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ABSTRACT 

Institutions in emerging markets play an essential role in determining success or failure 

of specific strategies of companies because of their capability to enforce rules, 

structures, or constraints on the company. Tarun Khanna and Krishna Palepu (2010) 

coined the term “institutional voids” to help explain the institutional environment that 

multinationals are dependent on, and the fact that the institutions that make up this 

environment are either missing or not functioning as expected in emerging markets. 

Understanding the relationship between a company’s institutional environment and its 

strategic choices is, therefore, paramount to the field. The institutional voids have much 

potential to shed needed light on this relationship, by helping to direct focus on the 

institutions that matter most to how firms function.  

 

This study attempts to address how institutional voids in South Africa affect 

multinationals’ entry strategies.  This is done through a conceptual framework with 

particular focus on Khanna and Palepu’s (2010) five context framework which examines 

a country’s political and social systems, its degree of openness, its product markets, its 

labor markets, and its capital markets. The framework is subsequently applied, through 

a case study based on six interviews including market intermediaries and an industry 

expert, all based in South Africa.  

 

The findings revealed that the labor market was the most critical void in SA, due to a 

shortage of educated workers and restrictive labor regulations. Additionally, business 

synergies with public sector can also be appointed as an institutional void, as it 

encompasses several constraints that prevents desired business operations for foreign 

MNCs. Drawing on these, I develop new insights on the implications of the navigated 

voids for multinationals’ strategies. I conclude with suggestions for future research. 

 

Keywords: Emerging markets, Entry Strategies, Institutional theory, Institutional voids, 

Multinationals. 
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“Understanding the correlation between a company’s 

institutional environment and its strategic choices is crucial to the 

field. The institutional voids help to direct focus on the 

institutions that matter the most to how companies’ function and 

what influence on the company they might have” 

(Doh et al. 2017). 
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1.Introduction 

 

1.1 Background 

Companies have moved into new markets over the past century due to the increased 

globalization. Trade barriers, infrastructure, and new technology solutions have enabled 

trading between countries more efficiently. This has generated an increase of 

opportunities for companies, but it has also been followed by challenges as firms 

progressively engage in developed and emerging markets (Bevan et al., 2004). Drouillard 

(2017) emphasizes insufficient local talent, corruption, cultural differences and 

unreliable quality in these markets as common challenges that foreign companies 

encounter. Khanna and Palepu (2010) enlighten these persistent challenges as 

“institutional voids”, which could be seen as ineffective or even missing market 

structures and intermediaries. Institutional voids could generate increased transaction 

costs and operating challenges for multinationals1 (MNCs) when entering an emerging 

market. An essential concern in international business is clarifying the role of an 

environment for business activity. When analyzing the national context, a key element 

in this regard is the set of institutions, both formal and informal, that exist and believed 

to have a systematic effect on companies’ entry strategies (North, 1990). Understanding 

the correlation between a company’s institutional environment and its strategic choices 

is, therefore, crucial to the field. The institutional voids help to direct focus on the 

institutions that matter the most to how companies’ function and what influence on the 

company they might have (Doh et al. 2017). Previous research has successfully linked 

the behavior of emerging market players to institutional voids and concludes that 

‘institutions matter’ (Khanna & Palepu, 2010; Peng, 2008), however, the perspective still 

benefits from further conceptualization, integration, and application in emerging 

markets (Hilb, 2015).  

 

 

                                                        
1 An enterprise operating in several countries but managed from one (home) country.  
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Emerging markets have experienced tremendous growth recently and become a 

popular target for MNCs to enter. In fact, slightly more than half of the global economic 

growth is now driven by emerging economies. The so-called BRIC economies - Brazil, 

Russia, India, and China are the most prevalent emerging markets and have often been 

the first targets for MNCs when entering emerging markets (Khanna & Palepu, 2010). In 

2010, South Africa (SA) was added to the mentioned four, to form BRICS. The country 

became the only African representative among the economies that act as a 

counterweight to the G8 and G20 economies2. After successfully been hosting Africa’s 

first World Cup, 2010, the global perception of the continent changed (Osiakwan, 2017). 

Together, these countries are now accounting for more than a quarter of the world’s 

land area and more than 40 % of the world’s population (Bremmer, 2017).  Deloitte 

(2014) proves that seven of the ten fastest-growing countries in the world are in Africa. 

The African growth is real, and some call Africa, “the new China” and argue that Africa 

is the most promising investment destination of the next 20 years (Sizemore, 2018).  The 

digital revolution has created new expectations but also critical challenges for managers 

in Africa, who must be able to re-evaluate their traditional business model. In 

accordance to Mpelele (2018), MNCs need to align their entry strategies with needs of 

business operations but also with the more unique demands that exist in the African 

landscape.  

“South Africa will be the big emerging market story of 2018” 

– (Goldman Sachs; Rao, 2018) 

 

1.1.1 South Africa   

SA has grown and become the second strongest economy in Africa, close after Nigeria, 

but the country is the most industrialized on the continent. The country currently holds 

a GDP of 280 billion USD and accounts for 35% of Africa’s GDP (Gillwald et al., 2015). SA 

has characteristics of both being an advanced and developed economy. With access to 

technology and sophisticated research bodies, it has a fairly strong private sector and 

fiscal resources.  

                                                        
2 The G8 and G20 are coalitions of nations that address crucial international concerns.  
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In contrast, half of the population live below poverty line and weak educational 

attainment is common (Ibid). In 2016, the top five challenges when conducting business 

in SA were a shortage of educated workers, inefficient government bureaucracy, 

restrictive labor regulations, corruption, political instability and a poor institutional 

environment in general (Elliot, 2018). The country that should be a regional superpower 

has been underperforming in recent years. The unemployment rate is above 25 % and 

the poverty rate is higher in comparison to other large emerging markets. Recently, a 

new president was selected, Cyril Ramaphosa, after that Jacob Zuma has been dragging 

the economy for several years. Corruption has been the most severe problem in the 

country under Zuma’s regime which will be the immediate focus for Ramaphosa, an anti-

corruption drive to inspire investor confidence and attract more FDI to SA (ibid). 

 

However, SA has been identified as a nation with unbalanced political history affecting 

the interest from FDI (Lundahl & Mortiz, 1996). The racial discrimination, known as 

apartheid, established in SA in the middle of the 20th century and was introduced 

through strict racial policies that restricted the human rights for black people. The black 

communities were restricted from higher education, self-employment, taking loans and 

starting their own companies (DTI, 2013). After years of often fierce protest, the end of 

apartheid began in the early 1990s, ending with the formation of a democratic South 

African government in 1994 (Longley, 2017). When the African National Congress (ANC) 

won the election, the country had a decade of stable growth with increased foreign 

investments. Thus, the country’s progression and development were not distributed 

equally in the society as the black communities remained poor. Hence, in order to 

continue the country’s growth but also succeed in converting and overcome the issues 

that apartheid shaped, the government implemented a Black Economic Empowerment 

(BEE) strategy. The aim of BEE is to enhance the economic participation of black people 

and to bridge the gap between theoretical and substantive equality to ensure all people 

in SA fully enjoy the right to equality (Norton Rose Fulbright, 2015). Furthermore, in 

order to be compliant in accordance to the BEE criteria, companies need to consider 
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elements such as ownership, employment equity and skills development 

(Chimhandamba, 2008).  

 

1.2 Problem Discussion 

Emerging markets have become the new battlegrounds for MNCs around the world, 

however, managers need to pay attention to the institutional environment in the host 

market they are entering (Peng, 2001). Many scholars have researched with focus on 

the relationship between institutions and company outcomes, proposing that effective 

strategies depend on vary across different institutional environments (Peng et al., 2009; 

Ahuja & Yayavaram, 2011; Marquis & Raynard, 2015).  Once a country has been 

targeted, entry strategies must be coordinated with institutional distance to that 

country in order to enhance competitive advantages (Xu & Shenkar, p. 610, 2002). 

Portugal and Ribeiro (2008) stress that few have studied what entry strategies that are 

selected by MNCs in accordance with the institutional environment in a host market.  

Correspondingly, this study acts on the lack of research on the institutional environment 

in SA and how foreign MNCs entry strategies are affected by institutional voids. 

Additionally, the motivation for investigating the South African market is based on the 

country’s position as an entryway to other SSA countries (International Trade 

Administration, 2017) and that most previous research has focused on the other BRIC 

economies (Holtbrügge & Baron, 2012; Peng, 2012; Khanna & Palepu, 2010). However, 

it’s important to dissect each market, as emerging market economies are not 

homogeneous (Hoskisson et al., p. 259, 2000).  

 

 “First-mover advantage is crucial in such highly fragmented 

sub-Saharan African markets” 

(Deloitte, p.2, 2016). 

 

In order to succeed in emerging markets, MNCs must modify their business model for 

each country. North (1990) explain the adaptation process as the “rules of the game” in 

emerging markets.  
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Here, the institutional voids come to play a vital role as they differ much from those of 

developed countries (Peng et al., 2008). Nonetheless, if the adaptation is too radical, 

companies could suffer and lose their advantages of global branding (Drouillard, 2017; 

Khanna & Palepu, 2010). Davis et al. (2000) and Kostova and Roth (2002) agree and 

stress the importance of keeping an internal consistency in organizational practices 

across different subsidiaries. Wright et al. (2005) conceptualize this as the institutional 

theory, which concentrates on the economic, social and political systems and its effect 

on companies in the host market, which is aligned with Khanna and Palepu’s (2010) five 

context framework. Consequently, the theoretical foundation in this study builds upon 

the institutional theory which is mainly discussed by Wright et al. (2005), Peng et al. 

(2008), North, (1990), Hoskisson et al. (2000) and Khanna and Palepu (2010). The aim is 

to attempt the institutional theory while adhering Khanna and Palepu’s (2010) five 

context framework in order to navigate the institutional voids in the economic, social 

(informal) and political (formal) systems. Doh et al. (2017) clarify that the institutional 

voids can help to direct focus on the institutions that matter the most to how MNCs 

function and what influence they might have, which is line with the purpose of this 

study.  

 

By building on the institutional literature, I see this as an opportunity by conducting an 

in-depth, case study on the institutional environment in SA with the intention to provide 

foreign MNCs more knowledge and transparency about the market. Consequently, 

market intermediaries will be in focus in order to investigate how they support foreign 

companies to accommodate in SA. The purpose of concentrating on market 

intermediaries is inspired by Sola et al. (2013) as they point out the key role of 

intermediaries for the development of sustainable business models for MNCs in 

emerging markets. By combining induction with deductive reasoning to propose the 

theory on how institutional voids affect foreign MNCs entry strategies, I can study 

patterns from the market intermediaries and match it with existing theory in this 

context.   
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1.3 Purpose and Research Question 

By developing a fair understanding of the underlying market structure of emerging 

markets, MNCs can tailor their strategies and execution in the host market to avoid 

mistakes and easier outcompete potential rivals (Khanna & Palepu, 2010). 

Henceforward, the main purpose of this study is to discuss the role of the institutions by 

navigating the most critical institutional voids in SA and study their implications on 

MNCs entry strategies. The aim is to provide practical insights of SA’s unique 

institutional environment to managers of MNCs, such as relevance and fundamentals of 

context, political, economic and social adaptability of strategies. Consequently, the 

theoretical framework which acts as a basis for the analysis of the empirical data is based 

on the institutional theory inspired by the authors Khanna and Palepu (2010) and their 

five context framework. Subsequently, the institutional voids in SA will be investigated 

in accordance with the mentioned framework that covers the economic, political and 

social market.  

 

In connection with the purpose of the study, the research question is: 

How do institutional voids affect  

multinationals’ entry strategies when entering the South African market? 

 

To address the research question, the study takes the form of a case study through the 

lens of market intermediaries that are supporting foreign MNCs to enter SA. The study 

takes an institutional theory perspective on entry strategies as it still benefits from 

further conceptualization, integration, and application according to Hilb (2015).  
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1.4 Delimitations  

To answer the research question in this study, the focus is on institutional voids and its 

effects on entry strategies on MNCs entering the South African market. The main focus 

of this research is to assess the most crucial voids that MNCs encounter when setting up 

a subsidiary or doing business in the South African market. The research departs from 

studies defining the institutional theory and how such context affects a company’s entry 

strategy (Khanna & Palepu, 2010). From the empirical data collected, I will map the most 

critical institutional voids in the South African market and provide practical insights of 

the voids implications for MNCs.  

 

1.5 Structure 

The first chapter introduces the reader to the topic, regarding the institutional 

environment in emerging market and how fundamental it is to analyze it in the 

economic, political and social context in order to succeed. The chapter also includes the 

problem discussion and the research question for the study. The second chapter 

presents the literature review, which exhibits institutional theory, institutional voids, 

and entry strategies. The chapter finishes with a conceptual framework where the 

chosen theories are presented and explained why and how they are incorporated and 

support the analytical framework.  The third chapter elaborates on the research 

methodology in the study, and why such approach has been followed. The fourth 

chapter is based on secondary data in order to provide the reader more thorough 

information about the South African market. Chapter five is based on primary data from 

the interviews, which is analyzed in order to find commonalities among the 

respondents. Chapter six discusses the collected data on the foundation of theoretical 

framework, where similarities and potential modifications are undertaken. Chapter 

seven presents the findings and the conclusion of this study. The final chapter provides 

recommendations and suggestions of future research.   
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Figure 1: The structure of the study 

 

2. Literature Review 

 

To tackle the research question in how the institutional voids in SA affect MNCs, 

theoretical context on the topic is necessary. This chapter will provide an overview of 

previous research related to the topic. The purpose of this chapter is to explain and 

present the theoretical concepts on the research area to foster a theoretical background 

that will guide the analysis and discussion of this study. In regard to the topic, an 

awareness of other influencing factors on entry strategy exists. Theoretical approaches 

used in previous studies include the resource-based view, industry-based view (Peng et 

al., 2008) and transaction cost theory (Williamson, 2007) which are often applied when 

studying entry strategies in markets. However, neither are applied in this study, instead, 

the institutional theory has adhered with emphasis on institutional voids and how it 

affects foreign MNCs entry strategies.  
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In this chapter, entry strategies will be reviewed briefly before delving into institutional 

theory and institutional voids, which are the central theories in this study. To conclude 

the chapter, a conceptual framework is constructed in order to provide the reader a 

holistic view and how chosen theories are interconnected and how the analytical 

framework will be structured. 

 

2.1 Entry Strategies  

In accordance with the institutional theory, MNCs need to conform to the prevailing 

rules, norms, and procedures of the locations where they operate in order to survive 

and grow. This means that MNCs need to develop the best possible configuration of 

strategy-structure for their worldwide operations (Portugal & Ribeiro, p.11, 2008).  

According to Meyer et al. (2009), the three most common kinds of foreign market entry 

are greenfield investment, strategic partnerships, and acquisitions, which are entry 

modes of high involvement (Slangen & Hennart, 2007; Portugal & Ribeiro, 2008).   

 

Greenfield investment is the investment in a physical structure in the host market where 

no corporate facilities previously existed. It usually results in a WOS (Huang & Zhu, p. 

25, 2016) and normally entails 100 % ownership and therefore full control. “The 

implication basically starts from zero, meaning an entire sales force must be recruited 

and commercial relationships for the production and distribution of goods or services 

must be established” (Couturier & Sola, p. 46, 2010).  

 

Strategic partnerships include JVs, licensing agreement, distributorship, agency 

contracts etc. It is a formal agreement between two commercial enterprises which 

decide that they jointly participate in specific activities (such as branding, advertising, 

product development or other business activities). The reason for forming such 

partnership is that each actor can obtain one or more business assets that will support 

the other (Meyer et al., 2009). It involves various degrees of control, from simple 

distribution contracts with importers to more extensive partnerships with JVs (Sola et 

al., 2013).  
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Entering a new country in partnership with a local actor reduces challenges as 

information asymmetry, where an MNC can access a local firm’s private information 

about the local business environment instantly. This entry strategy reduces TCs and can 

be beneficial if the MNC has a significant need for local resources (Bhaumik & Gelb, 

2005).  

 

“Acquisition takes place when a company purchases a majority of interest in another 

company or a part of it, by stock purchase or exchange” (Sola et al., p. 53, 2013). This 

type of strategy is one of the most common since it gives immediate access to resources 

and complete control if a company purchases 100 %. In order to complete an acquisition, 

a company needs to find a local partner, which will match its requests and then it will 

decide whether to proceed with the purchase or not (Díez & Spearot, 2014). However, 

acquisitions are also confronted with failure risks caused by organizational and cultural 

misfits (Dikova & van Witteloostujin, 2007; Dikova et al., 2010).  

 
2.2 Institutional Theory  

To address the research question, this study has taken an institutional theory approach 

to entry strategies. However, there are other factors except for the institutional 

environment that influences entry strategies, which has been taken into account. By 

having an adequate understanding of other influences, such as resource-based view, 

industry-based view (Peng et al., 2008) and transaction cost theory (Williamson, 2007), 

an application of the institutional theory can easier be made.  Past research on the 

institutional theory in relation to entry strategies has been studied by Yiu and Makino 

(2002), Estrin and Prevezer (2010), Arslan (2012), McGuiness & Demirbag, (2012), 

Marquis & Raynard (2015), and Doh et al. (2017), but none in the SA context.  

 

The institutional theory focuses on the issue how the political, social and economic 

systems (Khanna & Palepu, 2010) influence companies’ performance (Wright et al., 

2005). According to the institutional theory, the institutional environment in a market 

determines what direction a company has to choose between as it is difficult to 

implement a strategy and to create competitive advantage (Garrido et al., 2014).  
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North (1990) defines institutional theory as the “rules of the game”, which means that 

MNCs cannot ignore the role of the host country’s governments. It encompasses formal 

laws, rules, and regulations established by a government (ibid), but also informal rules 

and limitations, such as traditions and values that are supported by the society (Rottig, 

2016). These informal rules are defined by Arslan (2012) as internal institutional 

pressures which consist of internal structures, systems of control and reporting, 

companies decision making structures (Oliver, 1997; Arslan, p.110, 2012).  Further, 

implications of internal organizational institutions can force companies to either 

replicate previous strategic actions or take decisions that correspond to organizational 

structures and routines, which could impact the overall performance of the company 

and be a determinant on a firm’s entry strategy (Weick, 2012; Arslan, 2012).  However, 

an MNC can adopt completely if there are strong institutional pressures that may 

require local control, by forming a JV (Dhanaraj & Beamish, 2004; Portugal & Ribeiro, 

2008).  Hence, a JV introduces internal disruptions because of the coordination, control 

and management demands (Dhanaraj & Beamish. 2004, p. 111 cited in Arslan, 2012). 

Correspondingly, according to Westney and Zaheer (2001), MNCs need to put emphasis 

on revising potential partners extensively in advance, as foreign MNCs may face 

challenges in coping with their partner’s unfamiliar formalized structures and decision-

making routines. 

 

Moreover, regarding the internal institutional environment, MNCs are expected to 

undertake presence of rules, laws, and sanctions within the organization, and then 

consider if a JV or WOS would be more legitimate in obeying these practices (Arslan, 

2012).  When a high degree of control and coordination is needed, an MNC would prefer 

to form WOS in order to maintain a degree of convergence in these institutionalized 

practices (ibid). This would also support the MNC to avoid extra costs due to an internal 

disruption that is caused by the formation of JV with different local partners, as 

discussed by Dhanaraj and Beamish (2004). In contrast to the internal institutional 

pressures, the external environment can be viewed as the regulative aspects, such as 

rules and regulations, which easier can be followed and observed by the foreign 
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companies (Arslan, 2012). Consequently, foreign MNCs need to equalize the conflicting 

anxieties between internal consistency and local legitimacy in the host market. 

However, it should be emphasized that MNCs desire to achieve internal consistency by 

forming a WOS can be obstructed by regulative institutions, as they can enforce legal 

restrictions on ownership level in certain industries (Chen & Hennart, 2002). 

