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Preface 

Motivation 

The motivation behind the work undertaken to write this dissertation matured whilst I was serving 

as a non-executive director of Spar International, a large European MNC engaged in food retailing 

in over 30 countries, including several Sub-Saharan countries. In South Africa, Spar has worked 

diligently over the last 25 years to engage with all parts of the South African society and embrace 

social diversity. In 2012, Spar International and its South African affiliate embarked on a project 

with an NGO, the Global Alliance for Improved Nutrition (GAIN), to source selected produce 

from smallholder farmers near its supermarkets rather than from centrally placed wholesale 

markets. The smallholder farmers had not hitherto had a formal outlet for their crops, and they 

benefitted from a higher and more stable income than otherwise achievable. The cooperation 

between Spar International, The SPAR Group Ltd in South Africa, GAIN and the local 

smallholder farmers also made provisions for other local employment, with, e.g. local providers 

of packaging material or local transport firms. It was during one of the all too frequent business 

trips that the author read an excerpt of Prahalad’s book about the Bottom of the Pyramid (BOP) 

(2005) and became inspired about the responsibility and opportunities for MNCs to assist in 

alleviating poverty in developing countries. The author wondered what does it take for a firm to 

be successful in such difficult business environments?  

The subtitle of Prahalad’s book (2005) is “Eradicating Poverty Through Profits”, and this became 

an apt synthetisation of the phenomenon underneath this dissertation. One out of ten of the world’s 

population lives in extreme poverty and sustains their life for less than 1.90 USD per day, and 

more than half of these extremely poor live in Sub-Saharan Africa (IBRD, 2016). Though poverty 

has, in monetary terms, been reducing over many years (World Bank, 2017), but the awareness 

of the difference between rich and poor is increasing at either end of the scale, as information 

about prospects for a better life is disseminated and filtered to the poor via the internet, and to the 

rich as a result of the experiences brought by an influx of migrants to the geographical North. 

These first steps towards the asymmetry of information led to growing tensions during the latter 

part of the twentieth century, and awareness rose that the scourge of poverty is a significant issue. 

Inspired by the turn of the millennium, Kofi Annan convened world leaders during the late 1990s 

in an effort that led to the Millennium Development Goals (MDGs) (United Nations, 2000).  

  



4 
 

In his call to the world, the Secretary-General stated: 

“To survive and thrive, a global economy must have a more solid foundation in shared values and institutional 
practices - it must advance broader, and more inclusive, social purposes” 

 (Kofi Annan, 2000, p. 10). 

The statement endorses the role of a growing and prosperous economy on the one hand and on 

the other a responsibility imposed on the economic actors to assume a societal role to a higher 

degree. A well-performing business sector was seen by Kofi Annan as being intertwined with 

positive societal influences. His vision is my motivation for the work behind this dissertation of 

studying some of the foundational aspects of the presence of foreign firms in the emerging markets 

and developing countries. 

Acknowledgements 

I am forever grateful for the continued encouragement and support of the love of my life, my wife 

Marianne, and our wonderful children, Christoffer, Michael and Emma and their families. Their 

backing is the foundation for quenching my everlasting thirst for new challenges. Fortunately, the 

list of instances where I have chipped away at their forbearance is too long to mention here. 

The dissertation would never have reached its completion without the inspiration, backing and 

support from many individuals around me. First and foremost, my sincere thanks and appreciation 

go to my supervisors, Associate Professor Søren Jeppesen and Professor Bo Bernhard Nielsen, 

for their boundless and helpful guidance and constructive feedback. Secondly, I want to thank my 

colleagues at the Department of Management, Society and Communications for their assistance 

and interest in my research over the years. I am particularly grateful to Associate Professor 

Michael Wendelboe Hansen for his fruitful co-authorships and Associate Professor Jacob Taarup-

Esbensen for his valuable inspiration in the early days of my PhD journey. 

Several parts of this dissertation are founded on data obtained through a rewarding collaboration 

with the Investment Fund for Developing Countries and the Confederation of Danish Industry and 

from numerous visits to firms in East Africa and Denmark. I am appreciative of their generous 

sharing of relevant and valuable information. I also want to express my thanks to the many PhD 

fellows, conference participants, organisers of paper development workshops, reviewers, 

discussants, professors and members of my Nord-IB cohort, and faculty and staff at The 

University of Sydney Business School (who hosted me during two research stays) for providing 

inspirational and critical feedback on various iterations of my work. Lastly, I am deeply grateful 



5 
 

to the Augustinus Foundation, Otto Mønsteds Foundation and Firmaet Hugo Evers & Co's 

Foundation for their generous financial support.  



6 
 

English abstract 

This dissertation examines the performance determinants of foreign firms’ engagement in 

emerging markets and developing countries (EMDC) by focusing on the internationalisation 

process and factors that determine a sustained and economically viable presence. Firms are 

identifying the rising business prospects in, e.g. Africa and develop strategies for entry or long 

term survival. The notable differences between the business environments in advanced economies 

in the geographical North and the EMDCs pose challenges for foreign firms. Some firms fulfil 

their entry objective while others fail. After entry, some firms survive while others fail. This 

dissertation examines the performance effect of resources and experience to ascertain their role 

concerning entry or sustained presence in challenging business environments in the EMDCs. It 

employs three empirical papers and one review paper to accomplish this undertaking. The first 

paper explores the firms' adopted entry modes in light of their accumulated experience and their 

assessment of the essential resources. The second investigates how subsidiaries deploy strategies 

to source resources in the juncture between their parent firm and local resource scarcity. The third 

empirical paper studies the effects of experience on subsidiary performance in challenging host 

country environments, while the review paper provides reasoning for the measurement aspects of 

subsidiary performance.  

