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Abstract 

In recent years, more attention have been given to the sub-national determinants of multinational 

enterprises’ location behaviour. However, the role of ‘global cities’ has received limited attention 

despite their central position in the global economy. In this thesis, I analyse and discuss the concepts 

of location, the liability of foreignness caused by MNEs’ spatial separation of foreign operations, and 

their relation to the factors that drive MNEs toward, or away from, global cities. Rooted in the existing 

literature on global cities, I follow the arguments that three interrelated distinct characteristics of 

global cities – cosmopolitanism, interconnectedness, and availability of advanced producer services 

– help the MNEs overcome the social costs of doing business abroad. In addition, I identify MNEs’ 

operations that benefit or suffer from the locational attributes of global cities, and how they in turn 

relate to the liability of foreignness associated with the international operations of MNEs. Consistent 

with these arguments, I operationalise the liability of foreignness as institutional distance and analyse 

its influence on the location of a large sample of subsidiaries from Nordic and Japanese MNEs. My 

results indicate that not only do MNEs have a strong propensity to locate in global cities, but also that 

these choices are affected by institutional distance and industrial characteristics of R&D- and 

advertising-intensity. Consequently, my results provide empirical support for the arguments of global 

cities’ role in the processes of globalisation, the co-evolution of global cities and MNEs, and the 

ability of global cities to reduce the liability of foreignness suffered by MNEs. Ultimately, my study 

contributes to the understanding of the implication of location and distance on MNEs’ international 

strategies, but also points to further investigation on the role of global cities in the nexus of place, 

space, and organisation to expand our knowledge on the geographic aspect of MNE behaviour. 
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1. Introduction 

In the field of international business research a key area of interest is that of location – the where and 

why firms place specific activities and investments in particular areas (Enright, 2009; Goerzen, 

Asmussen, & Nielsen, 2013). Traditionally the unit of analysis for where and why firms tend to cluster 

in geographic space has been that of the nation state (Beugelsdijk, McCann, & Mudambi, 2010). 

However, the current trends of economic liberalisation and deregulation, as well as international 

exchange of technologies, people, and ideas has left the spatial patterns and relationships between 

firms and locations on the subnational level under-analysed (Sassen, 2005; Brown, Derudder, 

Parnreiter, Pelupessy, Taylor, & Witlox, 2010). Ultimately firms choose a specific place within a 

country as the location for their investment, which warrants more nuanced analysis of the 

characteristics of subnational locations to better understand the relationship between firm behaviour 

and its spatial environment (Beugelsdijk et al., 2010). Notably the question of what particular places 

and locational features it is that attract firms are addressed on the subnational level of both regions 

(Porter, 2001) and industry clusters (Porter, 1998). 

Yet, cities, or more specifically the concept of ‘global cities’ developed within economic geography, 

has received little attention within the research areas of international business (Nachum & Wymbs, 

2005; Goerzen et al., 2013). Notwithstanding the lack of attention, these global cities (of which New 

York, London, Tokyo, Frankfurt and Shanghai are prime examples) are key nodes in the global spatial 

organisation of production and markets, as well as the concentration and accumulation of 

international capital (Friedman, 1986). Given the reduction of spatial barriers for the international 

movement of capital, we are witnessing a kind of economic geography where the particular attributes 

of place influence the location patterns of multinational enterprises (MNEs): 

“The free flow of capital across the surface of the globe, for example, places strong 

emphasis upon the particular qualities of the spaces to which that capital might be 

attracted. The shrinkage of space that brings diverse communities across the globe into 

competition with each other implies localized competitive strategies and a heightened 

sense of awareness of what makes a place special and gives it competitive advantage. [...] 

The need for accurate information and speedy communication has emphasized the role 

of so-called ‘world cities’ in the financial and corporate system (centres equipped with 

teleports, airports, fixed communication links, as well as a wide array of financial, legal, 

business, and infrastructural services). The diminution of spatial barriers results in the 

reaffirmation and realignment of hierarchy within what is now a global urban system.” 

(Harvey, 1990, pp. 271, 294-295). 
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Therefore, as quoted above, the reduction of certain spatial barriers brings a heightened importance 

to the concept of place in space where the competitive advantage of global cities play an important 

role in both the financial and corporate system, which in turn gives rise to a notion of a global urban 

hierarchy (Scott, 2001). According to McCann (2008) in his refusal of the ‘flat world’-hypothesis 

(Friedman, 2005) the urban hierarchy are exactly what gives the current globalisation process a more 

curved look, where networks of global cities are becoming the dominant reference for both firms, 

trade and human capital.  

The notion of place draws heavily on a modern understanding of the eclectic paradigm (Beugelsdijk 

et al., 2010).  Here the study of location has diverted from the study of cost reductions and market 

seeking behaviour to a focus “on the ways in which the global competitive advantage of firms can be 

enhanced by learning and clusters: and on the reduction of cross-border transaction costs in a complex 

MNE system” (Dunning, 2009, p. 30). Thus the issue of location, or place, is closely related to the 

notion of space and its multidimesional concept of cultural, administrational, geographical and 

economic distances (Ghemawat, 2001). A result of the complexitity of the CAGE distances is that 

MNEs are often confronted with a liability of foreignness (Asmussen, Pedersen, Devinney, & 

Tihanyi, 2011) which broadly defined are costs incurred by MNEs doing business overseas that local 

firms would not incur (Zaheer, 1995) which for example have shown to influence both market entry 

stategy (Chen, Griffith, & Hu, 2006) as well as ownership and expatriate strategies (Xu, Pan, & 

Beamish, 2004). 

Thus, the particularities of place and the spatial distance between host and home of MNEs are 

reflected in the organisation of MNEs either directly through the location of particular functions or 

inderectly through the relationship with suppliers and consumers (Dicken & Malmberg, 2001). Here 

the particularities of the global cities might help to offset the spatial distances associated with foreign 

operations and be one of the reasons why global cities are the dominant reference for firms, trade, 

and human capital. 

The relation between global cities and the liability of foreignness (LOF) was first suggested by 

Nachum (2003, p. 1202) where a global city “gives rise to somewhat different sources of advantages 

and affects directly the existence and strength of the LOF”.  This bodes the question whether the 

particular qualities of a global city and the LOF faced by MNEs in foreign markets are reflected in 

their location patterns – i.e. the propensity of MNEs to locate in global cities. 
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1.1 Scope of the thesis, problem statement and research questions 

Following the notion that the liability of foreignness is the core strategic issue for MNE managers 

(Eden & Miller, 2004) and that location is at the heart of international business strategy (Ricart, 

Enright, Ghemawat, Hart, & Khanna, 2004) this thesis aims to integrate the two perspectives of the 

LOF and MNE location in global cities. This research avenue is potentially fruitful given the current 

understanding of the geographic aspect of MNE behaviour remains limited (McCann, 2011). As noted 

by Beugelsdijk et al. (2010, p. 488) the major weakness of the convergence of economics, geography, 

and IB strategy literature to explain location behaviour is that “MNEs are still basically portrayed in 

geographical space as independent units agglomerating in certain locations, leaving the nature of the 

interaction between places and space as a black box.” 

To open up the ‘black box’ on the relationship between MNEs, places and space I analyse the 

hypothesised relation between global cities and the liability of foreignness, and how it influences the 

location of MNEs’ subsidiaries. I suggest that the literature on international business studies and 

economic geography has not yet covered this issue on an empirical level, despite its relevance to 

scholars for the understanding of FDI patterns and the process of globalisation. Since MNEs are the 

dominant players in globalisation by circulating knowledge, technologies, and people across the 

globe, understanding globalisation requires a better understanding of the economic geography of 

MNEs (McCann, 2008). In addition, the topic is relevant for policymakers for the ability of countries, 

cities and communities to attract foreign MNEs, and MNE managers for how the liability of 

foreignness can be mitigated via location strategies.  

Beugelsdijk et al. (2010) identifies an approach that centres simultaneously on the notions of place, 

space and organisation as a theoretically distinctive and empirically tracable approach to the issue of 

the MNE and its spatial environment. Therefore, the place to be analysed is the global city; the space 

is the LOF conceptualised as ‘distance’ between the home and host of the MNE; and organisation as 

the MNE’s choice to locate subsidiaries in global cities given their locational features and the LOF 

between host and home. Together this adds up to the following problem statement: 

How can the location of a subsidiary in a global city influence the liability of foreignness 

associated with the international operations of MNEs? 

Given that the problem outlined above is a combination of different concepts, four underlying 

research questions will help to answer the overall problem statement and provide the direction for the 

analysis. 
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First we need to establish a clear understanding of the concept of global cities. As noted above, and 

in more detail later, global cities command a central place and are highly influential in the world 

economy. Not only are global cities relevant for MNE location strategy (Nachum & Wymbs, 2005), 

but also to the overall location pattern of economic activity (Beaverstock, Smith, & Taylor, 1999). In 

addition, the nature of global cities and their role in the global economy is different from regions as 

well as industry clusters (Goerzen et al., 2013), or even cities with large populations that do not exhibit 

global city characteristics (Beaverstock et al., 1999). Simply put, the first research question is: 

What characterises a global city? 

Secondly we need to relate the qualities of a place to the issue of space, or more specifically how the 

features of the global city can reduce the impact of the LOF. Here the link between the sources of 

advantages of global cities and the strength and existence of LOF has to be conceptualised. To do 

that, a clear understanding of the LOF will be established. While the LOF traditionally has been 

broadly defined as any additional costs incurred by foreign firms, Zaheer (1995) identifies costs 

arising form coordination, unfamiliarity, and lack of legitimacy as being of prime importance to 

MNEs. However, the actual measurements of these components hinges on a clear understanding on 

what type of costs MNEs are facing (Eden & Miller, 2004) and how they are to be operationalised in 

the context of empirical analysis. Therefore the related second and third research questions are: 

What are the components of the LOF? 

and 

How can we construct valid measures that capture the components of the LOF? 

The questions can be characterised as having both a theoretical and methodological character 

pertaining not only to a proper identification to what causes the liability of foreignness, but also how 

to properly measure it where the results should follow the theoretical underpinnings. 

Thus, having identified concepts regarding the global cities and the liability of foreigness I will 

establish a theoretical link between the two streams of thought that enable me understand the reasons 

why MNEs are drawn toward or seek away from global cities: 

How do the proporties of a global city reduce the impact of the LOF? 

Consequently a theoretical link between global cities and the LOF allows for the formation of a 

number of research hypotheses that are used to inquire into the effect of the LOF on MNEs’ 

propensity to locate in global cities and answer the overarching problem statement. 
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1.2 Structure of the thesis 

This master thesis is structured into six chapters. The introduction of research area, scope and problem 

statement is found above in the first part of chapter one. 

In the second chapter a review of the key contributions within international business and economic 

geography literature on the issue of global cities will be provided along a review of the literature on 

the liability of foreignness. Additionally, an examination of the literature on the LOF will in 

combination with the outlined understanding of global cities allow for the development of a 

theoretical argument that will form the basis for the research hypotheses also presented in this chapter. 

Finally the implied limitations of the proposed theoretical argument is discussed for the impact on 

the overall conclusion. 

The third chapter contains a discussion of the proposed method to empirically analyse the research 

hypotheses and the construction of valid measures of the LOF. This includes a presentation of a large 

sample of Nordic and Japanese MNE subsidiaries, the treatment of the primary and secondary data, 

discussion of the proxies used to show the impact of the LOF, and a discussion of the econometric 

approach utilised to construct and test the measures of the LOF as well as the hypotheses.  

The fourth chapter contains the results of the treatment of the primary and secondary data as well as 

the overall model. This includes descriptive statistics and sensivity analyses of the results. The results 

are analysed based on the concepts from the existing literature and their relevance to the overall 

problem statement. 

The fifth chapter covers the discussion of the results, and how the results relate to the scope of this 

study and the existing theory. In addition the limitations of the results and possible avenues for further 

research will be discussed. 

Finally the sixth chapter presents the proposed answers to the problem statement and the research 

questions outlined in the introduction as well as the overall conclusion to the topics covered in the 

thesis. 
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2. Literature review 

In order to address the three research questions pertaining to the theoretical concepts of global cities, 

the liability of foreignness, and their interaction I review the major contributions within these fields. 

To do so I start with the theoretical underpinnings of firm location and its relationship to 

agglomeration economies which comprises the outset for the theory on cities and how they relate to 

the wider economic environment. Next, the attributes of global cities are identified within the fields 

of economic geography and urban studies. Subsequently, the cost of doing business abroad due to the 

impact of spatial distance and the liability of foreignness associated is conceptualised from the works 

within international business studies. Ultimately, these different research streams develops into a 

theoretical argument that will form the basis of the hypotheses that are tested empirically to answer 

the overall problem statement.  

 

2.1 Agglomerations and firm location strategy 

The roots of the interest in sites marked by particular locational advantages for economic 

development goes back to the work of Marshall (1920) and notably the nature of economic 

agglomeration. Once a highly dense industrial district has formed “the mysteries of the trade become 

no mysteries; but are as it were in the air, and children learn many of them unconsciously” (Marshall, 

1920, Chapter IV.X.7). Essentially, in the idealised version of the industrial district ideas, inventions 

and improvements spread quickly among the highly skilled and specialised workers along the growth 

of subsidiary trades to support the industrial district. Notably the concept of industrial agglomeration 

has been studied by Porter (1998) where different types of clusters of interconnected companies and 

institutions are a feature of both national, regional, and even metropolitan economies. Here the 

competitive advantage is embedded in locational features of knowledge, relationships, and motivation 

unique to this particular cluster of geographically concentrated companies and institutions that spur 

innovation and competitive success. 

Indeed it has been found that proximity matters since subsidiaries are increasingly embedded in host 

country knowledge networks (Phene & Almeida, 2003) and that FDI may in part be driven by the 

desire to gain knowledge from unique institutional contexts (Frost, 2001). Even though 

technologically leading firms with high R&D-intensity might shy away from areas of high industrial 

activity to minimise the costs of potential outward knowledge-spillovers (Alcacer & Chung, 2007). 
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However, as pointed out by Goerzen et al. (2013, note 1) the primary perspective of the literature on 

these specialised producer communities has been that of the industrial district and not on the 

agglomeration benefits unique to the economic geography of cities. The work on the nature of cities 

goes back to the ideas of Jacobs (1961, 1969, 1984) who treats cities as key economic entities. Jacobs 

(1961, p. 151) considers aesthetics and a vibrant urban life as being the basis for innovative urban 

communities and economic development rooted in the benefits of co-location and social interaction. 

The following improvement of infrastructure, skills, and production permits continual economic 

growth, which through trade puts the city in contact with geographically separated cities (Jacobs, 

1984, pp. 189-190). As summarised by Brown et al. (2010, p. 16) “vibrant cities expand economic 

life in ways that diversify economic processes within the city (‘the little movements’) that in turn lead 

to complex relations with other cities (the ‘big wheels’ of commerce)”. 

Thus, a city in the Jacobean perspective are understood as an ecosystem of communities with layered 

complexity and seeming chaos that in volatile trade with other cities provide a context for the injection 

of improvisations into everyday economic life to spur economic development (Jacobs, 1984, pp. 154-

155). While both Marshall and Jacobs identify positive externalities stemming from geographic 

proximity Storper & Venables (2004, p. 353) argue that “Marshall centres on belonging to a 

specialized producer community which diffuses the ‘secrets’ of industry, not the kind of cosmopolitan 

and haphazard city life described by Jacobs”. The implication of this distinction is that cities in the 

Jacobean sense gives rise to different kinds of agglomeration effects: 

 “[…] agglomeration has a strong positive influence on the ability of cities to function as 

centres of learning, creativity, and innovation, for precisely because cities are constituted 

as dense transactions-intensive foci of many interdependent activities they are also places 

in which new transactional encounters and experiences endlessly occur, and in which 

enormous quantities of information are daily created and circulated.” (Scott, 2001, p. 

819) 

Vibrant city life based on a multitude of interdependent activities are therefore the distinct 

characteristic of urban agglomerations that fosters creativity and innovation, and which sets them 

apart from pure industrial clusters. Cities are however not a closed eco-system but highly integrated 

into various spheres of economic activity, and for that reason their attractiveness depends on the 

relation to their peripheral environment and international trade relations. 
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2.1.1 Cities and the economic environment 

According to Krugman (1994, p. 243) the centripetal forces that pull population and production into 

urban agglomerations can broadly be categorised as the natural advantages of particular sites, access 

to markets, products, and labour pools, as well as knowledge spillovers. Conversely, centrifugal 

forces such as commuting costs, urban land rent, pull of dispersed resources, congestion and pollution 

might hamper the city’s attraction to people and companies thus restricting city size.  

Based on a stylised model, Krugman argues that people concentrate in a city because of greater variety 

of goods available1, and firms because of the larger market for their goods thus creating their own 

markets by concentrating their locations (Isserman, 1994). Conversely, wages are lower and prices 

higher in the periphery due to transportation costs, respectively, to and from the city (the central 

market), but the higher rent and commuting costs within the city deter a full urban agglomeration. In 

addition, the pull of dispersed resources will cause certain producers to locate in the city’s periphery 

– as analysed by von Thünen: in varying rings of activity based on the transportation costs of reaching 

the central market and the resulting land rent the producer can pay (Clark, 1967).  

The result of the agglomeration model outlined above is that in a country with strong barriers to trade 

(Krugman, 1994, p.251) domestic firms will be willing to pay a wage premium in order to locate in 

the city because many other firms and the majority of their market are concentrated here. However, 

once the economy is open to international trade firms will be able to sell and buy products in the 

foreign market thus weakening the centripetal forces of the city. As a result, firms will be less willing 

to pay a wage premium, and workers less willing to accept high commuting and land costs, in order 

to be close to the metropolitan market and suppliers, thus making a single metropolitan concentration 

unsustainable. Additionally, high quality polycentric infrastructure enhances this effect by connecting 

the periphery and other cities in a functioning transportation network. 

Following the argument that the process of globalisation and the expansion of network technologies 

have reduced the barriers to trade, the MNE might be more prone to locate outside the city area to 

avoid paying the higher wages and land costs associated with the metropolitan area. This would allow 

MNEs to act as centrifugal forces “offshoring” their operations and moving back-office operations to 

outlying suburbs thus rendering cities less important (Cohen, 2000). 

                                                 

1 Krugman attributes this effect to economies of scale deriving from monopolistic competition of the Dixit-Stiglitz-type. 

The effect is that all scale gains appear in the form of variety rather than average scale of production. 
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However, as noted by Sassen (2000, p. 81) despite the spatial dispersal of economic activity “national 

and global markets as well as globally integrated organizations require central places where the work 

of globalisation gets done” and that the “resources necessary for global economic activities are, 

indeed, deeply embedded in place” (Sassen, 2005, p. 31). Thus, high quality infrastructure and 

managerial expertise required to provide the backbone for the international system tend to assemble 

in ‘global cities’ that provide a countering centripetal force in the global economy (Sassen, 1991).  

Having identified the ‘little movements’ within cities, and the factors that attract or repel people and 

firms, we now need to examine what kind of attributes that makes a city ‘global’ and allow them to 

turn the ‘big wheels of commerce’. 

 

2.2 Global cities 

Throughout the literature reviewed, many different terminologies are to identify and describe large 

and significant cities: primate cities, industrial cities, world cities, mega-cities, and global cities. 

According to Beaverstock et al. (1999), the variety reflects the diversity in the nature of cities, but 

more importantly a division of approaches to the study of cities: a demographic approach focusing 

on the human and ecological implications of urban life, and a functional approach that focuses on 

cities as being integral to the contemporary globalisation process.  

Since this thesis takes its cue from the relation between global cities and the liability of foreignness 

the theoretical approach are anchored in the functional tradition, which highlights a number of key 

attributes to large and significant cities. 

Even though some researchers in the functional tradition have integrated demographic concepts into 

their writings, i.e. city size as a input for discussion of city importance, the tradition examines the 

activities that go on within cities by virtue of their function in the global economy which lead to the 

development of the concept of “global cities” (Goerzen et al. 2013). The literature on the functionality 

of global cities has converged on three attributes that characterises them as centripetal forces in the 

local and global economy namely a cosmopolitan environment, high levels of advanced producer 

services, and a high degree of interconnectedness to local and global markets (Beaverstock et al., 

1999; Brown et al., 2010; Goerzen et al., 2013). I will therefore briefly address these three 

characteristics and their interrelatedness below. 

 



10 

 

2.2.1 Cosmopolitan environment 

One of the first attempts to define and rank cities that exerts strategic dominance in the global system 

is done by Hall (1966) who identifies certain cities as being the locational preference for the 

headquarters of multinational corporations. Well-known cities such as London, Paris and New York 

commands privileged positions in the global urban hierarchy by virtue of their functional capabilities 

of power and influence within politics, trade, communications, finance, education, culture, and 

technology. As noted by Hymer (1972), the top management functions of multinational corporations 

will have to be located close to capital markets, the media, and the government grounded in the need 

for face-to-face contact at the higher levels of decision-making.  

Indeed Storper & Venables (2004) identify the need for control and coordination through face-to-face 

exchange of complex and varied information as a central force for the processes of urbanisation and 

localisation of certain industries. The information requirements of deal-making, evaluation, and 

relationship adjustment are difficult to transmit at great distance and therefore heavily dependent on 

face-to-face contact. Glaeser & Resseger (2010) also found a strong connection between per-worker 

productivity and metropolitan population in cities with higher levels of skills, which gives support to 

the view that urban density is important because proximity spreads knowledge and that bigger cities 

attract more workers that are skilled. 

The effect of the agglomeration of important social factors, institutions and multinational corporations 

does in turn lead to the creation of a cosmopolitan environment, which is conducive to the location 

of specialised managerial capabilities and the attraction of the creative talent needed for innovation 

and economic growth (Florida, 2004). In addition, cosmopolitan consumers are characterised by 

open-mindedness, diversity appreciation, and consumption transcending borders, which are a 

potentially powerful segmentation base for companies targeting international consumer markets 

(Riefler, Diamantopoulos, & Siguaw, 2012). 