 

Wright et al. (2005) and Meyer et al. (2009), Peng et al. (2008) conclude that researchers 

should focus more on the institutional environment rather than just the industry and 

the resource-based view. Meyer et al. (2009) and Hoskisson et al. (2000), agree with 

Peng et al. (2008) argument, as institutions can prohibit certain operations and 

transactions and have an unexpected impact on the business that might require the 

extra need of expertise and local knowledge. Further, Meyer et al. (2009) highlight the 

importance of personal network and finding local resources as information asymmetry 

can occur as an entry barrier due to the weakness of such institutions. This is taken into 

consideration and will be discussed with the study’s interviewees, which will be 

presented in the Methodology chapter (3). In accordance to address the research 

question, the institutional theory is paramount to the study. However, Hoskisson et al. 

(2000) criticize the theory somewhat and predict that the significance of institutional 

theory may decline as emerging economies become more developed, which has been 

taken into account.  

 
2.2.1 Entry Strategies from an Institutional Perspective   

The institutional theory proposes that the institutional environment has a direct 

influence on market entry strategies.  In order to reduce institutional pressures and to 

compensate for the weaknesses, foreign companies’ have to select an adequate mode 

of market entries (Dikova & Van Witteloostujin, 2007; Slangen & Hennart, 2007; Peng et 

al., 2008). Demirbag et al. (2007) specify that institutional theory considers national 

culture (see figure 9 in chapter 4) as a significant factor in companies’ market entry 

strategies.  Choosing an appropriate strategy includes decisions how value activities are 

transferred abroad to the host market. While export is the activity with the smallest 

resource commitment, foreign production and presence allow more control which is 
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fundamental in markets with weak institutional environments. The ownership mode 

relates to the matter of whether a company should use hierarchical forms of foreign 

operations (i.e., WOS) or share ownership with local partners through a JV (ibid). In 

Brouthers (2002) view, the latter is more appropriate from an institutional perspective 

in order to reduce strong pressures by local institutions and an increase of TCs. JV has 

been referred as a preferred entry mode choice by MNCs when uncertainty is higher in 

regard to differences in the informal institutions. Previous research does also emphasize 

that the local partner in the JV could act as a contact to local suppliers in order to reduce 

MNCs direct interfaces with the unfamiliar environment and help them to establish 

legitimacy in the local context (Delios & Beamish, 1999; Guillen, 2003).   

 

Entering by a JV would also support the MNC in understanding the cognitive institutions 

of the host market. Cognitive institutions signify the taken for granted beliefs and shared 

mindsets of organizations which are closely connected to the culture of society. Hence, 

different industries are embedded in different cognitive settings (Scott, 2013). 

Correspondingly, Gimeno et al. (2005) suggested that companies tend to imitate other 

companies with similar backgrounds. However, MNCs are more prone to imitate peer 

companies either from their home country or the ones already operating in similar 

activities in the host market (ibid). Thus, if an MNC is considering entering by a WOS, 

they would attain less cognitive knowledge and would find it more difficult to acquire 

local knowledge regarding local norms and practices, which might already be rooted in 

local firms (Lu & Xu, 2006). Lu and Xu’s (2006) statement relates to Holtbrügge and 

Baron’s (2013) argument, as they favor WOS when internal operational control is 

desired. Hence, the WOS infers larger resource commitment (ibid). Likewise, a WOS is 

more exposed for risks and difficulties in order to overcome liability of foreignness 

without the legitimacy of a local partner (Slangen & Tulder, 2009; Holtbrügge & Baron, 

p. 241, 2013). However, if the host market consists of strong market intermediaries, 

then MNCs are not expected to face many barriers from the external environment, 

hence, strong internal institutional pressures can still remain (Arslan, 2012).  
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2.3 Institutional Voids  

As the institutional theory proposes, the nature of institutions can be seen to influence 

the conduct of business in a certain environment (Doh et al., 2017). The authors (ibid) 

use the term “institutional voids” to address gaps in the institutional environment. Main 

sources of market failures due to institutional voids include: “lack of reliable and 

adequate information for consumers, employers in the labor markets and investors to 

assess the quality of goods, services and investments; misguided regulations by local 

governments that favor political goals over economy efficiency (such as employment-

protection laws to bolster social stability at the cost of labor market flexibility); inefficient 

judicial systems that are incapable of enforcing contracts in a reliable and predictable 

way (and so considerably increase uncertainty and increase TCs for MNCs in these 

markets)” (Khanna & Palepu, 1997, 1999, 2000 & 2005, p. 5 cited in Rottig, 2016). In a 

similar vein, North (1990) present institutional voids as lack of institutional facilities, 

norms and regulations that is needed for a well-functioning economy.  The voids are 

often defined as gaps between rules and their purpose and the effectiveness of their 

implementation (Khanna & Palepu, 2010).  

 

However, the voids come in many forms and play a defining role in shaping the capital, 

product and labor markets in emerging markets (ibid).  “In exploring the context where 

MNCs act, the need to better understand such institutional voids and how to address 

them becomes substantial” (Mair & Marti, p.430, 2009). These voids make market 

transactions costly for MNCs, as institutions lack the cognitive or moral basis for 

legitimacy (Henisz & Zelner, 2005). An initial step for a company when entering an 

emerging market should be to spot the institutional voids. Companies often rely on 

intermediaries, for instance, market research firms, to understand customer 

preferences in a certain market. Without existing, or efficient intermediaries as such, it 

is hard to identify and segment the market (ibid). Khanna and Palepu (2010) highlight 

the importance for MNCs, to navigate the existing voids in the new market to tailor 

solutions that fit the specific market, and also strongly evaluate if it is an environment 

that the company wants to operate in.  
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A common problem for MNCs when they are entering a new emerging market is that 

they tend to stick to the strategies they have traditionally deployed, which often is 

standardized approaches with few changes to the local market (Doh et al., 2017). This 

results in that many MNCs struggle to obtain a good position in the new market. In 

accordance with previous research regarding institutional voids, companies’ strategic 

options are: a) adapting their business model to the local environment by internalizing 

functions that would otherwise be accomplished by external intermediaries, b) shaping 

or altering these conditions c) withdrawn from operating in this business environment 

altogether (Chang & Hong, 2000; Elango & Pattnaik, 2007;  Fisman & Khanna, 2004; 

Khanna & Palepu, 2010; Makhija, 2004; Doh et al., 2017). Consequently, it is crucial to 

analyze internal and external resources and find innovative ways to implement them in 

the new market (Stal & Cuervo-Cazurra, 2011).  

 

However, institutional voids are not only obstacles, they are also business opportunities 

for foreign or domestic companies based on filling these “problems” that are existing in 

the market (Khanna & Palepu, 2010). The authors (ibid) argue that a company first needs 

to identify the absence of an intermediary that would add value in the emerging market.  

Henceforward, most MNCs would prefer to focus on their core business when entering 

an emerging market, but it often requires high operation costs to build a business 

infrastructure to execute their strategy. Some companies have exploited these voids and 

created spin-offs of such initiatives (ibid).  

 

2.3.1 Five Context Framework – Spotting Institutional Voids 

The harder it is to predict institutions in an emerging market, the more difficult it is to 

forecast and design a business strategy (Santangelo & Meyer, 2011). Institutional voids 

are detrimental for companies that are planning on entering an emerging market, as 

these companies may lack resources to successfully cover unreliable market 

information, inefficient intermediaries and unpredictable governmental decisions 

(Santangelo & Meyer, 2011). Many MNCs have faced similar obstacles when they have 

been entering an emerging market, as many rely too heavily on collected data, like 
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country portfolios and informal overviews and disregard essential information about the 

current environment in the country (ibid). However, the five contexts framework lets 

companies map the institutional voids of any country. The framework is a superstructure 

of key markets on a base of sociopolitical choices. It is important for companies to look 

at both macro and market factors when entering a country (Khanna et al., 2005).  

 

 

 

 

 

 

 

 

 

Figure 2: Khanna & Palepu’s five context framework 

 
2.3.1.1 Openness 

Openness is defined as a country’s acceptance to foreign investment– “although 

companies can get into countries that don’t allow foreign investment by entering into 

joint ventures or by licensing” (Khanna et al., p. 66, 2005). The more open a country’s 

market is, the bigger chance it is that global actors will be allowed to operate in the 

country. MNCs will, therefore, find it easier to operate in markets that are more open 

due to the exploitation of both global and local intermediaries. However, the political 

and social systems that will be discussed in the following section can be determinant 

and shape the market context (ibid).  

 

2.3.1.2 Political & Social Systems (Formal & Informal Institutions) 

The political and social system has a huge impact on every country’s product, labor, and 

capital markets. According to Khanna and Palepu (2010), the political and social 

institutions in a country are significant for a company’s entry strategy. It shapes the 

quality of the market intermediaries and has a direct effect on the TCs.  
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& 
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Further, the authors (ibid) divide the two institutions into formal (political) and informal 

(social). The formal institutions refer to economic, legal and political systems and 

comprise regulations. The informal institutions are social norms and values within a 

country, such as traditions, norms, and sanctions (ibid). These concepts need to be 

presented more thoroughly as they have a substantial impact on the other three 

concepts presented in the framework.  

 

Formal Institutions 

The formal institutions are often signified as the regulatory institutions, focused on laws 

and regulations within a society and the enforcement mechanisms sanctioned by the 

state (North, 1990; Peng, 2003). Formal institutions affect the smoothness of doing 

business transactions within a market. According to previous research, when a country 

has a weak legal framework, it increases opportunism, bribery, and corruption 

(Hoskisson et al., 2000; Peng et al., 2008; Karhunen, & Kosonen 2013). Moreover, in 

regard to the legal framework, it happens that the frameworks changes and develops 

by time in these markets which may lead to companies suffering from proper protection 

from several forms of misbehavior, such as corruption, piracy, false advertising, contract 

violations and opportunism (Sheng et al., 2011). Ahlstrom and Bruton (2006) argue that 

if formal institutions are weak, networking can help one to sidestep the weaknesses in 

formal institutions. In contrast, researchers as Puffer et al. (2010) and Radygin and Antov 

(2008) put emphasis on well-developed property rights, as a formal institution in order 

to increase a market’s efficiency and reduce the need of building trust and relying on 

personal networks, as Ahlstrom and Bruton (2006) suggest. 

However, laws and regulations in a country can both support foreign MNCs as they 

provide stability, but they can also cause harm, as host market policies can restrict 

foreign companies’ behavior (Arslan, 2012). For instance, the government may directly 

interfere in the entry mode choice of foreign MNCs by commanding certain ownership 

restrictions or financial constraints (Brouthers 2002; Henisz, 2003). These regulative 

practices can force MNCs to follow certain organizational strategies and restricting 

desired behavior (ibid).  For instance, if an MNC is expanding to a legally different market 
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through an acquisition, it often needs to face government intervention in the 

organizational policies due to distinctions in antitrust regulations. In a similar vein, local 

regulations may prevent the transfer of organizational practices and required 

restructuring of acquired firm, especially when it involves staff redundancies (Arslan & 

Larimo, p.347, 2011; Estrin et al., 2009).  

Tonoyan (2010) explains that the procedure for setting up a business varies between 

countries in matters regards obtaining permits, notifications, verifications, and licenses. 

The ease of starting a business reflects the ease of doing business, dealing with 

construction permits, registration of property, payment of taxes, enforcement of 

contracts and closure of business (see figure 6 in chapter 4) (Tonoyan et al., 2010; Ho et 

al., 2016). In accordance, some markets might provide government incentives in order 

to attract foreign investments. These incentives, such as tax benefits can have a key 

impact on companies’ profitability, however, they are often associated with certain 

performance requirements (Gaur et al., 2005). Although, it can be the opposite, as 

discussed in the previous section where government imposes restrictions or financial 

constraints (Brouthers, 2002; Henisz, 2003). 

 

Corruption  

Corruption has been referred by researchers as a major concern when doing business in 

emerging economies.  Informal institutions are often settings where corrupt practices 

take place, as they have been used in order to fill gaps where formal institutions are not 

well developed or inefficient (McGuiness & Demirbag, 2012).  Moreover, government 

corruption creates uncertain environments with additional costs in forms of bribes, red 

tape, avoidance, engagement in non-tolerance practices and worst-case scenario 

involved in organized corruption (Doh et al., 2003). “Where government decisions can 

be shaped through bribery, officials may create market imperfections that benefit 

entering MNCs by changing regulatory standards or raising the institutional complexity 

for competitors” (Rodriguez et al., p. 390, 2005). Further, McGuiness and Demirbag 

(2012) explain that illegal business-government connections for personal monetary or 
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resource advantages are common in these emerging markets. Hence, past research 

stresses that corruption is not always an intentional result of public policy, but an 

unintentional outcome. For instance, regulatory public policies are often inefficient as it 

limits company behavior and managerial discretion, inducing corruption (Doh et al., 

2003). Further, the Doh et al. (p. 120, 2003) explain that “participation in corruption may 

be due to competitive pressures, respect for local cultural norms or the difficulty in 

monitoring individual employees.”. However, companies might not always be willing to 

avoid investments in countries plagued by corruption. Therefore, companies attempt to 

counterbalance the direct costs of corruption through the selection of different entry 

modes and strategies.  

Moreover, entering a corrupt country via JV might be favorable rather than a WOS, as 

local partners may provide access to local networks and reduce uncertainty (Doh et al. 

2003) regarding pressures to engage in corruption (Rodriguez et al., p.390, 2005). This 

is supported by other researchers, where JV is discussed as most beneficial, as local 

partners can take care of potential problems arising regarding corruption or property 

intellectual property rights (Gaur & Lu, 2007; Holtbrügge & Baron, 2013). In sum, 

empirical investigations by Smarzynska and Wei (p.14, 2000), shows that corruption 

makes local bureaucracy less transparent and hence increases the value of a local JV 

partner to foreign MNCs when entering emerging markets.  

 

Informal Institutions 

In order to fill intuitional voids and the lack of market intermediaries, informal 

institutions have developed in emerging markets and become significant for business 

activity (Khanna & Palepu, 2010). Informal institutions include local actors of specific 

intermediary services that are only accessible to selective rather than all market players 

(Rottig, 2016). An example, suggested by Narayanan and Fahey (2005), interpersonal 

trust and networks could be the key in order to obtain a loan from a local provider, 

rather than formal credit scores and business plans (Rottig, 2016).  
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“ We have seen that trust takes on a whole new level of importance in emerging markets. 

It is a gateway. It can open businesses up to things on a global scale which makes the 

relationship you have with your supplier all the more unique, diverse and challenging” 

(Vinod Kumar, Tata Communications, 2012). A network is always fundamental in order 

to facilitate economic exchanges. Networking can also help a company to attain more 

institutional support that will benefit when challenges arise in uncertain circumstances 

(Luo, 2003). However, building these trusted relationships require time and resources 

from foreign companies. Foreign companies need to be alert, as some relationships can 

be risky as companies get too reliant on existing relationships and forget to look outside 

their own network for further opportunities (Deligonul et al., 2013).  

 
Previous studies found that internal conformity is especially challenging to attain 

through acquisitions, while it is fairly easy as a WOS. These organizational practices are 

difficult due to inertia, and MNCs need to consider how the resources of the acquired 

firm can be used efficiently. However, if the informal distances are high, it could be 

problematic for MNCs to integrate organizational practices and workforce representing 

diverse professional and corporate cultures into the acquired firm (Dikova et al. 2010; 

Arslan & Larimo, p.348, 2011). Further presentation on informal distances will be 

presented in chapter 4 in accordance to Hofstede’s cultural distances, with further 

explanations in appendix 4.  

 

2.3.1.3 Labor Markets 

Despite large populations, MNCs face troubles in recruiting highly skilled workers 

because the quality of talent is hard to ascertain. According to Khanna and Palepu 

(2010), many low-income markets lack search firms and recruiting agencies, which 

makes it difficult for MNCs to prospect quality employees. When these intermediaries 

are lacking, it can be difficult to find motivated, trustworthy and stable workforce, 

especially managers and supervisors (Khanna et al., 2005; Miller et al., p. 806, 2009).   
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2.3.1.4 Product Markets 

According to Khanna and Palepu (2010), the product market facilitates the transaction 

between two partners and the ease of bringing buyers and sellers together. From the 

buyer perspective, this includes the ease of searching for essential information and 

obtaining valuable knowledge about consumption patterns that allow companies to 

segment consumers. Contracts, between manufacturers and retailers, retailers and 

credit card issuers, card issuers and consumers, and manufacturers and consumer all 

play a vital role in confirming its part of the obligation (ibid).  Moreover, there are many 

mechanisms in the product market that rely on a comprehensive network of hard and 

soft infrastructure. Soft infrastructure includes advertising agencies, corporate 

communication channels, market research companies, and sources where you can 

collect consumer information. Hard infrastructure involves roads and bridges which is 

fundamental for low-cost movement of products (Khanna et al., 2005).  

 

2.3.1.5 Capital Markets 

Khanna and Palepu (2010) distinguish the capital and financial markets in emerging 

markets due to the lack of sophistication. These markets consist of few reliable 

intermediaries as credit-rating agencies, investment analysts, merchant bankers and 

venture capital firms (see figure 7 in chapter 4). MNCs targeting emerging markets can’t 

count on raising debt or equity capital locally if they are in need of financial aid, which 

therefore could be seen as an entry barrier. I a similar vein, regarding institutional 

development, Aidis et al. (2006) include “access to capital markets, access to bank loans 

and overdraft facilities as well as the importance of informal sources of finance through 

access to networks of family and friends” (p. 290 cited in Estrin et al., 2010). Moreover, 

one of the biggest concerns for business is the unstable foreign exchange rate. MNCs 

might experience a huge loss when a currency falls in value suddenly, which happens 

sporadically in some emerging markets (Tonoyan et al., 2010).  
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2.4 Conceptual Framework  

In order to provide a holistic overview of the concepts and their correlation, a 

conceptual model is constructed for this study. The conceptual model is based upon 

previous institutional research, with an emphasis towards findings on entry strategies 

and how it is influenced by institutional voids in a market (Brouthers, 2002; Slangen & 

Tulder, 2009; Arslan, 2012). The main proposition of the theoretical framework is that 

‘institutions matter’ for foreign MNCs and that they need to adapt their strategies after 

the identified voids in the market. This study is not emphasizing companies’ internal 

resources, (resource-based view), the focus lies on the external uncertainties and as 

Brouthers (p. 19, 2013) propose: “institutional differences would add further 

understanding of entry mode choice”. Cooperatively, the study proposes that entry 

strategies are dependent on existing institutional voids within a market, and by 

identifying the most crucial voids, companies can tailor their entry strategies 

subsequently (Doh et al., 2017). Figure 3 below presents the process by adhering an 

institutional perspective when entering an emerging market. This framework will form 

the structure in the study’s analysis chapter, where formal, informal, labor, product and 

capital market will be analyzed in order to navigate and identify existing voids in SA and 

determine what implications they might have on MNC entry strategies in accordance to 

the presented theories.     

 
Figure 3: Conceptual framework (own construction) 
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3. Methodology 

 

The purpose of this chapter is to present the research design of the study and explain 

the process by which the research question is answered. This study seeks to explain the 

mechanisms of institutional voids, specifically how the voids are affecting MNCs when 

entering the South African market. Collected data is conducted by in-depth interviews 

with market intermediaries that have experience in supporting MNCs to accommodate 

in SA, and from a market expert with experience in starting businesses in SA and abroad. 

Correspondingly, the objective of this study is to investigate how institutional voids 

affect MNCs in their entry strategies.  

