** 12.7** 12.4** 11.5** 11.4** 13.9** 14.8**  
(0.719) (0.819) (1.24) (1.30) (0.703) (0.719) (1.26) (1.34)  
[0.000] [0.000] [0.000] [0.000] [0.000] [0.000] [0.000] [0.000] 

INDUSTRY GROWTH 19.8   30.8   19.8   29.4   13.0   17.9   13.0   21.7   
(22.6) (22.6) (22.6) (22.6) (22.3) (22.3) (22.3) (22.4) 

[0.380] [0.173] [0.380] [0.193] [0.560] [0.422] [0.560] [0.334] 
ASSETS_SIZE 2.86e-07** 2.85e-07** 2.86e-07** 2.93e-07** 3.04e-07** 3.29e-07** 3.04e-07** 3.22e-07** 

(5.47e-08) (5.51e-08) (5.47e-08) (5.46e-08) (5.74e-08) (5.59e-08) (5.74e-08) (5.63e-08)  
[0.000] [0.000] [0.000] [0.000] [0.000] [0.000] [0.000] [0.000] 

DUMMY_INDUSTRY -1.31*  -1.54** -1.31*  -1.45*  -1.66** -1.67** -1.66** -1.61**  
(0.782) (0.778) (0.782) (0.777) (0.780) (0.785) (0.780) (0.788)  
[0.094] [0.048] [0.094] [0.063] [0.034] [0.034] [0.034] [0.042] 

UAI_LH -0.151   0.273   -0.151   -0.478** 
    

 
(0.177) (0.289) (0.177) (0.224) 

    
 

[0.392] [0.345] [0.392] [0.033] 
    

UAI_HL 
    

-11.1** -6.67*  -11.1** -3.64        
(2.48) (3.57) (2.48) (5.84)      

[0.000] [0.062] [0.000] [0.533] 
GOV_HL_DOWN -0.312** -0.245** 

  
-0.375** -0.434** 

  
 

(0.117) (0.119) 
  

(0.120) (0.129) 
  

 
[0.007] [0.039] 

  
[0.002] [0.001] 

  

GOV_HL_UP 
  

-0.312** -0.241** 
  

-0.375** -0.513**    
(0.117) (0.118) 

  
(0.120) (0.128)    

[0.007] [0.042] 
  

[0.002] [0.000] 
UAILHXGOVHLDOWN 

 
0.127** 

      
  

(0.0553) 
      

  
[0.021] 

      
         

UAILHXGOVHLUP 
   

0.112** 
    

    
(0.0545) 

    
    

[0.041] 
    

UAIHLXGOVHLDOWN 
     

-0.929** 
  

      
(0.419) 

  
      

[0.026] 
  

UAIHLXGOVHLUP 
       

-0.513           
(0.393)         
[0.192] 

N 3545 3545 3545 3545 3545 3545 3545 3545 
Adj. R2 0.010 0.011 0.010 0.011 0.016 0.032 0.016 0.030 

P-value(F) 0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.000 
Standard errors in parentheses 

p-values in brackets 
* indicates significance at the 10 percent level 
** indicates significance at the 5 percent level 

 
When Formal Institutional Distance in the HL direction (GOV_HL) are modified, the 

effects of Uncertainty Avoidance LH on performance change. For lower values of GOV_HL, 

the effect of Uncertainty Avoidance LH on performance is 0.273 (not statistically 

significant), and when GOV_HL increases, the effect becomes statistically significant and 

negative (-0.478 **).  By considering the effect for this variable in the model testing Cultural 

Distance is -0.124 (not significant), results show a positive moderating effect of Formal 

Institutional Distances HL on the relationship between Uncertainty Avoidance LH and 

performance.  
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The results for the moderation in the other direction for Cultural Distance 

(Uncertainty Avoidance HL) has its effect on performance modified from -6.67 (statistically 

significant) for lower values to -3.64 (not statistically significant) when the values for the 

moderator variable increase. Although the explanatory capacity of the model improves when 

the interaction term is included, moderation could not be confirmed according to the criteria 

recommended by Hayes (2013). Therefore, the results are consistent as Formal Institutional 

Distances HL (GOV_HL) moderate in a positive manner the relationship for both Cultural 

Distances dimensions (Masculinity and Uncertainty Avoidance) and the performance.  

These findings could indicate that due to the differences in the institutional profiles of 

home and host countries, in a less developed country, it becomes more difficult to legitimize 

its actions at the subsidiary, which in turn increases the negative effects of Uncertainty 

Avoidance LH on performance. Hofstede, Hofstede and Minkov (2010, p. 209) indicate that 

societies that score high in Uncertainty Avoidance “have more formal laws and informal 

rules controlling the rights and duties of employers and employees.”  The positive 

moderating effects are consistent to what Claessens and Van Horen (2008) recommend in a 

sense that being unfamiliar with the precarious institutional conditions in the host countries 

impedes developed country firms to take action to accommodate the negative effects 

associated with distances in terms of Uncertainty Avoidance. Lumineau, Malhotra (2011) 

show that in high uncertainty avoidance contexts complex contracts can explicitly define the 

conditions in order to align expectations and the conditions for cooperation mitigating its 

negative implications. 

By considering that the implications of Cultural Distances on performance are 

asymmetric, in a way that depending on the direction can produce positive or negative 

effects, the results showing a positive moderation indicate that Formal Institutional distances 

is a double-edged sword in a way that it amplifies the effects in both directions. 

Moderation - Emerging Market Firms: 
Next, the results for the interaction of Formal Institutional and Cultural Distances and 

the performance of emerging market firms are presented and analyzed. 