The challenges posed by the EMDCs' lack of commonplace resources, e.g. stable electricity 

supply, clean water or highly skilled labour, form part of the backdrop for the dissertation's 

empirical findings. Moreover, the often idiosyncratic and volatile institutional environments with 

their lack of, e.g. political stability or effective and transparent legal systems, pose further 

challenges for the foreign firms entering and operating in such environments. Based on a 

longitudinal study of Danish firms attempting entry into Kenya, the dissertation finds that the 

accumulation of experience in Kenya led several firms to abandon entry in lieu of altering their 

entry mode. The firms based the abandonment on an unfavourable assessment of their resources 

and the prevailing institutional environment.  

Yet, firms that decide to enter into the EMDCs, sampled in this dissertation with Danish 

subsidiaries located in East Africa, seem to formulate similar strategies to overcome the local 

resource scarcity irrespective of their industry and entry motive. The subsidiaries primarily source 

financial, technical and procedural resources from their parent firm, whilst they simultaneously 

navigate the challenging local environment for other resources often in scarce supply. The ability 

to manage this dual-pronged resource strategy seems not entirely attributable to subsidiary 



7 
 

management's host country experience but noticeably to their extensive industry experience. The 

accumulation of experience and its effect on subsidiary performance is well-established, and it is 

corroborated in this dissertation. This dissertation identifies furthermore that firms' can augment 

their experience beneficially in a partnership with an experienced partner from their home country, 

denoted vicarious experience. The effect on the subsidiary performance of the combination of 

firms' own and vicarious experience becomes even more advantageous in highly challenging 

business environments.  

The dissertation makes contributions to the literature in various respects. First, it contributes to 

the development of understanding the role of experience in the internationalisation of firms. It 

finds that the accumulation of pre-entry experience does not necessarily reduce the psychic 

distance such that the entrant firms fulfil their strategic entry objective. This adds to the discussion 

about the notion that accumulation of experience leads to further internationalisation. Second, the 

dissertation promotes a better understanding of how resource scarcity and managerial 

characteristics influence post-entry performance, and it establishes that subsidiaries in challenging 

business environments deploy similar dual-pronged resource strategies. Third, it develops a 

tripartite framework for subsidiary performance assessment and identifies a high variability of 

measurements of subsidiary performance. Additionally, it proposes a guide for subsidiary 

performance measurement selection. Fourth, the dissertation contributes notably to the 

internationalisation theory by explicating the subsidiary performance effect of vicarious 

experience in challenging business environments.  
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Danish abstract 

Denne afhandling undersøger nogle af de bestemmende faktorer for udenlandske virksomheder  

som opererer i udviklingslande og ofte under vanskelige vilkår. Afhandlingen undersøger, 

hvorledes virksomhedernes akkumulerede erfaring og resourcer opfylder deres strategiske mål og 

understøtter en langsigtet og økonomisk bæredygtig tilstedeværelse. Udenlandske virksomheder 

fra det geografiske nord søger i stigende omfang de forretningsmæssige muligheder som 

udviklingslandene byder på. De betydelige forskelle imellem at drive virksomhed i avancerede 

økonomier i nord og udviklingslande i syd øger de altid tilstedeværende udfordringer ved 

krydsning over landegrænser. Afhandlingen tager udganspunkt i, at der er store forskelle imellem 

udenlandske virksomheders resultater i udviklingslandene. Den undersøger hvilken effekt 

resourser og erfaring har på dels virksomhedernes beslutning om etablering og dels de senere 

resultater af datterselskabernes aktiviteter. Afhandlingen består af fire artikler og et overordnet 

introduktionskapitel til belysning af emnet. Den første artikel følger og analyserer et antal 

virksomheders beslutning om etableringsmåde set i lyset af deres erfaringer og vurdering af deres 

resourcers styrke i forhold til udviklingslandets marked. Den næste artikel undersøger hvorledes 

datterselskaberne  omsætter strategier for fremskaffelse af resourcer i positionen mellem deres 

moderselskaber og lokal resourceknaphed. Den sidste artikel afdækker den resultatmæssige effekt 

af datterselskabernes erfaring opnået i værtslandet, og undersøgelsen baseres delvist på 

afhandlingens tredje artikel om måling af datterselskabers resultater. 

Udviklingslandene byder på ganske mange udfordringer på grund af mangel på almindelige 

resourcer såsom uafbrudt elforsyning, rent vand og uddannet arbejdskraft. Ligeledes udgør de ofte 

vanskelige politiske forhold og utilstrækkelige og uigennemsigtige retssystemer et krævende 

miljø at drive et datterselskab i. I forbindelse med tilvejebringelsen af denne afhandling blev et 

antal danske virksomheders opsamling af erfaring og beslutning om at etablere markedsadgang i 

Kenya fulgt igennem længere tid. I modsætning til den almindelige opfattelse af at yderligere 

erfaring skaber grobund for international ekspansion, så valgte adskillige virksomheder at undlade 

at etablere sig. For flere virksomheders vedkommende fører beslutningen dog til en etablering. 