 

Initial motivation behind this topic aroused when studying international 

entrepreneurship and Khanna and Palepu’s framework regarding the nature of 

institutional voids in emerging markets. The reason for choosing SA is based on personal 

interest, and that past research mainly other BRIC economies. Furthermore, SA is rapidly 

growing with many contextual changes, thus I found motivation in increasing the 

transparency and provide practical insights for  

MNCs that are interested expanding to  

SA. The data collection for the study 

has been conducted through a case 

study consisting in-depth 

interviews with an abductive 

approach. The aim of this chapter 

is to secure potential replicability 

for future research. With regards to 

scarce time and resources, I seek to 

maximize the accuracy and authenticity of  

my results in this study  

(Yin, 2014). 
Figure 4: The methodological selections and structure 
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3.1 Research Philosophy  

The research philosophy relates to the development of knowledge and nature of that 

knowledge. Every philosophy contains essential assumptions about the way in which 

you view the world as a researcher (Sekaran & Bougie, 2016). These assumptions act as 

a foundation for the research strategy and methods that are chosen as a part of that 

strategy. Initially, I was introduced to the research topic by Khanna & Palepu (2010) and 

got acquainted with that ‘institutions matter’, especially in emerging markets. 

Consequently, I sought to explore and discover more about institutional voids and its 

implications on MNCs that are entering into new markets. With an interest and personal 

connection to SA, I found motivation in investigating institutional voids in the SA 

context. Initially, the aim was to study already existing MNCs in SA, with a Scandinavian 

background. However, due to a scarce time and resources, I chose to study the market 

through the lens of market intermediaries that are supporting foreign MNCs. The 

ambition was to obtain knowledge regarding settings where institutional pressures have 

afflicted foreign MNCs entry strategies.  

 

This study follows a pragmatic philosophy as I emphasize the application of ideas by 

acting them on human experiences. Joas (1990) argues that the significance of 

pragmatism is generally seen as “engaging in empirical research and to deal 

“pragmatically” with social problems, and not in the basic theoretical framework” (Joas, 

p.168, 1990).  Moreover, rather than testing and adhering discussed theories, the focus 

lies on results and practical value and to collect experiences and knowledge from the 

study’s interviewees, in how they interpret the institutional context in SA and what 

effect it has on MNCs entry strategies (ibid).  In line with Joas (ibid), Elkjaer and Simpson 

(p.74, 2011) outline the “pragmatic philosophy as learning through experiences by 

inquiring transactionally into uncertain situations”. The spark for inquiry is a felt 

uncertainty, which yields in experience that sometimes can turn into knowledge in the 

sense that it can be communicated through language and therefore shared. Emphasis is 

on real time-actions that constitute living and lived experience, which helps me as a 

researcher to answer “how” and “why” questions when investigating why certain 
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institutions voids matter and how they impact MNCs in a real time-context (ibid), which 

agrees with Yin’s (2009) criteria for a case study.  

 

3.2 Qualitative Research in Emerging Markets  

The objective of this study is to explore, discover and elaborate on the institutional voids 

in SA, and not to test a hypothesis, as this study adheres a qualitative strategy where a 

case study is applied. Saunders et al. (2009) define a case study as a strategy for doing 

research which involves an empirical research of a specific contemporary phenomenon 

within its real-life setting using various sources of evidence, which could be interviews, 

observations, and questionnaires (Sekaran & Bougie, 2016). This aligns with Tsui (2006), 

who defines the qualitative research as a strategy to capture phenomena, explore new 

insights and develop context-specific theories. Plakoyiannaki et al. (2017) explain in their 

research “Doing Qualitative Research in Emerging Markets” that qualitative research is 

critical in emerging markets since it accommodates different paradigms and styles of 

research and reporting. The qualitative research is therefore applicable to this study as 

it aims to uncover different institutional voids for MNCs in South Africa. In comparison, 

a quantitative strategy could be more relevant if the study was aimed at measuring data 

in numbers, for instance, what key factors that MNCs deem as important when making 

entry decisions to SA (Sekaran & Baugie, 2016).    

 

3.2.1 Research Approach 

An abductive approach has been applied to this research, where both deductive and 

inductive elements are used (Alvesson & Sköldberg, 2007; Sekaran & Bougie, 2016). The 

fundamental reason for selecting an abductive approach originates from the research 

gap in how institutions are affecting MNCs entry strategies in the South African context, 

as past research mainly been focusing on the other BRIC economies. Initially, a deductive 

approach has been applied where the interview guide has been based on the literature 

review and secondary data. Yin (2009) supports this approach as he means it increases 

the quality of the research by relying on previous research on the topic. In this study, 

the theoretical framework derives primarily from Khanna and Palepu’s (2010) book 
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“Winning in Emerging Market”, which supports researcher to navigate institutional 

voids in emerging markets. However, by adhering Khanna and Palepu’s (ibid) theories, 

an inductive approach has been applied due to the novelty of the topic in such context, 

where the institutional voids in SA have not yet been studied extensively. The collected 

data from interviews have been extracted in patterns and presented in the analysis 

chapter and later connected and matched against the composed theoretical framework 

in the discussion chapter in this study. Pending between theory and empirical data have 

created inspiration and been an active method throughout the research (Blaikie, 2009; 

Lipscomb, 2012; Ong, 2012; Tracy, 2013).  

 

3.2.2 Case Study 

Saunders et al. (2009) and Yin (2009) favor a case study when the researcher has an 

ability to generate answers to the question ‘why?’, ‘what?’ and ‘how?’, which has been 

taken into consideration when forming the research question in this study. 

Furthermore, “the use of a case study helps to obtain an in-depth knowledge in regard 

to the phenomenon under investigation” (Mojtahed, p. 91, 2014). The case I have chosen 

to study in this study is Multinationals entering South Africa where the phenomena 

chosen for investigation is entry strategies, and the context is the institutional 

environment in SA and how it affects MNCs. Moreover, Yin (2014) emphasizes the 

importance of keeping boundaries between the phenomenon and its context, which has 

been taken into account throughout this study by mainly focusing on the institutional 

context. Accordingly, pragmatists assess research findings built upon their practical, 

social and moral consequences as well as their bearing on the human condition. 

Correspondingly, due to the complexity of the institutional context, this study favors 

dialogues with the interviewees where the value and knowledge of this study’s 

respondents are tools for helping me as a researcher to understand the institutional 

environment in SA better (Giacobbi, p.21, 2005). 

 

The interviewees in this study are all connected to the case, where the market 

intermediaries are supporting foreign MNCs in the entry phase, and the industry expert 
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has experience in doing business in the institutional environment in SA. When selecting 

interviewees, Yin’s (2009) replication logic was taken into consideration, where each 

interviewee was carefully selected in order to predict similar results. Furthermore, Yin 

(ibid) distinguish between holistic and embedded case studies. If the purpose of the 

study was to study a certain MNC and their entry strategy to SA, a holistic case study 

would be applicable, as internal resources and other factors would have been attended. 

However, this study takes on an embedded case study since the study analyzes how the 

interviewees, the market intermediaries, and the industry expert, interpret the 

intuitional voids in SA (ibid).  

 

3.3 Data Collection Process 

When conducting a case study, it opens a broad selection of data collection methods 

that could be beneficial for the researcher to answer the research question (Saunders 

et al. 2009).  Primary data in this study is mainly collected by a number of in-depth 

interviews. However, other sources of data have been utilized, both primary and 

secondary, which includes interviews, focus group, academic literature, company web 

pages, and country reports. Multiple sources of data enable triangulation, which is 

essential in order to validate cross-check findings (Yin, 2009). Initially, secondary sources 

of data were reviewed in order to seek for potential research gaps and identify 

opportunities for practical contributions. Subsequently, I discovered a hypothetical 

research gap regarding institutional voids in SA and its implications for MNCs. Hence, a 

focus group was conducted in an early stage with the aim to gain an improved 

understanding in the research field. Afterward, several market intermediaries with a 

connection to the research field were contacted.  
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 3.3.1 Selection of Interviewees 

 
Figure 5: Interviewees  

 

Six interviews were conducted in this study with four different respondents. A second 

interview was done with two of the respondents, Eva Shaw and Michael Wood, in order 

to discuss further regarding certain topics.  Based on the research topic, I found these 

companies and persons on the internet, either on their websites or on LinkedIn, except 

Michael Wood that I got acquainted with during my time in SA. However, I emailed the 

different organizations and was either forwarded to the correct person or got in touch 

with the right person directly. All respondents (see figure 5) agreed to the interview 

request and was pleased to share their knowledge and experience in SA. The first three, 

presented in figure 5, are market intermediaries established in SA (consultants helping 

MNCs in SA) while the last person acts as an independent industry expert with 

experience in starting businesses in SA and Europe. The industry expert is selected in 

order to strengthen the empirical foundation for this study.  

 

Interviewee Organization Position Background 

 

Eva Shaw 

 

Advance International 

Business Development 

 

Director 

 

25 years of experience in SA 

with Nordic Business 

Associations & Swedish Trade 

Council. 

 

Rupa Thakrar Bagoon 

 

 

Business Sweden –  

Southern Africa 

 

 

Project Manager 

 

Over 10 years of experience in 

SA. Involved in H&M’s  

establishment in SA. 

 

Laura Lykkegaard 

 

Nordic House, CapeCapacity & 

IFU (Investeringsfonden for 

Udveklingslande) 

 

Founder & Owner 

 

 

25 years of experience in SA. 

Supporting Scandinavian 

companies in SA. 

 

Michael Wood 

 

 

RCDC 

(Resilient Civic 

Design Collective) 

 

Co-founder & Director 

 

South African with international 

business experience. Doing 

many projects in SA’s 

townships. 
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3.3.2 Interviews  

According to Yin (2009), interviews are one of the greatest sources to collect relevant 

data. Yin’s explanation is in line with Meriam’s (2009) clarification that interviews are 

the most common form to collect data when conducting a qualitative research. In this 

study, a semi-structured approach is applied with open-ended questions with 

inspiration from Khanna et al. (2005) framework questions which concluded an 

interview guide (see Appendix 6) that was used for the market intermediaries, while an 

open discussion regarding the perceived institutional voids was attempted with the 

industry experts (see Appendix 7). By endeavoring this approach, the aim was to 

encourage the respondents to stress the most important institutional voids in SA, and 

what implication on MNCs they might have. I found this approach most suitable for this 

study, as it could lead to more unique answers and get the respondents to emphasize 

the most crucial aspects based on their experience in SA (Meriam, 2009).  

 

Prior to the interviews, it was addressed, that all the interviewees do not have to 

prepare anything in advance with respect to their time, but also to get a more open 

discussion. Hence, one of the interviewees requested to receive the interview topics 

beforehand, which then was emailed to the interviewee. Initially, each interview started 

with a couple of structured questions regarding the interviewees’ background.  All 

interviews were conducted on phone, except one that was in person, in SA. With 

consent from the interviewees, all interviews were recorded and transcribed with 

extensive notes (Appendix 8). The interviews were conducted in Swedish with two of 

the respondents and in English with the other two. The shortest interview was 30 min 

long and the longest nearly 2 h.   

 

3.3.3 Focus Group  

In order to generate relevant data from the field, I conducted a focus group at a co-

working space where I used to work from in SA. My focus group consisted seven people 

in total, four females and three males, all in the age 25-35 years old. All respondents are 

currently employed in SA for different companies. All respondents were working for a 
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startup with experience in doing business in different industries in SA. The focus group 

allowed me to get a social interaction which leads to a more dynamic exchange among 

the participants (Ruane, 2006; Bradbury-Jones et al., 2009).   

 

However, the focus group has not been used as primary data in this study as it was 

conducted in an early stage in this process and was intentionally done in order to gain 

more knowledge regarding the topic and to form the research question. It was compiled 

to bring representation from employees and managers in South African companies to 

increase the understanding of their experiences and the differences in the institutional 

context throughout the years in SA.  

 

3.3.4 Secondary Data 

Krishnaswami and Satyaprasad (2010) describe secondary data as sources that are used 

as a complement to primary sources. This study is based on inspiration from Khanna and 

Palepu’s book “Winning in Emerging Markets”, where I was introduced to the topic. 

Subsequently, research reports such as Global Entrepreneurship Monitor South Africa 

(Turton & Herrington, 2013), “What is happening in ICT in South Africa” (Gillwald et al. 

2015), Digital Kenya, (Ndemo & Weiss, 2016), “Greasing the Wheels of the Internet 

Economy” (Zwillenberg, 2014) and “The Digital Landscape in South Africa 2017” (Qwerty 

Digital, 2017) have all been fundamental in the research process and will support the 

reader in the following chapter, with background about the South African market.  

 

3.4 Research Quality  

An essential issue for all types of research, especially in qualitative research is the quality 

of the study and the validity of the research (Yin, 2009). Denscombe (2009) explains 

credibility as fundamental in all studies, quantitative and qualitative. Further, Yin (2009) 

emphasizes the meaning of interpreting data appropriately so that researchers’ 

conclusions can be correctly related to the field that has been studied. The author (ibid) 

indicates that researchers must be transparent in order to achieve reliability and 

credibility in the study since it should be accessible for external examination.  
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In line with Yin (ibid), Maxwell (2009) explains that the data collection should be an 

iterative process where the researcher reaches back to the respondents with the 

purpose of reducing misinterpretations. Initially, in this study, the respondents were 

contacted to establish a good relationship early on. The early contact gave me the 

opportunity to reach back to the respondents during the study time to ensure that my 

collected data was correct, and to conduct a second interview with Eva Shaw and 

Michael Wood.  

 

3.4.1 Construct Validity 

Construct validity explains whether the investigation is operationalized, for instance, if 

the concept institutional voids in emerging markets are processed correctly (Yin, 2009). 

This occurs mainly during the data collecting process, where it is fundamental to be 

consistent and precise to all the respondents, in order to present valid data. This is 

something taken to account, when following the five context framework by Khanna and 

Palepu (2010), in order to dissect the data for each market. Furthermore, Bryman and 

Bell (2015) argue that the collected data in qualitative studies are characterized by 

subjective reviews. Yin (2009) strengthen their argument and indicates that constructive 

validity is extra challenging when studying a broad context. As described in the 

theoretical framework, there are several factors influencing MNCs entry strategies but 

due to scarce time and resources, the institutional theory was selected as the central 

theory of this study to narrow the broad context. Therefore, focus on a coherent 

theoretical framework was fundamental in order to present their significance to the 

interviews in this study. However, addressing such rival explanations is essential to 

increase internal validity which will be explained in the following section (ibid).  

 

3.4.2 Internal Validity 

The internal validity involves measuring causal relationships, for instance how certain 

events lead to other events (Yin, 2009). Meriam (2009) defines it as how well the result 

of the study matches with reality. This can be clarified by adobting different strategies, 

where an applicable strategy can be triangulation within qualitative research.  
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Yin (2009) points out that triangulation is used in research when researchers search for 

at least three ways of strengthening a certain event that the study reveals. I have chosen 

to study institutional voids in SA, therefore, the triangulation is essential to understand 

different perspectives of the context. The triangulation was secured by coordinating 

various sources of data collection as previously mentioned in the chapter. This also limits 

the potential trap of construct validity, which according to Yin (2009) could cause an 

over-reliance on one specific representative.    

 

3.4.3 External Validity  

In this study, I have also taken the external validity into consideration, which measures 

the study’s generalizability (Yin, 2009). Meriam (2009) clarifies that the internal validity 

first must meet its criteria in order to make it able for the researchers to generalize the 

external result. Furthermore, the author (ibid) explains that a qualitative study, as this 

study, doesn’t have as high requirements since the primary purpose of the study is to 

create a better understanding of the study field. This study contains several interview 

objects with the purpose of making it easier to make a valid generalization of the study’s 

data collection. Nevertheless, Yin (2009) and Meriam (2009) explain that a triangulation 

can strengthen the external validity, similar to the internal validity. Subsequently, a 

careful representative selection has been made, where all interviewees are alike, which 

is significant when investigating commonalities and not differences (described as 

replication logic by Yin, 2014). As a case study, this study relies on analytical 

generalization rather than statistical generalization, which Yin (2009) refers to as 

identifying, generating and investigating theoretical insights and relationships rather 

than generalizing larger patterns that could be collected by a quantitative approach.   

 

Additionally, in this specific study, when studying institutional voids and by identifying 

what the interviewees have experienced, the empirical findings might not be applicable 

for all MNCs. Institutional voids can evidently be perceived differently, due to MNCs 

internal resources and international background. 
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3.4.4 Reliability  

Another crucial factor when ensuring the quality of the study is reliability, by definition 

how well the study can be recreated with the same results (Bryman & Bell, 2015). Yin 

(2009) clarifies by telling that the study results should be more or less the same if the 

same study approach is used. Further, Yin (2009) explains that reliability is aimed at 

reducing errors in the study, which can be processed by carefully format the interview 

guide and representative selection, which has been important to this study. When all 

the data was collected, the interviewees were provided the summarized analysis by e-

mail to validate the data. This was done in order to reduce errors and misinterpretations 

and to make sure that they were cited correctly since they sought to be mentioned by 

name in the study.  

 

4. Background  

 

This chapter aims to provide the reader with an overview of the South African market 

and the institutional environment based on secondary data and previous research. The 

chapter presents the problematic factors that exist when doing business in SA, from an 

institutional perspective and in accordance with the institutional theory. Additionally, 

the purpose of the chapter is to strengthen the study’s research by triangulating the 

primary data (Yin, 2009).  

 

4.1 South Africa  

4.1.1 Demographic Profile   

SA is a country of 55 million people and is the most advanced diversified and productive 

economy in Africa. The country has five different racial groups, including Black African 

(80,2%), White (8,4%), Colored 3(8,8 %), Indian/Asian (2,5 %) and Other/Unspecified 

(0,5%) (CIA, 2018). There are eleven official languages in SA where isiZulu (22,7%), 

                                                        
3 Colored is a term used in South Africa, including on the national census, for persons of mixed race 
ancestry. 
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isiXhosa (16%) and Afrikaans are the three dominant, however, English (9,6%) is 

recognized as the language of commerce and science (CIA, 2018).  

 

SA was under a long time associated with apartheid which was a system of 

institutionalized racial segregation and discrimination that existed in SA from 1948 until 

1994.The abolishment of apartheid led to the development of a new national identity 

and the strengthening of the nation’s restrictive immigration policies. However, despite 

the restrictive approach to immigrants, the downsizing of industries, and rising 

unemployment, many migrants from across Africa believed that SA still held work 

opportunities. Migrants entered SA on visitor permits or entered illegally, which drove 

the growth of the informal job market. In the post-apartheid era, increasing numbers of 

highly skilled white workers emigrated, due to dissatisfaction with the political situation, 

crime and reduced quality of life. However, today, SA is more under control politically 

and economically, but there are still traces of the past when it comes to racism, crime, 

and violence. The injustice of the apartheid is still felt by the black majority and some of 

the white majority still sees themselves as superior regardless of the new system. These 

are long-term effects from the past years that most likely will run and be an issue for 

years to come (Harris, 2016; CIA, 2018).  

 

4.1.1.1 Life in the Townships 

Most of the previously disadvantaged groups live in townships (38 % of the population), 

which are mostly located on the edge of big cities and whose residents are 

predominantly non-whites (see appendix 5). The history of these townships explains the 

current issues and challenges that its inhabitants are faced with. The townships can be 

associated as a plain reminder of SA’s Apartheid era but did, in fact, exist prior. During 

the Apartheid, most cities were designated to white people and the townships were the 

locations where the disadvantaged groups had to live. The townships locations made it 

difficult for people to get to work, as there were no rules or supporting facilities. Due to 

the growing population in SA, the townships were soon stretched with shacks, creating 

informal housing.  
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Many of these illegal houses are built without consent and still exist today because there 

are no other options. After Apartheid, most of the population in the townships could 

not move due to poverty but also due to the strong community that they had built up 

among the groups. This generated in economic possibilities and shops and businesses 

started to pop up and provided the population much-needed employment. However, 

despite the improvements, the townships still struggle crime, violence, and 

overpopulation. The unemployment continues in these areas and is counted to be 

approximately 60 % of the population living there (Mahajan, 2014; CTO, 2017).  