Formal Institutional Distance and Power Distance: 

Table 27 presents the moderating effects of GOV_HL on the relationship between 

power distance and the performance of emerging market firms in Latin America. It is 

important to mention that for emerging market firms, the only condition in which moderation 
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occurred is in the interaction involving Formal Institutional Distance HL and Power Distance 

LH. Therefore, this is the only condition presented. 
 

Table 27. Moderation - GOV_HL and Power Distance (Emerging Market Multinationals) 
Heteroskedasticity-corrected estimates 

Dependent variable: PROFIT_MARGIN  

Identifying Moderation 
Effects for Low Values of 

GOV-HL 
(1 std. dev down) 

Effects for High Values 
of GOV-HL 

(1 std. dev up) 
Const 3.78* 2.81 2.76 3.41* 4.01** 2.20 1.73  

(2.01) (2.19) (2.18) (1.85) (1.96) (2.88) (2.91) 
 

[0.060] [0.200] [0.205] [0.065] [0.041] [0.446] [0.552] 
INDUSTRY GROWTH 9.38 9.79 10.6 9.79 10.4 9.79 10.1  

(22.0) (22.3) (22.3) (22.3) (22.4) (22.3) (22.3)  
[0.669] [0.660] [0.635] [0.660] [0.643] [0.660] [0.650] 

LATAM_DUMMY 4.45** 5.08** 5.40** 5.08** 5.29** 5.08** 5.35**  
(1.92) (1.93) (1.94) (1.93) (1.94) (1.93) (1.94)  
[0.021] [0.009] [0.006] [0.009] [0.006] [0.009] [0.006] 

ASSETS_SIZE 2.47e-07 2.82e-07 1.94e-07 2.82e-07 1.99e-07 2.82e-07 1.81e-07  
(2.04e-07) (2.20e-07) (1.63e-07) (2.20e-07) (1.80e-07) (2.20e-07) (1.63e-07)  

[0.227] [0.201] [0.235] [0.201] [0.269] [0.201] [0.269] 
DUMMY_INDUSTRY -0.0737 0.256 -0.217 0.256 -0.238 0.256 -0.243 

 
(1.77) (1.80) (1.76) (1.80) (1.79) (1.80) (1.77) 

 
[0.967] [0.887] [0.902] [0.887] [0.894] [0.887] [0.891] 

PDI_LH 1.64** 1.67** 2.57** 1.67** -0.428 1.67** 5.95**  
(0.495) (0.531) (0.354) (0.531) (0.944) (0.531) (1.47)  
[0.001] [0.002] [0.000] [0.002] [0.651] [0.002] [0.000] 

GOV_HL 
 

0.190 0.371 
    

  
(0.323) (0.371) 

    
  

[0.556] [0.318] 
    

GOV_HL_DOWN 
   

0.190 0.331 
  

    
(0.323) (0.377) 

  
    

[0.556] [0.380] 
  

GOV_HL_UP 
     

0.190 0.352       
(0.323) (0.374)       
[0.556] [0.346] 

PDILHXGOVHL 
  

-1.14** 
    

   
(0.388) 

    
   

[0.003] 
    

PDILHXGOVHLDOW
N 

    
-0.902** 

  

     
(0.355) 

  
     

[0.011] 
  

PDILHXGOVHLUP 
      

-1.06**        
(0.381)        
[0.005] 

N 681 681 681 681 681 681 681 
Adj. R2 0.022 0.023 0.126 0.023 0.163 0.023 0.142 

P-value(F) 0.000 0.000 0.000 0.000 0.000 0.000 0.000 
 

Standard errors in parentheses 
p-values in brackets 

* indicates significance at the 10 percent level 
** indicates significance at the 5 percent level 
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Although hypothesis H3a states a positive moderating effect of Formal Institutional 

Distances LH in the relationship between Cultural Distance and the performance of emerging 

market firms, moderation was not identified when testing distances for Formal Institutions in 

this direction. However, the results show that when Formal Institutional Distances is in the 

HL (GOV_HL) direction, it moderates in a positive manner the relationship between Power 

Distance LH and the performance of emerging market firms in Latin America. This is 

verified by the coefficient and statistical significance for the Cultural Distance variable that 

changes from –0.428 (for lower levels of Formal Institutional Distances HL) to a positive 

5.95 and significant effect when GOV_HL increases. In addition to that, the explanatory 

capacity (Adjusted R-squared) of the models increases by more than 10% when the 

interaction term is added. 

By considering the positive moderation effects in a direction for Formal Institutional 

Distance in which emerging market firms are in advantage (HL), the results reveal the ability 

of these firms to take advantage of the familiarity with the norms of operating in the country 

in a way that increases the positive effects of Cultural Distance on Performance. For the 

specific case on how Formal institutions moderate Power Distance effects, Hofstede, 

Hofstede and Minkov (2010, p. 78) indicate that: “The use of power should be subject to 

laws and to the judgment between good and evil. Inequality is considered basically 

undesirable; although unavoidable, it should be minimized by political means.” Cuervo-

Cazzura and Genc (2008) show that emerging market firms are able to assimilate and adapt 

to the conditions in less developed countries, therefore the positive moderating effects show 

that emerging market firms can manage Power Distance in a profitable manner. 

Therefore, these findings raise concerns regarding the competitiveness of firms in a 

sense that “wealth may reduce power distances, but only if and where they benefit an entire 

population. Since the last decade of the twentieth century, income distribution in some 

wealthy countries, led by the United States, has become more and more uneven: wealth 

increases have benefited disproportionally those who were very wealthy already” (Hofstede, 

Hofstede & Minkov (2010, p. 87). In addition to that, several studies (Gulati & Sytch, 2007; 

Wuyts & Geyskens, 2005; Lusch & Brwon, 1996) indicate that in high power distance 

contexts, the power asymmetry allow the powerful partner to take decisions requiring less 

effort in the negotiation of interests and needs. By considering that in this study the majority 

of control is foreign, the findings reveal that familiarity with the contextual characteristics, 
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which include formal institutions and culture, is essential to the competitiveness and 

performance. Moreover, results show that emerging market firms may be in advantage not 

only due to their FSAs which allow them to operate in the institutionally precarious 

conditions but are also due to their ability to take advantage of some cultural characteristics 

in this context.  