Derfor blev et antal danske datterselskaber i Øst Afrika besøgt for at undersøge, hvilke faktorer 

medfører, at de har formået at være tilstede i en vanskelig forretningsmæssig kontekst igennem 

længere tid. Gennemgående etablerede de, uanset deres branche og formålet med etableringen, 

ensartede strategier for at overkomme manglen på lokale resourser. Datterselskaberne 

tilvejebragte generelt finansielle, tekniske og processuel resourcer fra deres moderselskaber, og 
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de var i stand til samtidigt at navigere i deres forretningsmæssigt udfordrende miljøer for at 

fremskaffe lokale resourcer. Ledelsen i datterselskabernes evne til at balancere sådanne togrenede 

strategier tillægges ikke kun deres erfaring fra værtslandet men også deres lange brancheerfaring. 

Erfaring fra værtslandets påvirkning af datterselskabernes resultater er velbelyst, og i tillæg hertil 

fremlægger denne afhandling resultater af en undersøgelse om hvorvidt sådanne erfaringer kan 

suppleres med andenhåndserfaringer. Ved at kombinere egne og relevante andenhåndserfaringer 

fandt denne afhandling, at sådanne beslægtede erfaringer resulterer i forbedrede resultater i 

datterselskaber i udfordrende forretningsomgivelser i udviklingslandene. 

Denne afhandling tilvejebringer fire primære bidrag. Det første bidrag er en yderligere forståelse 

af erfarings rolle i virksomheders internationale ekspansion i udviklingslandene, idet yderligere 

erfaring ikke altid førte til en reduktion af virksomhedernes opfattelse af forskellene imellem deres 

hjemland og mållandet. For det andet medvirker denne afhandling til at skabe viden om, hvorledes 

datterselskaber agerer og skaber resultater i udviklingslande præget af mangel på fundamentale 

resourcer. Afhandlingen peger desuden på, at ledelsens brancheerfaring kan være en alternativ og 

værdifuld kilde til erfaring og medvirke til at skabe datterselskabets resultat. Med baggrund i 

afhandlingens udvikling af en fremgangsmåde til at fastlægge kriterier for forskningsmæssig 

måling af datterselskabers resultater, vises at erfaringsbegrebet kan udvides til at inkludere 

andenhåndserfaring, og at den kan kombineres med virksomhederes egen erfaring med en positiv 

resultatmæssig påvirkning til følge.  
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Introduction 

International business in Emerging markets and developing countries  

Business' engagement in the emerging markets and developing countries (EMDC)1 has seen a rise 

in recent years as the market potential increased due to the growing population, the rising middle 

classes, and companies have invested in particular into the energy industry (UNCTAD, 2019; 

UNDP, 2016). In 2019, the EMDCs' share of the World's inward Foreign Direct Investment (FDI) 

flows were approximately 21,6% taking the changing status of China2 into account, and the share 

of the import flows were about 19,5%. The share of the World's inward FDI  and import flows 

have increased at resp. 1,0% and 1,5% compound annual growth rate from 2005 to 2019, see 

figure 1. 

 

Figure 1. Share of global economic flows 

 

 
(source: (UNCTAD, 2020))  

 

 
1 as defined by the OECD's List of Official Development Asisstance(ODA) Recipients, the so-called DAC list(OECD, 
2019)   
2 China is included in the DAC list but has not been a net ODA recepient since 2010 
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International business (IB) activity in EMDCs is not a new phenomenon, and firms from 

developed countries have undertaken investments and commercial activity in EMDC for centuries 

(Jones & Khanna, 2006; Swee & Panza, 2016). A study of international production revealed a 

thriving IB scene before World War I (Dunning, 1983), and many of today’s well-known firms 

were engaged in EMDCs before 1900 mainly seeking markets or resources (Jones, 1996; Swee & 

Panza, 2016). The majority of the EMDCs designated as least developed, low-income, or lower-

middle-income countries1 are situated in Sub Saharan Africa, and the region was proclaimed a 

premier trading and investment destination during the aftermath of the 2008 Global financial crisis 

(Leke et al., 2010; Riskær et al., 2011). A glut of practitioner books about the virtues of doing 

business in EMDCs in Africa was published under optimistic titles, e.g. “The Fastest Billion -The 

Story behind Africa’s Economic Revolution” (Robertson, 2012), and “Success in Africa - CEO 

Insights from a Continent on the Rise” (Berman, 2013). The business world responded with 

maintaining a high and, in some areas, increased level of activity through the 2010s (UNCTAD, 

2019), albeit the positive outlook was complemented with descriptions of the inherent risks of 

doing business in countries in unstable institutional environments (The World Bank & 

International Finance Corporation, 2011; Transparency International, 201). Yet, many businesses 

evidently perceive the prospects of doing business to outweigh the risks, and firms entering such 

challenging business environments (CBEs) with prudence and care may benefit from 

advantageous outcomes (Khanna & Palepu, 2010). 

 

The growth in the middle-class population and income levels across EMDCs in Africa and other 

parts of the world has opened up previously unviable markets, and firms with less or indeed no 

previous experience in doing business in EMDCs have responded with increased business activity. 