 

4.1.2 Economic  

The country is often claimed as the entryway to Africa for investors due to its 

comparative sophistication, ease of doing business, continental capability and power to 

act as a base in order to do business with the rest of the continent (GOV.UK, 2018). The 

country offers sophisticated laws on competition policy, copyright, patents, trademarks 

and disputes conform to international norms and standards (Embassy of Denmark, 

N.D.). However, since the end of apartheid, SA has undergone sweeping political and 

economic transformation, but as with all emerging markets, the transformation is still 

in progress (Wyk et al., 2004). Even though the business environment is challenging, it 

is still one of the best in the developing world (GOV.UK, 2018). Luiz and Charalambous 

(2009) emphasize that the risk associated with doing business in Africa is deteriorating 

as the institutional environment advances and becomes more familiar and predictable. 

The existing challenges are not impregnable, and sentiment is improving under the 

newly elected President Ramaphosa (GOV.UK, 2018).  

 

4.1.3 Government  

SA is a parliamentary republic with a three-tier system, including national, provincial and 

local governments. At the highest level, there is the national government, with ultimate 

authority. Below, there are the provincial governments (see figure 6), that are 

responsible for provincial infrastructure and resources and have the power to draw up 

their own constitutions and laws, as long as these don’t disagree with the national level. 



The Rules of The Game: South Africa 

 

VICTOR GÖRANSSON 36 

 

The different provinces have spending powers and can raise provincial taxes and other 

fees and duties. The third tier are the municipalities, which are structured similarly to 

the other two. They also have the power to raise local taxes and fees, an example is 

Cape Town, which has raised local taxes to finance the severe water crisis in the area 

(South African Government, 1996). 

   

 

Figure 6: Map of South Africa (PWC, 2017) 

 

4.2 Doing Business in South Africa   

SA ranks fairly well as a country of conducting business in, according to the Global 

Competitiveness Report 4 (Schwab et al., 2017). In accordance to Tonoyan et al. (2010) 

and Ho et al. (2016), the ease of starting a business reflects the ease of doing business, 

which includes construction, permits, registrations of property, payment of taxes, 

enforcement of contracts and closure of business (see figure 6 & further explanations in 

appendix 1).  

                                                        
4 The Global Competitiveness Report 2017-2018 edition (SA, p. 268). 
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The institutional environment appears to be favorable in comparison to other African 

countries but there are still several institutional barriers that harm business 

development. Thus, the South African economy is nearly at a standstill, with low GDP 

growth (Schwab et al., 2017). Recent studies show that the political uncertainty in 2017, 

has decreased the confidence of SA business leaders, since the institutional 

environment, financial market and market efficiency are all ranked as weaker than the 

previous year. The most problematic factors according to past studies are cited as crime, 

theft and poorly educated workforce. Subsequently, the cost of regulatory compliance 

is also a burden for small businesses as it is extremely high in SA (Wyk et al., 2004; 

Herrington et al., 2010; Urban, 2013; Schwab et al., 2017). 

 

Figure 7: Ease of doing business (own calculations based on The World Bank Group5, 2017) 

 

4.2.1 Crime and Corruption 

Throughout the country, corruption has a significant impact on the economy and is a 

huge concern as it restrains business activity, especially for smaller businesses 

(Corruption Watch, 2016; Schwab et al., 2017). According to Corruption Watch’s annual 

                                                        
5 Ease of doing business in South Africa  

Starting a
Business

Registring
Property

Getting Credit Paying Taxes Enforcing
Contracts

Resolving
Insolvency

Ra
nk

EASE OF DOING BUSINESS
Denmark Sweden South Africa



The Rules of The Game: South Africa 

 

VICTOR GÖRANSSON 38 

 

report 6 (2016), SA has received 14972 corruption complaints since 2012 where the most 

common hotspots were schools, road traffic, licensing, immigration and housing. A 

commonly held opinion is that companies must bribe to stay competitive in emerging 

markets. Facilitation such as small payments, gifts and favors will remain an essential 

element to smooth business in SA (Wyk et al., 2004). Corruption must be eliminated 

completely, at all levels of society, to allow legitimate new and growing companies a fair 

chance at survival and success (Turton & Herrington, 2013). In relation, the Global 

Competitiveness Index ranks the country poorly where business costs of crime and 

fierceness are concerned, at 134th out of 144 countries (ibid). According to previous 

research, the food retailer, Pic ‘n Pay, spends 2 million Rand on trauma counseling of 

employees and insurance deductible of 50,000 Rand per robbery (Wyk et al., 2004). The 

safety of employees and the security of assets and inventory are time-consuming and 

costly for companies. However, SA has laws in place to battle crime and corruption, but 

there is an absence of resources to enforce the law at consistent and acceptable levels 

in the society. This generates uncertainty and reduces the confidence of investors who 

seek transparency and a predictable business environment (Wyk et al., p.263, 2004).  

 

4.2.2 Education  

SA has made a significant progress in the last decades, but still, its society is still one of 

most unequal globally. The root of the big unemployment problems is not only because 

a lack of jobs, the most critical factor behind it is the inadequately educated workforce 

(Maritz, 2002). According to Maritz (p. 6, 2002), “more than half of people entering the 

South African workforce come from school systems that have not adequately prepared 

them with the skills they need to advance within organizations”. In a similar vein, 

according to Mbiza’s findings, the most critical issue is the teachers in SA, as many are 

not educated and skilled enough. The findings also show that SA has one of the highest 

rates of teacher absenteeism (Mbiza, 2018). Hence, human resource development is 

required in order to educate and provide practical training to equip these laborers with 

the skills that are demanded in the society (ibid).  

                                                        
6 Corruption Watch annual report 2016 
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This challenge is expected to be enlarged in the coming years due to fast-paced 

technologies combined with socio-economic and demographic changes.  

 

According to the ‘World Economic Forum’s Future of Jobs Study’7, the result could be a 

loss of approximately five million jobs in emerging markets – including SA. Furthermore, 

the study emphasizes that skill demands will change drastically, and that SA need to 

align their education towards skills that are needed in the labor force (Kruger, 2016; 

Schwab & Saman, 2016). “Building the right talent for Africa’s jobs of today and 

tomorrow is critical” (Kruger, World Economic Forum, 2016).  

 

4.2.3 Labor Market  

According to Trading Economics 8 (2018), the current unemployment rate in SA is 26,7 

% (Schwab et al., 2017). In regard to labor market efficiency, the World Economic 

Forum’s Global Competitiveness Report (2017) ranks SA as one of the worst countries 

in the world where restrictive labor regulations and inadequately educated workforce 

are the two most problematic factors. Likewise, finding adequate local talent is also 

emphasized as one of the top challenges in PWC’s (2013) report, ‘Relevance of networks 

and trust in emerging markets’. Consequently, it is tough for small enterprises to do 

business in the country as uncompetitive minimum wages, centralized collective 

bargaining and bureaucracy costs constrain the business chances of survival and growth 

(Turton & Herrington, 2013). The authors (ibid) explain that national experts argue that 

government policies are one of the most constraining factors for business development 

and businesses in SA. This is also aligned with Wyk et al. (2004) findings, where 74 % of 

1125 companies surveyed cited labor legislation as a major barrier to business. 

Furthermore, work ethics have to be installed in workers. There is continuous friction in 

SA due to dissatisfaction amongst laborers rising strikes in hope of enforcing increased 

salaries. “Consequently, strikes halt productivity and this is detrimental to the pursuit of 

                                                        
7 The Future of Jobs Employment, Skills and Workforce Strategy for the Fourth Industrial Revolution. 
 
8 South Africa Unemployment Rate  
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increased profitability, which means that employees must be kept satisfied in a 

financially viable manner” (Maritz, p.6, 2002).  

 

4.2.4 HIV/AIDS Epidemic  

The HIV/AIDS epidemic is one that will affect everybody in the workplace, whether 

infected or not (Maritz, 2002). According to the statistics, almost one-fifth of the total 

South Africa population is HIV positive (Whiteside & Sunter, 2000). Previous research 

indicates that the extreme poverty is the cause of the spread of AIDS. A high turnover 

of workers will mean an increase in factory accidents and injuries due to the less 

experienced workforce and the side effects of the disease. The morale among 

employees will also be affected by the death of co-workers Consequently, employee 

benefits will cost more, as expenditures for pension, death benefits, life insurance, 

funeral assistance etc. increase (ibid). According to Wyk et al. (p. 264, 2004) findings, a 

mining company in South Africa spent 3 million dollars extra on 3000 Aids infected 

workers. The company estimated that ¼ of 90.000 employees were infected. However, 

Whiteside & Sunter (2000) suggest that each company should formulate an AIDS 

program including a plan of action, which include policy development and education. An 

understanding of both the physical and psychological aspects of HIV/AIDS is 

fundamental to ensure a safe and supportive workplace (Moritz, 2002).  

 

4.2.5 BEE Compliance 

SA is in a post-apartheid era, where many institutional practices still exist. Alimadadi et 

al. (p. 225, 2012) emphasize how the South African government’s desire to increase FDI 

and at the same time improve the equality in the country generates challenges for 

foreign companies as they must align to political regulations which hold back resource 

commitment, adaptation and legitimacy creating. Hence, in 2003, the government 

released the new policy, BEE, that later got the name, The Broad Based Black Economic 

Empowerment Act (BBBEE), which is an integrated and coherent socio-economic 

process. The purpose of the act is to readdress the imbalances of the past and create 

regulations with the aim to persuade companies to distill the social integration in the 
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country by following the guidelines of the act (BBBEE). Companies need to meet these 

guidelines, known as the BBBEE scoreboard (see Appendix 2). The scoreboard seeks to 

ensure broader participation in the South African economy by black people. For 

instance, a percentage of the workforce must be from Black South African community. 

It results in more “points” for the company which give them a better brand image in the 

industry and a greater chance to receive support from the government (Alimadadi et al., 

2012).  

 

The purpose of BEE is clear, but it has also gained a lot of criticism due to its 

effectiveness. By forcing companies to hire employees based on color have proved to 

have both positive and negative impact on the country (Crampton, 2016; Mahlaba, 

2016; Hiam et al., 2017). Moreover, an existing problem is the lack of education among 

the black population as it creates difficulties for companies to employ workers with 

adequate experience (Owusu & Habiyakare, 2011). Accordingly, BEE policies have 

frightened foreign investment from SA, as foreign companies avoid commitment to the 

SA market as a result of the policies (Owusu & Habiyakare, 2011; Johnson, 2015).  

 
4.3 Institutions 

4.3.1 Formal Institutions  

The figure below demonstrates a benchmark for a country’s formal institutions which 

is based on the World’s Banks governance indicators (Kaufmann et al., 2013) (see 

appendix 3 for more information). In comparison to Denmark and Sweden, SA scores 

considerably lower in all categories which could conclude that SA possesses weak formal 

institutions. 
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Figure 8: World governance indicators (own calculations based on Kaufmann et al. 2013) 

 

4.3.2 Informal Institutions 

A country’s institutional environment consists of “social norms, values, beliefs and 

assumptions that are socially shared and carried by individuals” (Kostova, p. 180, 1997). 

In accordance with Kostova (ibid), many international scholars have undertaken 

empirical data on cross-national distance by studying Hofstede’s (figure 8 & Appendix 4 

for more information) data in regard to institutional theory and entry strategies (Chang 

& Rosenzweig, 2001; Harzing, 2002). Cultural factors affect the managerial costs and the 

way uncertainty is assessed in foreign markets. Thus, different environments feature 

different extents of resources and institutions of varying effectiveness. These 

institutions have an impact on TCs and therefore the profitability of companies engaged 

in economic activities (Demirbag et al., 2007; North, 1990).  

 

Hofstede’s (1994) studies looked at the differences in work behavior and attitudes of 

people and concluded that “national culture” explains more in work-related values than 

an individual’s organizational position, profession, age or gender.  
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However, all members of a particular cultural group will not hold precisely the same 

values (ibid). Therefore, its crucial for management, especially in SA with a diverse 

culture, to understand individuals without stereotyping groups based on perceptions 

and expectations (Human, 1996). “South Africa, unlike some other countries of the 

world, has no choice but to manage workforce diversity and to manage it effectively; the 

future prosperity and stability of the country, and possibly the region, depend on it”. 

(Human, p.46, 1996). According to Human’s (p. 61, 1996) article, ‘Managing workforce 

diversity: a critique example from South Africa’, the author claims that “managing 

diversity, in turn, requires situational adaptability and communication skills which affirm 

the value of diverse people and which communicate positive expectancies. Such 

confirmation, in turn, can generate optimal conditions for effective organizational 

performance (ibid). 

 

 

  
 

 

 

 

 

 

 

 

 

Figure 9: Hofstede's cultural differences (own calculations based on Minkov & Hofstede, 2011)  
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5. Analysis 

 

This chapter presents the primary data collected from market intermediaries and the 

industry expert, where the interviews are summarized in connection with the research 

question and the theoretical framework. By identifying the commonalities from the 

interviewees, the goal is to provide insights that allow analytical generalizations of the 

case study findings. The chapter is structured in accordance with Khanna and Palepu’s 

(2010) five context framework.  

 

5.1 Market Openness    

All interviewees confirmed that SA is an appealing market enriched with business 

opportunities despite existing challenges existing in the country. “In general, I think it’s 

very easy to do business in SA, there is no time difference, and everyone speaks English” 

(Thakrar Bagoon; Lykkegaard). Likewise, there are no constraints in opening up a 

business in SA, and a local partner is not required (Lykkegaard; Wood), which often is 

necessitated in other emerging economies in Africa, Middle East and South America 

(Lykkegaard). Moreover, there are no certain discriminations towards foreign 

companies, neither in the public or private sector (Wood). Hence, Thakrar Bagoon 

pinpointed that the mining industry could be quite problematic as the mining charter is 

changing repetitively. The government is changing the policies and regulations due to 

the imbalance in the industry, which implies that companies are compelled to adapt 

their strategies which engenders uncertainty. In similar terms, Shaw argued that the 

government is not effusively transparent on a national level which concerns investors’ 

confidence.   

 

A recent example is the South African government’s plan for executing a state-owned 

broadband distributor and implement new ICT policies. This causes ambiguity in the 

industry as the government considers one-year contracts instead of long-term for 

companies in the ICT industry.  
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Market Heterogeneity   

All the interviewees revealed that it’s reasonably inexpensive to start a private company 

(Pty limited) in SA, and it could be initiated instantly. However, prominent contrasts 

exist, depending on where companies establish their business in SA. The most preferred 

locations are Johannesburg and Pretoria in Gauteng and Cape Town in the Western 

Cape. On the contrary, the provinces are heterogeneous, with 1500 kilometers apart. 

Extensive analysis is essential in order to distinguish which province that’s appropriate 

for a company’s specific needs.  (Lykkegaard; Thakrar Bagoon; Wood). Furthermore, the 

local governments grant certain incentives in order to attract businesses (Shaw). The 

incentives consist, for instance, of tax benefits and financial aids when establishing the 

business, hence, it’s generally available for businesses with high job creation, e.g. 

manufacturing (Shaw). In sum, choice of location is essential, as benefits can boost 

business growth and competitiveness (Shaw; Thakrar Bagoon). When asked about 

certain scenarios where the location was substantive in the entry phase, Lykkegaard 

enlightened a case where an MNC in the fashion industry sought to enter SA, considering 

either Cape Town or Johannesburg. Consequently, in the fashion industry, Cape Town is 

dominant as the majority of advertising agencies, model agencies, and fashion 

magazines are located in Cape Town. Furthermore, Western Cape was governed by a 

Democratic Alliance while Gauteng was ruled by the African National Congress (ANC), 

which was paramount for the MNC (Lykkegaard).  

 

Location is further vital when a foreign import is sought. Johannesburg has a great 

international airport but is relatively distant to any harbor, which Cape Town and 

Durban have. However, if estimated delivery time is vital, ocean freight shipping to Cape 

Town could then be an issue due to strong winds and currents which prevents boats to 

enter the harbor, sometimes (Shaw).  Likewise, in Durban which is the largest entry point 

for goods in Southern Africa, is often experiencing backlog where ships often 

miscalculate estimated time of arrival, resulting in hold-ups in order to get new time 

slots. Hence, South African harbors are experiencing competition with foreign harbors, 

in Maputo, Mozambique, which is the proximate harbor to Johannesburg,  
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and Walvis Bay in Namibia on the west coast (Ibid). Consequently, if entering as a JV, the 

partner might already have an established network in the SSA markets where the 

business could gain business opportunities outside SA (Thakrar Bagoon).   

 

SA can be considered as a country with nine independent nations with different cultures, 

values, degrees of crime and corruption and governance structures, and then 11 official 

languages on top of that (Wood).  Every province entails different complications and 

challenges (Lykkegaard). Currently, Western Cape and primarily Cape Town are suffering 

from a severe water crisis (Wood). Correspondingly, companies that are reliant on 

conducting business with governmental decision makers are experiencing a resilient 

time right now. “People in my network have moved abroad temporarily, due to the water 

crisis, since the bureaucratic procedure with governmental decision makers is too 

frustrating, and these are locals and quite used to these slow procedures around here” 

(Wood). Contrarily, Shaw explained that the current water crisis also attracts many 

foreign entrepreneurs who exploit the crisis as a business opportunity.  

 

Thakrar Bagoon highlighted the Western Cape’s Government as more straightforward 

when conducting business, as the local government is more transparent in their 

investments and future plans. For instance, if a business is dependent on political 

decision-makers, Gauteng is a necessity, in either Pretoria or Johannesburg. It also 

involves banks and insurance companies (Lykkegaard; Thakrar Bagoon) “Johannesburg 

has the South African Wall street, that’s where business takes place in most cases” 

(Lykkegaard). Thakrar Bagoon agreed with Lykkegaard but enlightens that many 

companies are relocating to the Western Cape due to nicer living standards.   

 

5.2 Political & Social Systems 

5.2.1 Formal Institutions 

Government inefficiency was appointed as one of the superior challenges among the 

interviewees (Lykkegaard; Thakrar Bagoon; Wood). “I wouldn’t say that corruption is the 

biggest concern, it’s the bureaucracy and how long procedures take when doing  
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business here” (Thakrar Bagoon). Further, Thakrar Bagoon encouraged to always invite 

the decision maker directly when doing business. Whereas, its often problematic 

reaching the decision maker, as they generally have gatekeepers. “That’s where we 

support foreign MNCs, due to our business network, to get acquainted with the right 

persons” (Thakrar Bagoon). However, MNCs need to comply with the business 

procedures, especially when dealing with the public sector (Lykkegaard). Furthermore, 

government transparency shall not be expected, which makes it challenging for foreign 

MNCs in order to obtain information regarding future plans and investments in their 

specific industry (Shaw). Business procedures are regularly delayed, which makes it 

difficult for MNCs to be up to speed and remain competitive (Thakrar Bagoon). When 

asked if local companies are better in circumventing the complex bureaucracy, some of 

the interviewees reasoned that they have an advantage, but wouldn’t be significantly 

better over time, when MNCs have matured. However, there are cases where MNCs 

partnered up with local firms, in order to diminish bureaucratic difficulties and gain local 

proficiency, hence, none of the interviewees admitted it would be more favorable in the 

long run (Thakrar Bagoon; Wood).  

 

Corruption 

When asked what the most frequent uncertainties are among foreign MNCs that are 

considering entering SA, the interviewees emphasized corruption, crime, education, 

skilled workforce, BEE policies, and the trust of law systems as the major hesitations 

(Lykkegaard; Thakrar Bagoon; Wood). Corruption is difficult to circumvent in SA, 

especially when conducting business with several stakeholders, it happens somewhere 

(Wood). “We see cases all the time where big and well-known MNCs are also involved in 

these practices when conducting business with the public sector” (Lykkegaard). 

Lykkegaard and Wood claimed that corruption is not only when you receive a bribe. 

There is a demand from one side and a willingness from the other side, so it’s both sides.  
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However, corruption practically only occurs when conducting business with a parastatal9 

company (Lykkegaard), which Wood confirms and indicate that probably 90 % of all 

corruption occurs in that setting. Unfortunately, it is common practice in order to stay 

competitive for many companies, by providing small payments and favors (Wood). 

Hence, it’s fundamental to extricate different sectors, because if the company is only 

reliant on the private sector, the business environment is roughly as corrupt free as 

Scandinavia (Lykkegaard).  