It is important to mention that the results for the moderation indicate that for both 

groups of foreign multinational subsidiaries (i.e. developed countries and emerging markets 

subsidiaries), there is a positive moderation effect of Formal Institutional Distance on the 

relationship between Cultural Distance and performance particularly when Formal 

Institutional distance is towards less developed countries. This is a clear indication that when 

formal institutions fail to provide the means to curb the effects of informal behavior the 

implications to foreign multinational subsidiary performance are amplified.   

Summary of the Findings 

Table 28 presents a summary of the findings in the light of the hypotheses developed 

for this study. In order to facilitate the reading of the findings summarized in Table 28, the 7 

hypotheses developed for this study are presented next. 

Cultural Distance Hypothesis 

H1. Cultural Distance is asymmetric, therefore its effects on performance depends on the 

direction. 

H1a. The Cultural Distance dimensions have different effects on the performance of foreign 

multinational subsidiaries. 

Formal Institutional Distance Hypotheses 

H2. Formal Institutional Distances affect differently the performance of emerging market 

subsidiaries (South-South) and developed country subsidiaries (North-South) in Latin 

America.  

H2a. Formal Institutional distances in high-low (HL) direction have a negative effect on the 

performance of developed country multinationals in Latin America.  

H2b. Formal Institutional distances in a high-low (HL) direction have a positive effect on the 

performance of emerging market multinationals in Latin America.   

Moderation Hypotheses 
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H3. Formal Institutional distances moderate in different manners the relationship between 

Cultural Distances and the performance of emerging market and developed country 

multinational subsidiaries in Latin America. 

H3a. Formal Institutional Distance low-high (LH) has a positive moderating effect on the 

relationship between Cultural Distances and the performance of emerging market 

multinationals in Latin America.  

H3b. Formal Institutional Distance high-low (HL) has a negative moderating effect on the 

relationship between Cultural Distances and the performance of developed country 

multinationals in Latin America. 

 

Table 28. Summary of the Findings 

Variable H1 H1a H2 H2a H2b H3 H3a H3b 
GOV_LH GOV_HL GOV_LH GOV_HL 

PDI_LH Support Support 
 

  Support  POSITIVE   

PDI_HL Support Support 
 

       

IDV_LH Support Support 
 

       

IDV_HL Support Support 
 

       

MAS_LH Support Support 
 

  Support    POSITIVE

MAS_HL Support Support 
 

  Support    POSITIVE

UAI_LH Support Support 
 

  Support    POSITIVE

UAI_HL Support Support 
 

  Support    POSITIVE

WGIVOICE_LH           
WGIVOICE_HL   Support Support Support      

WGIPOL_LH           
WGIPOL_HL   Support Support       
WGIGOV_LH           
WGIGOV_HL   Support Support       
WGIREG_LH           
WGIREG_HL   Support Not Supported       

WGIRULE_LH           
WGIRULE_HL           

WGICC_LH           
WGICC_HL           

 
In Table 28 “Support” is used to indicate the conditions that support the hypothesis, 

while “Not Supported” when the result is statistically significant in the opposite direction to 

what has been hypothesized. For the moderation hypothesis POSITIVE indicates a positive 

moderation for the combination of Formal Institutional Distances variables (GOV_LH and 

GOV_HL) and the Cultural Distances variables.  Results show that for all the cultural 

dimensions, asymmetrical properties of cultural distances were identified, therefore H1 is 

supported. Additionally, as the effects for the specific dimensions of Cultural Distances 

proved to impact the performance in different manners, hypothesis H1a was supported. 
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Regarding the implications of formal institutional distances, the results support H2 in 4 of the 

dimensions of formal institutional distances particularly in the HL direction showing that 

when operating in less developed countries, emerging market and developed country firms 

are affected in different ways. Thus, results show that the effects of formal institutional 

distance do not exclusively depend on the direction of the distance as emerging market and 

developed country firms are affected in different manners due to their FSAs. Moreover, the 

results related to hypotheses H2a and H2b show that developed country firms are affected to 

a greater extent by formal institutional distances when compared to emerging market firms. 

This is evidenced by the 3 dimensions that supported H2a whereas only one dimension of 

formal institutional distance supports H2b. However, it is important to mention that 

developed country firms have the ability to take advantage of distances in terms of regulatory 

quality regardless of the direction.  

In addition to the direct effects of Cultural and Formal Institutional Distances, this 

thesis shows that Formal Institutional Distances moderate the relationship between Cultural 

Distances and the performance. Results show in a specific manner how Formal Institutional 

distances moderate the Cultural Distance and performance relationship providing different 

evidences to what has been hypothesized. Results show that for developed country and 

emerging market firms, formal institutional distances in the HL direction moderates in a 

positive manner the relationship between specific dimensions of Cultural Distances and 

performance. Although it has been hypothesized that due to their superior governance and 

coordination mechanisms, developed country firms should be able to suppress the effects of 

Cultural Distances on performance, the results show a positive moderation effect. This is an 

indication that developed country firms have not being able to transfer and legitimate these 

superior resources to the less developed host countries. Moreover, results show that Formal 

Institutional distances have a positive moderating effect on the relationship between Cultural 

Distance and the performance of emerging market firms operating in less developed 

countries.  