Thus, the cosmopolitanism associated with the economic and social diversity found in certain cities 

(Jacobs, 1961) facilitates creativity and international consumption because of the openness of their 

networks, the liberating force of anonymity and resistance to restricting traditions (Florida, 2002). 
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2.2.2 Advanced producer services 

Sassen (1991) proposes that global cities are command and control points in the world economy 

because of the rapid growth, specialisation and concentration of advanced producer service firms 

within them. The dispersion of MNEs’ operations across different points in space makes the work of 

managing, coordinating, servicing, and financing them more complex. For those reasons, MNEs 

choose to outsource a share of their central functions to highly specialised service firms within areas 

such as advertisement, finance, law, and accounting. These advanced producer firms then tend to 

agglomerate in locations where the complexity and uncertainty of their markets are met by the 

unrivalled pool of talent, expertise, and clients found in global cities (Sassen, 2005). 

This need for information-rich environments does however not lead to a concentration of these firms 

in just a few ‘mega service centres’, but a whole range of cities covering all major regions in order to 

provide their services when and where their clients need it. In order to follow their clients the 

advanced producer firms will have to go global themselves thus targeting locations that are most 

conducive to their operations and in effect creating worldwide office networks in the major cities of 

the world (Brown et al., 2010). In addition, many of these cities contains other potential clients such 

as host country corporations, government departments, NGOs, and other foreign firms (Beugelsdijk 

et al., 1999). Thus, a key purpose of the worldwide office network is to enable transnational business 

to be conducted (Brown et al., 2010) which is pivotal for internationalising firms to support their 

foreign operations (Goerzen et al., 2013). 

 

2.2.3 Interconnectedness 

In addition, global cities possess a high degree of interconnectedness given their position in the global 

commodity chains where they act as central nodes for both local and global production, distribution, 

and consumption, as well as centrality in the network of information flows as witnessed by the intra-

firm linkages of advanced producer services (Brown et al., 2010). To enable and sustain the high 

degree of interconnectedness global cities are equipped with both physical (ports, airports, central 

position in the local transportation network etc.) and informational infrastructure (access to 

communication links and mass media) (Harvey, 1990). Along the access to major transportation 

nodes, the availability of major financial centres, headquarters for international institutions, and just 

sheer population size might add to both local and global interconnectedness (Friedmann, 1986). 
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2.2.4 Synthesis of a global city 

The existing literature on global cities suggest that they are characterised by a high degree of 

cosmopolitanism, advanced producer services, local and global interconnectedness. These 

interrelated attributes are unique vis-à-vis other cities (rural or megacities) or industrial clusters. 

A large population is by no means a guarantee of global city status. Even though their centripetal 

forces might enable them to attract small businesses catering to the local market as well as millions 

of rural immigrants (UNFPA, 2008) a number of large cities in the developing countries have limited 

connection to the global economy (Friedmann, 1986). In addition, the non-global cities and large 

residential suburban areas in the developed countries spawned by the centrifugal forces of large cities 

might exhibit a cosmopolitan environment aided by high education and income levels, while enjoying 

access to infrastructure that connects them to local and perhaps global markets. Yet, the lack of 

concentrated economic activity will fail to attract the advanced producer services needed to attain a 

central role in the global city network. Conversely, industrial clusters offer industry-specific 

advantages of inter-firm linkages, knowledge-spillovers, and suppliers of specialised inputs (Porter, 

1998) of a narrow kind whereas global cities are host to a multitude of functional capabilities (Hall, 

1966). However, as with the US clusters identified by Porter (1998, p.82) many of them arise around 

or within well-known metropolitan areas, which could indicate the attractiveness of even specialised 

industries to remain close to the haphazard social and economic life of cities. 

In summation, the broad centripetal forces of cities sketched out by Krugman (1994) have in the 

literature on global cities been narrowed down to an interrelated trinity of advanced producer services, 

global and local interconnectedness, and a cosmopolitan environment. The cosmopolitan 

environment of global cities gives the access to a thick pool of highly skilled workers, access to 

markets with ‘global consumption’, and the buzz of face-to-face contact that permits knowledge 

spillovers. This environment is conducive to, and reinforced by, the location patterns of advanced 

producer services that through co-dependence with large MNEs comprise the backbone for global 

cities to act as hub and command centres in the global (and local) economy. These processes are 

enhanced by the infrastructural interconnectedness of central locations. 

The empirical question of which cities that exhibit these attributes and how they fit into a hierarchy 

of global cities is discussed later in the methodological chapter. However, because of the locational 

attributes, and their importance as hub and command centres by virtue of their network-enabling 

characteristics, global cities influence the internationalisation of MNEs (Goerzen et al., 2013). 
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2.3 Global cities and the liability of foreignness 

Hymer (1976) argues that firms face costs of doing business abroad that local firms do not incur, 

which cause barriers to entry. Arguably the advantage of local firms stem from the access to better 

information that are costly to acquire for the foreign firm, and possible worse treatment of foreigners 

from host-country government, buyers, and suppliers that put the MNE at a disadvantage.  

However, Eden & Miller (2004) show through a deconstruction of the CDBA concept that it contains 

both the economic and social costs of doing business abroad. Since the economic activity-based costs 

are related to geographic distance, they can be anticipated and measured, whereas the social costs of 

doing business abroad, i.e. the liability of foreignness, are the major barrier when firms operate in 

host countries. Eden & Miller go on to argue that the LOF is caused by institutional distances between 

the home and host country of the MNE, and that there is variance across countries in their institutional 

environments, which causes each foreign subsidiary to operate in a unique task environment. 

North (1991, p.97) defines ‘institutions’ as “the humanly devised constraints that structure political, 

economic and social interaction.” Scott (1995, p.33) elaborates on this definition by defining 

institutions as “cognitive, normative, and regulative institutions structures and activities that provide 

stability and meaning to social behaviour.” Since organisations and firms are part of a broader 

institutional environment they are under pressure to conform (isomorphism) to the environment in 

which they are embedded (DiMaggio & Powell, 1983, p. 150): either coercively (political pressures), 

mimetically (responses to uncertainty), or normatively (associated with professionalization). 

Kostova & Zaheer (1999) proposes that with increases in institutional distance the pressure for the 

MNE to adapt organisational practices to meet host country legitimacy requirements will become 

higher, thus making the transfer of strategic routines to foreign subsidiaries more difficult. Therefore, 

as host country demands for local isomorphism rises, the pressure for the MNE to tailor their 

operations to the local conditions increase at the cost of the economic pressure to integrate and 

rationalise operations across countries (Xu & Shenkar, 2002). 

Thus, building on institutional theory Eden & Miller (2004) identify the social costs of doing business 

abroad as rising from unfamiliarity, relational, and discriminatory hazards. These social costs are 

driven by institutional distance between the home and host country within the cognitive, normative 

and regulatory institutional pillars: 
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The regulative pillar rests on the setting, monitoring, and enforcement of rules. It is based 

on instrumental logic and uses legal sanctioning as the basis of legitimacy. The normative 

pillar prescribes desirable goals and the appropriate means of attaining them; legitimacy 

is rooted in societal beliefs and norms. The cognitive pillar highlights internal 

representation of the environment by actors; legitimacy is anchored in cultural 

orthodoxy.” (Xu & Shenkar, 2002, p.610) 

Throughout my research, I have found limited scholarly attention toward the subcountry determinants 

of the LOF even though Nachum (2003, p. 1202) suggests: “The notions of the home-based 

advantages and differences associated with nationality – on which the LOF lies – may not hold in this 

context [of global cities]”. Goerzen et al. (2013, p. 431) adds: “From this perspective it seems likely 

that an MNE would not experience the same degree of the LOF when locating in, for example, 

Shanghai, which has a high degree of integration into the world economy as compared with another 

less connected, perhaps rural, part of China.” 

We therefore need to examine the relation between the institutional distances, the resulting social 

costs, and how the identified attributes of global cities might help to offset them following the 

arguments presented by Goerzen et al. (2013, pp. 431-433). 

 

2.3.1 Unfamiliarity hazards 

A company’s unfamiliarity with and lack of roots in a local environment makes it more difficult to 

comply with a host-country’s legal environment (Mezias, 2002b), understanding the social values of 

the normative institutions (Kostova & Zaheer, 1999), or coping with differences in cognitive 

stereotypes and national symbols (Eden & Miller, 2004). Consequently, costs of dispute settlements, 

failed product launches and business dealings might rise until the same level of host-market 

knowledge has been reached.  

Global cities reduce the unfamiliarity by providing a more diverse cosmopolitan environment with 

openness to different cultures, interconnectedness that permits global media and extensive IT 

infrastructure to reduce search costs, and the agglomeration of advanced producer services to supply 

the MNE with consulting and advice to accelerate learning. 
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2.3.2 Relational hazards 

Contrary to local firms, foreign firms incur the difficulty of managing intra-firm and inter-firm 

relations at a distance and between different cultures, which hampers managerial effectiveness and 

increases administrative costs. Regulatory distance in the form of difference in the enforcement of 

(intellectual) property rights protection (Xu & Shenkar, 2002) could increase opportunistic behaviour 

by partners or employees (or the MNE itself). Differences in the normative environment reduce the 

MNE’s ability to transfer practices to the subsidiary resulting in increased communication and 

coordination costs compared to local firms (Zaheer & Mosakowski, 1997). Cognitive institutions, 

like the preference of economic transactions rooted in ongoing social relationships and other non-

commercial criteria in collectivist societies (Hofstede Centre, 2013), might make it more difficult to 

build relations with socially embedded local firms. 

The interconnectedness of global cities will however make the transfer of capital, people, goods, and 

information to and from local subsidiaries faster, cheaper, and more accurate and in turn enable better 

intra- and inter-firm relations. Advanced producer services will allow the MNE to work with same 

service providers globally and reduce coordination costs. The cosmopolitan environment does in turn 

enable the MNE to build relations to other internationally oriented companies and creative talent, and 

use expatriates to enhance coordination and control within the MNE. 

 

2.3.3 Discriminatory hazards 

Differential treatment from host country’s government, consumers, or public can result in costs 

related to discrimination. This occurs formally when foreign firms are met by different rules and 

regulations than domestic firms (Kostova & Zaheer, 1999), or informally when local firms are given 

preferential treatment in dealings with public officials (Zaheer & Mosakowski, 1997). However, 

regulatory frameworks have become more homogenous within developed countries due to 

globalisation pressures, regional integration, and international institutions (Eden & Miller, 2004) thus 

reducing formal discriminatory treatment. Normative distance between the home and host countries’ 

notions of desirable goals and how to attain them may undermine the import of MNE practices that 

deviate from societal expectations (Xu & Shenkar, 2002). Finally, ethnocentrism, stemming from 

cognitive stereotyping of outsiders or favouritism of insiders, can cause consumers and employees to 

prefer to deal with domestic firms and discriminate against foreign MNEs (Eden & Miller, 2004). 
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The global interconnectedness of global cities can however reduce discrimination since local 

stakeholders are more likely to be exposed to international stimuli through media, consumer products, 

and the prevalence of foreign firms and expatriates. As well as the local government and its policies 

might be more open to FDI as seen with development zones in Shanghai (Wei & Leung, 2005). The 

attitudes of openness towards other cultures, diversity, and the preference for international 

consumption associated with cosmopolitanism might in turn make foreign firms and products more 

legitimate in the eyes of consumers, suppliers, employees, and other stakeholders. In addition, 

collaboration with the advanced service providers might in turn lend credibility to the MNE in the 

eyes of potential partners. 

 

2.4 Presentation of hypotheses 

The existing literature suggests that the agglomeration benefits of cities make them different from 

other geographical units of analysis, and that their attraction to firms and population depends on their 

relationship with the wider economic environment. In particular, global cities are characterised by a 

high degree of economic gravity and centrality from functioning as hub and command centres by 

virtue of their locational advantages of cosmopolitanism, availability of advanced producer services, 

and interconnectedness to the local and global economy. Since the network of global cities provide 

an increasing number of privileged locations to support the internalisation of firms, I hypothesise, 

ceteris paribus, that:    

Hypothesis 1: An MNE is more likely to locate its foreign subsidiary within a global city 

or in a metropolitan area than in other locations. 

This hypothesis reflect that some MNEs might prefer to locate in the proximity of global cities, but 

not necessarily within them, due to the centrifugal forces of land and commuting costs, while still 

reaping some of the benefits of localising close to sizeable markets, other producers, critical 

infrastructure etc. 

More importantly, building on the integration of the literature on global cities and the liability of 

foreignness, the existing literature proposes that the attributes of global cities might reduce the 

barriers for doing business in a foreign country in the form of social costs arising from institutional 

distances. I will therefore argue, following the analysis of Krugman (1994) where barriers to 

international trade increases the urban concentration, that the individual location decision of a foreign 
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MNE depends on the social costs of doing business in a given country as a function of the institutional 

distance between the home and host countries. More specifically: 

Hypothesis 2: An MNE is more likely to locate its foreign subsidiary in a global city 

when (a) regulatory, (b) normative, or (c) cognitive institutional distance is large. 

However, the centrifugal forces of increased land costs and wages within the city along with the risk 

of potential outward knowledge-spillovers in the high information velocity environment might make 

certain industries more prone to shy away from urban agglomerations: 

Hypothesis 3: An MNE is more likely to locate its foreign subsidiary outside a global 

city if the subsidiary operates within a highly R&D-intensive industry under pressure for 

global integration. 

Conversely, the access to large cosmopolitan markets and the availability of advanced producer 

services to support their operations might make certain industries locate within urban agglomerations: 

Hypothesis 4: An MNE is more likely to locate its foreign subsidiary within a global city 

if the subsidiary operates within a highly advertising-intensive industry under pressure 

for local responsiveness. 

However, for subsidiaries in industries where high pressures for both global integration and local 

responsiveness are exerting their influence the location decision might be more nuanced. I propose, 

for the reasons stated above, that in countries where social costs are low the MNE might opt to locate 

its subsidiary outside a global city, whereas in countries with high social costs the MNE might prefer 

to locate its subsidiary within a global city: 

Hypothesis 5: Subsidiaries within industries marked by high pressures for both global 

integration and local responsiveness are more likely to be located within global cities 

when (a) regulatory, (b) normative, or (c) cognitive distance is large. 

Lastly, to provide support for the notion that advanced producer services are highly localised within 

global cities I investigate if subsidiaries within these industries are in fact more prone to locate within 

global cities: 

Hypothesis 6: Subsidiaries within the advanced producer services industries are more 

likely to locate within global cities than subsidiaries from other industries. 
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In summation, the hypotheses enable an empirical inquiry into the arguments presented by the 

existing literature on the relationship between the locational advantages of global cities, the liability 

of foreignness, and MNE location. 

 

2.4.1 Theoretical limitations 

It is important to stress that the locational analysis of this paper focuses on the social costs arising 

from institutional distance on the national level, even though institutional distance might not affect 

all firms all the time, but rather be a much more dynamic concept interwoven with firm characteristics 

(Zaheer & Mosakowski, 1997; Zaheer, Schomaker, & Nachum, 2012). 

Moreover, the hypothesised relation between the LOF, industry pressures, and MNE location choice 

might not be causal given that many factors influence location decisions, such as investment motive 

and firm strategy (Goerzen et al., 2013). It could also be argued that MNE make investment decisions 

on an activity-by-activity basis (Enright, 2009) therefore only choosing to locate subsidiaries with 

certain functions in countries with high liability of foreignness (Chen et al., 2006). 

Furthermore, with the focus on subsidiaries of foreign MNEs in a foreign host country I do not include 

the host country’s subsidiaries from domestic MNEs. Domestic subsidiaries could potentially have 

the same location patterns as the foreign subsidiaries and in turn indicate that the location patterns 

within a given country is unrelated to institutional differences, but instead a product of general MNE 

behaviour or other ‘liabilities’ (Mezias, 2002b). 

Even though I consider all these limitations to be important, and perhaps influential in relation to my 

overall problem statement, the narrow scope of the hypotheses reflect the arguments presented in the 

literature review. 
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3. Methodology 

In order explain the methodology used this section describes the reasoning approach, research design, 

nature of the data used and how it was treated.  

From the onset, this research is hypothetico-deductive in the sense that it is trying to find support for 

the hypotheses that the liability of foreignness and industry pressures influence the propensity of 

MNEs to locate their subsidiaries in global cities. Hence, I use quantitative research methods to gather 

data and the test if the empirical observations of subsidiary locations falsify my hypotheses or if they 

corroborate the arguments presented in the literature review. 

Without going into lengthy discussion, it should be noted that my overall problem statement could be 

answered with a qualitative approach based on interviews with MNEs’ senior management to 

investigate if their decision to locate subsidiaries in global cities are indeed influenced by the LOF. 

However, the major weaknesses associated with participants’ willingness to cooperate, and/or the 

potential of biased opinions might leave me with inconclusive results that are not applicable to a 

wider population of MNEs. Thus, the quantitative method allows me reduce bias and investigate 

visible patterns of MNE subsidiary locations. 

 

3.1 Type of data 

To test the hypotheses presented in the literature review I compiled a dataset consisting of Nordic 

(Danish, Finnish, Norwegian, and Swedish) and Japanese MNEs and their subsidiaries’ locations and 

industry classifications. Additionally, I collected data on the regulatory, normative, and cognitive 

institutions of the countries in which the subsidiaries were located to measure the distances between 

home and host. These five home countries were chosen to shed light on location patterns of Nordic 

MNEs given their high exposure to foreign environments (see Table 1 below) and Japan’s leading 

role with regards to foreign investments in both developed and developing countries (UNCTAD, 

2013). In addition, the inclusion of subsidiaries from a number of home countries allowed me to 

measure the dyadic institutional and geographic distances from different points in space. Thus 

increasing the quality of the distance construct. 
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3.1.1 Primary data 

The backbone of the data, the subsidiary locations, came from a database provided by LexisNexis 

(2013). The database contained 38,467 “family members” such as subsidiaries, plants, holdings, 

branches, divisions and joint ventures owned by 1,904 “parents”. The information available on the 

family members were location (address), industry (NAICS and SIC codes), family member role (e.g. 

subsidiary), ultimate parent (MNE), and parent employee count. Additionally the database contained 

non-consistent information on sales, number of employees by subsidiary, year established, and 

parent’s brands utilised, but it was only available for a minority of the family members and therefore 

not used. Even though some of the family members share not only parent, but also location etc. they 

were treated as administratively distinct operations (United States Census Bureau, 2012). 

Given that the LOF implies a foreignness associated with the spatial distance between nation states 

(Ghemawat, 2001)2 I excluded the subsidiaries located in the parent’s home country (e.g. Japanese 

MNEs’ subsidiaries located in Japan) and parents without foreign subsidiaries. Additionally to avoid 

the uncertainty of ownership with the categories such as ‘holding’, ‘plant’, ‘branch’ etc. I excluded 

them to only use the family members categorised as ‘subsidiaries’ which implies that the parent owns 

more than half of the stock and as such have control of the family member. There was however no 

information of establishment type, or if it was a greenfield or M&A, which potentially could influence 

the results (Nachum & Wymbs, 2005). In total 21,241 foreign subsidiaries were included in the 

database, which marked a total reduction of approximately 45% from the original database (primarily 

from the removal of home country subsidiaries).  

Table 1: Description of core data 

  Denmark Finland Norway Sweden Japan Total 

Subsidiaries 1199 2039 1040 3795 13168 21241 

Parents 83 107 104 186 872 1352 

Average number of foreign 

subsidiaries 
14.4 19.1 10.0 20.4 15.1 15.7 

Countries 87 81 77 106 115 145 

Average number of countries with a 

subsidiary per parent 
9.4 9.5 5.7 9.7 7.4 7.9 

Source: own analysis

 

                                                 

2 It is however possible to imagine intra-national ’distances’ such as transportation costs as a function of geographic 

distance that might exceed the inter-national distances (Mayer & Zignano, 2011). 
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As seen above in Table 1 the Japanese subsidiaries comprise approximately 62% percent of the total 

number of subsidiaries and 64% of the total number of parents. Additionally the Japanese subsidiaries 

located in 115 countries are also the ones with the widest geographic distribution. This is most likely 

due to the Japanese economy being just over four times the size of the combined GDP of the Nordic 

countries (IMF, 2013) and that Japanese MNEs have long been among the world’s largest foreign 

investors in both developing and developed countries (UNCTAD, 2013). 

The Swedish and Finnish MNEs are the ones that have the highest average number of foreign 

subsidiaries and are on average the most geographically dispersed with roughly twenty foreign 

subsidiaries per parent with a presence in an average of ten countries. This suggests that the Swedish 

and Finnish MNEs have a high exposure to the foreign environment and (in combination with the 

Danish MNEs) have subsidiaries dispersed over many countries – at least compared to the Japanese 

MNEs – which again makes their location choices highly interesting in the face of the LOF.  

Compared to their Nordic neighbours the Norwegian MNEs do not exhibit the same global presence. 

Suggestively, this might be due to the composition of the Norwegian economy where over 60% of 

the export value comes from mineral products – notably petroleum oils and gases (Hausmann, 

Hidalgo, Bustos, Coscia, Chung, Jimenez, Simoes, & Yildirim, 2011). This is reflected in the primary 

data since the largest MNEs are oil companies that might not need the same international presence to 

access markets and privileged locations for production. Markets can be reached via exports and the 

majority of the production is determined by the geographical proximity to the Norwegian oilfields in 

the North Sea. Conversely, the MNEs from the other Nordic countries reflect a more diverse economy 

with exports dominated by sectors such as machinery and chemicals that might be more prone to 

global market seeking and production through the establishment of subsidiaries. 

 

3.1.2 Secondary data 

The data on the institutional environment and the mediating factors came from data supplied by 

secondary sources. I do acknowledge that data from studies made by other researchers for their own 

purposes might be biased by their method of collecting, verifying and publishing. However, since all 

data was provided by recognised organisations such as the World Economic Forum and the World 

Bank, the quality and reliability of the data should be acceptable for these purposes (Xu, Pan, & 

Beamish, 2004). The suitability of each proxy to describe the institutional environment is discussed 

under each institutional variable. 
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3.2 Dependent variable: Subsidiary’s location 

The data on MNE subsidiaries were coded according to their location being in a global city or not. 