 

Unfortunately, corruption has been cultivated in the culture in SA (Lykkegaard), and it 

exists because it’s possible (Shaw). It occurs in daily practices, where for instance, police 

forces are being bribed. “Some people say that they always keep 1000 Rand under the 

seat in their car” (Lykkegaard). However, “if you have a culture that allows it on the 

bottom level, then it is hard to get rid of it in the whole society¨ (Wood). Most of the 

interviewees agreed on the low public salaries in SA, as a major spark to the high degree 

of corruption (Lykkegaard; Shaw; Wood). Corruption has become a supplementary 

income for parts of the population as it is manageable, unfortunately (Wood). 

Nevertheless, Scandinavians come from anti-corrupt societies, we owe ourselves to 

keep it like that wherever we go in order to show our high-level of anti-corruption 

(Lykkegaard). When asked if there are any strategies in order to reduce the risk of being 

involved in corrupt practices, Lykkegaard stressed that MNCs should corporate with 

good law and accounting firms and be consistent and communicate the business 

strategy regarding corruption and transparency. Consequently, none of the 

interviewees draw attention to a certain entry strategy as more appropriate in order to 

avoid corruption, as it depends more on the industry the business is operating in. 

Although, the interviewees centralized the selection of intermediaries, and the essence 

of choosing partners you can trust. Network and trust are two great assets in order to 

avoid corruptive practices (Wood).  

 

                                                        
9 A company or organization which is owned by a country’s government and often has some political 
power. 
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5.2.2 Informal Institutions 

There are no hesitations that conducting business in Scandinavia is different compared 

to SA. In SA, time and patience are required in order to familiarize with the African 

business environment, and these dissimilarities must be clearly dealt with in order to 

succeed (Wood). Hence, none of the interviewees asserted a certain entry mode as 

favorable in order to acclimatize more efficiently. However, some interviewees 

emphasized that a JV would presumably be more applicable if the foreign MNC 

encountered many uncertainties (Lykkegaard; Thakrar Bagoon). A JV could reduce the 

risk of acquiring local knowledge as the local partner might carry expertise that can be 

beneficial for MNCs when accommodating to local norms and practices (Wood). In a 

similar voice, Thakrar Bagoon expressed, “It would be easier for companies to enter SA 

as a JV, as the local partner probably knows the regulatory framework very well and the 

different cultural norms and practices”.  

 

Lykkegaard experienced foreign MNCs entering SA as a WOS with a foreign executive 

team in order to establish the business. Meanwhile, the company employed South 

Africans to “shadow” their roles, where each executive has one “shadow”. An 

organizational procedure where foreign executives learn about the corporate 

environment in SA, while the employed South Africans master internal business values. 

This practice allows MNCs a smoother transition, where the employed managers can get 

in charge when ready and the executive team can move on and focus on a new market 

(Lykkegaard). Shaw agreed and highlighted a local management as key in the long term, 

also in regard to comply with the BEE policies.  

 

Trust 

Europeans have a good reputation in SA, especially Scandinavians and that is something 

companies should take advantage of (Lykkegaard; Thakrar Bagoon). People in SA are 

very proud to do business with Scandinavians (Lykkegaard). Wood stressed that “trust 

is a commodity here for foreign companies”. However, South Africans are in general very 

trustworthy, but companies have to be cautious as businesses are occasionally 
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conducted and accepted by an informal handshake (Wood). Both Lykkegaard and Shaw 

highlighted examples where foreign executives met potential partners at international 

trade shows and agreed on deals. “Sometimes it works, but we have seen many scenarios 

where foreign MNCs have been too reliant on a local partner. It happens that the local 

partner promises more than it turns out. It’s vital to analyze how many other 

products/brands they are representing, and how dedicated they can be toward your 

product” (Shaw). Unfortunately, when company partnerships fail. some companies get 

a bad perception of SA and considering not continuing doing business there (Ibid).  

 

In Lykkegaard’s view, many foreign MNCs enter the country and the continent with a 

“Besserwisser attitude” and the perception of “I know better”, which is unreasonable. 

Companies are desired to acknowledge the foreign culture and welcome local 

preferences (ibid). Similarly, Wood provided examples of scenarios where Scandinavian 

companies entered SA without adjusting their business strategy to the South African 

market, which essentially doesn’t work if a company wants to be competitive in SA. 

 

Internal Fraud Can Ruin your Business  

However, there are greater challenges regarding trust, such as internal fraud (Shaw). 

Accordingly, there is an essence in examining business partners and employees in 

advance. Internal fraud happens irregularly in South Africa, where companies lose 

money and equipment (Ibid). Consequences of such activity hinder companies’ growth. 

Also, not all companies have the financial power or resources to set up sophisticated 

internal risk and compliance units to prevent these types of practices (Ibid). When asked 

if there is any favorable entry mode that potentially could reduce such behavior, Shaw 

pointed at WOS, as you get more control. However, many companies often retain 

someone of their “own”, when entering as a JV, such as their CFO or a financial manager 

in order to remain control (Shaw). Moreover, Wood indicated that there are other 

procedures in order to prevent internal fraud, such as raising policy awareness, setting 

the tone at the top and establish a culture within the organization that is driven by 

ethical and lawful behavior. Likewise, Shaw implied that MNCs can adhere to certain 



The Rules of The Game: South Africa 

 

VICTOR GÖRANSSON 51 

 

rules, known as good governance, where one person is buying, another signing the 

contract and a third person take cares of the accounting. 

 

Cultural Distances  

SA is a diverse country with many different ethnicities and cultural practices. It is 

fundamental to understand SA as a country, and its history and what it has gone through 

(Thakrar Bagoon). Managers need to pay attention to different ethnicities and 

understand their different cultural practices.  If a company consists of many black or 

colored employees, the company should together with their lawyer consider something 

called “empathy leave” (Lykkegaard). Normally, South Africans have three weeks of 

holiday per year, but companies should add, for instance, one extra week that counts as 

an “empathy week”. Empathy week means that you could attend funerals, “and people 

go to funerals all the time”, especially in the black community (Lykkegaard). The funeral 

is bigger than your wedding or the day you are born, “it is the biggest party of “your” 

life” (Lykkegaard; Wood). Funerals bring hundreds sometimes thousands of people, and 

people attend funerals for people they barely knew. Consequently, MNCs are suggested 

to reflect on this practice and determine how they want to execute it (Lykkegaard). A 

suggestion is to be decisive in the days provided in the “empathy leave”, and that 

employees have to choose cautiously when they want to use these days (Ibid).  

 

HIV/AIDS Epidemic  

Another practice that is significant to take into account for MNCs is that SA has the 

biggest HIV epidemic in the world. Companies’ need to have HIV aid policies in order to 

support national efforts to reduce the spread of infection and minimize the impact of 

the disease (Shaw). Usually, infected persons need to visit clinics every third month. 

However, a familiar action among larger companies is the arrangement of mobile clinics, 

visiting every third month in order to dispense medications to their employees. This 

action benefits companies to reduce absenteeism in their workplace (Lykkegaard). 

Furthermore, additional costs occur through associated illness, medical schemes, 

pension benefits, and loss of skilled manpower. Wood argued that it can be difficult for 
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smaller companies to deal with the impact of HIV/AIDS as they might lack resources to 

prioritize it.  

 

5.3 Labor Market  

The labor market was broadly the most discussed issue among the interviewees. Finding 

and hiring adequate workforce is difficult in SA, on all levels. “It is a nightmare for many 

MNCs”, especially when entering as a WOS since validating and accessing qualified 

workforce results in a time-consuming process (Lykkegaard). However, executive 

managers and mid-level managers are perceived as the most challenging to acquire. 

Shaw implied that up to 60% of all CVs are made up, whereas Lykkegaard argued that 

60 % is probably not representative, but agreed on that made up CVs are usual. Many 

people enhance their CVs by adding university degrees, even though they never 

attended university (ibid).  

 

Freedom under responsibility, or?  

Lykkegaard outlined that Scandinavian companies are characterized by a decentralized 

structure and a hierarchy that relies on trust within the organization. However, the 

organizational structures in SA are generally more centralized with assigned supervisor 

roles within the organization (Wood; Shaw). As an employee in Scandinavia, you have 

“freedom under responsibility”, where managers might provide you more responsibility 

than anticipated, and offer the freedom to solve certain cases. On the contrary, the 

manager may comprehend this situation as a procedure of learning from the employee 

(Lykkegaard). Shaw reflected in similar terms and indicated that companies in 

Scandinavia are built and based on trust, which entails how we educate and bring the 

best out of every individual. Contrarily, in SA, “what a manager tells you to do, that is 

what you do, basically, copy and paste” (Lykkegaard; Shaw).  This prevails in other 

institutions as well, such as schools and universities. “If the teacher writes something on 

the whiteboard, you just need to learn that, because it will be in your exam”, hence, with 

caution in generalizing, but individual responsibility is not prevalent to the same extent 

in comparison with Scandinavia (ibid). Both Lykkegaard and Wood related to these kinds 
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of circumstances when they were in a managerial role earlier in their careers. They 

stated that some of their previous employees were shocked when offered freedom to 

solve certain problems. “Too many people are afraid of failing, and they don’t see failure 

as a learning experience” (Lykkegaard). However, it’s essential for MNCs and their 

managers to be supportive and patient with these behaviors (Lykkegaard; Shaw). Wood 

delineated that managers should act as role models and emphasize the possibility of 

advancement within the organization.   

 

Money Over Loyalty 

Further, Lykkegaard explained occasions where MNCs entered SA and invested time and 

resources on their employees, but experienced difficulties in retaining them over time. 

“It is weird, because people have queued for these types of jobs at job fairs, but four 

months later, they are gone because it was too hard to get into town or they found 

something else” (Lykkegaard). Consequently, Thakrar Bagoon, Wood, and Shaw agreed 

with these types of behaviors and stressed that loyalty among employees is not 

equivalent to what Scandinavians are familiarized with. These types of behaviors are not 

only found on the bottom line, also among managers. “People switch jobs often in SA, 

meanwhile, Scandinavians think it’s better to stay a bit longer in a company as it looks 

better on the CV” (Lykkegaard). A prevalent observation when viewing South African 

CV’s is that people have had many different jobs and usually stayed a shorter period of 

time at each. Usually, middle and junior level managers are the ones shifting jobs 

repeatedly, as recruitment firms return to the same candidates, offering new jobs with 

better salaries (Shaw). “There is always some company that needs a new manager in 

order to be compliant according to BEE and the Employment Equity Act, therefore, the 

recruitment firm is constantly trying to hire old candidates for new jobs, since they also 

get paid” (Shaw). This leads to aggravation, as a high investment in employee education 

and compensation to recruitment firms results in increased costs (Ibid). In a similar vein, 

Thakrar Bagoon argued that people are switching jobs due to the low salaries offered. 

“If you are offered 1000-1500 Rand more at another job, you will take that offer. Money 

is prioritized, especially if you are supporting a household with four to eight people. 
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Therefore, people can’t show the same loyalty as we are used to in Scandinavia” (Thakrar 

Bagoon).  

 

“You’re fired” 

However, in contrast to the previous section, firing an employee is sometimes 

necessary, but can be complicated for a company to do. “You can’t just tell an employee 

to leave” (Shaw). Firing employees can be time-consuming (Wood). In order to fire 

personnel according to the labor regulations, companies need to ensure they follow the 

existing policies and procedures (Shaw). If it’s done wrong, the company and the 

employee can end up in legal issues that could have a major effect, primarily for the 

company. The company has to provide the employee a certain amount of warnings, 

orally and written, in order to proceed correctly (Ibid). Worst case scenario, the 

company, and the employee will end up with CCMA (Commission for conciliation, 

mediation, and arbitration) (Ibid). However, when asked how protected employees are, 

Lykkegaard stated: “employees are generally very protected by their companies with 

worthy HR-policies and access to “low-courts” relatively easy if they are not satisfied. 

Employment contracts are more or less the same as back home in Scandinavia” 

(Lykkegaard). In contrast, Wood emphasized the strikes that are constantly going on in 

SA due to the unfair labor conditions, in terms of low minimum wages. During the winter 

months, it is more or less institutionalized as, strike season, in some industries (Wood).  

 

Education  

SA has sufficient educational institutions, such as University of Cape Town and 

Stellenbosch in the Western Cape and University of Pretoria and the University of the 

Witwatersrand in Gauteng (Wood). Many foreign MNCs are collaborating with these 

universities and are engaged in different practices in order to secure and hire skilled 

students when graduating (Thakrar Bagoon). In contrast, the university tuition fees are 

high and not in harmony with the average income among the population (Wood). Shaw 

agreed with Wood regarding strong educational institutions on university level but 

emphasized the absence of vocational educations in the country.  
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Vocational training could provide people an option besides studying at university. Shaw 

stated that increased efforts from the government in this sector could be beneficial to 

encourage people with skills development, which is exactly what SA needs. When 

discussed with Wood, MNCs often embrace the role in educating their workforce more 

than anticipated, which fetches added costs and time. Consequently, in regard to 

employees’ loyalty, there are risks involved when investing extensive resources into 

educating workforce (Shaw). Moreover, all interviewees agreed on that an increase of 

vocational education would be pertinent and contributing in filling skills gaps, boost 

productivity and enhance industries and employment in general in SA. 

 

Do you have a Critical Skill?  

Another severe challenge for MNCs is the dilemma of getting work permits for foreign 

employees. Even when a bank account is sought, people need a work permit, as 

explained, “many foreign companies contact us to open up a temporary account.” 

(Shaw).  Most interviewees agreed regarding the challenges to get a work permit in SA 

and how long the procedure with the South African embassy can be in order to acquire 

one. Lykkegaard related to these procedures and indicated that there is a saying, “I work 

from the Home Affairs (South African embassy) today”, since passport renewals and 

other visa related questions take extremely long time. Further, Lykkegaard gave an 

example of an MNC that had an extensive procedure with the South African embassy 

and had to convince them that they will create up to 1000 new jobs where the majority 

of people will be non-white in accordance to BBBEE and the Employment Equity Act. 

These type of practices is like “Christmas music in their ears”, when companies are 

generating job opportunities and emphasizing that the workforce will be predominantly 

non-white (Lykkegaard). The South African embassy (Home Affairs) might agree on 

providing an executive team work permit if attempting these types of practices. Further, 

when the business is established, foreign executives might obtain permits for traveling 

in the country to upskill their staff (ibid), but its normally time specific and generally just 

a couple of months (Wood).  
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Most foreigners obtain an Intra-Company Transfer Work Visa or a Critical Skills Visa, if 

the person can prove that their skills cannot be managed by a local South African (Shaw).  

 

BEE and Employment Equity Act  

All interviewees stretched the question regarding BEE and its impact on foreign MNCs. 

There is no doubt that it adds another layer of challenge for foreign companies when 

operating with the public sector in SA (Lykkegaard). “Many foreign companies are 

hesitant because of these rules and I have experienced scenarios when MNCs have 

decided not to enter due to these practices” (Lykkegaard). It’s good due to the imbalance 

that has existed in the country, and that still exists to some extent, but sure it creates 

additional obstacles for foreign MNCs (Wood).  The interviewees clarified that all 

companies want to be compliant, with respect to the history and to be good citizens. 

However, there will evidently create increased challenges as companies need to 

consider race and social background of any applicant instead of making decisions 

centered on qualifications (Wood). Likewise, if a company has more than 50 employees 

or a certain turnover, they are required to have an Employment Equity Plan and report 

in accordance with the requirements (Shaw). These two practices are time-consuming 

and hinder companies from concentrating on just conducting business (Lykkegaard; 

Wood). This could especially be harming smaller companies with limited resources 

(Shaw). Moreover, Thakrar Bagoon and Lykkegaard asserted that not only your own 

company needs to be compliant, the partners in the value chain need to follow these 

practices too. Foreign companies might have to choose certain partner or supplier due 

to the BEE compliance, although another option would provide better quality or price 

(Thakrar Bagoon).  

 

In order to achieve a higher score, companies engage in CSR projects, where developing 

women in townships, building schools or donating money to orphanages could be 

practices that increase the company’s score on the scoreboard (Shaw). Many MNCs 

highlight these practices as positive aspects of BEE, as the companies can contribute to 

the community and the environment they are working in.  
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In a similar vein, Wood stated that BEE is an additional challenge, but not impossible. 

Especially if MNCs have international experience from other emerging or developed 

markets, as each nation have some sort of restrictions and labor policies. However, if 

companies are too anxious with these policies, they could try to find a partner that is 

compliant and that could take care of these practices. (Thakrar Bagoon). 

 

5.4 Product Market  

The product market was not highlighted much by the interviewees when discussing the 

most critical voids in SA. The interviewees indicated that South Africans are generally 

open to foreign products. The country is also offering strong intellectual property rights 

and none of the interviewees have experienced any particular problems when 

registering. Moreover, sophisticated market research firms exist in the country, which 

makes it rather accessible in finding information about consumer segments. 

Subsequently, Shaw implied that many foreign MNCs confirm their collected data with 

several consultancies due to the diversity and complexity in SA. 

 

However, the extreme poverty is a problem in SA which puts many South African 

consumers under enormous financial pressures due to higher prices and low wages 

(Wood). Subsequently, foreign MNCs need to adapt product offerings to shifts in 

customer needs and be more price sensitive (Shaw). In relation, as discussed when doing 

business in different provinces, Shaw emphasized the importance of choosing the right 

location in order to decrease transport costs. If the import of goods is sought, and 

national distribution a necessity, certain provinces will be more beneficial.   However, 

there are certain regulations, known as local content requirements (LCR) which require 

a certain percentage of goods and services to be sourced from the domestic economy. 

This especially implies when conducting business with the public sector which means 

that they only accept offers, which are embedded in national produced goods, services 

and labor (Shaw; Wood). Lykkegaard provided an example where a Scandinavian 

company within the energy sector had plans to enter SA. After extensive calculations, 

the company decided on withdrawing as it was too expensive and difficult since 40 % of 
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the production had to be domestically, which wouldn’t promise any return on 

investment. In relation, various industries have different requirements, which makes it 

compulsory for companies to investigate the regulations for their specific industry.  

The requirements are designed to strengthen the domestic industrial base and create 

more jobs in SA (Wood). Moreover, there is also the principle of “rules of origin” for 

countries that are a part of SADC (Southern African Development Community) which 

MNCs need to comply with as well (Shaw).  

 

5.5 Capital Market  

None of the employees emphasized the capital market as a problem. However, the SA 

systems are not as transparent as in Scandinavia, as companies need to have a lawyer 

in order to access information regarding different companies’ performance and 

economic history (Lykkegaard). Moreover, lawyers can attain such information very 

easily which simplifies the process for foreign companies. Consequently, finding a 

reliable partner for JV creation would therefore not be too difficult. Finally, Shaw 

emphasized South Africa’s volatile currency which makes foreign investors becoming 

particularly sensitive to local and international economic developments. It also 

complicates planning, especially for foreign MNCs that are entering the market (Wood).  

 

5.6 Conclusion 

According to the empirical findings on institutional voids and its effect on entry 

strategies, it resembles that the labor market is the most critical void in SA, as lack of 

skilled workforce, labor restrictions and loyalty among employees are critical factors 

that foreign MNCs need to affirm as it prevails fetched costs and resources. 

Furthermore, the BEE regulations seem to be a critical challenge for foreign MNCs in 

public sector synergies, as foreign MNCs have to adapt their business model in order to 

become compliant and gain local legitimacy. The strict regulations force companies to 

hire employees based on color instead of skill. Based on the findings, a centralized 

organizational structure is desired in order to manage a diverse workforce, with an 

understanding of different ethnicities and their cultural settings.  
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However, the product market was not emphasized extensively, as It depends much upon 

industry, nevertheless, the LCR can be a pivotal factor due to strict constraints that made 

some companies withdraw from entering SA. Based on the findings, the capital market 

seems to be sophisticated with an exception in the volatile currency.  