It can be concluded that the results for the moderation effects indicate that for both 

groups of foreign multinational subsidiaries (i.e. developed countries and emerging markets 

subsidiaries), there is a positive moderation effect of Formal Institutional Distance on the 

relationship between Cultural Distance and performance, particularly when Formal 

Institutional distance is towards less developed countries. This is a clear indication that when 
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formal institutions fail to provide the means to curb the effects of informal behavior, the 

implications to foreign multinational subsidiary performance are amplified. It can be 

concluded that the complexity and dynamic interaction between Formal Institutional and 

Cultural Distances reveal that despite of the fact that cultural values remain fairly stable over 

time, the fast-paced changes in terms of formal institutions will impact the performance and 

the competitiveness of firms around the globe. 
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5 CONCLUSIONS, LIMITATIONS, FUTURE RESEARCH, AND RELEVANCE 
FOR PRATICTIONERS 

 

Three major contributions can be highlighted for this thesis: First, it provides a 

methodological one by advancing the understanding on how to properly measure distance in 

a way that allows assessing its asymmetrical effects. By doing so, it is possible to discuss and 

verify the asymmetrical properties of both Formal Institutional and Cultural Distances and its 

precise effects on the performance of foreign multinational subsidiaries. Second, it offers 

several theoretical contributions showing that the effects of Cultural Distances are 

asymmetric and that not all dimensions of national culture affect the performance in the same 

manner. By including a large and diversified combination of home and host countries it 

demonstrates that attempting to make assumptions for the effects of either Cultural or Formal 

Institutional Distances based on home or host country profiles should be avoided as the 

dimensions of distances in different directions affect firms in specific manners. Moreover, 

results indicate that while Formal Institutional Distances may be easier to convert into FSAs, 

the same cannot be said about some dimensions of Cultural Distances as the effects on 

performance seem to affect firms in similar manners regardless of the characteristics of home 

country profiles. Additionally, Formal Institutional Distance moderates in a positive manner 

the effects of Cultural Distances on the performance of foreign subsidiaries particularly when 

distances are towards less developed countries. Third, a contribution to managers and policy 

makers is provided by showing specific implications on how emerging market and developed 

country firms are affected in different manners by Cultural and Formal Institutional 

Distances (and the combination of both) when operating in the region.  

Methodological Contribution: 

This thesis provides an alternative for measuring both Cultural and Formal 

Institutional distances in a way that allows the effects of distances in opposite directions to be 

verified independently from each other.  In order to do that, distance is calculated using the 

home country as the point of reference and distances in opposite directions are separated in 

two distinct scales (variables). Thus, Cultural and Formal Institutional Distances represent 

the difference in terms of scores between the home and the host country profiles in two 

specific directions. As distance is measured using the home country as the point of reference, 

when the score at the home country is lower (LOW) when compared to the score at the host 
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country which scores higher in the specific dimension (HIGH) distance is computed in the 

LOW-HIGH direction. When the condition is not satisfied, meaning that the score at the 

home country is higher (HIGH) when compared to the score at the host country (LOW), the 

distance in LOW-HIGH direction receives the value zero (0) as the condition is not satisfied 

and the distance in the opposite direction (i.e. HIGH home and LOW host or simply HIGH-

LOW) receives the value calculated by the differences between the two scores.  

The alternative provided to compute distance highlights the following characteristics 

of its behavior:  

a) Some distance dimensions may present opposite (or significantly different) effects, 

when departing from the reference point to opposite directions, therefore the resulting 

combined effect when attempting to measure distance using a single scale (variable) 

may offset each other. 

b) It can be observed that even when the effects towards the opposite directions are 

consistent in terms of signal, the resulting significance for the combined effect 

(measuring distance using a single variable) depends on the weight attributed to each 

independent effect.   

c) The results show that not only Formal Institutional Distances are asymmetric but also 

confirm the hypothesis the Cultural Distances are in fact asymmetric, therefore its 

effects cannot be measured using a single, linear perspective and scale. 

d) When distance is measured in terms of LH (low-high) and HL (high-low), the 

consistent and significant implications across the models, show that regardless of 

being an emerging market or developed country firm, Cultural Distances affect in 

similar manner the performance of these firms.  

In that sense, this study contributes for advancing the understanding on how 

Distances should be measured and provides a viable alternative for measuring distance in a 

precise and objective manner.  

Theoretical Contributions: 

Cultural Distances: 

Additionally, the findings provide a different perspective on previous assumptions 

related the symmetrical effects of Cultural Distance. For instance, Cuervo-Cazurra and Genc 

(2011) make the distinction between obligation, pressuring and supporting dimensions. They 

indicate that cultural distance is an example of obligation dimension, which regardless of the 
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direction of the distance always represent a cost for adjusting as there is not a way to 

compare countries in terms of more or less developed culture. The authors state that:  

 Moreover, on these dimensions the direction of movement does not matter; moving 

from Country A to Country B is equally disadvantageous as moving in the opposite 

direction. Cultural attitudes are an example of obligating dimensions. A country 

cannot be considered to have a more developed culture because it scores higher 

values on a scale of cultural attitudes; it merely has different cultural attitudes. When 

the firm moves to a country with different cultural attitudes, it has to develop 

knowledge about how to operate there. .... Further, these costs are the same regardless 

of the direction of movement. (Cuervo-Cazurra & Genc, 2011, p. 445). 

Results from this thesis contribute with a new perspective to this important discussion 

by showing that there are significant differences that should not be neglected in respect to the 

direction of cultural distance that should also be taken into account. 

Proposition 1: Cultural Distances effects on performance are asymmetric. The implications 

of Cultural Distances are dependent on the differences in scores between countries meaning 

that it represents different challenges for when a firm operates in a country that scores less 

when compared to operating in a country that scores higher in a specific national culture 

dimension. 