As pointed out in the literature review, global cities differ from other cities or even megacities since 

both population size, geographic location and political status (e.g. nation capital) is not sufficient to 

make a city ‘global’. Interconnectedness, availability of advanced producer services and a 

cosmopolitan environment are what makes a city global. To distinguish global cities from other 

locations I adopted the Globalization and World Cities Research Network’s 2010 classification of 

global cities (GaWC, 2011), which is a continuation of the work on the global city roster developed 

by Beaverstock et al. (1999). 

 

3.2.1 Specification of global cities 

Firstly it should be noted that other contemporary attempts have been made to create a roster of global 

cities e.g. by Hales & Pena (2012) and the Economist Intelligence Unit (2012). However, they identify 

fewer global cities, and as noted by Beaverstock et al. (1999, p. 445): “despite the consensus on the 

leading global cities, there is no agreed roster covering global cities below the highest level.” 

Additionally the GaWC classification is theoretically transparent and empirically rigorous (Goerzen 

et al., 2013). Global cities are classified based on their global capacity measured as the level of 

advanced producer services and their global connectivity in the global city network (Taylor, 2001), 

thus the classification is also closely related to the outlined theory on global cities. The basic argument 

is that it is the large global advanced producer services firms and not the cities per se that are the 

nodes for international interconnectedness in the global city network. These firms seek out 

knowledge-rich environments – i.e. global cities – as locations to be able to serve their MNE clients 

in order to produce a ‘seamless’ service regardless of geographical scale and complexity. 

The narrow focus on advanced producer services does however run the risk of oversimplifying the 

inherent complexity of cities (Robinson, 2005). However, Taylor (2006) argues that the use of 

advanced producer services to define global cities and their global network is not that they capture 

the full complexity of cities, but rather that as knowledge intensive cutting-edge industries they serve 

as critical indicators of the vibrant city-life in the Jacobean sense. 

In addition, global cities do all possess some kind of innovative economic functions (such as Los 

Angeles’s entertainment industry, Milano’s fashion industry) that might not be advanced producer 
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services, but constitute an important part in the globalisation process. However, these cities will need 

to a have sufficiency of these services not to make them overtly dependent on other global cities 

(Taylor, Ni, Derudder, Hoyler, Huang, Lu, Pain, Witlox, Yang, Bassens, & Shen, 2009). As 

concluded by Brown et al. (2010, p. 16): “where there are concentrations of advanced producer 

services, there is manifest expansion of economic life.” 

Secondly, the GaWC have provided updates to the 1999 global city roster in 2000, 2004, 2008, 2010 

and 2012. The choice of an updated roster is primarily due to an update in their data that makes these 

classifications better, as well as including an increased number of identified global cities (296 global 

cities in 2010 versus 122 global cities identified in 1999). 

Despite the improvement of the data available for the classification, Goerzen et al. (2013) argues that 

the classification of global cities should match temporarily with the location decision for the 

subsidiaries made by the parent MNEs. However, the year of establishment for the subsidiaries is not 

available in my data. Therefore, I make the conceptual addition that despite the extension of the global 

city roster over time the global cities identified in the updates might have shown a global city 

formation process earlier (Beaverstock et al., 1999). As such, my analysis uses data on the location 

of MNE subsidiaries as of 2011, which does not assume simultaneity between MNE location decision 

and global city classification.  

Despite the lack of simultaneity, what I can explain is contemporary subsidiary location patterns using 

the 2010 roster of world cities, which includes the vast majority of the cities identified in earlier 

updates despite some changes in the ranking of the individual cities. 

The roster consists of a hierarchy of 47 alpha, 64 beta and 67 gamma global cities and an additional 

36 high sufficiency and 82 sufficiency cities. The cities are ranked in descending order in terms of 

how integrated they are in the global economy: the alpha cities are global in the sense that they provide 

advanced services for the global economy and major economic regions, whereas the beta and gamma 

cities link moderate and smaller economic regions into the world economy (GaWC, 2011). A full list 

can be found in Appendix I. The sufficiency level cities, found in Appendix II, have a sufficient 

degree of services so as not to be overly dependent on world cities and additionally show evidence of 

global city formation process (Beaverstock et al., 1999). These cities are often smaller capital cities, 

hence often the only global city identified in that country, and therefore included in the analysis to 

increase the number of countries included in the analysis. A sensitivity analysis will however use the 

more restrictive definition. 
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Illustration 1: Map of global cities 

 

Source: own visualisation of GaWC (2011) classification of global cities. Interactive map available in the included files. 

 

The map above (Illustration 1) allows for visual interpretation of the global city classifications. The 

alpha global cities (marked in purple) are, as expected, well-known centres of global capital lead by 

London and New York City complemented by Hong Kong, Sydney, Sao Paulo etc. An example of 

the beta global cities (yellow) are capitols such as Stockholm, Copenhagen, Oslo and Helsinki that 

serve as the moderate economic region of the Nordic’s primary link to the world economy. Riga, 

Vilnius and Tallinn located in the Baltic region are examples of gamma cities (green) that are 

important centres for the economy of smaller regions. Lastly, the sufficiency cities (transparent purple 

and red) are often smaller economic centres within a nation’s economy or smaller capital cities. 

In summation, the location and categorisation of the global cities bear close similarity to the pattern 

of global economic activity identified by Gallup, Sachs, & Mellinger (1998, p.74) highlighting the 

centrality of global cities in the world economy (McCann, 2008). Despite population size not being 

a determinant of global city status it is noticeable that all but one (Tehran) of the world’s 29 megacities 

are considered a global city, but there is a tendency for large cities to be economically significant 

(Beaverstock et al., 1999). Despite this overlap, the fact that a city like Zürich with a population of 

less than half a million is an alpha global city only emphasises that centrality for global capital is not 

determined by population size, but a series of locational attributes and global connectivity. 
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3.2.2 Delineation of global cities 

Having identified what roster of cities to utilise for the analysis the next methodological question is 

how delineate the borders of the global cities, in other words, under which locational criteria is the 

subsidiary located within the global city.  

Friedman (1986) argues that the economic space of cities is not limited by political or natural 

boundaries – they even encompass their surrounding region: “city regions are not defined by natural 

boundaries, because they are wholly artefacts of the cities at their nuclei: the boundaries move 

outward – or halt – only as city economic energy dictates” (Jacobs, 1984, p. 45). Moreover, following 

the notion that service networks are flexible structures that comprise dynamic flows of people and 

knowledge that use cities to engage with competitive markets at different scales (Pain, 2012) it might 

be tempting to consider global cities and their advanced producer services borderless.  

This view, closely related to the issues of global hypermobility and the negation of place and spatial 

distance, does however ignore the fact that many of the resources necessary for global economic 

activity are not hypermobile but deeply embedded in place (Sassen, 2000). As described in the 

literature review, global cities are characterised by a high degree of centrality where they among other 

economic functions provide agglomeration economies and a massive concentration of information 

via face-to-face contact (Storper & Venables, 2004).  

Sassen (2005) notes, that the developments in IT have distorted the spatial coordinates of centrality 

from the easily identifiable downtown area, but the central business district now remains the key form 

of centrality (even though the two categories often overlap). This notion corroborates with empirical 

findings by Gordon & McCann (2000): unlike the surrounding metropolitan area, a concentration of 

finance and media industries and a high density of regional and domestic headquarters characterised 

the inner City of London. 

As such, this suggests that the dynamics of global cities are highly localised in nature (Goerzen et al., 

2013) even though their economic power extends further into the regional space. Therefore, as noted 

by Sassen (2005), the centrality of global cities can extend into other social geographies such as the 

suburb or metropolitan area through nodes of intense business activity e.g. via both physical and 

digital highways. 
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3.2.3 Coding locations of subsidiaries 

Because of the highly localised features of global cities, the city area surrounding the CBD serves as 

a distinct category. However, the extension of centrality along nodes of intense business activity into 

the metropolitan area allows for an effect of proximity that would benefit subsidiaries that are not be 

able to locate in CBD. As an example, the need of large areas for operations would increase the cost 

of rent and offset the benefits offered by centrality and visibility in the CBD. Therefore, to reflect 

those considerations and to provide more nuanced knowledge on MNE locations a second distinct 

metropolitan category is used to classify subsidiary locations. As such, I will follow the methodology 

of Goerzen et al. (2013) and code the location of the subsidiary in three distinct categories: 

 0 – the periphery (i.e. anywhere else). 

 1 – the metropolitan area surrounding a global city. 

 2 – within the global city proper. 

The classification is then operationalised where the global city is centred on the CDB and extends to 

the official city boundaries (typically a maximum radius of 10 kilometres) after which the 

metropolitan area encompasses the continuous urban sprawl (typically within a radius of 50 km from 

the CBD) located along major infrastructural channels.  

Both delineations are however dependent of geographic properties of the global city: Given that the 

size and topography of cities vary greatly, the individual location of the 21,241 subsidiaries were 

visually determined and manually coded using the guide outlined above. This implies that many of 

the coded locations are approximations made to the best of judgment by this researcher, which, 

however, leave some room for classification errors. 

As an example of the process, the Japanese subsidiaries located in the beta global city region of 

Copenhagen were coded according to their location (Illustration 2). The CBD was identified as the 

city centre of Copenhagen, with the city area extending to the official city limits (northern and western 

border: the O2 ring road, southern border: the E20 highway, eastern border: the see of Oresund) 

including the municipality of Frederiksberg since it is located within the city of Copenhagen. The 

metro area contains the continuous sprawl surrounding Copenhagen (until the O4 ring road) with 

extensions of the sprawl in a narrow band along the major highways leading to and from Copenhagen. 

Subsidiaries located outside these boundaries, and not near other global cities, were classified as being 

located in the periphery, exemplified by the subsidiary located in Alleroed (green). 
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Illustration 2: Example of location classification (Japanese subsidiaries in the Copenhagen area) 

 

Source: own visualisation of subsidiary location data. 

 

In order to answer the first hypotheses about MNEs propensity to locate subsidiaries in global cities 

the method outlined above was applied to classify all of the 21,241 foreign subsidiaries owned by 

Nordic and Japanese MNEs. 

 

3.3 Independent variables: Liability of foreignness 

The existence of the liability of foreignness has been conceptualised and measured in a number of 

different ways: Zaheer (1995) used profitability differentials between foreign and local trading rooms 

in the financial industry as measure of the LOF. Zaheer & Mosakowski (1997) found that foreign 

trading rooms had a significantly lower chance of survival compared to local trading rooms. Mezias 

(2002a) concluded that foreign subsidiaries operating the US were at disadvantage compared to local 

firms with respect to the number and rulings of labour lawsuit judgments. Here the goal of the research 

has been to show that LOF reduces MNE performance and increases firm exits (Eden and Miller, 

2004) and as such to prove the existence of LOF especially in relation to firm performance (Mezias, 

2002b). Conversely, I do not intend to prove the existence of LOF, but rather to analyse the 

relationship between subsidiary location and the liability of foreignness conceptualised as regulatory, 

normative, and cognitive institutional distances.  
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Suggested by Xu, Pan, & Beamish (2004) I selected the Global Competitiveness Report published by 

the World Economic Forum as the data source for the regulatory and normative institutions. Apart 

from economic data supplied by various international organisations, the report relies heavily on 

results from the annual Executive Opinion Survey administered to over 13,000 business leaders in 

over 140 countries who respond to the questions on a seven-point scale from worst to best. The survey 

gives insights into critical factors affecting the competitiveness of nations for which data is rarely 

available both in number of countries and topics covered. As noted by Hotho (2009) the Global 

Competitiveness Report is a frequent source of reference for institutional data given the wide range 

of scales on institutional characteristics included in the survey and the use of standardised questions 

that facilitates systematic comparison. Even though the questions in the questionnaire are not 

designed to directly reflect the institutional environment of a given country they cover topics within 

the regulatory and normative environments of interest to this thesis.  

As a measure of cognitive institutions, I selected Hofstede’s dimensions of national culture since 

“culture is defined as the collective mental programming of the human mind which distinguishes one 

group of people from another” (Hofstede Centre, 2013). Despite culture’s normative aspect given its 

reflection in the values and attitudes of a society this measure has a clear cognitive aspect (Eden & 

Miller, 2004) in relation to the collective mental programming of the human mind that influences “the 

way people notice, characterize, and interpret stimuli from the environment” (Kostova, 1999, p. 314). 

The dimensions of national culture, often conceptualised as cultural distance, is widely used in 

international business research primarily because of its scalability of the complex, intangible and 

subtle structure of culture (Shenkar, 2001; Rapp, Bernardi, & Bosco, 2011). The data provided by 

Hofstede Centre (2013) also has the benefit of covering a large number of countries with a high 

number of respondents compared to other indexes of cultural attitude (Ronen & Shenkar, 1985; Kogut 

& Singh, 1988). 

However, the standard measure of cultural distance developed by Kogut & Singh (1988) using the 

data provided by Hofstede has on several occasions failed to deliver consistent results, or even, 

contradictory results (Kandogan, 2012, p. 197). Based on these observations Shenkar (2001, p. 523) 

challenges the methodology used in measuring cultural distance based on a number of limitations 

relevant to the method employed in this thesis – these limitations also apply to the normative and 

regulatory institutional distance (Zaheer, Schomaker, & Nachum, 2012).  
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Firstly, by definition of distance follows symmetry where the distance between, and roles of, host and 

home countries are identical. Secondly, cultures change over time and therefore constant cultural 

distance is an ‘illusion of stability’.  

To counter the argument of symmetry I selected five home countries and several host countries, which 

allowed me to measure distances from some to many points in space. This does not fully alleviate the 

conceptual problem of symmetry, but will help to investigate whether the distance construct is viable. 

In addition, it could be argued that MNEs from strong institutional environments might have an 

advantage over MNEs from weaker institutional environments (Zaheer, Schomaker, & Nachum, 

2012). However, following the argumentation by Xu, Pan, & Beamish (2004, p. 291), when MNEs 

from strong home environments are situated in weak host environments they still experience the LOF 

because their behaviour deviates from the expectations. Conversely, MNEs from weak environments 

might find it equally difficult to adjust to a strong institutional environment where, for instance, 

ethical behaviour of firms is the norm.  

Secondly, on all data from secondary sources I used the available data from 2007 to 2010. Large 

positive and negative changes might occur over long periods of time, but single year data can be away 

from the general trend. To stabilise the outcome I made a four-year average, which represents the 

institutional environment of a given country. 

Additionally, to test the data used as proxies for the institutional environment and the distance 

measures I conducted multivariate analysis to determine if clusters of countries with respectively 

similar regulatory, normative, and cognitive institutions arose following theoretically expectations 

considering economic development (Eden & Miller, 2004) and cultural similarity (Ronen & Shenkar, 

1985). The econometric approach is discussed later in this chapter. 

 

3.3.1 Regulatory institutions 

As mentioned in the literature review the regulatory institutions consist of the setting, monitoring and 

enforcement of rules where distances between the home country of the MNE and host country for its 

subsidiary might increase both discriminatory, relational, and unfamiliarity hazards. The definition 

of regulatory institutions incorporates all possible aspects of regulation, which makes it very difficult 

to cover all aspects empirically, but as recommended by Ionascu, Meyer, & Estrin (2004) I utilised a 

wide selection of variables to cover a broad range of the regulatory institutions. 
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Table 2: Regulatory institutions 

Institutional feature GCR indicators 

Setting Transparency of government policymaking (1.12) 

Favouritism in decisions of government officials (1.07) 

Monitoring Judicial independence (1.06) 

Efficiency of legal framework in settling disputes (1.10) 

Enforcement Reliability of police services (1.16) 

Property rights (1.01) 

Intellectual property rights (1.02) 

Effectiveness of anti-monopoly policy (6.03) 

Source: World Economic Forum, 2013.

 

The first two indicators cover the ease of which businesses can obtain information about changes in 

government policies and regulations affecting their activities, as well as favouritism shown by 

government officials to well-connected firms and individuals when deciding upon policies and 

contracts. On both dimensions, home country firms would arguably have a better understanding of 

the movements of their government in setting rules due to better familiarity with policies and 

procedures as well as potential connectedness to government officials and other sources of 

information.  

The independence of the judiciary from influences of members of government, citizens or firms 

allows for efficient and unbiased monitoring of the law as well as a levelled playing field for foreign 

MNEs. Additionally the efficiency of the legal framework for private businesses in settling disputes, 

as well as the reliability of police services, ensures that informal channels (e.g. violence, bribery etc.) 

is not prevalent in settling disputes. The last three indicators cover the result of the enforcement of 

basic requirements for doing business, property rights (both physical and intellectual), and the 

effectiveness in curtailing monopolies to promote competition thus permitting foreign entrants. 

Even though these indicators are not mutually exclusive, due to overlap between the indicators, and 

collectively exhaustive, since many more facets of the regulatory institutions exist, they cover the 

three identified parts of the regulatory institutions. Through the formation of an index (described in 

detail in Chapter 3, Part 6) the indicators will comprise an indicative picture of the regulatory 

institutions of a country (Xu, Pan, & Beamish, 2004). 

 



31 

 

3.3.2 Normative institutions 

The normative pillar of the institutional environment specifies how things should or should not be 

done, reflecting the values and norms of a society. Here distances between the home and host 

institutions reduces the MNE parent’s ability to transfer practices to the subsidiary, which raises 

unfamiliarity and the relational costs of managing operations at a distance (Eden & Miller, 2004). 

Additionally, understanding the normative institutions of a host country might be more difficult for a 

MNE from a normatively distant country thus rising unfamiliarity as well as increasing the challenges 

for the subsidiary to establish external legitimacy at the cost of discriminatory treatment (Kostova & 

Zaheer, 1999). Therefore, in the case of firms, the normative institutions specifies how MNEs should 

interact with external and internal stakeholders on a societal-, costumer- and employee/management 

level.  

Table 3: Normative institutions 

Institutional feature GCR indicators 

Societal Ethical behaviour of firms (1.17) 

Strength of auditing and reporting standards (1.18) 

Customer Degree of customer orientation (6.15) 

Buyer sophistication (6.16) 

Employee/ 

management 

Cooperation in labour-employer relations (7.01) 

Pay and productivity (7.06) 

Reliance on professional management (7.07) 

Willingness to delegate authority (11.09) 

Source: World Economic Forum, 2013.

 

Ethical behaviour of firms in interaction with public officials, politicians and other firms highlights 

the way in which companies are expected to deal with these stakeholders. Even though ethics are 

often subject to national differences this indicator covers the extent to which companies utilise tactics 

and behaviours considered shady and perhaps even unfair, though not necessarily illegal. For MNEs 

with residence in countries where firms are expected to show corporate social responsibility it might 

be difficult to adjust to unethical behaviour in foreign markets (we might even expect consequences 

of unethical behaviour in foreign countries to have a negative impact in their home country), and 

conversely for MNEs located in countries where unethical behaviour is widespread.  
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Strength of auditing and reporting standards measures the extent to which financial information is of 

a satisfactory quality thus reducing unfamiliarity hazards and the need to utilise informal networks 

for information about both competitors and partners. 

How companies treat costumers indicates the importance of customer satisfaction and retention. 

Additionally, sophistication of buyers emphasises the importance of price versus performance 

attributes in purchasing decisions. Together these indicators highlight the norms for firm interactions 

with customers that mark an important consideration for go-to-market strategies and product 

specification, which gives rise to all three hazards if distances between host and home are vast. 

The extent to which labour-employer relations are marked by confrontation or cooperation together 

with the degree of which pay is related to productivity marks an important aspect in the normative 

environment considering the relation with workers and their remuneration. Additionally, the 

appointment of senior management based on merit and qualifications versus family-ties and 

friendship highlights the differences between meritocracies and nepotistic societies. Lastly, the 

willingness of senior management to delegate authority to lower-level management and other 

subordinates exemplifies the working habits on the management level. 

As with the regulatory institutions, other measures of a country normative institutional environment 

can be envisioned and I do not assume that the indicators cover the totality of the normative (and 

regulatory) institutions. Additionally, the notion that institutional characteristics may be issue-

specific emphasises that not all of these indicators are relevant to all different aspects of business 

operations (Kostova & Zaheer, 1999). However, I suggest that the creation of an index for the 

regulatory and normative institutions, given the breadth and scope of the indicators used, will provide 

a good measure of the environments surrounding businesses in the respective countries – at least as 

perceived by corporate executives (Xu, Pan, & Beamish, 2004). 

  

3.3.3 Cognitive institutions 

Distances between countries in the way people notice, characterise, and interpret stimuli from the 

environment in terms of national symbols and stereotypes raise both unfamiliarity, discriminatory 

and relational hazards (Eden & Miller, 2004). The dimensions identified by Hofstede (Table 4) deals 

with stereotypes and symbols in terms of power distance, individualism/collectivism, 

masculinity/feminism, and uncertainty avoidance. Hofstede has since the introduction of the four 

cultural dimensions added two more dimensions, but they are often excluded in studies incorporating 
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a composite index of cultural distance due to missing data (Kogut & Singh, 1988; Ionascu, Meyer, & 

Estrin, 2004; Kandogan, 2012). 

Table 4: Cognitive institutions 

Dimension Explanation 

Power distance Society’s acceptance of unequal distribution of power. Societies with a large 

degree of power distance accept a hierarchical order, conversely societies with 

low power distance strive to equalise the distribution of power. 

Individualism versus collectivism The preference of a loosely-knit versus tightly-knit social framework. Whether 

people’s self-image is defined in terms of the self-centred “I” or the “we” of 

group membership in exchange for unquestioning loyalty. 

Masculinity versus feminism The preference of masculine values of achievement, heroism, assertiveness 

and material rewards for success versus the feminine values of cooperation, 

modesty, caring for the weak, quality of life, and the importance of consensus. 

Uncertainty avoidance How a society deals with uncertainty and ambiguity. Countries that exhibit a 

strong uncertainty avoidance maintain rigid codes of belief and behaviour, 

whereas weak societies maintain a more relaxed attitude. 

Source: Hofstede Centre, 2013.

 

In societies marked by high power distance people tend to interpret hierarchies as something natural 

and tend to characterise other people in terms of their hierarchical position. This notion would most 

likely create friction in countries marked by lower power distance where independence and equal 

rights are held in high regard and vice versa.  