For firms who want to be part of the economic activity in the EMDCs, it is an obvious precondition 

that the firms a) enter the challenging markets in EMDCs, and b) that they build a commercially 

and financially viable business position to sustain long term in business contexts quite unlike those 

in their home countries. This dissertation investigates determinants of performance in both 

situations, i.e. before and after host country entry. Yet, there are limited insights in the academic 

literature about the factors that make firms able to perform in such markets, exacerbating the 

necessity of business acumen and prudence to sustain in the long term (George et al., 2016; Mol 

et al., 2017). There are inherent risks involved in business activities in the EMDCs, as different 

culture, traditions and languages form an unfamiliar backdrop to business relations for a foreign 

business entering for the first time. In addition, unknown and divergent legislation, varying and 
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unpredictable institutional practices, distinctive and often opaque business routines can present 

severe business challenges to foreign firms, and the CBEs are a common contextual factor in this 

dissertation (Dadzie & Owusu, 2015; Filatotchev et al., 2007; Khanna et al., 2005). The strategies 

and practices to succeed in CBEs are central themes in studies of IB (Hoskisson et al., 2000; 

Khanna & Palepu, 2010), and the quantified severity of such challenges is denoted by various 

measures of the difference between the environments in the firm’s home country and the host 

country (Beugelsdijk, Ambos, et al., 2018; Dikova, 2009; Dow, Baack, et al., 2018). A firm from 

a developed country entering into a developing country for the first time will experience the 

adverse effects of a CBE; whereas a firm with previous experience from the same host country or 

another developing country possesses an experience that will increase the subsidiary3 

performance (Ogasavara & Hoshino, 2009). 

Within IB studies, experience is viewed as an essential determinant of decision outcomes of 

market entry (Dow, Liesch, et al., 2018; J. Johanson & J.-E. Vahlne, 1977; Johanson & Vahlne, 

2009) or performance either at the Multinational Corporation (MNC) or subsidiary level (Delios 

& Beamish, 2001; Luo & Peng, 1999). Parent firm experience is utilised to form entry strategies 

incorporating both experience and distance (Dikova & van Witteloostuijn, 2007; Li, 1995), or the 

experience in terms of knowledge can be transferred to subsidiaries to complement local 

experience to enhance the subsidiary’s performance (Andersson et al., 2002; Fang et al., 2013; 

Lee & MacMillan, 2008; Qin et al., 2017). The experience accumulated at subsidiary levels has 

shown positive effects on subsidiary performance (SP), taking ownership mode and challenges in 

the business environment into account (Gaur & Lu, 2007; Wu & Lin, 2010). Several studies at the 

management level have found associations between the characteristics and experiences of 

management and parent firm on SP (Gong, 2006; Nielsen & Nielsen, 2013).  

Scope of the dissertation 

There are extensive and multi-faceted obstacles for firm's entering into markets in the EMDCs, 

and they need obviously to be broken down into researchable issues. This dissertation is, with 

reference to the preceding sections, focused on the determinants of being an economically viable 

and sustainable business in an EMDC, i.e. determinants, performance and context. Many scholars 

have pondered over the fundamental issue of determinants of performance in business strategy, 

(e.g. Amit & Schoemaker, 1993; Hitt et al., 1997; Peteraf, 1993; Teece, 2010), and already at a 

 
3 denotes throughout this dissertation a foreign subsidiary as opposed to locally owned domestic subsidiary 
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relatively early stage of the scholarly development of a strategic research agenda, a conference 

gathered in California in 1990 with sixty of the world’s most eminent strategic scholars at that 

time in search of new agenda for the 1990s. They pondered over five central strategic issues, 

including “What determines the international success or failure of firms?” (Rumelt et al., 1994). 

The baton was picked up by Peng (2004) fourteen years later, seeking to identify the big question 

in IB research, and following some debate and search, Peng concluded that the question from 

1990 is still at the heart of IB conceptualised as determinants, performance and context. Therefore, 

homing in on the previously mentioned business activities in the CBEs and inspired by Peng 

(2004), this dissertation endeavours to find an answer to the over-arching research question (RQ):  

How do resources and experience affect foreign firms’ entry decision and performance in 

challenging business environments? 

After an introductory review of pertinent IB literature, this dissertation identifies three research 

gaps and poses three related sub-questions dealing with selected aspects of performance 

outcomes. This is followed by an identification of four key theoretical concepts covering 

determinants, performance and context and their relationship is described in the dissertation's 

research model. As stated previously, entry and sustained presence is an obvious precondition for 

firms wishing to engage in economic activity in the EMDCs, and the temporal dimension was not 

included in the formulation of the big question (Peng, 2004; Rumelt et al., 1994). Yet, this 

dissertation examines aspects of the RQ before and after entry in the separate Papers. 