It also suggests that firms may recognize the differences in culture in the host country 

and actively take actions in order to accommodate the differences in a positive manner. For 

instance, as a firm from one specific country recognizes and understands the differences in 

the host country, it may be able to identify ways of not only accommodating but also taking 

advantage of these differences (Vaccarini et al. 2017). This active engagement in identifying 

the best alternatives to manage specific conditions in the host country could lead to an edge 

even over domestic firms that may be used to it and therefore take things for granted even 

when these characteristics are detrimental to business performance. Thus I argue that by no 

means distance can make things easier (i.e. directly causing a positive effect on 

performance), instead I agree with O'Grady and Lane (1996, p. 329) in a sense that in some 

cases the “perceived similarity can lead to carelessness and failure”. Therefore the results 

from this study could be an indication that for some cultural dimensions, the greater the 

distance between countries, the more evident the differences become and therefore this could 
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raise the concern that there is a need to proactively seek alternatives to accommodate and 

manage these differences. Thus, I propose: 

Proposition 2: Firms can take action in order to accommodate and take advantage of Cultural 

Distances in a way that it can affect performance in a positive manner. 

In addition, this study highlights the relationship between cultural characteristics and 

economic development. In the group including developed country firms there are only 7.8% 

of cases in which Power Distance is higher at the home country when compared to the host 

countries in Latin America.  Moreover, an even more evident characteristic that distinguishes 

developed countries and the emerging markets of Latin America relates to Individualism. For 

this specific dimension (Individualism) there are only 0.3% of cases in which Individualism 

is higher at the host Latin American country when compared to the firm’s home country.  

Thus, data in this study shows that Individualism and low Power Distance are characteristics 

that relate to the economic development of nations. From a path dependence perspective, 

there is a clear indication that culture explains to a great extent the differences in terms of 

economic development among nations. Thus, when North (1991, p. 111) poses the question 

“what is it about informal constraints that gives them such a pervasive influence upon the 

long-run character of economies?” this study highlights that some characteristics of national 

culture are better predictors of economic development of nations while for others dimensions 

the relationship is not so clear. 

In the same manner, when it comes to the implications of National Cultural 

Distances, results confirm that the differences between countries in some of the cultural 

dimensions are less disruptive than others (Hofstede, 1989). Thus, the results allow to 

perceive that different aspects of culture “may be more or less central, more or less difficult 

to transmit, and more or less critical to operations" (Tallman & Shenkar, 1994, p. 108). In 

this study these arguments are confirmed as the results provide precise indications on how 

each dimension of national culture in specific directions affect the performance of firms in 

Latin America.  

The findings from this study should contribute to the debate regarding the distance-

profile conflation (Maseland et al., 2018). By considering the direction of the distances and 

including a sufficiently diversified combination of home and host countries it is possible to 

discuss the effects of Cultural Distances on the performance of foreign multinational 

subsidiaries.  The findings reveal two important characteristics of cultural distance. First, it 
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shows that some national culture characteristics are easier for foreign multinational 

subsidiaries to accommodate in a way that the effects of distances on performance are 

positive. These national culture characteristics could be perceived as cooperative cultures 

while others may present greater challenges which generate conflicts verified by a negative 

effect on performance. The results provide evidences that distances towards more Collectivist 

host countries affect performance in a negative manner while distances towards more 

Feminine host countries affect the performance of foreign multinational subsidiaries in a 

positive manner. Second, it shows that regardless of the home country cultural profile, for 

some dimensions of national culture, the effects on performance are the same which is a clear 

indication that the direction of cultural distance do matter. 

Proposition 3: Cultural Distances towards Collectivist Societies affect the performance of 

foreign multinational subsidiaries in a negative way while Cultural Distances towards 

Feminine host countries affect performance in a positive manner.  

Formal Institutional Distances: 

By measuring distance in a way that considers the magnitude and the direction of 

specific dimensions of distances, the findings from this thesis provide specific insights on 

how emerging market and developed country firms are affected differently. Moreover, it is 

important to mention that while Cuervo-Cazurra and Genc (2011) make a clear distinction 

between pressure and support dimensions, not differentiating how emerging market and 

developed country firms may be affected differently by these dimensions. Instead, the 

authors generalize the effects for both groups of firms by indicating that “A firm that is 

classified as DMNC in one dimension can become an AMNC in another dimension if its 

home country is better developed in that dimension. Moreover, for many dimensions such a 

distinction cannot be established” (Cuervo-Cazurra & Genc, 2011, p. 452).  The findings 

from this study show that the pressure and support dimensions classification could be more 

adequate to represent the characteristics of the host countries profiles as for the effects of 

distances, emerging market and developed country firms are affected in different manners 

according to their FSAs. Therefore, the results provide evidences that the effects of formal 

institutional distances do not exclusively depend on the direction of the distance as emerging 

market and developed country firms are affected in different ways. It means that different 

pressures and support exist in both, the more developed and the less developed host 
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countries, and the effects depend on how well suited the FSAs are in these contexts. Thus, I 

propose the following: 

Proposition 4: Developed country and emerging market firms are affected in different 

manners by formal institutional distances due to their FSAs. The effects of formal 

institutional distances do not depend exclusively on the direction of the distances as pressures 

and support exist in both, the more developed and the less developed host countries, and the 

effects depend exclusively on how well suited the FSAs are in these contexts. 

Moreover, the results indicate that developed country firms might be able to take 

advantage of distances in terms of regulatory quality regardless of the direction. Thus, the 

assumptions from previous studies (Cuervo-Cazurra & Genc, 2011; Hernandez & Nieto, 

2015) that Formal Institutional Distances in opposite directions should produce opposite 

effects are not always supported. Therefore, I propose: 

Proposition 5: Developed country firms know how to take advantage of distances in terms of 

regulatory quality, regardless of the direction of the distance. This is mainly due to their 

experience and ability in understanding and knowing how to take advantage of regulations in 

the host country regardless of their levels of development.  