The preference of individualism over collectivism affects the way people notice and characterise both 

individuals and groups. In countries marked by high collectivism, people tend to belong ‘in groups’ 

marked by a high degree of loyalty and define groups in terms of the stereotypes ‘them’ and ‘us’. As 

a result, in collectivistic countries economic transactions tend to “take place through social 

relationships and networks of relationships that use social and non-commercial criteria to govern 

business dealings” (Eden & Miller, 2004, p. 208). On the contrary, individualistic countries are not 

marked by the same need for creating relationships before entering business dealings. 

In masculine societies stereotypes tend to evolve around the image of heroism, achievement and 

success by being the best, which is in stark contrast to the feminine values of cooperation and 

consensus. The fundamental question is the issue of motivation: wanting to be the best (masculine) 

versus liking what you do (feminine).  
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Lastly, uncertainty avoidance reflects the fact that the future can never be known and to what extent 

mechanisms are in place to avoid this ambiguity. A high score reflects a society where the members 

feel threatened by ambiguous or unknown situations and have developed a strong set of rules and 

moral codes to follow, as well as a high degree of conservatism and adherence to religious dogma. In 

low scoring societies people are relativist, have few rigid moral codes and structures, and feel more 

comfortable in the face of uncertainty (Ionascu, Meyer, & Estrin, 2004). 

In summation, these dimensions of national culture create stark opposites that influence the cognitive 

distance between countries that are often manifested in normative (cultural) institutions. Therefore, it 

should be noted that cultural distance is a mix of both normative and cognitive distance, which might 

lead it to be a too broad a construct to deliver indicative results (Eden & Miller, 2004). 

Additionally, the concretisation of national culture are often an effect of the combination of the 

identified dimensions (Hofstede Centre, 2013). This implies that dimensions should be treated 

simultaneously to give meaningful information about manifestations in cultural differences between 

countries. Moreover, some of the dimensions are highly correlated. To avoid such correlations, and 

to measure cultural distance as such and not the effect of the individual dimensions (Shenkar, 2001), 

I utilise a construct that measures cultural distance as a composite index of the four dimensions (Kogut 

& Singh, 1988; Kandogan, 2012). This method will differ from other measure of distance used in this 

paper, but will be outlined explicitly further below. 

 

3.3.4 Mediating variable: Geographic distance 

MNEs suffer from the geographic separation between headquarters and subsidiaries located in foreign 

countries, which gives rise to complexity in managing operations at a distance, thus raising relational 

and transportation costs (Goerzen et al., 2013). Even though geographic distance is not a part of the 

LOF (Eden & Miller, 2004), because the costs are finite and anticipated, it is included as a mediating 

factor. 

A methodological consideration is however what points to use for measuring the spatial distance. The 

optimal measure would be between the MNE’s headquarter and the location of its subsidiary. 

Nevertheless, I consider this method too cumbersome, not greatly improving the results, vis-à-vis a 

more general approach to distances between countries. The consideration does however highlight the 

importance of using multiple points in host and home as to give a more balanced measure of 

geographic distance between nations. 
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As an example, only using distance measure between capitols (or the largest city) would greatly 

distort the distance between a dyadic pair of large area countries. Therefore, I utilised the data 

provided by Mayer & Zignano (2011, p. 3) where “the distances between two countries are based on 

bilateral distances between the biggest cities of those two countries, those inter-city distances being 

weighted by the share of the city in the overall country’s population.” 

This measure takes into account the human agglomeration within countries thus paying attention to 

the geographic distribution of population inside each country. 

 

3.3.5 Mediating variable: Social globalisation 

As pointed out in the literature review the LOF is associated with distances that highlight the 

differences between countries. However, as pointed out by Shenkar (2001) when using distance 

creating measures one should also control for distance closing mechanisms. Here a country’s 

familiarity with foreigners could reduce discrimination-, unfamiliarity- and relational hazards, 

(Kostova & Zaheer, 1999). Therefore, I selected indexes on personal contact and information flows, 

which are a part of Dreher’s (2006) index of social globalisation built on data from international 

organisations such as the World Bank.  

Table 5: Social globalisation – personal contact and information flows 

Variable Explanation Weight 

Data on personal contact 

Telephone traffic 

Transfers 

International tourism 

Foreign population 

International letters 

 

International incoming and outgoing telephone traffic (min. per cap.). 

Gross in- and outflows of goods etc. without quid pro quo (% of GDP). 

Arrivals and departures of international tourists (% of pop.). 

Foreign or foreign-born residents (% of pop.). 

International letters sent and received (per cap.). 

(50%) 

25% 

3% 

26% 

21% 

24% 

Data on information flows 

Internet users 

Television 

Trade in newspapers 

 

People with access to the world wide web (per 1000 cap). 

Share of households with a television set (per 1000 cap.) 

Sum of exports and imports in newspapers and periodicals (% of GDP) 

(50%) 

33% 

36% 

31% 

Source: Dreher, 2006. Overall weights in brackets. 
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Respectively, the indexes measure the quantity of direct personal contact among people living in 

different countries and the potential for information flows on a scale from one to a hundred. 

Even though the data on (international) personal contact is not dyadic, in the sense of measuring the 

personal contact between residents in the home and host country of the MNE and its subsidiary, it 

still provides an indication of a given country’s contact with the outside world. Additionally the 

information flows are not dyadic, nor even necessarily international in the sense that the content of 

the information flows via internet and television might be predominantly national, as in the case of 

China (Ghemawat, 2001). Still, a greater number of internet users and households with televisions as 

well as international trade in newspapers heightens the potential for sending and receiving news, 

images and ideas internationally (Dreher, 2006). 

 

3.4 Independent variables: Subsidiary’s industry 

As hypothesised, subsidiaries within highly R&D-intensive industries marked by pressures toward 

global integration might shy away from global cities. Conversely, subsidiaries within highly 

advertising-intensive industries under pressure for local responsiveness might prefer to locate within 

them. Lastly, the location of subsidiaries in industries with mixed pressures would be influenced by 

the liability of foreignness.  

To identify such industries I utilised the findings of Fortanier, Muller, & van Tulder (2007, pp. 185-

186). Building on the literature on the conflicting pressures for global integration and local 

responsiveness, they used industry-level R&D and advertising-intensity to measure relative industry 

pressures for non-financial Fortune Global 500 firms. 

Thus, the telecom, wholesale, and retail industries are identified as having ascending high pressures 

for local responsiveness (standardised R&D-intensity below zero and standardised advertising 

intensity above zero). Using the opposite criteria the machinery, chemicals, and automotive industries 

are identified as having ascending high pressures for global integration3. Pharmaceuticals is the only 

industry identified as having high pressures for both global integration and local responsiveness. 

                                                 

3 “Other transport” and “computers and related” was also identified as having high pressures for global integration, but 

these broad industry classification did not translate into meaningful NAICS codes. 
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According to the authors, these findings are similar to the suggestions that other authors have given 

as examples of industries dominated by either integration or responsiveness pressures. I am therefore 

quite confident that the findings for the Fortune Global 500 firms also will be applicable to the Nordic 

and Japanese subsidiaries. The choice of using subsidiary industry classification over parent industry 

classification was based on the observation that many of the MNEs operate within multiple business 

sectors. Here one subsidiary might handle the manufacturing, another wholesale, and yet another 

corporate financial services. Therefore, to avoid such conflicts, and to get closer to the actual pattern 

of industrial location I chose the subsidiary level classification. 

This information was used to code industry dummies using the match between the identified 

industries and their NAICS codes. In addition, I used the NAICS to code two of the advanced 

producer services that are hypothesised to locate within global cities – the law and accounting 

industries were omitted due to very few observations in my dataset.  

Table 6: Industry classification 

Industry NAICS classification Level 

Integration pressures 

Automotive 

Chemicals 

Machinery 

 

336000 – 336400 

325100 – 325200 

333000 – 334000 

 

4 

4 

3 

Mixed pressures 

Pharmaceuticals 

 

325400 – 325500 

 

4 

Responsiveness pressures 

Telecoms 

Wholesale 

Retail 

 

517000 – 518000 

420000 – 430000 

440000 – 460000 

 

3 

2 

2 

Advanced producer services 

Advertising 

Finance & insurance 

 

541800 – 541900 

520000 – 530000 

 

4 

2 

Source: Own coding using United States Census Bureau (2012) classification of industries identified by Fortanier, 

Muller, & van Tulder (2007).

 

As seen above, the NAICS classification consists of six digits (detail level) where the first two 

designate the largest business sector, the third designates the subsector, the fourth the industry group, 

and the last two the individual industries. As seen in Table 6 the identified industries are classified 

on different levels which is due to the identifications done by Fortanier et al. (2007).  



38 

 

The implication is that, especially on the 2-digit level, in-sector industry heterogeneity will be 

suppressed, which might cause the results to be dominated by larger groups of same-industry 

subsidiaries within the business sector. 

Additionally, by using dummy variables I test against a mixed group of ‘other’ industries. Industries 

that may be under substantial (or minimal) pressures for integration and/or responsiveness, but not 

identified given the data used by Fortanier et al. (2007). This is why I selected industries marked by 

‘high’ pressures to ensure that they would be sufficiently different from a large mixed group of 

industries. However, this method suffers from a loss of information (Royston, Altman, & Sauerbrei, 

2006), why further research on the topic covered in this thesis might consider continuous variables 

for industry pressures, or other levels of analysis as discussed in the theoretical limitations. 

 

3.5 Selected countries 

As mentioned in part 3.1.1 the Nordic and Japanese MNEs had subsidiaries in 145 countries. All 

foreign subsidiaries were included and coded to answer the first hypothesis about MNEs propensity 

to locate in global cities. However, the hypotheses regarding the liability of foreignness requires a 

number of considerations about what countries to include.  

The first methodological step was to exclude subsidiaries in overseas territories such as Guam (United 

States), Greenland and Faroe Islands (Denmark) etc. since it would be hard to justify the same 

measures applied to these distant overseas territories as to the main country. Next, given the focus of 

the thesis to inquire into MNE propensity to locate in global cities in the face of LOF I excluded 

countries without global cities. As seen in Illustration 3, these counties (marked with light blue) are 

primarily African and South East Asian countries such as Sudan and Laos. 

This left me with subsidiaries in in all but two of the 107 global city countries (Bahamas and Cayman 

Islands). However, not all countries were covered by the data on the cultural dimensions from the 

Hofstede Centre (2013). The countries, notably old USSR-states and African countries, marked in 

dark blue, were therefore excluded because of missing data. 

Lastly, I excluded Singapore and Bahrain since their total land area is smaller than a thousand square 

kilometres leaving virtually no space for location outside the global city or its surrounding 

metropolitan area. 
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Illustration 3: Selected countries 

 

Source: Own visualisation. 

 

The selection criteria outlined above left 20,142 subsidiaries in 73 countries (marked in black) to 

answer the hypotheses about the influence of the LOF and industry pressures on MNE propensity to 

locate in global cities. In summation, the selected countries represent a geographic dispersion to cover 

many different types of regulatory, normative and cognitive institutions and allow for a measure of 

distance from the five selected MNE countries to multiple countries worldwide. 

 

3.6 Econometric approach 

In addition to the selection of meaningful proxies for the institutional environment, the econometric 

approach will have an impact on the validity of the measures to capture the components of the liability 

of foreignness. Therefore, I follow the methods used by other authors within international business 

research to create indexes for the institutional environment and the distances between the 73 countries 

included in this part of the analysis. Moreover, the econometric approaches to answer the research 

hypotheses are outlined and discussed below. 
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3.6.1 Regulatory and normative distances 

To calculate the distances between the regulatory and normative institutions of the parent’s home and 

subsidiary’s host country I followed the method outlined by Xu, Pan, & Beamish (2004). Here 

indexes of, respectively, regulatory and normative institutions are comprised through factor analysis 

after which the distance is measured as the absolute difference between the home and host countries’ 

scores on each institutional dimension. 

The formation of an index through factor analysis is essentially the process of reducing multiple 

(correlated) variables that measure different aspects of the same concept to a single variable (Torres-

Reyna, 2013). The construction of the index is therefore the hypothesis that a one-factor solution is 

sufficient to explain the correlation among the set of variables. 

Therefore, factor analysis were utilised to confirm that the eight regulatory/normative variables can 

be represented by a single factor i.e. an index of regulatory/normative institutions. 

This method is a confirmatory factor analysis, which falls under the broader category of hypothetico-

deductive methods. Thus, the point of this analysis is not to identify the interrelationship among the 

variables and the number of factors through an inductive approach, but rather to test the assumption 

that the variables are in fact associated with a single factor. 

The computation was performed in Stata12 were the data output allow multiple inquiries into the 

applicability of an index to represent the variables. Firstly, I need to confirm that a one-factor solution 

is indeed correct, secondly, that the factor does indeed explain the variance of the individual variables.  

The criteria for determining the number of factors relies on a number of methods that should be used 

and interpreted in combination since they may not yield the same result: 

 Kaiser criterion, which stipulates that factors with eigenvalues below one should be dropped 

(the variance in all variables accounted for by the factor). 

 Variance explained criteria, where the cumulative variance explained by the included factors 

ideally account for 90% of the variation in the data (lower cut-offs can be used when the goal 

is parsimony). 

 Scree plot where the plot of factors on the X-axis and the corresponding, decreasing, 

eigenvalues on the Y-axis highlight an ‘elbow’ – the factor value preceded by a steep decline 

and continued by a much flatter decline. 
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Secondly, to test if the factor does explain the variance of the individual variables I use the output on 

the factor loadings of the variables. The factor loadings are the correlation coefficients between the 

variables and the factor. The rule of thumb in confirmatory factor analysis is that the factor loadings 

should be higher than 0.7 to confirm that the variables are represented by a particular factor 

(Tabachnik & Fidell, 2007). Similar to Pearson’s r, the squared factor loading is the percent of the 

variance in the variable explained by the factor. The 0.7 factor loading level then indicates that about 

half of the variance are explained by the factor. The residual variance unexplained are the variable’s 

uniqueness. Even though this level is high, and sometimes set lower for exploratory purposes, I will 

use the 0.7 level as the cut-off point for the individual variables given the confirmatory aspect of this 

analysis. If variables are below the level they will be excluded from the index since I will not be able 

to confirm that the factor will explain the variance of the variable. 

Lastly, I employ Cronbach’s alpha as a measure of internal consistency, the extent to which the 

remaining variables measure the same thing. Cronbach’s alpha will increase as the correlations 

between the variables increase. As such, Cornbach’s alpha indirectly indicate the degree to which the 

variables measure a single one-dimensional construct. This method is useful once we have established 

that a one-factor solution is correct to conclude that the variables are indeed one-dimensional since a 

factor analysis might reveal only one-factor despite low correlation between the variables. In essence, 

this means that alpha can be used as a confirmatory measure of unidimensionality once the existence 

of a single factor have been determined (Cortina, 1993, p. 103). Here the common rule of thumb is 

that alpha value above 0.7 are good and above 0.9 excellent. 

After having confirmed the use of a single factor is appropriate and that all variables can be included 

in the index, the index is the simple numerical average of the remaining variables for each country.  

Equation 1: Regulatory and normative indexes 

𝑖𝑛𝑑𝑒𝑥 =
∑𝑣𝑎𝑟

𝑁
 

The distance is then calculated as the absolute distance between the scores between the home and 

host countries. 

Equation 2: Regulatory and normative distances 

𝑑𝑖𝑗 = |
∑𝑣𝑎𝑟𝑖

𝑁
−

∑𝑣𝑎𝑟𝑗

𝑁
| 
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3.6.2 Cultural distance 

The standard measure of distance when using Hofstede’s dimensions of national culture has been 

Kogut & Singh’s (1988) index of cultural distance. Here the deviation between home and host country 

scores on each of the four dimensions are corrected for differences in the variances of each dimension 

and then arithmetically averaged. 

Equation 3: Kogut and Singh’s measure of cultural distance 

𝐶𝐷𝑖𝑗 =
1

𝑛
∑

(𝐼𝑖
𝑑 − 𝐼𝑗

𝑑)2

𝑉𝑑

𝑛

𝑑=1

 

Here CDij is the cultural distance between countries i and j, Id is the index of country i and j in the 

dimension d, Vd is the variance of the index for the dimension d, and n is the number of cultural 

dimensions – typically the four dimensions also used in this report. 

However, as noted by Kogut and Singh (1988, p. 422), this scaling method imposes weights based 

on dimension variance, and as emphasised by Kandogan (2012, p. 199), assume zero covariance 

between the dimensions. 

Table 7: Variance and correlation of Hofstede dimensions 

Dimension Mean Variance 1 2 3 4 

1. Power distance 

2. Individualism 

3. Masculinity 

4. Uncertainty avoidance 

61.1 

42.0 

48.7 

69.0 

493.0 

571.8 

369.6 

414.5 

- 

-0.65* 

0.15* 

0.26* 

 

- 

0.08* 

-0.33* 

 

 

- 

-0.01* 

 

 

 

- 

n=73 countries; * shows significance at the p < 0.05 level.

 

Using the data on the four dimensions for the 73 countries included in the dataset we can see that the 

assumption of zero correlation/covariance across dimensions does not hold. Accordingly, power 

distance is negatively correlated with individualism and positively correlated with uncertainty 

avoidance. Additionally, individualism is negatively correlated with uncertainty avoidance.  

As shown by Kandogan (2012) the Kogut and Singh measure of cultural distance assume zero 

covariance between dimensions, which is a special case of a general method used to measure distances 

between two multidimensional elements developed by Mahalanobis (1936). Since this assumption 

does not hold, the effect is a distortion of the cultural distance between countries. 
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To remedy the situation Kandogan (2012) suggests using a modified Mahalanobis distance that 

recognises the non-zero covariance among the Hofstede dimensions to measure cultural distance 

between two countries: 

Equation 4: Mahalanobis distance 

𝑀𝑖𝑗 = √(𝐼𝑖 − 𝐼𝑗)
𝑇
𝑆−1(𝐼𝑖 − 𝐼𝑗) 

Here Ix is the vector for element x with n dimensions, and S-1 the inverse covariance matrix for n 

dimensions of the space. 

The modified version then squares the original Mahalanobis distance and divides by the number of 

dimensions so that it has the same functional form as the Kogut and Singh method: 

Equation 5: Kandogan’s Modified Mahalanobis distance 

𝑀𝑀𝑖𝑗 =
1

4

[
 
 
 
 
𝐼𝑖
𝑃𝐷𝐼 − 𝐼𝑗

𝑃𝐷𝐼

𝐼𝑖
𝐼𝐷𝑉 − 𝐼𝑗

𝐼𝐷𝑉

𝐼𝑖
𝑀𝐴𝑆 − 𝐼𝑗

𝑀𝐴𝑆

𝐼𝑖
𝑈𝐴𝐼 − 𝐼𝑗

𝑈𝐴𝐼
]
 
 
 
 
𝑇

[

𝑐11 𝑐12 𝑐13 𝑐14

𝑐21 𝑐22 𝑐23 𝑐24

𝑐31

𝑐41

𝑐32

𝑐42

𝑐33 𝑐34

𝑐43 𝑐44

]

[
 
 
 
 
𝐼𝑖
𝑃𝐷𝐼 − 𝐼𝑗

𝑃𝐷𝐼

𝐼𝑖
𝐼𝐷𝑉 − 𝐼𝑗

𝐼𝐷𝑉

𝐼𝑖
𝑀𝐴𝑆 − 𝐼𝑗

𝑀𝐴𝑆

𝐼𝑖
𝑈𝐴𝐼 − 𝐼𝑗

𝑈𝐴𝐼
]
 
 
 
 

 

Fully written out we see that the scores of both countries on each dimension is subtracted to yield a 

four-dimensional vector that is then transposed and multiplied by the inverse (significant!) covariance 

matrix and the same four-dimensional vector – divided the number of dimensions. Thus, the Modified 

Mahalanobis distance accounts for different variances of each dimension and the covariance between 

them while being comparable to the standard Kogut and Singh index in magnitude (Kandogan, 2012). 

To test the calculated distances, I use metric multidimensional scaling to visually determine what 

clusters of culturally similar countries arise in two-dimensional space. This clustering, I compare to 

results of the method outlined by Ronen & Shenkar (1985) in their work on general cultural similarity. 

The point of MDS is that it provides a visual representation of dissimilarities among multidimensional 

objects (Jaworska & Chupetlovska-Anastasova, 2009). The MDS algorithm assigns points to 

arbitrary coordinates in n-dimensional space and then computes the Euclidian distance among all the 

points in space to form a distance matrix. The distance matrix is then compared to the input matrix of 

dissimilarities by evaluating the stress function – the smaller the value, the greater the correspondence 

between the two. The algorithm then adjusts the coordinates in the direction that minimises stress 

thus increasing goodness of fit. 
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Equation 6: Kruskal’s stress function 

𝑆 = √
∑ (𝛿𝑖𝑗 − 𝑑𝑖𝑗)2

𝑖𝑗

∑ 𝑑𝑖𝑗
2

𝑖𝑗

 

Here δij is the given dissimilarities (cultural distance) between country i and j, and dij the distance 

between the points in n-dimensional space. Effectively, stress is minimised when the assigned 

distances are increasingly similar to the given dissimilarities. 

Zero stress is however difficult to attain, especially when only using two dimensions to visualise 

multidimensional distances, but a higher stress does not render the visual output useless. The rule of 

thumb is that stress values below 0.10 are excellent and above 0.15 unacceptable. However, 

interpreting the map must be done with care since stress indicates that some, or all, of the distances 

in the map are to some degree distortions of the input dissimilarities. In general, however, longer 

distances tend to be more accurate than shorter distances, so larger patterns are still visible even when 

stress is high. Essentially, this means that points that are closer together on the spatial map represent 

similar objects while those that are further apart represent dissimilar ones. 

To test the results of the metric MDS using MM distance I compare the visual representation to a 

reconstructed smallest space analysis employed by Ronen & Shenkar (1985) using the most recent 

data from 2013 on Hofstede’s cultural dimensions4. This means that instead of metric dissimilarities 

with linear distance transformation, correlation coefficients between country scores will comprise 

similarities(!) with a monotonic transformation so that the inverse rank order between the coefficients 

are maintained (Bloombaum, 1970). Essentially, this means that if country i is more related to country 

j than say country p, the plotted distance between i and j ought to be smaller than i and p. Again, the 

algorithm will attempt to minimise stress. 