Literature review 

There is a relatively small body of literature that is concerned with IB activities in the EMDCs, 

and this review contains an overview of previous literature selected by the dissertation's over-

arching RQ's three elements: determinants, performance and context (see Appendix A for the 

SCOPUS search string). Firstly, this chapter provides an overview of earlier conceptual and 

empirical literature that serves as the foundation for subsequent performance-related empirical 

studies in CBEs. The scholarly interest for studying IB in an EMDC context began in earnest in 

the 1990'ies fuelled by the political and economic liberalisation post-Sovjet Union that resulted in 

the (re-)arrival of China and other Asian countries on the World stage. The political and 

macroeconomic explanations for this development is outside the scope of this dissertation, and, 

hence, a suitable opening to this chapter is the question raised by (Ramamurti): "Why are 

developing countries privatizing?" (1992) where he studied 83 developing countries' paths to 



17 
 

privatising.  From an IB view (Ramamurti, 1992), identified opportunities for MNCs in 

conjunction with privatisation in EMDCs, e..g. sales of services, FDI in previously state-owned 

firms, and large-scale portfolio investments into privatised infrastructure firms. The governments' 

engagement as a driver for post-privatisation opportunities for MNCs was also noted by (Caves), 

who, despite self-confessed sparse evidence, found that MNCs were mainly active in export-

oriented and labour-intensive manufacturing often induced by preferential treatment by local 

governments such as tariff protection and state-funded infrastructure investments (1996). As the 

changes to the World order became historically more distant, IB literature turned to more 

mainstream MNC strategic issues, and two practitioner-oriented articles highlighted the different 

business contexts of EMDCs (Arnold & Quelch, 1998; Khanna & Palepu, 1997) and laying one 

of the cornerstones of the institutional perspective in studying business in EMDCs (Khanna & 

Palepu, 1997). 

Around the turn of the Millenium, the IB literature on EMDC strategies for MNCs was still written 

with references to the downfall of the Soviet Union (Hoskisson et al., 2000; Luo & Peng, 1999). 

The issue of the focal countries' environmental uncertainties, which framed the articles about 

market entry and strategies for economic sustainability (e.g. Luo, 2001; Luo, 2003; Luo & Peng, 

1999), was mainly addressed through cultural dimensions theory (Hofstede, 1980), albeit 

Hoskisson et al. (2000) placed emphasis on institutional theory as the preferred perspective. 

Several calls solicited further interest in IB studies in EMDCs followed suit (Meyer, 2004; 

Ramamurti, 2004), and in line with Khanna and Palepu (1997), they focused on institutional 

failings and motivated further research into remedies, whether at the firm, national or international 

level. It is apparent in the sample of articles the author has deemed relevant for this introductory 

review that the institutional view is dominant for the first period of IB research into EMDC, and 

in this vein, Khanna et al. (2005) argued for firm's strategies to be adapted to different EMDC 

countries' institutional context at the same time as emphasising the new opportunities for business. 

Two subsequent seminal studies round off the overview of earlier IB literature pertaining to this 

introductory review, and both articles are embedded in the institution-based view (Meyer et al., 

2009; Peng et al., 2008). The conceptual paper by Peng et al. (2008) contended that the institution-

based view would "shed significant new light" (p. 931) on firm's international success, and an 

empirical study of market entry strategies contextualised in Egypt, India, South Africa and 

Vietnam, Meyer et al. (2009) found that "institutions directly influence such entry strategies" and 

stressed "the strong explanatory and predictive power of institutions" (p. 76) particularly when 
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combined with the resource-based views as described originally by Oliver (1997). 

Turning to the selected empirical literature, a word co-occurrence analysis using an automated 

content analysis software, Leximancer (Smith & Humphreys, 2006), resulted in the concept map 

depicted in figure 2. The analysis separated the articles into two main concept clusters centred 

around contextual concepts, i.e. Institution and Culture, and additionally, two individual concepts. 

The fundamental aspect of IB is the international firm's need to operate across multiple boundaries 

(Buckley et al., 2017), and the different national and regional differences are manifested by 

cultural, geographical, psychic and institutional distances (Kostova et al., 2019). This is clearly 

illustrated in the concept map as the main cluster around Institution contains the following 

concepts: Resources, Financial, Market and Entry, and the other main cluster around Culture 

contain: Management, Managers, Knowledge, Role and Organizational. It is noticeable that the 

themes studied with an institutional theoretical lens gravitate towards market, entry, finance and 

resource themes, whereas subjects examined in a cultural elucidation are particularly oriented 

towards human resource, knowledge, management and organisational processes. The two 

individual concepts are Employees mapped in close proximity with the Organizational concept 

and Social mapped near Knowledge. The introductory review will concentrate on the main 

gravitations around the contextual concepts within the two main clusters, i.e. the institutional and 

cultural context.   

Figure 2. Thematic concept map - output from Leximancer 

 

Several of the selected empirical studies of market entry or exit examine the impact of the EMDC 

regional or host country context on SP through an institutional theoretical lens. A study of foreign 
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subsidiaries in China4 found a direct and negative effect of institutional constraints on foreign 

subsidiaries (Li & Sun, 2017), and that the negative effect was diminishing with higher firm age, 

i.e. experience or by forming local joint-ventures. The positive effect of experience was 

corroborated by Qixun Siebers (2011), who found that richer international experience leads to 

better SP in politically unstable environments. A comparative study substantiated the direct 

institutional effect by examining the survival rate of subsidiaries hosted in hazardous institutional 

environments (Getachew & Beamish, 2017). The study found that foreign subsidiaries in an 

African country have an almost 3-fold higher chance of exit compared to foreign subsidiaries 

located in institutionally safer Organization for Economic Cooperation and Development (OECD) 

countries. The risk of exit was found to diminish if the subsidiary had an increased ability to adapt 

to the local environment, which is in accordance with Li and Sun (2017); Qixun Siebers (2011), 

who established this mechanism through increased experience.  