 

 

 

 

 

 

 

 

 

 

 

   

 
Figure 10: Perceived institutional voids 

 

6. Discussion 

 

6.1 Introduction  

According to the findings, SA has one of the most sophisticated business environments 

in SSA with strong law enforcement and regulations in place in order to protect 

businesses. The low cost of opening a business in SA means that foreign MNCs can 

respond and exploit business opportunities very quickly if desired. However, there are 

still existing institutional voids that can prevent desired business strategies if they are 

dealt with in a correct manner. The following sections will discuss the empirical findings 

in light with the theoretical framework and secondary data in accordance with the 

research question.  
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§ How do institutional voids in South Africa affect  

multinationals entry strategies? 

 

6.2 Labor Market  

The empirical findings marked that a performing labor market is fundamental for the 

utilization of local employment, which is central for MNCs when entering SA. The labor 

market has a direct effect on all foreign companies, depending on the number of 

employees required, and what skillsets that are desired within a company.  

Subsequently, if the company is reliant on public sector synergies. Furthermore, the 

labor market in SA has restrictive regulations regarding minimum wages, structured 

hiring and firing processes and strong demands from trade unions.  These compressions 

affect survival through discouraging company innovation and affect foreign MNCs HR-

decisions and productivity in general. Accordingly, the most critical institutional voids in 

the labor market in SA are;  

• A limited amount of skilled and educated employees with a separation in higher 

paid industries and lower paid industries  

• The role of trade unions and protests, and its effect on companies’ productivity.  

• Dependency on public sector synergies, where business to the private sector has 

few limitations while business to the public sector is affected by BEE regulations. 

 

The institutional voids presented have a strong influence on foreign MNCs entry 

strategies as they all affect companies to a certain extent, depending on a company’s 

size and the industry it’s operating in. The three presented voids derive from the 

complex and diverse environment that exist in SA and have an influence on foreign 

MNCs entry strategies.  

 

6.2.1 Employee Skills 

It’s conspicuous that institutional voids determine what direction a company has to 

choose between, as it can be difficult to implement a strategy and achieve competitive 

advantage.  
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However, it is imperative to divide companies into two segments in SA, as a desire of 

‘low skilled’ employees in a workplace would affect a company differently, compared to 

a demand of employees with high skill sets. The latter might experience superior 

problems in finding high skilled workforce and retaining their employees over a period, 

while a demand of ‘low skilled’ workers might confront dissatisfaction and a greater risk 

of considerable costs, due to HIV infected staff and high absenteeism. If a large 

proportion of ‘low skilled’ workers is desired when entering SA, the majority of these 

people will presumably be Black Africans in SA. The problematic factor existing in SA is 

the lack of education among the black population which generates difficulties for 

companies to employ workers with adequate experience and skillsets. More than half 

of the people entering the South African workforce come from school systems that have 

not adequately prepared them with the skills they require to advance within 

organizations. It results in companies embracing the role in educating their employees 

more than expected.  

 

The imbalanced environment in SA with thorny relationships spark frictions among the 

population and results in strikes regularly due to discrimination, low salaries and political 

tensions in the society. Many of the employees in SA live below poverty line and have 

big expectations in this post-apartheid era on the South African government in hope for 

a better living. However, the disadvantaged people might feel an absence of support 

that is anticipated and promised by the government. The BEE regulations and the 

Employment Equity Act as discussed in the study might have generated extra 

expectations for the previously disadvantaged population without yet benefitting from 

it. This might be due to the lack of education in my view, as it makes these people less 

attractive as the skill demands change drastically in the market in SA. Consequently, 

companies in need of many ‘low skilled’ employees are presumably more afflicted with 

strikes, due to dissatisfaction on a lower level, which results in high absenteeism. The 

strikes will be detrimental for foreign MNCs in order to pursuit increased profitability in 

SA. This infers that foreign MNCs need to confirm what factors that are driving their 

employees’ demand and how it can be countered in order to keep them satisfied, e.g. 
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in a financially viable manner. However, the dominance of centralized bargaining favors 

employees and institutionalizes the power of trade unions which contribute to greater 

uncertainty for foreign MNCs.  

 

According to the findings, employees are in general well protected and have reasonably 

easy access to ‘low courts’, known as CCMA (The Commission for Conciliation, 

Mediation, and Arbitration). Consequently, companies need to have an adequate 

understanding of different cultures existing in the country in order to avoid disputes 

with their employees which can result in a time-consuming process with CCMA. Hence, 

firing an employee is sometimes necessary but can be gradual and complicated. 

Companies need to obey certain labor regulations and ensure they are pursuing these 

in order to avoid tensions with CCMA. Problems with CCMA can result in a discourage 

from hiring new workers in SA which could have a huge impact on foreign MNCs 

establishment in the country. 

 

6.2.1.1 Poverty  

When hiring many ‘low skilled’ employees, the majority of these workers will reside in 

townships outside the cities where poverty, poor infrastructure, and health issues are 

predominant. The extreme poverty affects the degree of loyalty among employees as 

money becomes critical for people and drives the change of jobs sporadically. However, 

it’s not generalizable as SA consists of a diverse group of people with different ethnical 

backgrounds, which could be significant on the degree of loyalty and the desire of 

money. According to Hofstede’s cultural distance, South Africans are similar to 

Scandinavians and defined as individuals, with a high degree of independence. However, 

based on the findings, Hofstede’s (ibid) argument is not supported, as the black and 

colored communities, which are the majority of the population seem to refer more to 

collective societies. This is an outcome why many employees change jobs since a slightly 

increased salary can make a big difference in a large household.  
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However, the extreme poverty does not only provide an increasing hunger for money, 

it is also the cause of the spread of SA’s severe HIV/AIDS epidemic due to the lack of 

education and knowledge of the means of avoiding HIV. Subsequently, it is essential for 

foreign MNCs to understand that the epidemic might have a critical impact on their 

business, as its widely spread in these designated areas where many ‘low skilled’ 

workers live. Managers need to understand both the physical and psychological aspects 

of the epidemic in order to ensure a safe and supportive workplace. This can be extra 

difficult for smaller companies to allocate, as time and resources might be limited. In 

contrast, by having a high turnover of workers converts into increased factory accidents 

and injuries due to the less experienced workforce and the side effects of the disease.  

 

The morale among employees will also be affected by the death of a co-worker. 

Consequently, companies might not capable to replace the loss of employees in the 

short run, due to the shortage of highly skilled labor in the market as discussed. This can 

disrupt a company’s productivity as low skilled employees might be a temporary 

replacement and a hesitant solution in an attempt to remain competitive on the market. 

This could result in a slow economic growth for foreign companies and may lead to a 

reduction in market attractiveness among stakeholders in SA. However, the HIV/AIDS 

epidemic has a huge impact on companies, not only in acquiring new employees, but 

also the costs of employee benefits as pension, death benefits, life insurance, funeral 

assistance have to be taken into consideration. This correlates with the findings 

regarding the implication of “empathy weeks” if a company has many Black African 

employees. Funerals in the Black African communities is a periodic ceremony where 

hundreds of people gather and celebrate, and it takes place very often. Foreign MNCs 

are therefore encouraged to be decisive in how they want to confront and execute these 

designated practices. Consequently, agreements with a company’s employees have to 

be straightforward and equally balanced, in order to avoid discrimination and potential 

dissatisfaction among employees in order to avoid a dispute with the country’s trade 

unions.  
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However, certain HIV/AIDS policies are necessary, in order to support the national 

efforts to reduce the spread of infection and minimize the impact of the disease.  

 

Further consequences of having a large proportion of employees living in the townships 

are the interference of access to work, due to the far distances people have to travel. 

Henceforward, punctuality and daily motivation might suffer and lead to further 

absenteeism. In line with the findings, the lack of motivation to commute is recognized 

as a cause why people quit certain jobs, due to unreliable and obscure public transport 

in these areas. Consequently, a company’s location is significant, especially if the 

company intends in hiring many ‘low skilled’ employees that presumably live in the 

townships areas. Henceforward, by locating the business closer to these areas, it may 

increase the exposed risk of theft and crime which is a huge concern in SA. South African 

companies spend substantial money on trauma counseling of employees and 

insurances. The safety practices and security of assets and inventory are therefore 

essential but incur added time and costs for companies. Hence, locating a business in 

the city center might add increased security but with higher rental costs, thus, the lack 

of motivation and work efficiency might suffer if employees have to travel far.  

 

6.2.2 Business with the Public Sector 

SA is in a post-apartheid era where the government’s support for the transfer of assets 

to the native African community affects the whole market. Achieving the goals set out 

in the BBBEE charters will be costly for foreign MNCs when entering SA. The BEE 

regulations demand companies that are conducting business with the public sector to 

prescribe with many business operations including equity ownership, employment, 

corporate social responsibility in order to obtain a good score. However, the score is 

significant for companies in order to reach a higher level of BBBEE compliance, which is 

imperative for MNCs in public sector synergies or when conducting business with larger 

companies, as the certificate allows the MNC greater possibilities of reaching desired 

decision makers.  Hence, foreign companies are often enthusiastic to comply with the 

regulations and identify BEE as a moral investment, in order to create a better long-term 
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growth of SA economy. Thus, these strategies might be more suitable for larger MNCs 

that sits on substantial resources where CSR projects, as BEE proposes, is a part of their 

global branding strategy anyhow. In a similar vein, many foreign MNCs entering SA do 

often have previous international experience and have most likely encountered similar 

labor restrictions in other developing or emerging markets. Subsequently, the BEE 

regulations might not be perceived as a critical void. Although, CSR activities may not be 

applicable for smaller enterprises with scarce resources, as extensive scorecard 

evaluations would take up a large proportion of time and harm the productivity.  

 

Due to the shortage of skilled black African employees, companies can experience 

problems in finding adequate managers in order to comply with the regulations, which 

the management criteria propose on the scorecard. This generates in an extensive and 

time-consuming hunt, where the market demand of black African managers is too high 

compared to the number of managers available in the market. Resulting in that many 

young Black Africans get hired to management positions where they find it problematic 

in contributing and generating great results that the company desires due to their scarce 

experience. Consequently, the labor market becomes a battle for companies in order to 

find and retain good managers over time, which presumably adds extra costs for MNCs, 

due to increased salaries and benefits for these managers. Contrarily, this could 

generate tensions if the salary gap between the ‘bottom’ employees and the managers 

is too big. However, evidence reveals that recruitment firms in SA often recall the same 

person they have hired beforehand to a company, offering a new job, as they get paid 

for it.  A general conjecture would be to hire a foreign manager or relocate an internal 

manager to SA in order to reduce uncertainty. However, hiring foreign employees or 

relocate foreign internal employees is difficult as they need to obtain a Critical Skills Visa, 

where a clear justification of why this role can’t be replaced by a South African is 

enforced.  

 

The BEE compliance is not mandatory when only conducting business with the private 

sector in SA. Thus, complying with the BEE criteria is necessary for all companies in order 
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to gain local legitimacy. Additionally, being BEE compliant will incentivize larger 

businesses to do business with your company, since it improves their own score. That is 

an essential aspect foreign companies should take into consideration, as companies 

cannot choose freely to cooperate with certain partners and suppliers if they are not 

compliant in accordance with BEE. This might result in increased costs for foreign MNCs, 

as the companies’ might not be able to purchase from the desired supplier that offers a 

cheaper price. These are estimations foreign MNCs need to endeavor in prior, especially 

smaller enterprises as they might be more price sensitive and not as financially strong. 

On the contrary, if a foreign company is not performing well but possesses a high BEE 

score, other companies in the market might want to conduct business with you if your 

competitors are not fulfilling the compliance. Henceforward, it is significant to 

benchmark a business to other competitors, as BEE compliance could lead to a 

competitive advantage in SA.  In sum, being BEE compliant can, therefore, increase a 

company’s market attractiveness which is fundamental when establishing in a new 

country. Moreover, as SA possess a position as an entryway into the other SSA countries, 

foreign MNCs could benefit from additional opportunities on the continent if they get 

the possibility to conduct business with larger companies and public sector. 

  

6.3 Informal Institutions  

Informal rules and limitations, such as traditions and values supported by the society in 

SA can be very different to what foreign MNCs are used to in their home market. It’s 

significant to adhere to the national culture and have an understanding of the cognitive 

institutions in SA and not enter the country with an “I know better attitude” or other 

taken for granted beliefs. A hesitant void for foreign MNCs when entering SA is the 

ability to manage a diverse workforce and how reliant they can be on their employees. 

Managing diversity requires situational adaptability and communication skills which 

affirm the value of diverse people and which communicate positive expectancies. Such 

confirmation could create optimal conditions for effective organizational performance 

for foreign MNCs in SA.  In order to choose an appropriate strategy when entering SA, it 

includes decisions how value activities are transferred abroad to the host market. 
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Consequently, an organizational procedure foreign MNCs can incur in order to decrease 

the cultural distance is to enter SA with a foreign executive team and hire locals to 

“shadow” their roles. A successful approach where the foreign executives can learn to 

understand the national culture in SA, meanwhile the local hires can learn the corporate 

culture and hopefully be ready to create a local management when ready. This approach 

can also help foreign MNCs to comply with the BEE regulations as the management 

criteria is a critical part in order to achieve a high score as discussed.  

 

When established in SA, a diverse workforce is anticipated, in turn, this force foreign 

MNCs to adapt their organizational structures, systems of control and report and 

decision-making structures in line with the national culture. Scandinavian companies are 

often built with a decentralized power structure reliant on trust while the majority of 

employees in SA rather accept a hierarchical order. The South African business 

structures are far more centralized including many supervisor roles, where assigned 

roles and duties are expected. There is no corporate culture of “freedom under 

responsibility” existing, at least not to the extent we are used to in Scandinavia. This 

behavior can be linked with ‘low skilled’ workers, where money is the main incentivize 

as discussed, henceforward, promotion and career opportunities within an organization 

might not be vital for the employees on this level. However, employees might not 

perform more than anticipated, which is necessary to take into consideration for 

managers when delegating workload in organizations with many ‘low skilled’ 

employees. The employees in SA are seemingly more afraid of failure, which 

corresponds correctly in regard to Hofstede’s (1994) uncertainty avoidance, which 

reflects on more anxiousness towards certain situations. Hence, high uncertainty 

societies are more conservative and resistant to change. In accordance to Hofstede 

(ibid), it implies that individuals prefer to stay with the same employer over time, which 

doesn’t comply with my findings as companies experience problems with loyalty and 

challenges in retaining staff.  
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However, structuring an organization in SA relies on the level of trust managers have to 

their employees. Finding trustworthy and a stable workforce in SA can be difficult and 

time-consuming for foreign MNCs. Nevertheless, it is significant for companies to 

examine both business partners but also employees extensively in order to avoid 

internal fraud, which appears sporadically in SA. Internal fraud would entail extra costs 

for companies as internal assets might get lost and have to be replaced. This is 

something MNCs need to pay attention to whether they are entering SA as a JV or a 

WOS. A WOS might be favorable in order to acquire more control over these designated 

behaviors. Henceforth, internal fraud is difficult for companies to predict in advance, but 

it’s principal to set the tone within an organization and establish a culture driven by 

ethical and lawful behavior. Reflecting on the low salaries that exist in SA, companies 

need to be conscious of their own employees who can hurt their business by fraudulent 

behaviors due to greediness and desire for money. One person in SA’s township areas 

might have to support a large household of 8-10 people, therefore fraudulent or corrupt 

activity could be a way of attaining extra income. As mentioned, these types of 

behaviors might be hard to prevent, but additional practices such as separation of duties 

in the finance department could be appropriate. Consequently, these practices would 

increase the operating costs for foreign MNCs as greater supervision and control are 

needed to avoid these behaviors within an organization. 

 

6.4 Formal Institutions  

According to the findings, bureaucracy and corruption were emphasized as two severe 

institutional voids in SA. The slow bureaucratic procedures are primarily associated with 

the public sector in SA which sources risk of corruption. Corruption in SA appears to be 

more inferior than in many other developing and emerging markets. Insufficient 

institutions and weak legal framework increment risk of opportunism, bribery, and 

corruption in a country (Hoskisson et al., 2000; Peng et al., 2008). However, SA has well 

established intellectual property rights that can support foreign MNCs with stability and 

reduce the need for building trust and relying on informal affairs. Thus, SA cannot be 

linked with deficiencies in law enforcement, as the authors refer to. SA has the laws in 
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place to battle corruption but lacks the resources to enforce it at a consistent and 

acceptable level in the society. Corruption occurs on all levels of the society in the 

country and exists mainly because it is still acceptable in many industries and on a daily 

basis. However, the corrupt practices are more common in the public sector where 

facilitation of monetary, gifts and favors can help a company to attain a competitive 

advantage by avoiding long bureaucratic procedures that exist in the country. 

Consequently, when conducting business with the public sector, foreign MNCs should 

not assume that their clients will necessarily adhere the laws and procurement rules. 

Hence, these behaviors might vary depending on the different governments, if dealing 

with provincial or state government in SA.  

 

However, it is important for foreign MNCs to be anti-corrupt and not participate in these 

designated practices as it could harm the global image of the company even though it 

could smoothen some business activities in SA.  Even if a company is not participating in 

corrupt practices, a corrupt business environment will still affect the bureaucratic 

transparency which generates an increased uncertainty in the market. This results in 

difficulties in predicting future government investments if many affairs are conducted 

in a non-transparent manner in SA. The active corruption is presumably also an effect of 

the economy’s standstill, with low GDP growth as investor confidence decreases due to 

the lack of transparency existing.  

 

According to the findings, corruption is found on all levels in SA as it has been cultivated 

in the culture in the country.  A common incident is police corruption when an officer 

accepts a bribe from a criminal who wants to avoid further handlings and the risk of 

conviction in court. This appears to be a severe problem in SA and might have an indirect 

effect on the country’s poor rank regarding business costs of crime and fierceness. 

Moreover, companies entering SA will have to estimate extra expenses in regard to the 

greater risk of crime existing in the country, where for instance convenient shops and 

retailers might be exposed to more risk. On the other hand, if the company needs large 

inventories, high surveillance and security systems are fundamental in order to protect 
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company assets. Other expenditures could be replacement and repair costs which 

would impact the finances of the companies. Due to the high unemployment rate and 

low wages existing in the country, crime in terms of robbery and theft are common as it 

sources as an additional income for many people. This also entails fetched costs for 

foreign MNCs as insurance and trauma counseling of employees has to be taken into 

consideration.  

 

6.5 South African Heterogeneity  

The choice of a province can partake a key role in order to reduce operating costs and 

gain local legitimacy. Governmental incentives and reduced transportation costs can be 

essential elements that can counterweight foreign MNCs ‘unexpected’ expenses, e.g. 

HIV policies, BEE compliance, increased security, and more extensive education of 

employees as discussed in the previous sections. Due to the near standstill and slow GDP 

growth, the South African government is very profound to invite foreign business to 

South Africa and therefore offers a range of incentives for foreign companies. 

Governmental incentives, such as tax benefits, can have a key impact on foreign MNCs 

when entering SA in order to become competitive fast on the market.  

 

However, there are nine different provincial governments in SA consisting different 

prosperities and challenges. The provincial governments do also provide certain 

incentives to attract foreign MNCs to establish within their province. According to the 

empirical findings, governmental incitements are prevalent in industries that are 

generating many job opportunities in SA and is allocated by DTI (Department: Industry 

& Trade) in SA. Henceforth, foreign MNCs are suggested to analyze which province that 

might be most suitable for their business and its needs. Reduced transportation costs 

are prevalent for all businesses in order to comply with the price sensitivity that exists 

in the market. However, if a company needs to import goods from overseas, there are 

complications with the different provinces. Cape Town, Port Elizabeth, and Durban offer 

the best harbors in SA but can’t guarantee estimated delivery times as Cape Town often 

experiences critical weather conditions and Durban tendencies of backlog due to its high 
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occupation. Hence, as a member of SADC, MNCs could look into different countries as 

an option in order to reduce transportation costs as the membership allows substantial 

regional trade opportunities. The harbor in Walvis Bay, Namibia could be an option for 

companies located in the Western Cape or Northern Cape, while Maputo in 

Mozambique is closer than the one in Durban, SA, which could be optimal for companies 

considering ocean freighting and a locating themselves in Gauteng.  