In summation, as shown by Kandogan (2012), the Modified Mahalanobis distance is a truer, 

undistorted, measure of the cultural distance between home and host countries than the standard 

Kogut & Singh (1988) measure. Moreover, by using metric MDS I am able to visually determine if 

the calculated distances result in clusters of countries with similar cultural traits compared to a non-

metric MDS visualisation as suggested by Ronen & Shenkar (1985). 

                                                 

4 Ronen & Shenkar (1985) synthesize 42 countries belonging to eight clusters and four independent countries (Appendix 

V). Since I utilise never data covering substantially more countries new clusters might emerge – especially with the old 

Warsaw pact countries not included in the studies reviewed by Ronen & Shenkar. 
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3.6.3 Overall model 

To test the outlined hypotheses in Chapter 2 two different methods were utilised. To test if there is 

support for the first hypothesis about MNE propensity to locate in global cities I computed a simple 

frequency table of MNE locations in the three identified locations thus following the method of 

Goerzen et al. (2013). Additionally, I created a geotagged map where the frequency of each locational 

choice for each country are shown. 

The remaining hypotheses regarding the influence of LOF and industry on MNE propensity to locate 

in global cities were tested with a multinomial logistic regression model with clustered observations. 

Since the dependent variable is categorical with three possibilities, I modelled the choice of location 

as global city vs periphery and global city vs global metro, thus keeping location in global city as the 

referent group for the probabilities. The parameter estimates are then relative to the referent group. 

The standard interpretation of the multinomial logit is that for a unit change in the predictor variable, 

the logit of the outcome relative to the referent group is expected to change by its respective parameter 

estimate given the variables in the model are held constant (UCLA, 2014a). If needed, the logit can 

be converted to relative risk ratios through exponentiation. 

The expected signs of each parameter estimate for the hypotheses can be found below. 

Table 8: Expected sign of hypotheses tested with the overall model 

 H1 H2 H3 H4 H5 H6 

Periphery versus global city 

Global city metro versus global city 

N/A 

N/A 

- 

? 

+ 

+ 

- 

- 

- 

? 

- 

- 

Each hypotheses can be found in chapter 2 part 4. (-) parameter estimate and indicates increased probability of location 

within a global city, (+) parameter estimate and indicates increased probability of location outside the global city.

 

To test the null hypothesis that an individual predictor’s regression coefficient is zero I included the 

p-values at the 0.10, 0.05, 0.01, and 0.001 level. These levels are related to the test statistic z, which 

is the ratio of the parameter estimate’s coefficient to its standard error. The z-value follows a standard 

normal distribution, which is used to test against a two-sided alternative hypothesis that the coefficient 

is not equal to zero. Then the probability that a particular z test statistic is as extreme as, or more so, 

than what has been observed under the null hypothesis is then defined by the p-value. 
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Unfortunately logit regressions do not have an equivalent to the R-squared (proportion of variance 

for the response variables explained by the predictors) to test the overall fit of the model (UCLA, 

2014a). Pseudo R-square measures have however been developed, but they are not analog to OLS R-

squared and as result do not assess goodness-of-fit. To avoid confusion, reporting of pseudo R-

squared is often ill-advised (Hosmer & Lemeshow, 2000). However, having emphasised its difference 

from OLS R-square measures, I will include it as a basis for discussion about the overall quality of 

the model (UCLA, 2014b). Stata12 does automatically report McFadden’s pseudo R-square, which 

is a measure of the log likelihood of the model over the likelihood of a simple intercept model 

subtracted from one, and gives a value from zero, worst, to one, best. Despite the scale similarity with 

ordinary R-squared, low pseudo R-squared is the norm in logistic regressions, but values closer to 

one do still indicate a better model compared to other models using the same data. 

Lastly, subsidiaries of each parent share certain common characteristics e.g. access to resources, 

parent strategy etc. In essence, subsidiaries of each parent form groups or “cluster” that are distinct 

form groups of subsidiaries from other parents (Xu, Pan, & Beamish, 2004). Since I only were able 

to obtain data for one parent level control, namely total number of MNE employees, the possibility 

of bias arising from these clusters are likely. As argued, the location of the subsidiaries from each 

MNE might not be independent of one another and have more in common compared to the 

subsidiaries of other MNEs, for which reason Stata12 allows me to cluster the observations to take 

account for within-group non-independence. This procedure specifies that the observations are 

independent across clusters, but not necessarily independent within clusters – this affects the 

estimated standard errors, but not the estimated coefficients (UCLA, 2014c). These robust standard 

errors are computed based on the aggregated numerical maximum likelihood for the parents, which 

might be a problem with a very small number of clusters compared to the overall sample size. Given 

the high number of both parents and subsidiaries in my sample, the standard errors should not be 

overtly large compared to an unclustered regression (UCLA, 2014d). 
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4. Results 

With basis in the problem statement and research questions outlined in the first chapter this chapter 

presents the results of the methods utilised to answer the hypotheses framed in the literature review. 

Firstly, the results of the formation of the regulatory and normative institutions indexes through factor 

analysis and the interpretation. Secondly, the results of the cultural distance calculations visualised 

using multidimensional scaling and the discussion of these results against a non-metric clustering 

technique rooted in the cultural clusters identified by Ronen & Shenkar (1985). Lastly, the results of 

the overall models to answer the hypotheses about MNE location, global cities, the influence of the 

liability of foreignness and integration/ responsiveness pressures. 

 

4.1 Regulatory and normative institutions 

With the method outlined in the previous chapter, I was able via factor analysis to determine that a 

one-factor solution was indeed applicable for both indexes of regulatory and normative institutions 

for the 73 selected countries. 

As seen in Appendix III, for the regulatory dimensions, only one factor has an eigenvalue above one 

and are therefore retained. Additionally, the factor’s proportion of 0.98 is well above the threshold of 

0.90 of the variance explained. Lastly, a visual interpretation of the screeplot shows that the ‘elbow’ 

is situated in the second factor, which is preceded by a steep decline and followed by a continuous, 

flatter, decline. In summation, a one-factor solution is indeed appropriate. 

Next, the factor loadings of regulatory variables are well above the threshold of 0.70 with the lowest 

factor loading being 0.89. Therefore, the factor does explain the majority of the variance in the 

individual variables with the highest level of uniqueness being 0.21. Lastly, to measure the internal 

consistency of the variables, Cronbach’s alpha shows a scale reliability coefficient of 0.98, which are 

well above the ‘excellent’ threshold of 0.90. 

In summation, a single index containing all eight of the variables pertaining to the regulatory 

institutions are applicable. 

Appendix IV contains the results of the factor analysis of the normative variables. Again, only one 

factor has an eigenvalue above one and it has a proportion 0.91 of the variance explained. Visual 

interpretation of the screeplot also determines that a one-factor solution is sufficient. 
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The factor loadings of the normative variables are all but one well above the threshold – the ‘pay and 

productivity’ variable’s factor loading is only 0.52. This means that the factor only explains roughly 

0.27 of the variance, why the ‘pay and productivity’ variable is excluded from the index.  

Cronbach’s alpha, using the remaining seven normative variables, has a scale reliability coefficient 

of 0.95, which are above the threshold for excellent. 

In summation, the formation of an index, explained by a single factor, is correct, however only seven 

of the variables are included in the normative index. 

The formation of the regulatory and normative indexes was done using Equation 1 where the simple 

numerical average of the variables for each country is taken as the country’s score. The index scores 

on the regulatory and normative institutions are plotted together in Illustration 4 below for 

simultaneous interpretation.  

Illustration 4: Regulatory and normative institutions scores 

 

Source: Own visualisation of index scores. Different axis-ranges are employed to heighten visual interpretation. 
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The regulatory index scores are plotted on the horizontal x-axis with the lowest score of 2.15 for 

Venezuela and the highest score of 6.11 for Denmark. The spread in the normative institutional scores, 

plotted on the vertical y-axis, are smaller, ranging from 3.48 of Algeria to 5.99 of Sweden. This 

suggests that the normative practices, mostly related to firm relations with stakeholders, are more 

homogenous between countries contra to the regulatory institutions governed by the state. However, 

the plots of the scores of the two institutional dimensions have high correlation, which highlights that 

countries with good regulatory institutions are more likely to have good normative institutions as well 

– and vice versa. 

From the visualisation a clear picture emerges with a cluster of the small North European, Germanic, 

and Anglo-American countries, and Japan, grouped in the top right corner with strong institutions. 

Next, a cluster of Latin European, (South) East Asian, Central European, and Middle-Eastern 

countries. In the bottom, we find the remaining Latin American, African, Central Asian and Eastern 

European countries. These results could indicate a continuum where the highly developed countries 

marked by liberalisation and openness (Eden & Miller, 2004) have the strongest institutions. 

The distances between the five home countries to the individual host countries were then calculated 

as the absolute distance between home and host country scores using Equation 2 and used as 

independent variables in the overall model. However, given the five home countries’ almost similar 

score on the institutional dimensions it will be difficult for me confirm that the LOF affecting MNE 

propensity to locate in global cities is indeed related to institutional (symmetric) distance, and not just 

better versus worse institutional environments, to counter the arguments by Shenkar (2001) and 

Zaheer et al. (2012). 

 

4.2 Cognitive institutions 

Using the formula for the Modified Mahalanobis distance outlined in Chapter 3, I calculated the 

cultural distance between the 73 selected countries. Using the MM distances, I was able to perform 

metric MDS to visualise the countries location in two-dimensional space (Illustration 5). The stress 

derived from this procedure is 0.28, which is well above the 0.15 threshold. This indicates that the 

visualised distances are highly distorted vis-à-vis the calculated MM distances and that inference 

about clusters are without merit. However, as previously noted, large patterns are still viable, albeit 

smaller distances are highly distorted. 



50 

 

Illustration 5: Metric MDS of Modified Mahalanobis distance 

Source: Own metric MDS visualisation of Modified Mahalanobis distance based on Hofstede Centre (2013) data. 

73 countries with four-dimensional score visualised in two-dimensional space. Stress: 0.28

 

As seen above most of the countries gather in the middle and it is very difficult to easily identify any 

of the clusters identified by Ronen & Shenkar (1985) (Appendix V). What however is interesting is 

the large distances that still represent a good visualisation of the MM distances. As an example, 

Sweden and Denmark are culturally very similar, and not that far from Norway and Finland. However, 

Vietnam is culturally less distant from the Nordic countries, than say other European countries in the 

near geographical proximity such as Belgium, France, and Poland. Additionally, the raw scores on 

the cultural dimensions suggest that Vietnam is a country with high power distance and low 

individualism which is exactly opposite to the Nordic countries – they are however somewhat similar 

in terms of masculinity and uncertainty avoidance. 

In essence, despite the high stress, the MDS visualisation highlights that the calculated MM cultural 

distances between the 73 countries do not, in all instances, follow an intuitive pattern guided by 

geography, language, or religion as set out by Ronen & Shenkar (1985), nor the expectations from 

examining the raw data. 

The non-metric MDS (Illustration 6), based on correlations between countries’ cultural dimensions, 

replicating Ronen & Shenkar (1985) has a stress just above 0.10, which is below the acceptable 

threshold and not far from being excellent. This visualisation is not as highly distorted as the MM 

distance MDS, and inferences about clusters are possible. 
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Illustration 6: Non-metric MDS of correlations 

Source: Own non-metric MDS visualisation of correlation similarity based on Hofstede Centre (2013) data. 

73 countries with four-dimensional score visualised in two-dimensional space. Stress: 0.10

 

Upfront, the non-metric MDS of correlations between countries’ cultural dimension scores yield a 

clearer picture where the clusters identified by Ronen & Shenkar (1985) (Appendix V) are visible. At 

the far edge of the bottom left quadrant, we find the Anglo cluster with the United States, United 

Kingdom, South Africa etc. On the right of the Anglo cluster, the Germanic cluster where we see that 

Austria is located much closer to Germany and Switzerland as intuitively expected. Next, in the far 

edges of the upper left quadrant we find our four Nordic home countries clustered – contrary to the 

MM metric MDS, almost at the exact opposite lower right quadrant, we find Vietnam in the Far 

Eastern cluster with China and Malaysia. Japan is independent, not belonging to any cluster. The 

upper right quadrant contains the remaining countries, which encompasses the Arab, Latin, African, 

and Eastern European countries. Here it is difficult to distinguish the clusters from each other, 

probably because of the inclusion of 73 countries, which makes the visualisation more crowded, or 

without some intuitive guideline such as geographical proximity, common language or religion. 

Alternatively, if the aim was a proper analysis of culturally similar country clusters the inclusion of 

Hofstede’s 5th and 6th dimension (the problem is missing data) would be recommended – especially 

when including Eastern countries (Shenkar, 2001). 

In summation, the metric MM cultural distances between the five home countries and the 73 host 

countries are included as an independent variable in the overall model since this follow the method 

of using a continuous cultural distance variable employed by numerous researchers. 
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However, the results of metric MDS do not provide a clear picture of clusters of countries with similar 

culture, whereas the non-metric MDS of correlation does. Even looking at the raw MM distances, 

they show unexpected cultural distance between countries intuitively thought to be culturally distant 

vis-à-vis intuitively close countries. In essence, despite the appeal of the widely used continuous 

distance construct developed by Kogut & Singh (1988) – and improved by Kandogan (2012) – the 

distances do not yield the expected intuitive results when used on a large multi-lateral distance matrix 

with 73 countries. This highlights that the utilisation of a metric distance construct that assumes 

linearity could perhaps be one of the reasons of why the CD construct has failed to deliver consistent 

results (Shenkar, 2001). Therefore, the results derived from the use of cultural distance in my overall 

model might be inconclusive. 

 

4.3 Subsidiaries’ locational distribution 

The first hypothesis proposes that the locational attributes of global cities makes MNEs more likely 

to locate their foreign subsidiaries there than in other locations. As outlined in Chapter 3 to determine 

whether there is support for Hypothesis 1 we can examine the frequency table shown in Table 8: 

Table 9: Subsidiaries by location 

 Subsidiaries  Percentage 

  City Metro Total  City Metro Total 

Alpha global cities (n=47) 5791 4127 9918  27 19 47 

Beta global cities (n=64) 2017 1505 3522  9 7 17 

Gamma global cities (n=67) 843 552 1395  4 3 7 

High sufficiency cities (n=36) 219 226 445  1 1 2 

Sufficiency cities (n=82) 326 337 663  2 2 3 

Total global cities (n=296) 9196 6747 15943  43 32 75 

        

Periphery (n=∞)   5181    24 

Remaining locations (n=∞)   117    1 

        

Total world     21241      100 

Source: Own analysis. Remaining locations cover subsidiaries located in countries without global cities.

 

As seen above global cities are related to MNE location patterns where 43% of the 21,241 foreign 

subsidiaries in my sample are located in the global city proper and 32% in the surrounding 

metropolitan area. In total, 75% of the subsidiaries are located in just 296 global cities and their 

metropolitan area compared to 25% located in all other possible locations of which only one percent 

are located in countries without global cities.  
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Clearly, the global cities have an exceptionally high proportion of the subsidiaries located within 

them, and it is even possible to see the GaWC (2011) hierarchy emerge among the global cities. The 

alpha global cities, including their metropolitan area, contain almost half of the subsidiaries despite 

only offering 47 locations worldwide, followed by the beta cities with 17% in 64 locations, gamma 

with 7% in 67 locations, and approximately 5% located in the 118 ‘high sufficiency’ and ‘sufficiency’ 

cities. 

These figures reinforce the hypothesis that the MNEs are highly attracted to global cities, and that 

increased levels of global capacity, captured by the global city hierarchy, are reflected in the number 

of subsidiaries located in the different classes of global cities. I can therefore confirm Hypothesis 1 – 

that MNEs are more likely to locate their subsidiaries in global cities and their metropolitan area than 

anywhere else. 

To give a visual representation of the location classification frequency, and make inquiries about the 

geographical distribution of the subsidiaries, Illustration 7 shows the summation of all the geotagged 

subsidiary locations for each country. 

Illustration 7: Subsidiaries by country and location classification 

 

Source: Own visualisation. Size of bubble indicate number of subsidiaries in given country, but not to scale, why I refer 

to the interactive map available in the included files for a more detailed picture.
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Here the dark purple colour indicates the frequency of subsidiaries located within a global city in a 

given country; yellow, global cities’ metropolitan area; and green, the peripheral area of a given 

country. Lastly, the transparent purple are subsidiaries located in countries without global cities. The 

size of the bubble indicates the number of subsidiaries in a given country, which indicates that USA 

and China are host to a large share of the foreign subsidiaries from the five home countries. 

Following the dichotomies as set out in the multinomial logistic regression model, with location in 

global cities versus periphery (everywhere else) and global cities versus global city metros, we first 

see that the Western European countries have lower degree of purple to green – city to periphery – 

compared to the Latin American, African and Eastern European countries. The same pattern is also 

visible when comparing purple to yellow – city to metro. 

If we interpret these distributions based on the regulatory and normative distances outlined previously 

in this chapter, we see that the countries characterised by large institutional distances from our five 

home countries have a higher degree of the foreign subsidiaries located in their global cities compared 

to the periphery. E.g. the Latin American countries Argentina, Ecuador, and Venezuela. The same 

goes for Eastern European countries such as Bulgaria, Russia, and Serbia. Yet, other countries in the 

same regions such as Chile and Czech Republic, which are characterised by lower institutional 

distance to the five home countries, have a comparatively higher degree of subsidiaries located in the 

periphery. These observations indicate that the hypotheses regarding the propensity of MNEs to 

locate their subsidiaries in global cities when in countries marked by high institutional distance might 

have some merit. 

However, running counter to these observations are for instance the case of the Nordic subsidiaries 

in Japan where the vast majority are located in the global cities. The regulatory and normative 

distances from the Nordics to Japan are small. However, the cultural and geographic distance is large. 

In addition, social globalisation might have an impact since Japan’s score is below the mean. 

In summation, not only are global cities and their metropolitan area the predominant choice of 

location for the subsidiaries included in my sample – the distribution even following the global city 

hierarchy – but the distribution differs greatly between the countries. Here a pattern emerges where 

the countries marked by large institutional distance have a higher proportion of subsidiaries located 

in their global cities than the periphery, thus giving credit to the notion of the influence of the LOF 

on the propensity of MNEs to locate subsidiaries in global cities compared to other places. 
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4.4 Global cities and the liability of foreignness 

Following the criteria outlined in Chapter 3 Part 5 the final sample for the multinomial logistic 

regression model was 20142 subsidiaries located in 73 host countries owned by 1340 parents from 

five home countries.  

Appendix VI contains the means, standard deviations, correlations for all variables. As seen 

previously in this chapter the pairwise correlation between the regulatory and normative institutions 

are high, and from the table we can see that the correlation coefficient between the distance measures 

is 0.89. Additionally, the variance inflation factors in Appendix VII determines that when both 

regulatory and normative distances are included in the model their VIFs are above the conservative 

threshold of 5. I will therefore report two models for each of the variables to avoid multicollinearity 

and the resulting distortion of the individual coefficient estimates. 

Apart from social globalisation’s medium-to-high correlation with the three distance measures the 

remaining variables are not highly correlated. In addition, the VIFs of the predictor variables in the 

two models are all below 2, which is well below the recommended threshold. Together these analyses 

show that when split in two models multicollinearity is of minimal concern. I chose the model with 

the normative distances as the primary model given its higher importance in explaining the difficulties 

of transferring MNE practices from the parent to the subsidiaries (Kostova, 1999; Xu & Shenkar, 

2002; Eden & Miller, 2004). 

To test the hypotheses regarding the influence of LOF and industry pressures we need to examine the 

multinomial logistic regression models found in Table 10. The results are for the inclusive definition 

of the global cities (alpha, beta, gamma, high sufficiency, sufficiency) from GaWC’s (2011) 

classification – regulatory distance excluded (please refer to Appendix VIII). The models estimate 

the logistical probability that MNEs would locate their subsidiaries in either a peripheral area or 

metropolitan area (positive) as opposed to within a global city (negative). 
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Table 10: Multinomial logistic regression models of global city location 

Observations 20142 subsidiaries 

Clusters 1340 parents 

            

Description Main effects  Including interactions   

Pseudo-R2 0.0699  0.0704   

 
Periphery vs 

global city 

Metro vs 

global city  

Periphery vs 

global city 

Metro vs 

global city 
  

Liability of foreignness                       

Regulatory distance --  --   --  --   H2a 

Normative distance -0.53 + -0.70 +  -0.51 + -0.69 +  H2b 

Cultural distance 0.03  0.14 +  0.03  0.14 +  H2c 

Mediating factors            

Geographic distance (000) -0.04 + 0.02 +  -0.04 + 0.02 +   

Social globalization 0.03 + 0.01 ***  0.03 + 0.01 ***   

Subsidiary industry            

Automotive 2.08 + 1.68 +  2.08 + 1.67 +  H3 

Chemicals 0.82 *** 0.32   0.82 *** 0.32   H3 

Machinery 0.58 + 0.60 +  0.58 + 0.60 +  H3 

Pharmaceuticals -0.68 + -0.38 ***  0.14  0.42    

Telecoms -1.87 + -0.78 ***  -1.86 + -0.77 ***  H4 

Wholesale -0.42 + -0.02   -0.42 + -0.02   H4 

Retail -0.88 + -0.21   -0.88 + -0.21   H4 

Advertising -2.76 + -1.89 +  -2.75 + -1.89 +  H6 

Finance & insurance -1.80 + -1.43 +  -1.79 + -1.43 +  H6 

Controls            

Parent employees (000) 0.00  0.00   0.00  0.00    

Interactions (pharmaceuticals)            

x regulatory distance      --  --   H5a 

x normative distance      -0.86 *** -0.24   H5b 

x cultural distance      -0.10  -0.19 *  H5c 

Constant -1.53 + -0.61 +   -1.56 + -0.64 +     

*, **, ***, +, show significance at the p < 0.10, p < 0.05, p < 0.01, and p < 0.001 level, respectively 

 

4.4.1 Liability of foreignness 

If we first refer to Appendix VIII we see that consistent with Hypothesis 2a subsidiaries are more 

likely to be located in global cities than in peripheral areas when regulatory distance is large (b=-

0.41; p < 0.001). Additionally, a unit increase in the regulatory distance also influences the relative 

probability of subsidiaries located within the metropolitan area versus the global city (b=-0.60; p < 

0.001), suggesting that in distant countries locating in the metropolitan area is not enough to overcome 

the LOF. 
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The same picture emerges when we examine the influence of the normative distances on subsidiary 

locations as seen in Table 10. Consistent with Hypothesis 2b subsidiaries are more likely to be located 

in global cities than in peripheral or metropolitan areas when normative distance is large (b=-0.53; p 

< 0.001 and b=-0.70; p < 0.001). Additionally, a unit increase in normative distance have a slightly 

higher impact on the propensity to locate in global cities than regulatory distance. This highlights that 

even small differences in the normative environment between countries makes it more difficult to 

transfer practices from the parent to the subsidiary thus favouring the location in global cities. This is 

also consistent with the smaller mean and standard deviation of normative distances as seen in 

Appendix VI, and the spread of index scores in Illustration 4. 