When it comes to the implications of formal institutional distances to the performance 

of emerging market firms, results show a positive effect if operating in less developed 

countries and a negative impact when institutions at the host countries are superior to its 

home country. These results reveal that emerging market firms are able to take advantage of 

their experience in operating in precarious institutional conditions, as this expertise becomes 

an important FSA that allows these firms to obtain positive returns when formal institutional 

distances are towards less developed countries (Ramamurti & Singh, 2009).  

This study provides alternative explanations to what Cuervo-Cazurra and Genc 

(2011) indicate regarding how emerging market firms should be affected by formal 

institutional distances. The authors state that when operating in a more developed and 

supportive country “the firm from the less developed country enjoys an advantage in 

comparison to its home operation because it can now rely on the environment for supporting 

resources that it previously had to develop itself” (Cuervo-Cazurra & Genc, 2011, p. 450).   

However, results in this thesis show that when operating in more developed countries, 

emerging market firms not only need to upgrade their capabilities to satisfy the higher 

demands and requirements of different stakeholders groups, but also, they need to develop 



 

 
163 

 

new skills before being able to take full advantages of the more supportive institutional 

environment. Thus, I propose: 

Proposition 6: Although emerging market firms may be in advantage when operating in less 

developed countries, this advantage turns into a disadvantage when formal institutional 

distances are towards a more developed country. The FSAs that benefit these firms when 

operating in less developed countries do not immediately allow these firms to make use of 

the superior resources available when operating in more developed countries.  

Regional Effects: 

Furthermore, the findings reveal important characteristics regarding the 

competitiveness of Latin American multinationals operating in different foreign countries in 

the region. Although many countries in Latin America share a similar post-colonization 

history, the cultural aspects may differ to a great extent, as “certain Latin American societies 

such as Mexico and Peru, have been heavily influenced by indigenous American cultures; 

while others such as Argentina have been less influenced by them, but have had relatively 

large amounts of recent European immigration” (Inglehart & Carballo, 1997, p. 35).  This is 

explained by a process called acculturation (Berry, 1974, 1990, 1997) suggesting that the 

prolonged first-hand contact and interaction among different cultural groups such as the 

European and the natives in many Latin American countries, may have caused significant 

changes to cultural characteristics, leading to a great diversity within the region. These 

arguments are consistent to the findings from this thesis in a sense that being a Latin 

American firm does not affect in a positive manner the performance when testing the 

implications of National Cultural Distances. This means that Latin American firms are not in 

advantage dealing with cultural distances when compared to other emerging market firms 

operating in the region. On the other hand, when analyzing the implications of formal 

institutional distances, Latin American firms are in advantage if compared to other emerging 

market multinationals operating in the region. It indicates that, although there are significant 

differences in terms of cultural characteristics among Latin American countries (Inglehart & 

Carballo, 1997), the similarities in terms of historical, political and economic trajectories 

approximate these countries. Royo (2008, p.21) indicates that in “the 1990s economic 

policies throughout Latin America showed a trend toward growing deregulation, 

privatization, decentralization and liberalization, which were often accompanied by 
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deepening labor market inequalities. Indeed, in most cases reforms have reproduced and 

exacerbated existing problems.” Thus, I propose: 

Proposition 7: While foreign multinational subsidiaries from within the region might be in 

advantage when dealing with distances in terms of formal institutions, cultural distances 

affect in the same way the performance of these firms when compared to emerging market 

multinational subsidiaries from outside the region. Therefore, experience with formal 

institutions might be easier to convert into FSAs when compared to taking advantages of 

cultural similarities among the countries in a specific region. 

The results also reveal that developed country firms are affected to a greater extent by 

Formal Institutional Distances when compared to emerging market firms in the region. 

Therefore, when dealing with institutional voids in emerging markets, firms from developing 

countries are in advantage due to their FSAs (Ramamurti & Singh, 2009) which enables them 

to adapt and to take advantage of these precarious conditions (Cuervo-Cazurra & Dau, 2008; 

Ficici et al. 2014).  Furthermore, these findings should raise concerns regarding 

generalizations for the implications for both Formal Institutional and Cultural Distances, as 

different dimensions may affect in different manners the outcomes of internationalization of 

developed country and emerging market firms in different contexts. Therefore, I present the 

following proposition: 

Proposition 8: When operating in emerging markets, developed country firms are affected to 

a greater extent by Formal Institutional Distances when compared to developing country 

subsidiaries. This is mainly because firms from developing countries possess FSAs 

(Ramamurti & Singh, 2009) that enables them to adapt to the precarious conditions and 

institutional voids in emerging markets while the performance of developed country firms is 

affected in a more significant and negative manner due to the lack of formal institutional 

support. 

Moderation Effects: 

The results for the moderation indicate that for both groups of foreign multinational 

subsidiaries (i.e. developed countries and emerging markets subsidiaries), there is a positive 

moderation effect of Formal Institutional Distance on the relationship between Cultural 

Distance and performance, particularly when Formal Institutional Distance is towards less 

developed countries. This is a clear indication that when formal institutions fail to provide 

the means to curb the effects of informal behavior the implications to foreign multinational 
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subsidiary performance are amplified.  Thus, the positive moderation of Formal Institutional 

Distances in the relationship between Cultural Distances and performance show that Formal 

Institutional Distance is a double-edged sword in a way that it amplifies the positive and 

negative effects of Cultural Distances. Although previous studies have addressed the 

implications on how cultural characteristics moderate the ability of firms to adopt formal 

governance mechanisms (Abdi & Aulakh, 2012; Cao, Li, Jayaram, Liu & Lumineau, 2018; 

Handley & Angst, 2015; Kang & Kim, 2010), this thesis brings to discussion a new and 

particularly relevant perspective for the case of international business. It shows that Formal 

Institutional Distances play, in fact, an important role in moderating the effects of Cultural 

Distances on the performance of foreign multinational subsidiary firms. 