The possibility of mitigating the negative effect of institutional challenges when MNCs enter into 

an EMDC host country was corroborated in a study of Italian subsidiaries in China from 2001 to 

2010. The study found that "the effect of institutional voids on performance might not be 

detrimental for all firms. Some firms might be capable of leveraging institutional constraints to 

build up new competencies" (Giachetti, 2016, p. 344), and a comparable view was earlier taken 

by identifying a  consecutive business development model pertaining to MNCs entry into EMDCs 

(Demir & Soderman, 2007). The general ability for foreign firms to acquire knowledge to adapt 

to the unfavourable host country conditions and, hence, turn an adversary into an ally was pointed 

out by a study of foreign subsidiaries in Brazil (Marini Thomé et al., 2017). The subsidiary's 

capability to build competitive advantages within weak and volatile institutional environments 

was also studied by examining various non-market strategies and their positive performance 

implications (Jean et al., 2018).  

The association between firms' resources and the availability of supplementary resources and 

performance in EMDC has been studied in several papers. The basic relationship between 

subsidiaries' firm-specific resources and SP was established by Ando and Ding (2014), who also 

found that "weak legal institutions negatively moderate the relationship" (p. 544). A study found 

that the availability of local resources lead to MNC's establishing themselves in EMDCs by FDI 

 
4 The data was collected from 1999 to 2005 when China was classified as a low-income country (to 2002) and lower-
middle-income country (to 2010) by the OECD. [For completeness: China remained on the OECD's list of Official 
Development Assistance recepients and as such classified as EMDC to and inclusive of 2013.] 
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and that there is a positive association between "high control entry mode" and performance 

(O’Cass et al., 2012, p. 229). The positive effect of the ability to complement own resource was 

also found in other studies, either examining transfer of knowledge from MNC headquarters (Li 

& Lee, 2015) or by Garg and Delios (2007), who found that performance was higher (lower 

likelihood of exit) if firms operating in EMDC are affiliated with a business group and as such 

has access to outside resources. The positive effect of a subsidiary's inter-connectedness into the 

institutionally challenging host country context via local experience was also found by some 

studies of foreign subsidiaries in EMDC (He et al., 2014; Luo & Zhao, 2009; Ogasavara & 

Hoshino, 2009).  

Turning to the cultural contextually anchored cluster, it is, as mentioned earlier, noteworthy that 

the themes in this cluster, in particular, are mainly concerning organizational behaviour studies, 

i.e. human resources, knowledge, management and organizational processes. A study of Japanese 

subsidiaries in Brazil from 1998 to 2002 found that MNC's international experiential knowledge 

accumulated in countries with a similar culture to the host country was associated with higher SP 

(Ogasavara, 2010). Subsequently, a study of the effect of subsidiaries' options to acquire the 

necessary host country experience found a positive relationship between SP and late-entry 

subsidiaries imitating early-entry subsidiaries given a high level of similarity of their home 

country's culture (Li et al., 2014). The MNCs' and their subsidiaries' ability to navigate and 

accumulate knowledge within the cultural expanse between their home and host countries have 

been found to have a positive effect on SP, and a study of Human Resource Management (HRM) 

practices in South Asian companies found that when subsidiary managers integrated host and 

home country cultures into a participative HRM style, this would positively influence SP (Miah 

& Bird, 2007). Similarly, Ogasavara and Hoshino (2009) found that MNC subsidiaries ability to 

accumulate market-specific experiential knowledge was associated with higher SP. 

The result from investigations into knowledge transfer between an MNC and its subsidiaries are 

generally that the external cultural context impairs knowledge transfer (Wijk et al., 2008), and 

this was also demonstrated in an EMDC context with a Mozambican case study (Duarte Moleiro 

Martins, 2016). An earlier investigation into knowledge transfers from MNCs to their Chinese 

subsidiaries also found "that Chinese culture is considered to be an important factor in the 

knowledge transfer process between the China-based subsidiary and the headquarters" (Qin et al., 

2008, p. 272). A study of subsidiary staffing and performance in African MNCs found that cultural 

intelligence facilitates knowledge transfer to a subsidiary (Ovadje, 2016). Yet, a Thailand-based 
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study of diversity in subsidiary top management teams, such that they include culturally distant 

home and host country nationals in order to facilitate the transfer of knowledge between the MNC 

and the subsidiary, found that such diversity "does cause low performance" (Dahms & Kingkaew, 

2019, p. 1522). A similar negative association was found in a study of the levels of compatibility 

in management style between an MNC's headquarter and its subsidiaries. Gomez and Werner 

(2004) found that high compatibility is negatively associated with performance in subsidiaries in 

a foreign host country "when the national cultures of the two are dissimilar" (p. 1138). This view 

was corroborated in a later qualitative study of the role of HRM development in Spanish firms in 

China, which concluded that "these cultural values, in turn, affected the behaviours and success 

of each firm" (Zhang & Albrecht, 2010, p. 1926). A subsequent study underpinned these findings 

by stressing that subsidiary management's cross-cultural competence leads to an improved SP 

(Syed et al., 2014). A similar study assessed the SP of 23 MNC subsidiaries in Ghana recently. 