The last institutional feature pertaining to the LOF, cognitive distance proxied by cultural distance, 

is hypothesised to increase the likelihood of subsidiaries being located in the global cities. However, 

the results of the models do not support Hypothesis 2c. Firstly, the coefficient for the relative 

probability of location in the periphery versus global city is statistically insignificant. Secondly, the 

coefficient for the relationship between metro and city location is positive and significant (b=0.14; p 

< 0.001) indicating that in culturally distant countries MNEs are more likely to locate subsidiaries in 

the metropolitan area. The inconsistencies in the results are however most likely not attributable to 

insignificance of cultural differences per se, but rather due to the inconsistencies in the results derived 

from the method used to measure the distance between countries. 

The mediating factors also affect the pattern of multinational enterprise location. High levels of 

geographical separation between the home and host countries increases the probability of the 

subsidiary being located in global cities (b=-0.04; p < 0.001). This highlights the importance of global 

cities in reducing the complexity in managing operations at a distance due to the international 

connectedness of global cities which makes transferring capital, people, goods, and information easier 

and more accurate (Goerzen et al., 2013). This also helps to explain part of the pattern observed in 

Illustration 7 where distant countries like Japan, Australia, and New Zealand have substantially higher 

amount of subsidiaries located in their global cities despite the low institutional distance to the home 

countries. The preference of the metropolitan area (b=0.02; p < 0.001) could however indicate that 

locating in the metropolitan area does not offset the benefits of international connectivity stemming 

from the global city. 

The level of social globalisation of a given country does also influence the location patterns of MNEs. 

In countries marked by high levels of social globalisation, subsidiaries are more likely to be located 
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in both the periphery and metropolitan area compared to the city area itself (b=0.03; p < 0.001 and 

b=0.01; p < 0.01). Therefore, in countries where inhabitants have more contact with foreigners and a 

higher potential for international information flows the LOF faced by foreign MNEs should be lower 

thus reducing the attractiveness of global cities. 

 

4.4.2 Subsidiary’s industry 

The models also show support for Hypothesis 3, which suggests that R&D-intensive industries 

marked by pressures toward global integration would locate outside global cities due to the risk of 

outward knowledge spillovers, as well as diseconomies caused by congestion and factor price 

inflation: Automotive (b=2.08; p < 0.001), chemicals (b=0.82; p < 0.01), and machinery (b=0.58; p 

< 0.001). Given the coefficients it is even possible to see a hierarchy where the industries marked by 

higher pressures for global integration (automotive > chemicals > machinery) are even more likely to 

locate in the periphery. The three identified industries are also more likely to locate in the 

metropolitan than city area – this effect is however not significant for chemicals – further emphasising 

that the drawbacks of the global cities makes R&D-intensive industries more prone to locate outside 

global cities. 

Conversely, we find that industries marked by pressures for local responsiveness have a higher 

probability of locating within the global cities. Consistent with Hypothesis 4 subsidiaries in the 

telecoms (b=-1.86; p < 0.001), wholesale (b=-0.43; p < 0.001), and retail industry (b=-0.89; p < 0.001) 

are more likely to locate within the global cities than the remaining industries in my sample. As 

theorised global cities have benefits that reduce discrimination from costumers and potential 

employees as well as reducing unfamiliarity by reducing search costs and accelerating learning about 

the market. 

The findings then underscore that the benefits of global cities provide a beachhead to access host-

country markets for industries that usually would have to be responsive to local demands and needs 

(Goerzen et al., 2013). Here, for instance, the metropolitan environment and prevalence of global 

consumers might offset discrimination against foreign brands and advanced producer services help 

MNEs adapt to local market needs. However, the statistically insignificant coefficients for wholesale 

and retail in the metro versus city model suggest that even locating near the global cities may help to 

reduce the challenges of uncertainty and discrimination that can increase the costs associated with 

local responsiveness. 
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The location patterns of the telecommunications industry are however a bit different. Despite the 

lower levels of responsiveness pressures, telecoms have a notably higher propensity to locate within 

global cities than wholesale and retail, and even prefers the city over the metro area (b=-0.76; p < 

0.01). This could indicate that increased responsiveness pressures do not necessarily translate to 

increased probability of locating in global cities. However, the coefficients indicate that retail, which 

have considerably higher responsiveness pressures than wholesale, have just about twice the logistic 

probability than wholesale to locate within the global city. Suggestively, this could indicate a special 

feature of the telecoms industry. The importance of speedy communication has emphasised the role 

of the global cities (Harvey, 1990), why MNEs choose to locate their telecoms subsidiaries in the 

global cities to achieve direct access and increased visibility in these central markets. Therefore, in 

addition to the pressures for local responsiveness, telecoms might be subject to another set of 

pressures, namely being a part of the foundation for global cities by establishing the communication 

links and technology that permit the effectiveness of the global cities’ interconnectedness. 

The foundations for the global cities underpins Hypothesis 6. Subsidiaries in the advanced producer 

services industries would be substantially more likely to locate in the global cities than most other 

industries. Since we have already theoretically established that linkages between advanced producer 

services firms are what constitute global cities (Taylor, 2001) we would expect MNE’s foreign 

subsidiaries to follow the same pattern. From the models we see that subsidiaries from both the 

advertising (b=-2.78; p < 0.001 and b=-1.93; p < 0.001) and the financial industry (b=-1.80; p < 0.001 

and b=-1.44; p < 0.001) are highly prone to locate within the global cities. This indicates that the 

centrality of global cities for the financial system and overall business activity are clearly reflected in 

the location patterns of the advanced producer services subsidiaries in my sample. 

 

4.4.3 Interactions 

In order to test hypothesis 5a, 5b, and 5c I added interactions between the institutional distances and 

the pharmaceutical industry dummy variable. As seen with Hypothesis 5a (Appendix VIII) 

pharmaceutical subsidiaries are more likely to be located within global cities than in the periphery 

when regulatory distance is high (b=-0.82; p < 0.01). Additionally, I can confirm Hypothesis 5b that 

normative distance (b=-0.86; p < 0.01) influence the location patterns of an industry marked by both 

high R&D and advertising-intensity. However, in both models there are no statistically significant 

difference between location preference for either metro or city. In essence, this indicates that when 
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institutional distance is large subsidiaries within the pharmaceutical industry will opt to locate in a 

global city to get access to a cosmopolitan market, advanced producer services, and 

interconnectedness. Whereas, in institutionally similar countries they might opt to locate in the 

periphery to avoid potential outward knowledge-spillovers and increasing land rent and wages. The 

interaction effect even offsets the general tendency pharmaceutical companies have to locate in global 

cities as seen in the main effects models, thus emphasising that the interaction with institutional 

distance can help to explain the location behaviour. However, cultural distance (H5c) does not 

influence the periphery vs city decision for pharmaceutical subsidiaries, albeit it does influence the 

metro vs city location preference (b=-0.19; p < 0.1). Again, I will attribute the failure to confirm the 

hypothesis to the inconsistencies in the results of the cultural distance construct.  

 

4.4.4 Other effects 

The parent level control, total employee count, exhibits no consistent relationship with global city 

location propensity. This result is similar to Goerzen et al. (2013) why it is unclear if large MNEs’ 

access to significant internal pools of managerial expertise, network connections etc. will reduce their 

dependency on global cities, or if they actively seek out global cities for the visibility and centrality.  

The constants in all models are significant with notable coefficients. The coefficients are the 

multinomial logit estimate for when the predictor variables in the models are evaluated at zero. 

However, while the industry dummy variables have a valid meaning at zero (other industries), for the 

mediating factors (geographic distance and social globalisation) a value of zero is outside the range 

of plausible scores, and for the LOF dimensions values of zero are possible, but highly unlikely. 

Effectively this means that a straightforward meaningful interpretation of the intercepts is not possible 

given the scale of the variables (UCLA, 2014a). 

 

4.4.5 Robustness checks 

To test the robustness of the findings I ran a number of sensitivity models that take into account some 

of the points previously raised about the data. 

Firstly, given the NAICS classification system all subsidiaries are treated as administratively distinct 

operations. However, a number of subsidiaries share both NAICS industry classification, location, 

and parent which could influence the results of the models, why I ran models without these doubles. 
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As seen in Appendix IX the results derived from these models are almost similar to the primary 

models, but with some minor changes in the coefficients for the industry variables. 

Secondly, as seen in the results of the regulatory, normative, and cultural distance calculations the 

Nordic countries are quite similar. Therefore, it could be argued that Danish, Finnish, Norwegian, 

and Swedish subsidiaries located in one of the other Nordic countries would not feel the liability of 

foreignness and therefore not be inclined to locate in global cities for these reasons. Essentially, these 

values could be outliers that skew the results of the models. However, as seen in Appendix X the 

removal of the Nordic subsidiaries located within Nordic countries do not alter the results decisively. 

The only difference is that the propensity of the subsidiaries in the retail industry to choose the global 

city over its metropolitan area is now significant. For Nordic subsidiaries in the retail industry, this 

could indicate that when locating within the Nordic countries the metropolitan area suffices to service 

these markets. However, without these low LOF countries retail subsidiaries prefer the city to the 

metro area to reduce the high pressures for local responsiveness by being closer to the cosmopolitan 

markets within the global cities. 

Next, the United States contains a larger share of the subsidiaries – 15% – than any other country 

why the sheer number of observations could influence the results. Appendix XI contains the results 

of the models without the subsidiaries located in the US. On a general note the results are similar, but 

the impact of the regulatory and normative distance on the propensity to locate within the global city 

versus the periphery, as shown by the coefficients, are smaller. This could indicate that the US, where 

a large number of subsidiaries are located in the periphery and the institutional distances are lower, 

skew the results. Additionally, the coefficient for geographic distance increases in magnitude. This 

indicates that despite the large distances to the US from the five host countries, the expansive 

infrastructure of the US could reduce the importance of global cities relative to the periphery. Without 

the US, the impact of geographic distance on the propensity to locate in global cities increases. 

Therefore, the preference of MNEs to locate their subsidiaries in global cities can be reduced through 

a geographical dispersion of critical infrastructure to other areas of the country than the global city. 

Lastly, I ran the model with a more restrictive definition of global cities. As noted earlier the two 

categories of ‘sufficiency’ cities are not considered bona fide global cities like the 178 alpha, beta, 

and gamma global cities. The results of these models can be found in Appendix XII. The results are 

also very similar to the original models, but cultural distance increases the probability of location in 

the periphery and metropolitan area – completely the opposite of the hypothesised relationship. 
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Having already discussed the limitations of the cultural distance construct I will focus on this new 

result’s relation to the localisation of subsidiaries and the categorisation of global cities. Namely, that 

the majority of the subsidiaries located in the two groups of sufficiency cities are in the USA and 

China. Countries that have medium-high cultural distance to the five home countries. When these 

subsidiaries are no longer located in a global city, but rather the periphery, it influences the results in 

the manner described. 

 

4.5 Summary 

This chapter contains the results of the models and methods outlined in Chapter 3 to construct viable 

measures of the LOF components and answer the hypotheses regarding MNE locations. 

Firstly, through factor analysis I was able to confirm that a single factor based on the eight dimensions 

selected from the Global Competitiveness Report (World Economic Forum, 2013) was sufficient to 

represent the regulatory institutions of the 73 countries thus corroborating the method outlined by Xu, 

Pan, & Beamish (2004). The same results arose from the normative dimensions – though one 

dimension had to be discarded from the index because of factor loading was below the cutoff of 0.7. 

The results of both indexes was plotted as coordinates in a diagram, which showed a high degree of 

correlation between the two institutional dimensions. The results highlighted that developed countries 

openness had stronger institutions and lower institutional distance to the five home countries.  

Secondly, having selected Hofstede’s cultural dimensions as proxies for cognitive institutions I 

calculated the distances between the countries using Modified Mahalanobis distance. Using the 

calculated distances to perform metric MDS I was not able to identify cultural clusters as expected 

by Ronen & Shenkar (1985) – found via non-metric MDS using correlations. The inability to identify 

the clusters was determined to arise from counterintuitive cultural distance scores. Thus highlighting 

the problems associated with the cultural distance construct (Shenkar, 2001), which influenced the 

findings in my models of the impact of cultural distance on MNE location patterns. 

Next, by examining a frequency table of subsidiary distributions based on all the subsidiaries in my 

dataset I was able to confirm the first Hypothesis that MNEs are more likely to locate their foreign 

subsidiaries in global cities and their metropolitan area than in other places.  
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By plotting the individual frequency distributions for each country, I was able to visually determine 

that the regulatory and normative institutional distances, cultural distance, and mediating factors 

might have an impact on the difference in distributions between the countries. 

Lastly, using the calculated institutional distances between the five home and 73 host countries I was 

able to run the models to answer the remaining hypotheses. Here it was shown that both regulatory 

and normative distance clearly influences MNEs’ propensity to locate subsidiaries in global cities 

versus both the periphery and the metropolitan area. I was however not able to confirm the hypothesis 

regarding cognitive distance, proxied by cultural distance.  

In addition, it was shown that R&D-intensive industries marked by high pressures for global 

integration would be more prone to locate outside global cities whereas advertising-intensive 

industries marked by high pressures for local responsiveness would be more prone to locate within 

them. The interaction between institutional distances and the pharmaceutical industry dummy showed 

that an industry marked by both pressures would locate within the global city or the metropolitan area 

when distances are large – however, cultural distance did again give inconsistent results. 

Finally, subsidiaries within the advanced producer services industries would clearly choose location 

within the global city over the periphery and even metropolitan area. 

The sensitivity models showed that these results were robust, but with some minor differences that 

were addressed using concepts from the theory on global cities and the liability of foreignness. 
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5. Discussion 

As seen in the previous chapter, the results from the models on the relationship between the 

institutional distance, industry pressures, and MNE location in global cities, confirmed most of the 

hypotheses grounded in the arguments from the existing literature. However, how these results then 

relate to, and amplify, their theoretical backdrop is discussed below. Even though the discussion 

forms an integrated argument on the role of global cities, it is split in to smaller parts following the 

order of the hypotheses and the relevance of the results to the scope outlined in the introduction. First 

the role of global cities in the process of globalisation, the global city formation process, the 

implication for MNE location strategy, and ultimately the limitations of my research.  

 

5.1 Global cities and the process of globalisation 

The dominant choice among the Nordic and Japanese MNEs in my sample was to locate their foreign 

subsidiaries within global cities (43%) and their metropolitan areas (32%). My findings clearly 

corroborate the findings of Goerzen et al. (2013) where global cities are the preferred location for the 

foreign operations of internationalising MNEs – even when Goerzen et al. used the smaller set of 

global cities identified by Beaverstock et al. (1999) compared to the GaWC (2011) I used. Since the 

majority of the global cities identified in 1999 are alpha global cities in the 2011 rankings it 

emphasises my finding that the 47 alpha global cities (with metropolitan area) attract a 

disproportionate number of subsidiaries (47%) compared to all other possible locations. The 

subsequent layers of global cities then attracted a proportion of subsidiaries reflected by their position 

in the GaWC (2011) hierarchy. 

Despite the proposed ‘flattening’ of the world associated with some ideas of globalisation 

(Friedmann, 2005), where advances in technology and economic liberalisation would homogenise the 

location of economic activity, my findings support McCann’s (2008) view that the process of 

globalisation is ‘curved’. Thus, highlighting the importance of location. The global cities are the 

dominant reference for the MNEs’ foreign subsidiaries, and the urban hierarchy (Harvey, 1990; 

Beaverstock et al., 1999; GaWC, 2011) is even visible in the distribution of the subsidiaries in my 

sample. In effect, the increasing centrality and economic gravity followed by increasing levels of 

global capacity (Taylor, 2001) is reflected in the localisation patterns of MNEs. 
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So, even when MNEs are offshoring their operations and moving back-office operations to outlying 

suburbs (Cohen, 2000) the global cities still act as central places for where the actual work of 

globalisation gets done (Sassen, 2000) by attracting the majority of internationalising MNEs. This 

indicates that the location of economic activity tends to concentrate in certain places, and that certain 

benefits of this agglomeration follows with it (Scott, 2001).  

The implication of these findings is that they reflect the importance of considering subnational levels 

when analysing investment location decisions (Brown et al., 2010), and that the economic geography 

of MNEs is crucial to the understanding of globalisation (McCann, 2011; Beugelsdijk et al., 2010). 

Since MNEs are the dominant players in globalisation (McCann, 2008), the patterns of MNE co-

location in and around global cities influence the evolution and development of these places (Goerzen 

et al., 2013), and by the centrality and global connectivity of global cities, the overall process of 

globalisation. Thus, global cities are important to scholars of FDI patterns and globalisation, for how 

they attract such a high proportion of MNE activity and in turn enable the spread of ideas, people, 

and technology. 

 

5.2 Global city formation process 

In addition, with the wide range of large cities located in the developing countries emerging as 

potential urban growth markets for the global economy (McKinsey Global Institute, 2011; Brookings 

Institution, 2012), understanding the locational attributes that attract foreign MNEs are important for 

policymakers and city-planners alike. Even though the centripetal forces of these growing cities might 

enable them to attract large numbers of rural immigrants (UNFPA, 2008) in search of jobs and the 

variety of goods available (Krugman, 1994) the growth of cities is intertwined with the dynamics of 

economic activity and locally agglomerated processes of relationships and production (Scott, 2001). 

Thus, as argued by Storper & Scott (2009, p.158), the interesting question is not what sparked the 

process of urban growth, but rather how it develops through the “emergence of an organised 

production system that is increasingly locked into the initial location by its own expanding stock of 

agglomeration economies in a temporal dynamic circular and cumulative causation.” In other words, 

cities and firms co-evolve over time through inter-firm networks, local labour markets and innovation 

processes. Since MNEs are increasingly the loci for jobs, products, knowledge and technologies, their 

attraction to certain places influences the development of these locales by promoting a cosmopolitan 

environment and international interconnections, and attracting advanced producer services.  
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Moreover, as argued by Taylor (2006) the use of advanced producer services to define global cities 

is that as knowledge intensive cutting-edge industries they serve as critical indicators of the vibrant 

city-life in the Jacobean sense. The fact that the financial and advertising industry subsidiaries in my 

sample almost exclusively locate within global cities emphasises the point that certain features are 

highly localised in their nature. 

Therefore, my findings that the ability of global cities to attract a disproportionate amount of MNE 

activity, may inform policymakers and city-planners on the importance of relevant environmental and 

institutional arrangements to attract FDI. In addition, the high number of subsidiaries located in the 

metropolitan area of global cities indicate the potential for suburban communities to target MNEs 

repelled by the centrifugal forces of global cities such as land and commuting costs, as well as 

potential pollution and congestion. 

 

5.3 Global cities and MNE location strategy 

As suggested by the existing literature, global cities differ from other subnational entities given their 

cosmopolitan environment, advanced producer services, and interconnectedness to local and global 

markets. Together, this interrelated trinity of locational advantages help to reduce the liability of 

foreignness and in turn enable global cities to attract MNEs (Goerzen et al., 2013). 

My results on the relation between global cities and liability of foreignness clearly underscore this 

point. In host countries where the institutional distance to their home countries are large, the MNEs 

in my sample are clearly more prone to locate their subsidiaries in the global cities of these countries. 

This relationship was also visible in the pattern of the subsidiaries’ locations shown in Illustration 7 

where Latin American, African, and Eastern European countries had a notably higher concentration 

of subsidiaries in their global cities compared to the Western countries that had smaller institutional 

distance to the five home countries as shown in Illustration 4. 

Therefore, my attempt to open the ‘black box’ on the relationship between MNEs, places and space 

provides empirical support to the notion by Nachum (2003) and arguments by Goerzen et al. (2013) 

that global cities with their trinity of locational advantages might help to reduce the liability of 

foreignness caused by institutional distance. 

A practical implication of this finding is that MNE managers can view regulatory and normative 

distances as a source of competitive (dis)advantage (Xu, Pan, & Beamish, 2004) that can be mitigated 
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or exploited through their location strategies. By just focusing on global cities as way to mitigate the 

liability of foreignness, arising from institutional distance, firms could potentially miss the advantages 

for arbitrage and creative diversity rooted in the differences between their host and home countries 

(Zaheer, Schomaker, & Nachum, 2012). As emphasised by Khanna & Palepu (2010) the lack of 

certain institutions in emerging markets are the primary exploitable characteristic for MNEs. 

As an example, the weak auditing and reporting standards of some developing countries proved 

interesting markets for global accounting firms to both serve both foreign and local MNEs and thus 

fill the institutional void (Khanna, Palepu, & Sinha, 2005) that raised unfamiliarity and relational 

hazards. As noted by Brown et al. (2010) these advanced producer services would target locations 

most conducive to their operations with local talent, expertise, and clients found in major cities. The 

cosmopolitan environment often found in these cities would in turn reduce discrimination from 

potential customers and partners. Given the co-evolution of MNEs and places, the ability of MNEs 

to exploit institutional differences and voids are a crucial part in the global city formation process. 