 

The province of Gauteng is also favored when conducting business with the public sector 

as a local presence is necessary in order to avoid longer bureaucratic procedures and be 

close to decision makers. By being close to decision makers can also avoid opportunistic 

behavior and the risk of corruption. However, when doing business with the public 

sector in SA, the company has to be BEE compliant as discussed, but also aware of the 

LCR (Local Content Regulations) which imply the adherence to domestic production. This 

can lead to unexpected changes for MNCs due to the strict regulations in accordance to 

LCR. In my point of view, the LCR is not emphasized in past research as a critical 

institutional void. However, according to my findings, the LCR has had a huge effect and 

even made MNCs to withdrawn from operating in SA instead of adapting their business 

model to the local requirements. The demands of embeddedness in national produced 

goods, services and labor might not promise the return on investment the company 

desires, as locally produced goods might incur higher prices and less quality and 

consequently weaken the company’s competitiveness. This entails greater reliability on 

the domestic transportation system in SA, which haven’t been discussed in the study 

but could have an impact on foreign MNCs if the transportation system is weaker in 

some designated areas.   

 

6.6 Summary  

The discussion presented reveals that foreign MNCs entry strategies are impacted by a 

number of institutional voids in SA. Henceforward, the findings confirm Miller et al. 

(2009) argument regarding challenges in finding adequate workforce in emerging 

markets. Hence, in comparison to the other BRIC economies, the labor market in SA is 
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arguably the most critical void foreign MNCs need to be attentive to, due to strict labor 

regulations and the lack of skilled workforce. However, it is significant to separate ‘low 

skilled’ and ‘high skilled’ industries, as it bears different complications as discussed. 

Industries that require many ‘low skilled’ workers need to conscious of all considerable 

costs that follow, due to high absenteeism. Many of these ‘low skilled’ employees live 

in townships, as 38 % of SA’s population do, which is located, sometimes, far outside the 

cities. These areas are often related to poverty, poor infrastructure, and health issues, 

which are concerns foreign MNCs have to reflect on. First, poverty makes people greedy 

and are, therefore, willing to shift jobs fairly easy if a higher salary is offered somewhere 

else. Secondly, the poverty is also the major cause of the spread of HIV/AIDS epidemic 

in the country, which is an issue MNCs need to adhere since it’s a 20 % chance that an 

employee is infected, which will affect everybody in the workplace, whether infected or 

not.  

 

Another fundamental distinction that is crucial to make, is the dependency on business 

with the public sector in SA, as these synergies imply additional constraints. The findings 

reveal that the BEE policies can be perceived as an institutional void which pushes 

companies to follow certain requirements in terms of equity ownership, employment, 

corporate social responsibility in order to gain local legitimacy. In response, BEE can be 

defined in relation to Khanna and Palepu’s (2010) definition as a gap between a rule’s 

purpose and the effectiveness of its implementation. Even though BEE has improved the 

equality to some extent, the injustice of the apartheid is still felt by the black majority 

and some of the white majority still sees themselves as superior regardless of the new 

system. Henceforward, the BEE has created too high expectations on many Black 

Africans, as they are still not benefiting from it. This is a result of why many strikes take 

place in the country. However, based on the findings, I believe that the fast-paced 

technologies have changed the skill demands in SA, which makes the unemployed 

population suffer even more. Consequently, human resource development is required 

in order to educate and provide practical training to equip these laborers with the skills 

that are demanded in the society. The findings revealed the lack of vocational education 
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in the country, which would be contributing to filling skills gaps, boost productivity and 

enhance industries and employment in general in SA. 

 

Furthermore, in the public sector synergies, the Local content requirements were 

highlighted as having pivotal effect on a foreign MNCs entry strategy as strict demands 

of embeddedness in domestically produced goods, services and labor are required.  This 

implies a greater reliability of SA’s domestic goods and transportation. 

 

However, adapted organizational structures are in any company necessary in order to 

manage a diverse workforce but also to maintain employee satisfaction and avoid 

disputes with SA’s trade unions. This corresponds with Weick (2012) and Arslan’s (2012) 

argument, as internal organizational structures and routines can impact the overall 

performance of the company and be a determinant on a company’s strategy. Moreover, 

greater control and supervision is desirable (Oliver, 1997; Arslan, p.110, 2012) in order 

to prevent actions as corruption and internal fraud. These are activities combined with 

the crime that SA struggles with and might impose considerable costs on business 

operations for MNCs in SA. Thus, SA cannot be linked with deficiencies in law 

enforcement. The country has the laws in place to battle corruption but lacks the 

resources to enforce it at a consistent and acceptable level in the society which is 

something foreign MNCs need to be conscious of, and not assume that their clients will 

necessarily adhere the laws and procurement rules. 

 

In sum, an intersection between the institutional voids was discovered, as the discussed 

voids might have an impact on the other voids existence in SA. 

 

6.7 Limitations  

Although this study has reached its aims, there were some certain limitations that I want 

to clarify before presenting the general conclusions of my study. This is a pragmatic 

investigation, which implies that rather than testing and adhering discussed theories the 

focus has been on results and practical values and to collect experiences and knowledge 
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from the interviewees in this study. The acknowledgment of the unpredictable human 

behaviors of the interviewees forced me as a researcher to be flexible and open to the 

appearance of unexpected data. Especially since the market intermediaries’ in this study 

might have provided biased responses as they support and promote business in SA and 

might, therefore, be cautious with criticizing the institutional environment (Yin, 2011).  

 

However, the interviewees in this study directed me towards determining what the 

most critical institutional voids were in SA. Although, I would have preferred to get a 

larger sample size, which was anticipated in the start. Other industry experts were 

contacted, but due to limited time, interviews could not take place. This could have 

helped me to get a more critical eye on the institutional voids, as the industry experts 

could have referred to experiences in different industries, which according to my 

findings played a vital role if dealing with the public sector or not, and if many ‘low 

skilled’ workers are required. This could have increased the study’s external validity, as 

this case study relies on analytical generalization where the findings bear upon Khanna 

& Palepu’s five contextual framework in order to map institutional voids in SA.   

 

The case study supported me as a researcher to apply, test and build on Khanna and 

Palepu’s five context framework in the South African context. With a qualitative 

approach, I could ask ‘why’ and ‘how’ questions and understand the correlation existing 

between the navigated voids in SA, as presented in the discussion. However, a concern 

in regard to a case study with a qualitative approach is that it relies on an interpretative 

basis for meanings, reasons and understandings, which results in an absence of 

systematic procedures and clear guidelines that I could follow (Yin, 2009). The 

subjectivity of the study can, therefore, be tied to the study’s construct validity and 

reliability due to the less formalized research method, as it rests on certain assumptions 

that is made in regard to the most critical institutional voids in SA.    

 

Another criterion for quality is the consistency in the study as a whole. It Is necessary to 

provide the reader background about SA (chapter 4) and a clear definition of what 
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institutional voids implicit. First, South Africa is a very complex country due to its 

imbalanced history, which still affects the today’s society, therefore, it is not like any 

other emerging market. The complexity makes it difficult to provide the reader a holistic 

view of the country if prior knowledge is limited. Henceforward, especially since I have 

lived in SA for a period of time and might have more experience than the reader about 

the country and its context. Subsequently, there is a risk in the study that some beliefs 

and knowledge are taken for granted. However, it was of importance for me to exclude 

my subjective assessment in the selection of relevant data (Denscombe, 2009; Bryman 

& Bell, 2015). Consequently, in terms of increasing the findings reliability, the 

interviewees were provided the summarized analysis, in order to reduce errors and 

misinterpretations.  

 

Furthermore, I experienced minor problems with the study’s construct validity, as it was 

difficult to be precise in accordance with the study’s conceptual framework inspired by 

Khanna and Palepu (2010). The framework is divided into five different markets, as 

presented in the literature review, however, I experienced an interference in between 

the markets when applying it to the South African context. Especially when discussing 

BEE regulations, as it affects all markets, and can be discussed from many different 

perspectives as it brings both pros and cons in the product, labor and capital market in 

SA. In sum, it was periodically challenging to distinguish the collected data and apply the 

data to the correct market, based on the five context framework. Moreover, based on 

the interviews, the respondents utilized a number of different factors that seemingly 

play a significant role for MNCs entry strategies, such as internal resources (resource-

based view theory) and international experience (Lykkegaard; Thakrar Bagoon).  Finally, 

it was difficult to discuss institutional voids in the product market, as much relies on a 

company’s product offering and desire in SA. These contributions could have 

strengthened the internal validity (Yin, 2009), but it was beyond the scope of this study 

due to scarce time and resources. 
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7. Conclusion   

 

Institutions play an essential role in determining success or failure of specific strategies 

of companies because of their capability to enforce rules, structures, or constraints on 

the company (Ingram & Silverman, 2002). Inspired by Khanna and Palepu (2010), the 

aim of the study was to examine how the institutional voids affect MNCs when entering 

SA. “…. the concept of institutional voids has much potential to shed needed light on a 

company’s relationship with its institutional environment, by helping to direct our 

attention to the characteristics of institutions that matter most to how firms function” 

(Doh et al., p. 295, 2017). This resulted in the research question:  

§ How do institutional voids in South Africa affect  

multinationals’ entry strategies? 

 

Through a case study based on six interviews including market intermediaries and an 

industry expert in SA, the findings were in line with most of the presented literature in 

this study. By adhering Khanna and Palepu’s (2010) five context framework and as part 

of the strategy, the five markets were examined through in-depth interviews in order to 

navigate the most critical institutional voids in SA. The findings revealed that the labor 

market is the most critical void in SA and will have a direct effect on foreign MNCs entry 

strategies. Additionally, business synergies with public sector can also be appointed as 

an institutional void, as it encompasses several constraints that prevents desired 

business operations for foreign MNCs. Henceforward, due to the conceptual 

frameworks intersection, the findings confess that the informal and formal market in 

the framework plays a significant role correspondingly, as they also affect the labor 

market considerably.  

 

By dissecting the institutional voids in SA, the findings disclose that a clear distinction 

has to be made, between conducting business with the public sector or with the private 

sector in SA, as it comprises unalike allegations for entering MNCs.  
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In synergies with public sector, the MNC is exposed for greater risk of corrupt practices, 

government inefficiency and strict regulations in terms of LCR and BEE. The latter, BEE, 

is pivotal as it contributes significantly to the economic transformation of SA but will 

bear added costs for foreign MNCs in order to become compliant, which is key to gain 

local legitimacy. Henceforward, the attempt to reach a high BEE score results in time-

consuming practices in finding adequate workforce based on color instead of skills which 

is the acutest void as revealed.  Additionally, another component that has not been 

accentuated in past research, is the detrimental aspect of LCR when conducting business 

with the public sector, which could determine a company’s direction in SA. 

Consequently, MNCs are required to use a certain percentage of domestically produced 

goods, services, and labor. The strict rules constitute an uncertain business environment 

for the companies in question, as the South African government is likely to change its 

regulatory framework without much notice.  

 

Despite the repercussions in public sector synergies for MNCs, another imperative 

distinction has to be made between ‘low-skilled’ and ‘high-skilled’ industries in the labor 

market. Based on the findings, there is an overflow of ‘low skilled’ employees and a 

shortage of ‘high skilled’ employees in the country. Furthermore, MNCs that inquire ‘low 

skilled’ labor in SA are more exposed to risk in extra fetched costs. With caution in 

generalizing, hence, a parallel can be strained between ‘low skilled’ labor and increased 

work absenteeism due to strikes, HIV/AIDS-related illness and lack of motivation to 

travel to work. Furthermore, HIV/AIDS results in higher employee turnover, loss of 

skilled employees, increased need for training, and the continuing search for new 

employees in a weak labor market.  These are all interventions foreign MNCs need to 

consider the effect of, as it conveys added costs and might have an influence on the 

MNCs customer satisfaction and general attractiveness on the market. This signalizes 

the prominence for MNCs to modify their business model when entering SA and balance 

the conflicting demands between internal consistency and local legitimacy (Kostova & 

Roth, 2002; Arslan, 2012), without suffering and lose their advantages of global branding 

(Khanna & Palepu, 2010; Drouillard, 2017).  
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8. Recommendations 

 

8.1 Practical Implications  

The navigated institutional voids have helped me as a researcher to direct focus on the 

institutions that matter the most in SA which could provide imperative insights for 

managers in evaluating the risks when entering the country. However, the institutional 

voids vary between industries as stated in the study but will bear supplemental costs for 

MNCs anyhow. However, a suggested step concerning entry strategy for MNCs when 

entering SA is to invest time and resources to analyze the South African market with 

regard to the navigated voids in this study. Such analysis could help MNCs to make 

estimations in relation to LCR and BEE requirements, HIV/AIDS (medical care, 

productivity & depression), crime prevention (surveillance, insurances & counseling for 

employees), risk of corruption and absenteeism (strikes, commute to work for 

employees living in the townships, funerals & other cultural settings).  Another central 

aspect to take into consideration for foreign MNCs is the location in SA, as incentives 

from the provincial governments can generate in reduced costs. In a similar vein, the 

location is also prevalent to reduce transportation costs which are fundamental in order 

to comply with the markets price sensitivity. Hence, different harbors and airports have 

pros and cons in the country, as discussed in the study, which can be pivotal to reach 

success. However, the SADC membership opens up opportunities abroad, where 

Mozambique and Namibia are two great options when, for instance, if ocean freight is 

desired.  

 

However, after been estimating potential costs of operation in SA, MNCs need to 

consider whether a JV, WOS or an acquisition is the most appropriate entry mode.  

Entering SA through a WOS will benefit from managerial autonomy and full control 

which according to the findings is necessary particularly in ‘low skilled’ industries. My 

findings signify that centralized structures within an organization are essential, with a 

clear delegation of tasks in order to enhance productivity. On the contrary, MNCs might 

find it more perplexed to overcome the liability of foreignness without the legitimacy of 
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a local partner, as they achieve when entering as a JV. This might lead to external 

certainties causing declined attractiveness in the market by local stakeholders, e.g. if the 

MNC struggles with BEE compliance. My suggestion, based on the findings is to make 

extensive analysis in order to find a local partner the company can trust, that preferably 

is BEE compliant. Consequently, foreign MNCs can take advantage of the partner’s 

already existing networks, which potentially could generate additional openings in other 

SSA markets.  

 

Key takeaways:  

§ JV commitments lead to reduced external uncertainties in regard to BEE and LCR 

requirements which is important for local legitimacy.  

§ BEE compliance can counterbalance slow business performance, as some 

companies might want to conduct business with your company due to the BEE 

compliance. 

§ Internal consistency in an organization is significant in SA. Due to high 

absenteeism in ‘low skilled’ industries, transparent policies are desirable in order 

to emphasize the corporate rules. Foreign MNCs should provide a detailed 

program aimed at dealing with absenteeism in consultation with all relevant 

stakeholders.  

 

8.2 Future Research  

My research highlighted and filled out the gap of how institutional voids affect MNCs 

when entering SA. However, my empirical data have identified a number of interesting 

topics for further exploration:  

§ The BEE regulations fetch extra challenges when entering SA as discussed in the 

study, however, when compliance is achieved, it seems to generate local 

legitimacy in SA. Hence, a future investigation of how BEE regulations affect 

competitive advantage of foreign MNCs would, therefore be interesting.  
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§ According to the findings, the nine provinces in SA differs when conducting 

business in SA, including different incitements and challenges. Thus, it would be 

interesting to investigate more on institutional voids on a provincial level in SA.   

 

§ Most previous research conceptualizes institutional voids as constraints. 

However, as mentioned briefly in this study, institutional voids are also business 

opportunities (Khanna & Palepu, 2010). Foreign companies could exploit the 

navigated voids as spin-offs. Based on the findings, the slow bureaucratic 

procedures seem to be harmful to the whole society. Digital and transparent 

solutions could seemingly be filling the gap to enhance the enforcement of 

contracts (The World Bank, 2017). However, it would be interesting to conduct 

further research on which institutional voids that presumably could be leveraged 

as business opportunities in SA.  

 

§ Absenteeism from work was appointed to be a major cost driver for companies 

according to the findings. It would be interesting to conduct a quantitative study 

and measure the annual loss per year it results in.  
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10. Appendices  

Appendix 1 – Ease of Doing Business  

 

 Denmark Sweden South Africa 

Legal Form (ApS) Aktiebolag Private Limited 

Liability Company 

Cost DKK 50.000 SEK 50.000 ZAR 1 

Time required 3,5 7 45 days 

Register a property 

(days) 

4 7 23 

Paying taxes (hours) 130 122 210 

Enforcing contracts 

(days) 

485 483 600 

 

(The World Bank, 2017). 
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Appendix 2 – BEE Compliance  

 

BEE CONTRIBUTION 
LEVEL 

SCORECARD POINTS PROCUREMENT 
RECOGNITION 

1 100 or above 135% 

2 85 to 99.99 125% 

3 75 to 84.99 110% 

4 65 to 74.99 100% 

5 55 to 64.99 80% 

6 45 to 54.99 60% 

7 40 to 44.99 50% 

8 30 to 39.99 10% 

Not compliant < 30 0% 

  
Black Economic Empowerment Scorecard (Own construction based on BEE Navigator).  
 
 
 
 
  
 
 
 
 
 
 
 
 
 
 
 
 
 
Contributing elements on the scorecard (Own construction based on BEE Navigator).  
 

B-BBEE ELEMENT WEIGHT 

Ownership 20.00% 

Management 10.00% 

Employment Equity 15.00% 

Skills Development 15.00% 

Preferencial Procurement 20.00% 

Enterprise Development 15.00% 

Socio Economic Development 5.00% 
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Appendix 3 - World Governance Indicators  

All indicators are described in accordance to the reports from The World Bank10. 

 

Voice and Accountability  

These concepts capture perceptions to which degree a country’s citizens are able to 

participate in selecting their government, i.e. freedom of association, and a free media. 

Further examples are; Human rights, political rights, electoral processes, freedom of the 

press (The World Bank, 2018). 

 

Political Stability and Absence of Violence/Terrorism  

This dimension measures perceptions of the probability of political instability and/or 

political motivated violence, including terrorism. Examples are: Violent demonstrations, 

terrorists threats, religious conflicts, ethnic tensions and other external conflicts (The 

World Bank, 2018). 

 

Government Effectiveness 

Relates to perceptions of the quality of public services, the quality of the civil service 

and the extent of independence from political pressures, the quality of policy 

formulation and application, and the trustworthiness of the government’s commitment 

to such policies. This includes; institutional effectiveness which is crucial in this study, 

quality of primary education, drinking water and sanitation, infrastructure, bureaucratic 

quality etc. (The World Bank, 2018). 

 

Regulatory Quality 

Regulatory quality captures perceptions of the ability of the government to formulate 

and implement sound policies and regulations that permit and encourage private sector 

development. For instance; unfair competitive practices, price controls, burden of 

government regulations, ease of starting business, financial freedom, prevalence of 

trade barriers (The World Bank, 2018). 

                                                        
10 Documentation on Worldwide Governance Indicators 
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Rule of Law 

This dimension measures the degree to which agents have confidence in and abide by 

the rules of society, and in particular the quality of contract enforcement, property 

rights as well as crime and violence. Representative sources are; violent crime, private 

property protection, business cost of crime and violence, reliability of police services, 

IPR protection etc. (The World Bank, 2018). 

 

Control of Corruption 

Control of corruption seizes insights of the degree to which public power is exercised for 

private gain, including both petty and grand forms of corruptions. This includes 

corruption in; public officials, politicians, tax, judicial decisions, local and foreign 

businesses etc. (The World Bank, 2018).  
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Appendix 4 - Hofstede’s Cultural Distances  

Power Distance  

The first dimension deals with that all individuals in our societies are not equal. The 

dimension includes the attitude of the culture towards these existing inequalities 

amongst us. Hofstede defines Power Distance as the “extent to which the less powerful 

members of institutions and organizations within a country expect and accept that 

power is distributed unequally”. Compared to Denmark and Sweden, SA scores fairly 

high which means that the majority of people accept a hierarchical order in which 

everybody has a place and no justification is clearly needed. It concludes that 

centralization is popular, and employees expect to be told what to do in their work place  

(Minkov & Hofstede, 2011; Hofstede Insights, 2018).  