Over 200 managers were surveyed, and the result of the mixed-method study was that 

"expatriates’ interpersonal skills [are] positively related to their cross-cultural communications 

skills that will eventually enhance their business operations or outcomes in Sub-Saharan Africa" 

(Abugre & Debrah, 2019, p. 90). 

Gaps in the literature 

The study of firms entering into markets abroad is anchored within the research realm of IB, and 

several calls have been made recently for more IB research in an EMDCs context, and in Africa 

in particular, as most studies concentrate on Asia. African countries are understudied in IB, as 

evidenced by the previous chapter, and they provide a challenging context to test and extend 

theories (Barnard et al., 2017; Boso et al., 2018; George et al., 2016; Kolk & Rivera-Santos, 2018; 

Mol et al., 2017). These timely calls reinforce the relevance of studying firms operating in the  

EMDCs and examining what determines successful outcomes of their endeavours in challenging 

contexts. In the following, three research gaps are developed, and in key concepts chapter, the 

concepts are developed with a corresponding research model to fill the three gaps. 

Research gap 1 

The market entry perspective is to be found in the internationalisation process literature, which 

takes its outset in the Uppsala Internationalisation Process Model (Uppsala Model) (J. Johanson 

& J.-E. Vahlne, 1977) about the significance of the fundamental concept of experience as a 

determinant of entry in foreign markets. The seminal article also advanced the Psychic Distance 

theory mentioned initially by Beckerman (1956) and developed by a.o. Vahlne and Wiedersheim-



22 
 

Paul (1973) and then being defined as "factors preventing or disturbing the flows of information 

between firm and market" (Johanson & Wiedersheim‐Paul, 1975, p. 308). Psychic distance is a 

central concept to understand IB theory as it encompasses the notion of crossing borders, which 

is the essence of IB (Zaheer et al., 2012). The distance concept has developed to include several 

varieties over the years (Beugelsdijk, Ambos, et al., 2018), of which cultural distance (Hofstede, 

1980; Kogut & Singh, 1988) and institutional distance (Kostova, 1999; T. Kostova et al., 2016) 

are the most important and applied in IB research. All distance concepts are considered for this 

section of the dissertation. MNCs’ market entry decisions are in the dissertation considered a 

function of the accumulation of experience in view of the explanatory effect of distance and the 

conceivable organisational inertia (Dow, Liesch, et al., 2018). Yet, the literature does not explain 

the deterministic aspects of MNCs’ experience accumulation processes prior to entering highly 

distant markets, and this dissertation endeavours to fill Research gap 1. In relation to Research 

gap No. 1, the following RQ is posed: What explains medium-sized enterprises’ evolving entry 

mode choices in challenging business environments? 

Research gap 2 

In the EMDCs, there are difficult business conditions due to an often idiosyncratic and volatile 

institutional environment and market uncertainty; yet there are also important market 

opportunities related to being the first mover and to cater to pent-up demands (Hoskisson et al., 

2000; Khanna & Palepu, 2010; Luo & Peng, 1999; Sakarya et al., 2007). The pull effect of 

business opportunities and push effect of overcrowding in more established markets have led to 

increased FDI in the EMDCs (UNCTAD, 2017), and MNCs are in growing numbers investing in 

subsidiaries in low-income countries, seeking to carve out positions in these markets. Many such 

subsidiaries succeed, whereas others fail to achieve the anticipated level of performance due to 

the challenges of the EMDCs' business environment; some fail due to institutional voids, and 

others fail due to market uncertainties and political change. The challenges were corroborated in 

a recent study that found subsidiaries entering the "African market face a greater likelihood of 

exit than their counterparts entering the OECD market" (Getachew & Beamish, 2017, p. 62). 

Business managers regard, in general, policy uncertainty, uncertain economic growth and 

geopolitical uncertainty as some of the most significant external threats to business prospects in 

Africa (PWC, 2020). To varying degrees, MNCs adapt their subsidiaries’ strategies and business 

plans based on the contextual challenges and perform positively, and it is hence essential to study 

the determinants of survival in order to understand how MNCs navigate and survive in the 
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EMDCs. There are, however, only relatively few studies concerning strategy development and 

execution in challenging environments in EMDCs, (e.g. Hansen et al., 2018; Meyer et al., 2009), 

and strategic studies in Africa are categorised by "silence" (Mol et al., 2017, p. 3)  

The adaptation and implementation of a developing country subsidiary strategy are contingent on 

the availability of resources, whether imported or locally available. The resource base is, 

regardless of geography, vital to all subsidiaries due to a general lack of certain resources within 

an EMDC context, e.g. skilled labour (Wang & Cuervo-Cazurra, 2017), infrastructure (Goyal et 

al., 2014), and information resources (Luo, 2003), such resource limitations make longer-term 

economic viability particularly reliant on the formulation of suitable strategies for overcoming 

local resource scarcity5. A fundamental issue in formulating such strategies is to address the 

balance between external and local resources. The strategic choice needs formulation in light of 

the dependence on external resources. Such resources are associated with mechanisms of outside 

control, and the access to the local resources may in many EMDCs entail issues regarding 

institutional (in)transparency. MNC's management and host country subsidiary's management 

must resolve the potentially divergent powers of closer integration within the MNC and adapt 

locally (Ambos et al., 2019; Tatiana Kostova et al., 2016). The challenges posed by the EMDCs’ 

business environment necessitates high-grade ability to implement the selected strategy, and 

management performs a pivotal role in transforming the strategy into SP and hence a long-term 

presence. The determinants of the performance of MNC’ subsidiaries in EMDCs are the focal 

points of the dissertation, and it attempts to enlighten this area and fill Research gap 2. In relation 

to Research gap No. 2, the following RQ is posed: How do subsidiaries in challenging business 

environments overcome resource scarcity? in order to sustain their presence in the host country. 