In addition, my results indicate that subsidiaries within industries marked by high advertising-

intensity and industry pressures for local responsiveness would be prone to locate in global cities or 

their metropolitan area. The disadvantage of unfamiliarity hazards can be mitigated by the high 

information-velocity and interconnectedness of global cities that make them ideal locations to gain 

local market knowledge through face-to-face contact (Storper & Venables, 2004) and the support 

from advanced producer services. Discrimination might also be reduced by targeting the powerful 

segmentation base of cosmopolitan consumers that are considered less susceptible to normative 

influences and with a preference for international consumption (Riefler et al., 2012). These MNEs 

would therefore benefit from the potential inward knowledge spill-overs from customers and 

trendsetters, where they in turn would be able to generate buzz and influence through the release of 

new products. 

However, as pointed out by Krugman (1994) the ability to compete in the urban markets require 

highly differentiated products and services. Given the locational characteristics of global cities, the 

main international competitors are also likely to locate here (Goerzen et al., 2013). Therefore, the 

market-seeking behaviour often attributed to the three industries identified is enhanced by their 

existing marketing capabilities, why I chose industries marked by high levels of advertising-intensity 

(Fortanier et al., 2007) to investigate the attractiveness of global cities. 
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Conversely, my results also indicate that R&D-intensive industries tend to shy away from global 

cities. This adds to the findings of Alcacer & Chung (2007) that technologically leading firms will 

avoid areas of high industrial activity due to the risk of competitors commercialising their ideas. Even 

though global cities not necessarily incorporate highly specialised industrial activity, the high-

velocity information flow in them might be unattractive due to the risk of outward knowledge-

spillovers. In addition, the centrifugal forces of increased land costs might make sizeable R&D and 

production facilities overtly expensive to locate in global cities why they prefer to locate in the 

periphery or the metropolitan area surrounding the global city. 

My finding that the location of subsidiaries within the R&D and advertising-intensive pharmaceutical 

industry was moderated by the institutional distances indicates that the MNE might choose to locate 

functions depending on the institutional contexts. The normative institutional distance to some 

countries makes the transfer of strategic routines and organisational practices difficult (Kostova, 

1999), and differences in the regulatory institutions might limit the transfer of cutting edge technology 

(Bhaumnik & Gelb, 2005). Therefore, the MNE might opt to locate the R&D-intensive subsidiaries 

in institutionally similar countries to enable the safe transfer of both organisational practices and the 

technology needed to pursue a global integration strategy, but outside their global cities to avoid 

outward knowledge-spillovers. Whereas in institutionally distant countries the MNE might choose to 

locate marketing or advertising-intensive subsidiaries such as sales offices within global cities to get 

access to the locational advantages and avoid the transfer of production practices and technology 

altogether. 

The results discussed above points to an interesting relationship between the institutional distance 

and firm location strategy. Even though I have shown that MNEs are more likely to locate subsidiaries 

in global cities when the institutional is distance is large, I am not able with my data to say what kind 

of subsidiaries they locate there. Goerzen et al. (2013) shows that local market seeking, global market 

servicing, and information collection were the primary strategic reasons for locating subsidiaries in 

global cities, whereas subsidiaries integrated in production networks and product development would 

be located outside. In accordance with my findings, I will therefore argue that the location of said 

activities is dependent on the liability of foreignness faced by the MNE (Chen et al., 2006). The 

finding that the gravitational pull of global cities in institutionally distant countries is so great could 

indicate that the MNEs are hesitant to locate costly production and R&D-facilities in these countries, 

but rather market-seeking subsidiaries or regional headquarters that benefit from the locational 

benefits of global cities. 
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The role of global cities and the location strategy of MNEs should therefore be viewed in relation to 

the wider economic environment – in this study, the liability of foreignness. As Enright (2009, p. 831) 

points out, different locational features are associated with different activities and firms tailor their 

activity configurations accordingly “given that activities vary in terms of their underlying rationale 

for foreign investment, scale sensitivity, knowledge-intensity, position in the value chain, and optimal 

integration mechanisms.” 

My results therefore adds to this stream of literature by showing that the liability of foreignness can 

be influenced by the locational features found in global cities, as witnessed by their attraction to 

MNEs locating subsidiaries in institutionally distant countries, but that these locational features are 

not conducive to all kinds of industrial activity.  

 

5.4 Limitations 

My research has a number of limitations rooted in both theoretical and methodological considerations. 

The intention of briefly discussing the limitations of my findings is not necessarily to identify 

potential avenues for future research, but rather to highlight areas where the results of my research 

could differ given different approaches to theory and method. 

First, the study focuses on only two levels (national and subsidiary industry) with a single parent level 

control as determinants of subsidiary location. However, as seen in the latter part of the discussion 

above, and the initial theoretical limitations, MNE location choices are influenced by numerous 

considerations and often embedded in additional layers of relationships. As witnessed by the low 

pseudo R-square of 0.07 my models of subsidiary location leaves ample ‘opportunity’ for refinement 

by including other variables rooted in the theory of MNE location strategy.  

Therefore, following Goerzen et al. (2013) future research might consider firm heterogeneity and the 

complexity of subsidiary networks at different levels and the interactions between them. In the context 

of my approach rooted in place, space, and organisation (Beugelsdijk et al., 2010), further studies on 

the relationship between the locational benefits of global cities and the strategic and organisational 

practices employed by the subsidiaries to mitigate or exploit institutional distances would heighten 

the theoretical foundations of global cities and the LOF. Even if the MNEs tend to agglomerate in 

global city locations the questions related to subsidiary performance and survivability are important. 

As argued by the existing literature, MNEs might benefit from reduced social costs, information 



70 

 

networks, and creative and innovation environments in global cities, but the convergence of MNEs 

toward global cities could lead to increased competition for limited local resources which could lead 

to reduced performance and increased exits.  

Additionally, my research focuses on the commonalities between global cities despite the obvious 

variance among them (Robinson, 2005) which could influence the locational preference of certain 

industries. However, my interest is rooted in global cities as a phenomenon and the existing literature 

suggest certain commonalities between them that are all relevant to the operations of MNEs. 

Moreover, I assume that all global cities are equally well equipped to reduce the liability of 

foreignness even when the global cities differ in their global capacity (Beaverstock et al., 1999; 

Taylor, 2001; GaWC, 2011). However, given the existing literature on this topic the interrelated 

trinity of locational advantages that offset the LOF must be present in all the global cities identified. 

Despite the inclusion of five MNE home countries in my analysis their normative and regulatory 

institutions were quite similar, why the validity of the relationship between institutional distance and 

subsidiary location in global can be questioned. Instead of institutional distance it could be that 

developed countries possess institutional environments that more conducive to location outside global 

cities. In other words, the idea of symmetry associated with distance could be a fallacy – the 

institutional distance could be more difficult in one direction (Shenkar, 2001; Zaheer, Schomaker, & 

Nachum, 2012). Therefore, to support or falsify my findings on the implication of institutional 

distance on subsidiaries’ location in global cities the inclusion of MNEs from developing countries 

would be recommended. 

In addition, other measures of cognitive distance than cultural distance (Eden & Miller, 2004) could 

be considered in relation to location studies. My findings when I calculated the Modified Mahalanobis 

distance between the 73 countries indicated that the distances did not follow intuitive expectations 

(Shenkar, 2001) or enabled countries to form clusters found using other measures (Ronen & Shenkar, 

1985). Since cognitive institutions encompass stereotyping of foreigners my inclusion of social 

globalisation as mediating factor indicated that MNEs are more likely to locate their subsidiaries in 

the periphery in countries where the direct personal contact with foreigners and potential for 

information flows are greater.  

Therefore, despite the methodological and theoretical issues with institutional distance, my results 

indicate that MNE managers should take into consideration geographic and institutional factors along 

their strategic imperatives when deciding on the location of their foreign subsidiaries. 
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6. Conclusion 

The overarching topic in my study centres on how the location of a subsidiary in a global city can 

influence the liability of foreignness associated with the international operations of MNEs. This is 

rooted in a notion that the liability of foreignness is the key strategic issue for MNE managers (Eden 

& Miller, 2004) and that location is at the heart of international business studies (Ricart et al., 2004). 

Given that the current understanding of the geographic aspect of MNE behaviour is limited (McCann, 

2011), and that the interaction between place and space is treated as a ‘black box’ (Beugelsdijk et al., 

2010), I analysed the relationship between global cities, the liability of foreignness, and MNE location 

in global cities. As pointed by out by Nachum (2003) global cities gives rise to sources of advantages 

that affects the existence and strength of the liability of foreignness; an argument conceptualised by 

Goerzen, Asmussen, & Nielsen (2013). Due to the complexity of the problem raised, I developed four 

research questions to clarify the topic at hand, as well as quantitative inquiry into the location 

behaviour of a large sample of Nordic and Japanese MNEs. 

The first question aims to identify the characteristics of global cities. The existing literature suggest 

that the characteristics of global cities is rooted in benefits that encourage (or discourage) the co-

location of people, firms, and institutions that give rise to economies of agglomeration. Cities, in the 

Jacobean perspective, are vibrant and diverse economic communities that functions as loci for 

creativity and innovation where transactional encounters and experiences occur, and information 

circulates with high velocity. Krugman (1994) does however show that the attractiveness of cities 

depends on their relation to the wider economic environment, notably how the reduction of barriers 

to trade can weaken their centripetal forces. However, as emphasised by Sassen (1991, 2000, 2005) 

globally integrated organisations require central places where the work of globalisation gets done 

since the resources required for global economic activity are deeply embedded in place. These 

resources tend to assemble in global cities, where the existing literature converged on three 

interrelated locational attributes: 

The cosmopolitan environment rooted in the agglomeration of important social factors, institutions, 

and multinational corporations, is conducive to the attraction of managerial capabilities and creative 

talent –resources crucial for advanced producer services. In addition, given the position in the global 

commodity chains and information networks global, cities possess a high degree of physical and 

informational infrastructure that enhances local and global interconnectedness.  
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An interrelated trinity of characteristics that were shown to attract the majority of the subsidiaries in 

my sample to the 178 bona fide global cities identified by the GaWC (2011). 

This finding corroborates the view that the world is not flat after all, but that certain places attract the 

majority of economic activity (McCann, 2008), which reflects the importance of considering 

subnational levels when analysing investment location decisions, and the overall process of 

globalisation (Beugelsdijk et al., 2010; McCann, 2011).  

In addition, these results inform city-planners and policymakers on some of the factors that attract or 

repel MNE activity. The attention to the development of institutions and critical infrastructure might 

render them more open to internationalising MNEs, which through the co-evolution of places and 

organisations expands the stock of agglomeration economies and the benefits inherent to global cities 

(Storper & Scott, 2009). Benefits, that as argued by Nachum (2003) and conceptualised by Goerzen 

et al. (2013) reduces the liability of foreignness. 

The second and third question is an inquiry into what causes the liability of foreignness and how to 

measure it. Following the arguments by Eden & Miller (2004) the liability of foreignness arises as 

the social costs of doing business abroad. Social costs that are caused by unfamiliarity, relational, and 

discriminatory hazards, which in turn are driven by differences in the regulatory, normative, and 

cognitive institutions between the home country of the MNE and the host country of its operations.  

Suggested by Xu, Pan, & Beamish (2004) I selected indicators from the Global Competitiveness 

Report (World Economic Forum, 2013) on the regulatory and normative institutions on the 73 host 

countries that through factor analysis were reduced to a single index for each institutional 

environment. The results indicated that developed countries are more similar in their institutional 

environment and distant from developing countries in Latin America, Africa, and Eastern Europe.  

Suggested by Eden & Miller (2004) I selected Hofstede’s cultural dimensions (Hofstede Centre, 

2013) as the basis for cognitive distance that was measured as cultural distance (Kogut & Singh, 

1988; Kandogan, 2012). However, the results of this metric procedure were shown to yield somewhat 

non-intuitive cultural distances where clusters of similar cultural countries could not be identified, 

contrary to the non-metric method as suggested by Ronen & Shenkar (1985) and Shenkar (2001). 

The last research question explores how the properties of a global city can reduce the liability of 

foreignness. Rooted in the conceptualisation by Goerzen et al. (2013) I argue that the unfamiliarity, 

relational, and discriminatory hazards is reduced by the cosmopolitan environment, advanced 

producer services, and interconnectedness to local and global markets. 
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The cosmopolitan environment is more open to different cultures and facilitates face-to-face contact, 

attracts creative talent and facilitates the use of expatriates, and contains a segmentation base with 

international consumption behaviour. The advanced producer services supply consulting on host 

country dynamics and accelerates learning, allow access to global services, and may lend credibility 

to internationalising MNEs. The interconnectedness reduces search costs, makes for easy transfer of 

capital, people, goods, and information, as well as exposes local stakeholders to international stimuli. 

As shown by my results these local advantages become even more important when institutional 

distance is large since the subsidiaries in my sample would be clearly more prone to be located in 

global cities in institutionally distant countries. My discussion of these findings’ implication for MNE 

location strategy points to the potential for considering institutional distance as both a liability and an 

opportunity (Zaheer, Schomaker, & Nachum, 2012) where the benefits of global cities are conducive 

to both strategies and even depends on the exploitation of institutional voids.  

However, my results also indicate that global cities are conducive to certain kinds of economic 

activity while remaining unattractive to others. Subsidiaries within the advanced services industries 

would clearly prefer global city locations, as would advertising-intensive industries that would benefit 

from the locational advantages, while R&D-intensive industries would be adverse to the higher factor 

costs and potential outward knowledge-spillovers in global cities. 

The relation between institutional distance and an industry marked by both pressures did however 

indicate that the location of subsidiaries depends both the institutional contexts and the activities it is 

meant to perform. The difficulties associated with the transfer of strategic routines and organisational 

practices (Kostova, 1999) and cutting edge technology (Bhaumnik & Gelb, 2005) could indicate that 

MNEs choose to avoid the location of R&D-intensive subsidiaries or costly production equipment in 

institutionally distant countries. Why the subsidiaries located in these countries undertake different 

activities that benefit from the location in global cities. 

Consequently, my results, that the location of a subsidiary in a global city reduces the liability of 

foreignness associated with the international operations of MNEs, is indeed contingent on the nature 

of these operations.  Therefore, given the importance of global cities for the process of globalisation 

and the locational behaviour of MNEs, further exploration of the concept of global cities would 

benefit from research on the interaction of locational advantages, spatial distances, and the 

organisation and strategies of MNEs, to improve our understanding of geographic aspect of MNE 

behaviour. 
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Appendix I: A roster of global cities 

Alpha ++ (n=2) Alpha + (n=8) Alpha (n=37) Beta + (n=16) Beta (n=19) Beta - (n=29) Gamma + (n=23) Gamma (n=18) Gamma - (n=26) 

London Hong Kong Milan Dusseldorf Budapest Abu Dhabi Glasgow Valencia Tallinn 

New York Paris Beijing Stockholm Beirut Nicosia Nairobi Kansas City Pune 

 Singapore Toronto Prague Luxembourg Birmingham Bristol Phoenix Porto 

 Tokyo Sao Paulo Montreal Guangzhou Rio de Janeiro Hanoi Almaty Porto Alegre 

 Shanghai Madrid Rome Seattle Brisbane Cincinnati Guadalajara Orlando 

 Chicago Mumbai Hamburg Caracas Geneva Charlotte Lyon Gothenburg 

 Dubai Los Angeles Manila Ho Chi Minh City Kolkata Antwerp Quito Marseille 

 Sydney Moscow Houston Auckland Detroit Doha Saint Petersburg Ottawa 

  Frankfurt Berlin Oslo Denver Lahore Leeds Colombo 

  Mexico City Athens Kiev Monterrey Baltimore Santo Domingo Ljubljana 

  Amsterdam Tel Aviv Chennai Bratislava Jeddah San Salvador Tegucigalpa 

  Buenos Aires Bangalore Bucharest Port Louis Edinburgh Vilnius Richmond 

  Kuala Lumpur Copenhagen Manchester Casablanca Amman Rotterdam Islamabad 

  Seoul Cairo Karachi Manama Hyderabad Tampa Muscat 

  Brussels Bogota Lima Stuttgart Zagreb Columbus Durban 

  Jakarta Vancouver Cape Town Sofia Adelaide Indianapolis Austin 

  San Francisco  Riyadh Cologne Kuwait City Pittsburgh Belfast 

  Washington, D.C.  Montevideo St. Louis Portland Edmonton Guayaquil 

  Miami  Minneapolis Helsinki Belgrade  Nagoya 

  Dublin   Panama City San José  Turin 

  Melbourne   San Diego Tunis  Southampton 

  Zurich   Lagos San Jose  Milwaukee 

  New Delhi   Perth Riga  Wellington 

  Munich   Shenzhen   Curitiba 

  Istanbul   Cleveland   Accra 

  Boston   San Juan   George Town 

  Warsaw   Calgary    

  Dallas   Guatemala City    

  Vienna   Osaka    

  Atlanta       

  Barcelona       

  Bangkok       

  Taipei       

  Santiago       

  Lisbon       

  Philadelphia       

  Johannesburg       

Source: GaWC, 2011 



Appendix II: A roster of global cities – cities in the ‘global city formation process’ 

High sufficiency   Sufficiency      

Jacksonville Las Vegas La Paz Florence Bordeaux Dhaka Honolulu Nottingham Cebu 

Leipzig Belo Horizonte Asuncion Medellin Tulsa Nanjing Genoa Ciudad Juarez Harare 

Raleigh Liverpool Hartford Winnipeg Dakar Chihuahua Kampala Dalian Jerusalem 

Strasbourg Malmo Seville Nantes Halifax Hanover Hangzhou Kyoto Basel 

Tijuana Nuremberg Lille Sacramento San Antonio Naples Palo Alto Alexandria Macau 

Brasilia Canberra Krakow Toulouse Johor Baharu Providence Cordoba Sheffield Montpellier 

Salt Lake City Wroclaw Nashville Recife Tirana Penang Abidjan Santa Cruz Minsk 

Ankara Queretaro Salvador Dar es Salaam Quebec Omaha Tbilisi Izmir Linz 

Pretoria Nassau Algiers Kaohsiung Lausanne Chengdu Qingdao Gaborone Haifa 

Tianjin Utrecht Dresden Surabaya Baku Abuja Skopje Cali Douala 

Bilbao Bologna The Hague Managua Luanda Port of Spain Campinas Dortmund Labuan 

Ahmedabad Newcastle Poznan Puebla Bremen Aarhus Rochester Norwich Nice 

   Hamilton Aberdeen Leon Windhoek New Orleans  

   Christchurch Birmingham Fukuoka Memphis Valencia  

         

         

         

         

         

         

         

         

         

         

         

         

         

         

         

         

         

         

         

         

         

         

         

Source: GaWC, 2011 



Appendix III: Factor analysis - regulatory index (Stata12 output) 

 

Factor analysis / correlation Number of observations = 73 

Method: principal factors Retained factors = 1 

Rotation: (unrotated) Number of parameters = 8 

 

Factor Eigenvalue Difference Proportion Cumulative 

Factor1 

Factor2 

Factor3 

Factor4 

Factor5 

Factor6 

Factor7 

Factor8 

6.86305 

0.18860 

0.06624 

0.03973 

0.00147 

-0.03053 

-0.04312 

-0.05484 

6.67445 

0.12236 

0.02651 

0.03826 

0.03200 

0.01259 

0.01172 

. 

0.9762 

0.0268 

0.0094 

0.0057 

0.0002 

-0.0043 

-0.0061 

-0.0078 

0.9762 

1.0030 

1.0124 

1.0181 

1.0183 

1.0139 

1.0078 

1.0000 

LR test: independent vs. saturated:  chi2(28) =  915.52 Prob>chi2 = 0.0000 

Factor loadings (pattern matrix) and unique variances 

Variable Factor1 Uniqueness 

Property rights 

Intellectual property rights 

Judicial independence 

Favouritism in decisions of government officials 

Efficiency of legal framework in settling disputes 

Transparency of government policymaking 

Reliability of police services 

Effectiveness of antimonopoly policy 

0.9633 

0.9642 

0.9475 

0.9273 

0.9031 

0.9151 

0.8944 

0.8915 

0.0720 

0.0703 

0.1022 

0.1401 

0.1845 

0.1626 

0.2000 

0.2053 

 

Screeplot of eigenvalues after factor

 

 

 



Appendix IV: Factor analysis - normative index (Stata12 output) 

 

Factor analysis / correlation Number of observations = 73 

Method: principal factors Retained factors = 1 

Rotation: (unrotated) Number of parameters = 8 

 

Factor Eigenvalue Difference Proportion Cumulative 

Factor1 

Factor2 

Factor3 

Factor4 

Factor5 

Factor6 

Factor7 

Factor8 

5.76563 

0.54957 

0.13487 

0.09642 

0.02398 

-0.03710 

-0.07494 

-0.12530 

5.21606 

0.41470 

0.03845 

0.07244 

0.06108 

0.03784 

0.05037 

. 