 

Individualism  

The essence of this dimension is the degree of independence among individuals in a 

society. It has to do whether it is a collective society, or if people look after themselves 

and their direct family only. Collective societies refer to places where people belong to 

groups that take care of them in exchange for loyalty. SA is scores similar to the other 

Scandinavian countries, where individualism is “more” preferred in comparison to a 

collectivistic society. Here, an offence might cause guilt and a loss of self-esteem, and 

the hiring process are supposed to be on merit only (Minkov & Hofstede, 2011; Hofstede 

Insights, 2018).  From a business standpoint, employees are expected to act as 

“economic men” who perform best as individuals and people expect extrinsic awards 

such as money and promotions (Ragland, 2012; Parboteeah & Cullen, 2003). 

 

Masculinity  

This dimension focuses on the society’s drive for competition, success, and 

achievements, a value system that starts in early age. The Scandinavian countries score 

very low which indicates that the dominant values in life is caring for others and quality 

of life.  
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SA scores very high which Hofstede defines as people that “live in order to work”, where 

competition and performance are keys. These people prefer environments that 

emphasize recognition, advancement and promotions (Minkov & Hofstede, 2011; 

Hofstede Insights, 2018). 

 

Uncertainty avoidance  

The Uncertainty Avoidance dimension deals with how a society predict the future, if 

they should try to control it or just let it happen. This ambiguity brings anxiety and 

different cultures have learnt to deal with this anxiety in different ways. Further, 

Hofstede explains it as how an individual in a society feel threatened by an unknown 

situation. SA, scores in the middle and are a bit higher than the Scandinavian countries 

which means that SA might be a bit more anxious about foreign companies and 

products. High uncertainty avoidance societies are more conservative and resistant to 

change, which means that individuals prefer to stay with the same employer over time 

(Minkov & Hofstede, 2011; Hofstede Insights, 2018) 

 

Long term Orientation 

This dimension elaborates on how every society has to maintain some links with its own 

past, while dealing with current and future challenges. Some societies, that scores low 

in this index prefer to maintain traditions and norms while viewing societal change with 

doubt. SA scores similar to Denmark, which means that the culture is more normative 

than pragmatic (Minkov & Hofstede, 2011; Hofstede Insights, 2018). 

 

Indulgence 

Hofstede defines this dimension as the extent to which people try to control their 

desires and instincts, based on their childhood and how they were raised. The author 

refers weak control as “indulgence” while relatively strong control is termed “restraint”. 

South Africa scores high as the other two Scandinavian countries. This classifies a society 

as indulgent, which usually exhibit an enthusiasm to realize their instincts and desires 
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with regard to enjoying life and having fun. Leisure time is vital, and people possess a 

positive attitude towards optimism (Minkov & Hofstede, 2011; Hofstede Insights, 2018). 

 

Criticism 

The scores mainly represent the white population in SA. Hence, since the majority of 

people are Black African, their scores may be very different from those presented above 

(Hofstede insights, 2018).  
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Appendix 5 - Townships 

 

 
 

The pictures demonstrate the large townships areas outside Cape Town, known as the 

Cape Flats where millions of people live under poor standards.  
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Appendix 6 - Interview Guide  

Market Intermediaries 

The interview guide includes questions to order to guide a semi-structured and open-

ended interview. The aim of the interviews is to see how the selected case companies 

experience the institutional environment in SA and how they support MNCs in the 

context. The interviewees were encouraged to speak freely about the most critical 

“institutional voids” in the market and what they perceive is the most crucial 

implications for MNCs strategies.  

  

Background 

§ Company history and the interviewee’s role  

§ Presence in SA 

§ Perception on the institutional environment in SA 

 

Entry modes 

§ How is the internalization procedure when entering South Africa? What are 

companies’ struggling with most?  

§ What is the most common entry modes companies tend to choose? Why? 

§ What is the biggest difference between entering as a WOS and a JV in SA? Pros 

and cons?  

§ Would you say it’s easy to set up a business, in terms of registration of property, 

payment of taxes and if you want to close a business? 

§ In what way does companies’ choices depend on formal and informal 

institutions?  

§ How important is it to have a local partner in the host market? How do you 

choose a local partner? 

§ Have you seen any company changing entry mode choice due to institutional 

circumstances?  

§ Do companies follow other similar companies when they enter the market (that 

have done the same process)?  
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Market Attractiveness & Openness 

§ A very broad question, but what is the major differences in the business 

environment between Scandinavia/Europe and SA? Why? 

§ How important is it to have a physical presence in the SA? 

§ Is there a big difference between the regions within the country when doing 

business? (i.e., Gauteng and the Western Cape). 

§ How attractive would you say the South African market is for foreign MNC? In 

comparison to other emerging markets? 

§ Is it any legal or regulative restrictions for setting up businesses within in 

different sectors? 

§ Any implicit or explicit discrimination towards foreign firms in the sector? 

§ What restrictions does the government place on foreign investment? Are those 

restrictions in place to facilitate the growth of domestic companies, to protect 

state monopolies, or because people are suspicious of multinationals? 

§ Can a company make greenfield investments and acquire local companies, or can 

it only break into the market by entering into joint ventures? Will that company 

be free to choose partners based purely on economic considerations? 

§ How long does it take to start a new venture in the country? How cumbersome 

are the government procedures for permitting the launch of a wholly foreign-

owned business? 

§ Can a company set up its business anywhere in the country? If the government 

restricts the company location choices, are its motives political, or is it inspired 

by a logical regional development strategy? 

§ Does the government allow foreign executives to enter and leave the country 

freely? How difficult is it to get work permits for managers and engineers? 

§ Is it easy to make an acquisition? If not, why?  

§ Has it been any cases where MNCs have been too opportunistic when entering 

SA – and then, changed their strategy due to institutional pressures?  

 

Firm Resources  
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§ Do you think it requires a certain size of the company in order to expand? How 

important is previous international experience? 

§ Would licensing / JV be better for smaller companies? 

 

Formal Institutions 

§ How easy is it to get access to decision makers when doing business?  

§ How extensive is the procedure of doing government projects?  

§ Would it help to partner up with local firms to reduce bureaucratic hassle? 

§ How would you describe the political situation in South Africa? 

§ When Ramaphosa was elected, what were the effects? And how will it affect SA 

in the near future? 

 

Corruption 

§ How would you describe the corruption situation in the country? 

§ Do you think the existing corruption to some extent has a correlation with the 

country’s labor laws and low income? 

§ Is there any more appropriate entry strategy that could reduce potential risk of 

corruption? 

§ How problematic is corruption for the growth of businesses?  

§ Have you experienced any MNCs that has withdrawn due to corruption?  

§ Can corruption at some point be a way of doing business? 

 

Informal institutions 

§ How would you describe the major cultural differences, business wise, between 

Scandinavia and SA?   

§ How are you helping companies with the pre-entry research a preparation? 

§ Would you suggest having local managers in the firm? And by having a local 

management, could it replace entering as a JV?  

§ In Scandinavia, we have very decentralized structures within the companies, how 

is the “power distance” in SA?  
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§ Are relation-based transactions common?  

 

Labor Market 

§ How is the talent pool in South Africa and the ease of finding and hiring the right 

people? 

§ How strong is the country’s education infrastructure, especially for technical and 

management training? Does it have a good elementary and secondary education 

system as well? 

§ Ease of validating and accessing qualified labor? 

§ Would hiring a local manager help to enter the market as WOS instead of JV?  

§ Are foreign companies experiencing any problematic issues with the BEE 

compliance? 

§ What benefits exist when complying with the BEE policies?  

§ If the BEE wouldn’t exist, how do you think the business landscape would like 

then?  

§ Are there any labor regulations that hinder business activities? 

 

Product market 

§ Are consumers willing to try new products and services? How is the trust from 

foreign companies? 

§ Can companies easily obtain reliable data on consumer tastes and purchase 

behaviors? 

 

Capital market 

§ Is it easy to obtain financial information on potential partners? Would it be 

complicated if companies are interested in licensing or JVs?  

§ How effective are the country’s banks, insurance companies, and mutual funds 

at collecting savings and channeling them into investments? 
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§ Are financial institutions managed well? Is their decision making transparent? Do 

noneconomic considerations, such as family ties, influence their investment 

decisions? 

§ How reliable are sources of information on company performance? Do the 

accounting standards and disclosure regulations permit investors and creditors 

to monitor company management? 

§ Regarding payment, especially in public projects, are foreign companies 

experiencing any problems in receiving payments and signatures?   

 

Political 

§ Do the laws articulate and protect private property rights? 

§ Do religious, linguistic, regional, and ethnic groups coexist peacefully, or are 

there tensions between them? 

§ Do people tolerate corruption in business and government? 

§ Can strangers be trusted to honor a contract in the country? 

§ Have any companies experienced problems regarding intellectual property 

rights?  

§ Has it been any major regulative changes in the last years – that has affected 

companies safety? If so, does it happen often?  
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Appendix 7 - Interview Guide  

Industry expert 

This interview guide derives and builds on discussed topics from the market 

intermediaries.  The aim with the industry experts is to validate expressed institutional 

voids by the market intermediaries. The industry experts were encouraged to discuss 

openly on their take and perception regarding these statements, and if they agree or 

disagree. Moreover, the interviewees were also motivated to speak freely regarding 

other challenges that they experience when doing business in SA.   

 

Openness  

§ Ease of setting up a business  

§ Differences between provinces  

§ Discrimination against any sector 

§ Any governmental incentives?  

 

Labor  

§ Perception on having a local management  

§ Supervisor roles – centralized structure?  

§ Loyalty among employees 

§ BBBEE, how complicated is it for foreign MNCs?  

§ Education / vocational education 

§ HIV Aid policies  

§ Troubles in finding skilled workforce?  

§ Work permits – foreign executives 

 

Formal  

§ Corruption and its influence on the business environment 

§ Bureaucracy 

§ Legal framework 
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Informal  

§ Trust issues 

§ Freedom under responsibility  

§ Importance of relations and network when doing business  

§ Empathy leaves 

§ Relationship based transaction 

 

Capital  

§ Finding reliable information about companies’ financial situation and history  

§ How effective are banks & insurance companies? 

§ Law system  

§ Ease of getting credit  

 

Product  

§ Intellectual property rights 

§ Ease of obtaining information about consumer behaviors and preferences 

§ Anything that is not mentioned that you would like to emphasize as a 

problematic or challenging factor when doing business in SA?  
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Appendix 8 – Transcription  

Here is an example of a transcription based on the interview with Laura Lykkegaard. The 

interviews were summarized with extensive notes in order to dissect the most relevant 

information in accordance to Khanna and Palepu’s (2010) five context framework.  

 

Background 

Over 25 years of experience in SA and have worked for different companies throughout 

the years. Opened up her own consultancy firm, CapeCapacity a couple of years ago with 

the purpose of helping startups and bigger companies from Scandinavia to establish in 

SA. 

 

Informal 

Some companies have experienced trust issues when entering SA when dealing with 

suppliers and other stakeholders in the value chain. For instance, one employee bought 

a Land Rover car on the company card since she believed she could do so in her position 

new within the company. You have to be incredibly precise in what do and not when 

opening up businesses here.  

 

Scandinavia has a really good reputation in SA and trust is a commodity here as a foreign 

company. In SA you can trust people, but you need to be a little bit more alert. There 

are still many businesses done by a handshake. People from SA are very proud to do 

business with Scandinavians though. This is the land of opportunities, especially for 

Scandinavians. But what I have seen in some cases when Scandinavian companies are 

entering SA, is that companies come with an attitude of “I know better”. I suggest 

companies take time and listen to employees and locals, and at least meet them halfway 

and understand how they think about things. I have seen companies that have come in 

and set up their company exactly like they would have done in Scandinavia, but it 

doesn’t work. You have to adapt to the local market. One example of this is that we, in 

Scandinavia, has way more decentralized structure and our work culture depends a lot 

on trust. As an employee, this means “freedom under responsibility”, that your manager 
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might approach you and give you more responsibility than expected and think outside 

the box. At the same time, the manager might think how he or she can learn from the 

employee, in regard to his “freedom”.  With the trust in the company, that is how we 

build and upskill people in Scandinavia. In SA, managers tell you what to do, and that is 

what you do, basically copy paste. You could see this manner in other institutions, such 

as schools and universities, that the teacher writes something on the board, and that is 

what you need to learn for the exam, so you are not learning to think yourself. From 

personal experience, I have been in a manager role where I have tried to give employees 

the freedom to solve certain problems, but some have been shocked because people 

are afraid of failing. Therefore, it is very important for MNCs and their recruited 

managers to be supportive and act as role models for employees on the “bottom floor”. 

Also, to emphasize that they have been in their position but climbed in the hierarchy 

and achieved this new manager role. Managers want and should want to know what 

their employees see and experience because they are probably the ones that are 

engaging with the customers and learn to know their preferences. 

 

Formal 

The most frequently asked questions from foreign companies are about: corruption, 

crime, education, skilled workforce, and if companies can trust the law systems. There 

is major corruption going on in the country, even when big well-known companies are 

entering the country. Corruption is not only when you receive a bribe, there is demand 

from one side and a willingness from the other, so it’s both sides. This especially happens 

when you as a company have to deal with a state-owned companies or institutions. I 

would say it is almost where 90 % of corruption occurs. But it is important to distinguish 

the different sectors you are operating in. For instance, if you are entering as a clothing 

brand, there is barely any difference and as uncorrupt as in Scandinavia. In SA, it is very 

divided, if you are dealing with state companies or not.   

 

A typical corruption starts at the bottom, where people, for instance, bribe the police 

force if they get stopped. People say sometimes that they always keep 1000 Rand under 
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their seat in the car. However, if you have a culture that “allows” that on the bottom 

level then it’s very hard to get rid of it in the whole society. As we from Scandinavia 

come from very anti-corrupt societies, we kind of owe to keep it like that when we are 

coming to other countries to show our high level of anti-corruption. If you feed 

corruption somewhere, it filters out everywhere. Companies should corporate with 

good law firms and accounting firms and make sure to tell them your strategy around 

corruption and transparency.  Bureaucracy can also be a nightmare, especially if you are 

dealing with education and healthcare, it is heavy and time-consuming. Many foreign 

companies in this industry corporate with small companies in the country with locals 

since they know exactly how to deal with it. Luckily, the courts and law systems are really 

good, they are clean and transparent. Tax services are also really good in the SA and we 

can proud since Swedes and Danes built the system. 

 

Labor  

Employing the right people with the right skill is a nightmare for so many. I have had 

cases where big MNCs are entering the country, recruiting people and provide them 

training and so on but it has been really hard for companies to retain their people. It is 

weird because people have been queuing on job fairs and so on to get these types of 

jobs but four months later they are gone because it was too hard to get to work or they 

found something else. However, it is not the same loyalty as we are used to in 

Scandinavia, and you will find these types of behavior at all levels in companies, even 

among managers. People jump around a lot, meanwhile, we Scandinavians think more 

than if we stay longer it might look better on my CV.  

 

Regarding the HR policies, they are actually really good here. Also, employees can access 

“low”-court very easily if they are not happy with a situation, so they are very well 

protected and very similar to our work contracts in Scandinavia.  

 

Work permits – We have had cases where you have to convince the embassies in 

Scandinavia for instance, that we are going to employ people, have skills training, and 
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that the employees will predominantly not be white, in accordance to BBBEE. These are 

the type of things that might let your executive team start with getting work permits in 

the country. After setting up your business, the manager can get permits to travel 

around within the country (if needed) to train their staff, but it's normally just a couple 

of months.  

 

More regarding the BEE. You only need to have high BEE score when you are selling to 

state or parastatal companies. We have seen cases where companies actually decide to 

sell their business, if their customers change or something in the supply chain changes, 

that makes you as a company forced to be compliant, which is tough for small business. 

However, even though you are not selling or working with parastatal companies, it is 

still good to be compliant because it gives you a better reputation.  

 

Something that is also very different to Scandinavia is that you need to have an HIV aid 

policy, and many MNCs are having a mobile clinic that comes every third month that can 

dispense tablets. Otherwise, HIV positive employees have to go to the clinic and town 

and will be gone for a whole day.  

 

Another thing if you recruit many black African or colored. Companies should consider 

something called empathy leaves with their lawyers. Let’s say that the employees have 

three weeks of holiday a year, you could another week that counts as an “empathy 

week”. This means that you can go to a funeral, and people go to funerals all the time. 

In the black community especially, a funeral is bigger than your wedding and the day 

you are being born, the funeral is the biggest party of your “life”.  

So, people go in hundreds or sometimes in thousands to a funeral, to a person that they 

barely know. We suggest companies think about this process and maybe provide their 

employees five empathy days per year and tell them that they decide when they want 

to use them. But only five, for example.  
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Also, a lot of CVs are made up and fake, but not as many as 60 %, but you will surely find 

that people “have” been professors at universities and so on. But, there are ways to find 

out, because it is quite easy to look up people here. If you are working with a good 

lawyer here in SA, they can look up everything within minutes about persons and 

companies’ backgrounds.  

 

Capital 

It is not as easy to find information about companies as it is in Sweden or in Denmark, 

especially not as in Sweden where everything is transparent. However, if you have a 

good lawyer in SA, they will have access to a system where they can check up on people, 

companies, and properties (i.e. who owns this building). This is something we suggest 

to all companies entering SA. 

 

Openness 

It is very easy to open up a company here and you don’t need a local partner to do so, 

in comparison to many other countries in Africa, middle east and South America. It is 

also fairly inexpensive to open a business and you could start instantly. Having a physical 

presence in SA really depends on the industry and is not always necessary.  

 

I have seen in some cases that MNCs are entering the country with their executive team, 

in order to set up the business, which could take years. But, what some MNCs do, is that 

they hire South Africans, to “shadow” them and their roles, so the CFO has one guy and 

the CMO another, so they can train them, and then the local can takeover. 

 

There is no dominance in how companies enter the country, it's depending a lot on the 

internal resources.  There are advantages and disadvantages by having your business in 

Western Cape and Gauteng. It is two very different places with 1500 kilometers apart. 

You need to look into your industry. I have worked with clothing companies and then, 

Cape Town is a much better location, since there are a lot of advertising agencies in that 

industry, fashion magazines, and models. Back then, the political situation was also 



The Rules of The Game: South Africa 

 

VICTOR GÖRANSSON 112 

 

important, since the two different regions had different parties ruling. Western Cape 

has a democratic alliance while Gauteng is ruled by ANC. So, the local election is almost 

as important as the national election and many MNCs take that into consideration. So, 

the different regions vary in many ways. “You just don’t buy into a country, you buy into 

small counties”.  

 

The major differences are, if your company is dealing or need to be close to political 

decision-makers, you need to be in Gauteng, in Pretoria or Johannesburg. In same 

regards to banks and insurance companies. Johannesburg has the South African 

“Wallstreet”. Cape Town is a very attractive place to live in, but if you really want to do 

business well, Johannesburg is the place in most cases. It is a very corporate atmosphere 

compared to Cape Town. Many people actually live in Cape Town but fly up to 

Johannesburg and work for there for a week.  

   

Product 

Another rule that is critical to take into consideration is the Local Content Requirements. 

Many foreign companies are hesitant because of these rules. One example is a company 

that was going to enter SA but decided, in the end, to not enter due to these practices. 

One of the requirements for this company was that it had to have 40 % of its production 

in the country. The company did some extensive calculation over a long period of time 

and in the end, they found out that it was too difficult, too expensive and wouldn’t be 

any promise of getting the profit they wanted.  

 

 

 

 

 

 

 

 