By addressing the moderating effects of Formal Institutional Distance on the Cultural 

Distance and performance relationship this study shows that when focusing on the direct 

effects of either one of the two distances provide incomplete explanations as there is a 

dynamic interaction among the different levels of formality within the institutional 

framework. Moreover, results reveal that emerging market firms may be in advantage not 

only due to their FSAs which allow them to operate in a competitive manner in institutionally 

precarious conditions but are also due to their ability to take advantage of some cultural 

characteristics in this context. In that sense, this study highlights important implications for 

how the contextual changes may affect the competitiveness of firms as the current FSA 

enjoyed by emerging market firms are “subject to erosion over time, as conditions improved 

in emerging markets” (Ramamurti & Singh, 2009, p. 409). On the other hand, these changes 

may favor developed country firms that rely on supportive institutions. Finally, it can be 

concluded that despite of the fact that cultural values remain fairly stable over time, the 

contextual changes in terms of formal institutions which happen at a much faster pace, will 

affect the way Cultural Distances impact the performance of foreign multinational 

subsidiaries. Therefore, I propose: 

Proposition 9: Formal Institutional Distance moderates in a positive manner the relationship 

between Cultural Distance and performance particularly when foreign multinational 

subsidiaries operate in less developed countries. When formal institutions fail to provide the 

means to curb the effects of informal behavior, the implications to foreign multinational 

subsidiary performance are amplified. Despite of the fact that cultural values remain fairly 

stable over time, the fast-paced contextual changes in terms of formal institutions will affect 
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the way Cultural Distances impact the performance and the competitiveness of foreign 

multinational subsidiaries. 

In addition to the methodological and theoretical contributions, this study provides 

relevant insights to managers and policy makers which are highlighted next.  

Contributions to Management and Policy Makers: 

The findings from this study are relevant for practitioners, as it provides precise 

indications of how Cultural and Formal Institutional Distances and their interaction affect the 

performance of firms in Latin America. In that sense, results show that although there are 

opportunities for emerging market and developed country firms in Latin America, the ability 

to profit in the region is conditioned by the combination of Formal Institutional and Cultural 

Distances. Therefore, being aware of how firms are affected by these conditions allows 

planning and taking action to accommodate these differences in a way that minimizes the 

negative implications or take advantage of the ability to cope with the different aspects of 

distance.  Thus, firms should develop FSAs in order to support and take full advantage of the 

internationalization towards countries with different cultural and formal institutional 

characteristics. Finally, these findings in this study should serve as important inputs when 

developing the strategy for internationalizing towards the region in a way that allows 

identifying specific strategies not only for accommodating the effects, but also for taking 

advantages of distances. 

The findings from this study should also provide important guidance for policy 

makers in a sense that improving the formal institutional conditions in the countries in Latin 

America is an important condition for promoting the performance of developed country firms 

operating in the region. Considering the importance of supportive institutions becomes 

particularly important as the majority of foreign multinational subsidiaries operating in the 

region are from developed home countries. The lack of transparency, formality, predictability 

which are characteristics of emerging markets, make it difficult for firms to plan and commit 

resources in these regions (Xu & Meyer, 2013). In that sense, countries in the region should 

work towards developing and improving the quality of formal rules, systems, and 

enforcement mechanisms that reduce transaction costs and facilitate economic development 

(Brouthers, 2013). 

Although the findings from this study indicate that emerging market firms might be in 

advantage when operating in less developed countries, the opposite condition reveals the 
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urgent need for these firms to upgrade their ability to cope with the demands in countries 

with superior institutions. Thus, the more supportive institutions in more developed countries 

might in fact represent a pressure for emerging market firms which will have to learn how to 

access and take full advantage of these conditions. As countries should be working towards 

improving their governance mechanisms and characteristics, the findings from this study 

show that the strategy of firms should consider these changes as it may affect the Distance 

itself and its effects on the outcomes of internationalization. 

Finally, this thesis highlights the complexity of factors that should be included when 

analyzing the determinants for the performance of subsidiaries. By showing the 

interdependence (interaction) of different levels of formality within the institutional 

framework, and knowing they change at different speeds, should provide crucial indications 

on how these changes may affect the short and long-term competitiveness of firms. 

Limitations and Direction for Future Studies 

Although this study contributes for advancing the understanding on how Formal 

Institutions and Cultural Distances interact and affect the performance of multinational firms 

in Latin America, it is limited to observing the moderating effects of Formal Institutions in 

the relationship between Cultural Distance and performance. Hayes (2013, p. 217) indicates 

that “the mathematics underlying the simple moderation model don’t know or care which 

variable you are conceptualizing as the moderator in your analysis. Both interpretations are 

correct.” In that sense, future research could complement the understanding for the 

interaction between the different levels of formality within the institutional framework by 

investigating how Cultural Distances might moderate the relationship between Formal 

Institutional Distances and performance. Kang and Kim (2010) show that cultural similarities 

between countries makes it easier to transfer governance practices to the host country, mainly 

because it lowers information asymmetries which in turn allow engaging in more effective 

governance intervention from headquarters. Therefore, investigating the moderating effects 

of Cultural Distances on the relationship between Formal Institutional Distances and 

performance should provide important insights and complement the understanding of how 

different levels of institutions interact and affect the outcomes of internationalization.  

As this study focuses on North-South and South-South investments in the specific 

context of Latin America, future research could investigate the implications for the proposed 

model in different contexts. Although the criteria employed for this study should allow 
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credible generalizations (Franke & Richey, 2010; van Hoorn and Maseland; 2016) of the 

findings in this specific context, other studies could explore these conditions in different 

settings including developed host countries and host emerging markets in other regions. 