0.9104 

0.0868 

0.0213 

0.0152 

0.0038 

-0.0059 

-0.0118 

-0.0198 

0.9104 

0.9972 

1.0185 

1.0337 

1.0375 

1.0316 

1.0198 

1.0000 

LR test: independent vs. saturated:  chi2(28) =  659.84 Prob>chi2 = 0.0000 

Factor loadings (pattern matrix) and unique variances 

Variable Factor1 Uniqueness 

Ethical behaviour of firms 

Strength of auditing and reporting standards 

Degree of customer orientation 

Buyer sophistication 

Cooperation in labour-employer relations 

Reliance on professional management 

Willingness to delegate authority 

Pay and productivity 

0.9035 

0.8890 

0.8888 

0.8890 

0.7668 

0.9044 

0.9509 

0.5182 

0.1837 

0.2097 

0.2101 

0.2096 

0.4119 

0.1820 

0.0958 

0.7315 

 

Screeplot of eigenvalues after factor

 

 

 



Appendix V: Ronen & Shenkar (1985) synthesis of country clusters 

Arab Near Eastern Nordic Germanic 

Abu-Dhabi 

Oman 

United Arab Emirates 

Bahrain 

Kuwait 

Saudi Arabia 

 

Turkey 

Iran 

Greece 

Finland 

Norway 

Denmark 

Sweden 

Austria 

Germany 

Switzerland 

Far Eastern Latin American Latin European Anglo 

Thailand 

Taiwan 

Indonesia 

South Vietnam 

Philippines 

Hong Kong 

Singapore 

Malaysia 

 

Colombia 

Peru 

Mexico 

Chile 

Venezuela 

Argentina 

Portugal 

Spain 

Italy 

Belgium 

France 

South Africa 

Ireland 

United Kingdom 

New Zealand 

Australia 

Canada 

United States 

Independent 

Brazil Japan India Israel 

 



Appendix VI: Desriptive statistics and correlations

Mean
Standard 

deviation

1 Location 1.16 0.80 --

2 Regulatory distance 0.89 0.74 0.19 * --

3 Normative distance 0.69 0.60 0.18 * 0.89 * --

4 Cognitive distance 2.94 1.53 0.07 * 0.29 * 0.34 * --

5 Geographic distance (000) 5.54 4.27 0.01 -0.12 * -0.26 * -0.10 * --

6 Social globalization 65.48 18.65 -0.20 * -0.54 * -0.59 * -0.36 * 0.09 * --

7 Automotive 0.04 0.20 -0.12 * 0.03 * 0.04 * 0.03 * 0.05 * -0.07 * --

8 Chemicals 0.01 0.08 -0.02 * 0.01 0.01 0.02 * -0.01 -0.04 * -0.02 * --

9 Machinery 0.09 0.28 -0.08 * 0.03 * 0.03 * 0.01 0.00 -0.01 * -0.06 * -0.02 * --

10 Pharmaceuticals 0.02 0.14 0.03 * 0.02 * 0.01 0.02 * 0.01 0.02 * -0.03 * -0.01 -0.05 * --

11 Telecoms 0.01 0.11 0.06 * 0.01 0.00 -0.04 * -0.02 * 0.02 * -0.02 * -0.01 -0.03 * -0.02 * --

12 Wholesale 0.21 0.40 0.06 * 0.00 0.00 0.00 0.05 * 0.00 -0.10 * -0.04 * -0.16 * -0.07 * -0.05 * --

13 Retail 0.03 0.17 0.04 * -0.02 * -0.03 * -0.03 * 0.03 * 0.04 * -0.04 * -0.01 * -0.06 * -0.03 * -0.02 * -0.09 * --

14 Advertising 0.01 0.10 0.08 * -0.01 0.00 0.00 0.02 * -0.03 * -0.02 * -0.01 -0.03 * -0.02 * -0.01 -0.05 * -0.02 * --

15 Finance 0.04 0.20 0.12 * -0.08 * -0.08 * -0.03 * 0.00 0.06 * -0.04 * -0.02 * -0.07 * -0.03 * -0.02 * -0.11 * -0.04 * -0.02 * --

16 Parent employees (000) 44.18 73.31 0.02 * -0.01 -0.01 0.06 * 0.14 * -0.05 * 0.09 * -0.03 * -0.02 * -0.05 * 0.03 * 0.01 0.04 * -0.02 * 0.00

n=20142 subsidiaries from 1340 MNEs; * shows significance at the p < 0.05 level.

12 13 14 156 7 8 9 10 11Variable 1 2 3 4 5



Appendix VII: Variation Inflation Factors

Variable All variables Model 1 Model 2

Regulatory distance 5.40 -- 1.45

Normative distance 6.26 1.68 --

Cognitive distance 1.20 1.20 1.18

Geographic distance (000) 1.19 1.11 1.05

Social globalization 1.63 1.62 1.53

Automotive 1.05 1.05 1.05

Chemicals 1.01 1.01 1.01

Machinery 1.06 1.06 1.06

Pharmaceuticals 1.02 1.02 1.02

Telecoms 1.01 1.01 1.01

Wholesale 1.10 1.10 1.10

Retail 1.03 1.03 1.03

Advertising 1.01 1.01 1.01

Finance 1.04 1.04 1.04

Parent employees (000) 1.04 1.04 1.04

Mean VIF 1.74 1.14 1.11



Appendix VIII: MLR models of global city location (regulatory distance) 

 

Observations 20142 subsidiaries 

Clusters 1340 parents 

            

Description Main effects  Including interactions   

Pseudo-R2 0.0719  0.0724   

 
Periphery vs 

global city 

Metro vs 

global city  

Periphery vs 

global city 

Metro vs 

global city 
 

 

Liability of foreignness                       

Regulatory distance -0.41 + -0.60 +  -0.39 + -0.59 +  H2a 

Normative distance --  --   --  --   H2b 

Cultural distance 0.02  0.13 +  0.02  0.14 +  H2c 

Mediating factors            

Geographic distance (000) -0.03 + 0.04 +  -0.03 + 0.04 +   

Social globalization 0.03 + 0.01 ***  0.03 + 0.01 ***   

Subsidiary industry            

Automotive 2.08 + 1.66 +  2.07 + 1.66 +  H3 

Chemicals 0.82 *** 0.32   0.82 *** 0.32   H3 

Machinery 0.58 + 0.60 +  0.58 + 0.60 +  H3 

Pharmaceuticals -0.68 + -0.38 ***  0.19  0.40    

Telecoms -1.86 + -0.76 ***  -1.86 + -0.76 ***  H4 

Wholesale -0.43 + -0.04   -0.43 + -0.03   H4 

Retail -0.89 + -0.22   -0.89 + -0.21   H4 

Advertising -2.78 + -1.93 +  -2.78 + -1.92 +  H6 

Finance & insurance -1.80 + -1.44 +  -1.80 + -1.44 +  H6 

Controls            

Parent employees (000) 0.00  0.00   0.00  0.00    

Interactions (pharmaceuticals)            

x regulatory distance      -0.82 *** -0.25   H5a 

x normative distance      --  --   H5b 

x cultural distance      -0.07  -0.16 *  H5c 

Constant -1.61 + -0.60 +   -1.64 + -0.63 +     

*, **, ***, +, show significance at the p < 0.10, p < 0.05, p < 0.01, and p < 0.001 level, respectively 

 



Appendix IX: MLR models of global city location (sensitivity 1) 

In these sensitivity models only one subsidiary with the same parent, location, and NAICS code is 

included. Effectively this removes all subsidiaries with the same information. 

 

Regulatory distance model 

Observations 19001 subsidiaries 

Clusters 1340 parents 

            

Description Main effects  Including interactions   

Pseudo-R2 0.0696  0.0701   

 
Periphery vs 

global city 

Metro vs 

global city  

Periphery vs 

global city 

Metro vs 

global city 
 

 

Liability of foreignness                       

Regulatory distance -0.41 + -0.60 +  -0.40 + -0.59 +  H2a 

Normative distance --  --   --  --   H2b 

Cultural distance 0.01  0.13 +  0.02  0.13 +  H2c 

Mediating factors            

Geographic distance (000) -0.03 + 0.04 +  -0.03 + 0.04 +   

Social globalization 0.03 + 0.00 ***  0.03 + 0.00 ***   

Subsidiary industry            

Automotive 2.03 + 1.61 +  2.03 + 1.61 +  H3 

Chemicals 0.80 *** 0.21   0.80 *** 0.21   H3 

Machinery 0.54 + 0.55 +  0.54 + 0.55 +  H3 

Pharmaceuticals -0.77 + -0.38 ***  0.16  0.46    

Telecoms -1.84 + -0.74 ***  -1.83 + -0.74 ***  H4 

Wholesale -0.46 + -0.06   -0.46 + -0.06   H4 

Retail -0.92 + -0.24 *  -0.91 + -0.24 *  H4 

Advertising -2.49 + -1.53 +  -2.49 + -1.53 +  H6 

Finance & insurance -1.80 + -1.43 +  -1.80 + -1.43 +  H6 

Controls            

Parent employees (000) 0.00  0.00   0.00  0.00    

Interactions (pharmaceuticals)            

x regulatory distance      -0.77 *** -0.28   H5a 

x normative distance      --  --   H5b 

x cultural distance      -0.10  -0.17 *  H5c 

Constant -1.50 + -0.52 +   -1.54 + -0.55 +     

*, **, ***, +, show significance at the p < 0.10, p < 0.05, p < 0.01, and p < 0.001 level, respectively 

 

 

 

 

 

 



Normative distance model 

Observations 19001 subsidiaries 

Clusters 1340 parents 

            

Description Main effects  Including interactions   

Pseudo-R2 0.0676  0.0681   

 
Periphery vs 

global city 

Metro vs 

global city  

Periphery vs 

global city 

Metro vs 

global city 
  

Liability of foreignness                       

Regulatory distance --  --   --  --   H2a 

Normative distance -0.54 + -0.70 +  -0.52 + -0.69 +  H2b 

Cultural distance 0.02  0.13 +  0.03  0.14 +  H2c 

Mediating factors            

Geographic distance (000) -0.04 + 0.02 +  -0.04 + 0.02 +   

Social globalization 0.02 + 0.01 ***  0.02 + 0.01 ***   

Subsidiary industry            

Automotive 2.04 + 1.62 +  2.04 + 1.62 +  H3 

Chemicals 0.81 *** 0.22   0.80 *** 0.22   H3 

Machinery 0.54 + 0.55 +  0.54 + 0.55 +  H3 

Pharmaceuticals -0.77 + -0.38 ***  0.13  0.49    

Telecoms -1.85 + -0.76 ***  -1.84 + -0.76 ***  H4 

Wholesale -0.45 + -0.05   -0.45 + -0.05   H4 

Retail -0.91 + -0.24 *  -0.91 + -0.23 *  H4 

Advertising -2.47 + -1.50 +  -2.47 + -1.50 +  H6 

Finance & insurance -1.79 + -1.42 +  -1.79 + -1.41 +  H6 

Controls            

Parent employees (000) 0.00  0.00   0.00  0.00    

Interactions (pharmaceuticals)            

x regulatory distance      --  --   H5a 

x normative distance      -0.83 *** -0.33 *  H5b 

x cultural distance      -0.12  -0.19 **  H5c 

Constant -1.41 + -0.53 +   -1.45 + -0.57 +     

*, **, ***, +, show significance at the p < 0.10, p < 0.05, p < 0.01, and p < 0.001 level, respectively 

 

 



Appendix X: MLR models of global city location (sensitivity 2) 

In these sensitivity models all subsidiaries located in the Nordic countries (Denmark, Finland, 

Norway, and Sweden) owned by Nordic parents are removed. 

 

Regulatory distance model 

Observations 18735 subsidiaries 

Clusters 1289 parents 

            

Description Main effects  Including interactions   

Pseudo-R2 0.0712  0.0717   

 
Periphery vs 

global city 

Metro vs 

global city  

Periphery vs 

global city 

Metro vs 

global city 
 

 

Liability of foreignness                       

Regulatory distance -0.40 + -0.61 +  -0.38 + -0.60 +  H2a 

Normative distance --  --   --  --   H2b 

Cultural distance 0.02  0.13 +  0.03  0.13 +  H2c 

Mediating factors            

Geographic distance (000) -0.03 *** 0.04 +  -0.03 *** 0.04 +   

Social globalization 0.03 + 0.00 ***  0.03 + 0.01 ***   

Subsidiary industry            

Automotive 2.05 + 1.65 +  2.05 + 1.64 +  H3 

Chemicals 0.81 *** 0.28   0.81 *** 0.28   H3 

Machinery 0.54 + 0.57 +  0.53 + 0.57 +  H3 

Pharmaceuticals -0.73 + -0.45 +  0.21  0.19    

Telecoms -1.82 + -0.64 **  -1.82 + -0.64 **  H4 

Wholesale -0.50 + -0.06   -0.50 + -0.06   H4 

Retail -0.93 + -0.26 **  -0.93 + -0.26 **  H4 

Advertising -2.71 + -1.94 +  -2.70 + -1.94 +  H6 

Finance & insurance -1.91 + -1.50 +  -1.90 + -1.49 +  H6 

Controls            

Parent employees (000) 0.00  0.00   0.00  0.00    

Interactions (pharmaceuticals)            

x regulatory distance      -0.82 *** -0.21   H5a 

x normative distance      --  --   H5b 

x cultural distance      -0.09  -0.13   H5c 

Constant -1.63 + -0.56 +   -1.66 + -0.59 +     

*, **, ***, +, show significance at the p < 0.10, p < 0.05, p < 0.01, and p < 0.001 level, respectively 

 

 

 

 

 

 



Normative distance model 

Observations 18735 subsidiaries 

Clusters 1289 parents 

            

Description Main effects  Including interactions   

Pseudo-R2 0.0690  0.0695   

 
Periphery vs 

global city 

Metro vs 

global city  

Periphery vs 

global city 

Metro vs 

global city 
  

Liability of foreignness                       

Regulatory distance --  --   --  --   H2a 

Normative distance -0.52 + -0.70 +  -0.50 + -0.69 +  H2b 

Cultural distance 0.03  0.14 +  0.04 * 0.14 +  H2c 

Mediating factors            

Geographic distance (000) -0.04 + 0.02 +  -0.04 + 0.02 +   

Social globalization 0.03 + 0.01 ***  0.03 + 0.01 ***   

Subsidiary industry            

Automotive 2.06 + 1.66 +  2.05 + 1.66 +  H3 

Chemicals 0.81 *** 0.29   0.81 *** 0.28   H3 

Machinery 0.54 + 0.58 +  0.54 + 0.58 +  H3 

Pharmaceuticals -0.73 + -0.45 +  0.16  0.24    

Telecoms -1.83 + -0.65 **  -1.83 + -0.65 **  H4 

Wholesale -0.49 + -0.05   -0.49 + -0.05   H4 

Retail -0.92 + -0.26 **  -0.92 + -0.25 *  H4 

Advertising -2.69 + -1.90 +  -2.68 + -1.90 +  H6 

Finance & insurance -1.90 + -1.48 +  -1.90 + -1.48 +  H6 

Controls            

Parent employees (000) 0.00  0.00   0.00  0.00    

Interactions (pharmaceuticals)            

x regulatory distance      --  --   H5a 

x normative distance      -0.86 *** -0.23   H5b 

x cultural distance      -0.11  -0.15   H5c 

Constant -1.54 + -0.59 +   -1.58 + -0.62 +     

*, **, ***, +, show significance at the p < 0.10, p < 0.05, p < 0.01, and p < 0.001 level, respectively 

 



Appendix XI: MLR models of global city location (sensitivity 3) 

In these sensitivity models all subsidiaries located in the United States are excluded given the large 

quantities of subsidiaries from the five home countries located in this country. 

 

Regulatory distance model 

Observations 17118 subsidiaries 

Clusters 1196 parents 

            

Description Main effects  Including interactions   

Pseudo-R2 0.0723  0.0727   

 

Periphery 

vs global 

city 

Metro vs 

global city 
 

Periphery 

vs global 

city 

Metro vs 

global city 
 

 

Liability of foreignness                       

Regulatory distance -0.32 + -0.56 +  -0.31 + -0.55 +  H2a 

Normative distance --  --   --  --   H2b 

Cultural distance 0.02  0.13 +  0.02  0.13 +  H2c 

Mediating factors            

Geographic distance (000) -0.05 + 0.03 +  -0.05 + 0.03 +   

Social globalization 0.03 + 0.00 ***  0.03 + 0.01 ***   

Subsidiary industry            

Automotive 1.95 + 1.75 +  1.95 + 1.75 +  H3 

Chemicals 0.66 ** 0.43   0.65 ** 0.43   H3 

Machinery 0.51 + 0.61 +  0.51 + 0.61 +  H3 

Pharmaceuticals -0.93 + -0.47 +  -0.16  0.25    

Telecoms -1.90 + -0.83 ***  -1.90 + -0.83 ***  H4 

Wholesale -0.45 + -0.10   -0.45 + -0.10   H4 

Retail -0.81 + -0.14   -0.81 + -0.14   H4 

Advertising -2.91 + -1.93 +  -2.91 + -1.92 +  H6 

Finance & insurance -1.65 + -1.43 +  -1.64 + -1.43 +  H6 

Controls            

Parent employees (000) 0.00  0.00   0.00  0.00    

Interactions (pharmaceuticals)            

x regulatory distance      -0.60 ** -0.21   H5a 

x normative distance      --  --   H5b 

x cultural distance      -0.08  -0.15   H5c 

Constant -1.68 + -0.62 +   -1.70 + -0.65 +     

*, **, ***, +, show significance at the p < 0.10, p < 0.05, p < 0.01, and p < 0.001 level, respectively 

 

 

 

 

 

 



Normative distance model 

Observations 17118 subsidiaries 

Clusters 1196 parents 

            

Description Main effects  Including interactions   

Pseudo-R2 0.0695  0.0698   

 

Periphery 

vs global 

city 

Metro vs 

global city 
 

Periphery 

vs global 

city 

Metro vs 

global city 
  

Liability of foreignness                       

Regulatory distance --  --   --  --   H2a 

Normative distance -0.34 + -0.62 +  -0.33 + -0.62 +  H2b 

Cultural distance 0.02  0.13 +  0.02  0.14 +  H2c 

Mediating factors            

Geographic distance (000) -0.06 + 0.02 ***  -0.06 + 0.02 ***   

Social globalization 0.03 + 0.01 +  0.03 + 0.01 +   

Subsidiary industry            

Automotive 1.95 + 1.76 +  1.95 + 1.76 +  H3 

Chemicals 0.66 ** 0.44   0.66 ** 0.44   H3 

Machinery 0.51 + 0.61 +  0.51 + 0.61 +  H3 

Pharmaceuticals -0.93 + -0.48 +  -0.21  0.22    

Telecoms -1.91 + -0.85 ***  -1.91 + -0.85 ***  H4 

Wholesale -0.44 + -0.09   -0.44 + -0.09   H4 

Retail -0.81 + -0.13   -0.80 + -0.13   H4 

Advertising -2.88 + -1.89 +  -2.88 + -1.89 +  H6 

Finance & insurance -1.63 + -1.42 +  -1.63 + -1.42 +  H6 

Controls            

Parent employees (000) 0.00  0.00   0.00  0.00    

Interactions (pharmaceuticals)            

x regulatory distance      --  --   H5a 

x normative distance      -0.56 * -0.14   H5b 

x cultural distance      -0.10  -0.18 *  H5c 

Constant -1.73 + -0.68 +   -1.76 + -0.71 +     

*, **, ***, +, show significance at the p < 0.10, p < 0.05, p < 0.01, and p < 0.001 level, respectively 

 



Appendix XII: MLR models of global city location (sensitivity 4) 

In these sensitivity models the ‘sufficiency’ cities are not considered global cities, in effect 

subsidiaries located in these cities are treated as being located in the periphery. 

 

Regulatory distance model 

Observations 20114 subsidiaries 

Clusters 1340 parents 

            

Description Main effects  Including interactions   

Pseudo-R2 0.0714  0.0720   

 
Periphery vs 

global city 

Metro vs 

global city  

Periphery vs 

global city 

Metro vs 

global city 
 

 

Liability of foreignness                       

Regulatory distance -0.45 + -0.63 +  -0.43 + -0.62 +  H2a 

Normative distance --  --   --  --   H2b 

Cultural distance 0.05 *** 0.13 +  0.06 *** 0.13 +  H2c 

Mediating factors            

Geographic distance (000) -0.03 + 0.04 +  -0.04 + 0.04 +   

Social globalization 0.02 + 0.01 +  0.02 + 0.01 +   

Subsidiary industry            

Automotive 1.98 + 1.67 +  1.97 + 1.66 +  H3 

Chemicals 0.87 + 0.21   0.87 + 0.21   H3 

Machinery 0.60 + 0.61 +  0.59 + 0.61 +  H3 

Pharmaceuticals -0.69 + -0.39 ***  0.15  0.29    

Telecoms -1.97 + -0.80 ***  -1.97 + -0.80 ***  H4 

Wholesale -0.48 + -0.02   -0.48 + -0.02   H4 

Retail -0.83 + -0.21   -0.83 + -0.21   H4 

Advertising -2.62 + -1.90 +  -2.62 + -1.89 +  H6 

Finance & insurance -1.81 + -1.49 +  -1.81 + -1.48 +  H6 

Controls            

Parent employees (000) 0.00  0.00   0.00  0.00    

Interactions (pharmaceuticals)            

x regulatory distance      -0.88 + -0.25   H5a 

x normative distance      --  --   H5b 

x cultural distance      -0.04  -0.13   H5c 

Constant -1.11 + -0.70 +   -1.14 + -0.73 +     

*, **, ***, +, show significance at the p < 0.10, p < 0.05, p < 0.01, and p < 0.001 level, respectively 

 

 

 

 

 

 



Normative distance model 

Observations 20114 subsidiaries 

Clusters 1340 parents 

            

Description Main effects  Including interactions   

Pseudo-R2 0.0701  0.0706   

 
Periphery vs 

global city 

Metro vs 

global city  

Periphery vs 

global city 

Metro vs 

global city 
  

Liability of foreignness                       

Regulatory distance --  --   --  --   H2a 

Normative distance -0.60 + -0.76 +  -0.58 + -0.75 +  H2b 

Cultural distance 0.07 *** 0.14 +  0.07 + 0.14 +  H2c 

Mediating factors            

Geographic distance (000) -0.05 + 0.03 +  -0.05 + 0.03 +   

Social globalization 0.02 + 0.01 +  0.02 + 0.01 +   

Subsidiary industry            

Automotive 1.99 + 1.68 +  1.98 + 1.68 +  H3 

Chemicals 0.87 + 0.21   0.86 + 0.21   H3 

Machinery 0.60 + 0.61 +  0.60 + 0.61 +  H3 

Pharmaceuticals -0.69 + -0.38 ***  0.11  0.32    

Telecoms -1.97 + -0.81 ***  -1.97 + -0.81 ***  H4 

Wholesale -0.47 + -0.01   -0.47 + -0.01   H4 

Retail -0.82 + -0.20   -0.82 + -0.20   H4 

Advertising -2.60 + -1.86 +  -2.60 + -1.86 +  H6 

Finance & insurance -1.81 + -1.48 +  -1.80 + -1.47 +  H6 

Controls            

Parent employees (000) 0.00  0.00   0.00  0.00    

Interactions (pharmaceuticals)            

x regulatory distance      --  --   H5a 

x normative distance      -0.90 *** -0.24   H5b 

x cultural distance      -0.07  -0.15   H5c 

Constant -0.99 + -0.67 +   -1.02 + -0.70 +     

*, **, ***, +, show significance at the p < 0.10, p < 0.05, p < 0.01, and p < 0.001 level, respectively 

 