Testing the model in other regions including developing countries or by focusing on the 

implications in a South-North and North-North context, would provide important 

contributions to understanding the dynamics of forces shaping the performance and 

competitiveness of firms in different contexts.  
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APPENDIX A. Full sample description. 
 

HOST HOME FIRMS 
Argentina Brazil 5 
Argentina China 1 
Argentina France 4 
Argentina Germany 2 
Argentina Italy 2 
Argentina Japan 1 
Argentina Luxembourg 1 
Argentina Netherlands 3 
Argentina Spain 7 
Argentina Switzerland 1 
Argentina United States of America 4 
Argentina Uruguay 2 
Argentina Venezuela (Bolivarian Republic) 1 
Brazil Canada 3 
Brazil Chile 1 
Brazil China 9 
Brazil Colombia 1 
Brazil France 11 
Brazil Germany 5 
Brazil Hong Kong, SAR China 1 
Brazil Italy 2 
Brazil Japan 3 
Brazil Korea (South) 1 
Brazil Luxembourg 2 
Brazil Netherlands 13 
Brazil Portugal 4 
Brazil Spain 16 
Brazil Switzerland 2 
Brazil United Kingdom 2 
Brazil United States of America 21 
Brazil Uruguay 1 
Chile Argentina 1 
Chile Brazil 1 
Chile Canada 5 
Chile Colombia 3 
Chile France 7 
Chile Germany 2 
Chile Hong Kong, SAR China 1 
Chile Italy 6 
Chile Netherlands 2 
Chile New Zealand 2 
  (continued) 
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(continued)   
Chile Norway 1 
Chile Panama 1 
Chile Peru 2 
Chile Spain 17 
Chile Sweden 1 
Chile Switzerland 1 
Chile United Kingdom 1 
Chile United States of America 9 
Colombia Argentina 3 
Colombia Australia 2 
Colombia Austria 6 
Colombia Belgium 16 
Colombia Brazil 18 
Colombia Canada 15 
Colombia Chile 24 
Colombia China 24 
Colombia Costa Rica 1 
Colombia Ecuador 5 
Colombia El Salvador 1 
Colombia Finland 4 
Colombia France 64 
Colombia Germany 74 
Colombia Hong Kong, SAR China 4 
Colombia India 4 
Colombia Israel 2 
Colombia Italy 44 
Colombia Japan 27 
Colombia Korea (South) 2 
Colombia Luxembourg 22 
Colombia Malaysia 1 
Colombia Mexico 15 
Colombia Netherlands 29 
Colombia New Zealand 1 
Colombia Norway 1 
Colombia Panama 13 
Colombia Peru 7 
Colombia Poland 1 
Colombia Portugal 3 
Colombia Russian Federation 2 
Colombia Singapore 2 
Colombia Spain 194 
Colombia Sweden 17 
Colombia Switzerland 31 
  (continued)  
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(continued)   
Colombia Turkey 1 
Colombia United Kingdom 74 
Colombia United States of America 253 
Colombia Uruguay 1 
Colombia Venezuela (Bolivarian Republic) 4 
Ecuador Argentina 2 
Ecuador China 1 
Ecuador Colombia 2 
Ecuador Costa Rica 4 
Ecuador Denmark 1 
Ecuador Germany 2 
Ecuador Luxembourg 1 
Ecuador Netherlands 1 
Ecuador Norway 1 
Ecuador Pakistan 1 
Ecuador Panama 9 
Ecuador Peru 1 
Ecuador Portugal 1 
Ecuador Singapore 1 
Ecuador Switzerland 1 
Ecuador United Kingdom 2 
Ecuador United States of America 13 
Ecuador Uruguay 3 
Mexico Canada 4 
Mexico France 3 
Mexico Germany 3 
Mexico Hong Kong, SAR China 2 
Mexico Italy 2 
Mexico Japan 2 
Mexico New Zealand 1 
Mexico Spain 12 
Mexico Switzerland 6 
Mexico United Kingdom 2 
Mexico United States of America 16 
Panama Brazil 1 
Panama Canada 1 
Panama Colombia 3 
Panama Costa Rica 2 
Panama Ecuador 1 
Panama Israel 1 
Panama Norway 1 
Panama Panama 2 
Panama Peru 1 
  (continued) 
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(continued)   
Panama Spain 3 
Panama United States of America 4 
Panama Venezuela (Bolivarian Republic) 1 
Peru Belgium 1 
Peru Brazil 2 
Peru Canada 4 
Peru Chile 8 
Peru China 2 
Peru Colombia 3 
Peru Ecuador 2 
Peru France 1 
Peru Germany 2 
Peru Italy 3 
Peru Luxembourg 2 
Peru Mexico 2 
Peru Netherlands 2 
Peru Panama 5 
Peru Spain 6 
Peru Switzerland 1 
Peru United Kingdom 1 
Peru United States of America 4 
Uruguay Argentina 2 
Uruguay Brazil 5 
Uruguay Canada 1 
Uruguay Chile 1 
Uruguay China 1 
Uruguay Ecuador 1 
Uruguay Finland 2 
Uruguay France 7 
Uruguay Germany 6 
Uruguay Hong Kong, SAR China 1 
Uruguay Ireland 1 
Uruguay Israel 1 
Uruguay Netherlands 10 
Uruguay Peru 1 
Uruguay Spain 13 
Uruguay Sweden 3 
Uruguay Switzerland 5 
Uruguay United Kingdom 3 
Uruguay United States of America 10 
Uruguay Venezuela (Bolivarian Republic) 1 
Venezuela (Bolivarian Republic) Colombia 2 
Venezuela (Bolivarian Republic) Japan 1 
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(continued)   
Venezuela (Bolivarian Republic) Panama 1 
Venezuela (Bolivarian Republic) Portugal 1 
Venezuela (Bolivarian Republic) Spain 2 
 