Research gap 3 

The contributory factor of firms’ and managements’ ability to learn and internalise knowledge to 

create firm-specific advantages is a well and long-established research topic within the IB and 

organisational studies literature (Cantwell & Piscitello, 2000; Delios & Beamish, 2001; Kogut & 

Zander, 1993; Madhok, 1997). A number of studies have extended the experience and psychic 

distance theories with empirical studies about different performance determinants within MNCs 

and their subsidiaries (Contractor et al., 2016; Dikova, 2009; Gaur & Lu, 2007). The two 

dominating vantage points are whether the unit of analysis is at MNC or managerial level. Studies 

 
5 e.g. skilled labour, finance, high tech service providers as distinguised from natural resources, which are often in 
abundance 
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at the MNC level have examined organisational learning ability (Luo & Peng, 1999; Trapczynski 

& Banalieva, 2016; Zeng et al., 2013) and distance’s association with performance (Pattnaik & 

Lee, 2014; Sousa & Qun, 2015). The studies of experience and distance with the managerial level 

as the unit of analysis have centred on staffing policy (Ando & Paik, 2013; Paik & Ando, 2011), 

management’s characteristics (Daily et al., 2000), and management team composition (Dauth et 

al., 2017; Hutzschenreuter & Horstkotte, 2013). The field of studying experience and distance 

was enriched by Jiang et al. (2014), who found that the experience construct could be expanded 

to encompass experience accumulated by others to serve as a substitute and, in their study, show 

mitigation of the adverse effects of distance. The expanded experience construct is so-called 

vicarious experience, and later studies have explored the effect of vicarious experiences in lieu of 

MNCs’ own direct experience (Jiang et al., 2014; Jimenez & de la Fuente, 2016; Jimenez et al., 

2017; Powell & Lim, 2018). Yet, the literature fails to illuminate the association between MNC’s 

own experiences complemented or substituted with vicarious experiences’ association with 

performance in general and in EMDCs in particular. This issue is termed Research gap 3, and the 

dissertation aims at filling this gap. In relation to Research gap No. 3, the following RQ is posed: 

How does MNCs’ own direct and partners’ vicarious experience affect their ability to overcome 

challenges in the business environments and the subsidiaries’ performance? 

Key concepts in the dissertation 

The overarching RQ, How do resources and experience affect foreign firms’ entry decision and 

performance in challenging business environments? sets out to ascertain factors yielding to an 

outcome that attracts MNCs to invest in low and middle-income host countries and to remain 

present in the longer term. The question declares two of the concepts forthwith, i.e. performance 

and the contextual CBEs, and they are introduced in this chapter with two determinants. Taken 

together, the four concepts provide perspectives on the determinants of the outcomes, which, in 

this dissertation, are the entry and the continued presence of MNCs in CBEs. In other words, what 

determines the MNC's entry into an EMDC and what determines its survival and long term 

presence. The four key concepts presented next are foundational and worthy of further elaboration 

in addition to the explanation included in the corresponding Papers in this dissertation. 

Performance is defined broadly to encompass actions gauged against a predetermined criterion 

(International Organization for Standardization, 2019). This is an essential concept of this 

dissertation considering that performance is the premise for MNCs’ presence in a host country 

depending on its decisions at the entry stage and throughout its host country operation (Mitchell 
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et al., 1994; Shaver et al., 1997). This dissertation is delimited to study two of numerous possible 

determinants of performance; first, different aspects of the concept of experience, i.e. market entry 

experience (Erramilli, 1991; Schwens et al., 2011), and host country experience are used to fill 

gaps No. 1, 2 and 3 (Luo, 2001; Luo & Peng, 1999). Second, the accumulation of experience is 

studied in conjunction with the concept of resource, i.e. the MNCs’ competitive advantages as 

explained by their internal resources to fill gaps No. 1 and 2 (Barney, 1991; Peng, 2001; 

Wernerfelt, 1984). MNCs’ obtainment of pertinent resources in the resource-scarce contexts 

provided by the low and middle-income countries is studied to address gap No. 2 further by 

aspects of their resource strategies deployed (Hillman et al., 2009; Pfeffer & Salancik, 1978). The 

contextual boundary condition in the RQ is conceptualised by the CBE, encapsulating the MNC’s 

position as a foreigner in a distant country in terms of both economic and non-economic cost 

(Beckerman, 1956; Johanson & Wiedersheim‐Paul, 1975; Zaheer, 1995). The four key concepts 

used in the dissertation are described in more details in the following sections. 

Performance 

An MNCs’ engagement with the CBE in an EMDC is driven by a purpose, and irrespective of 

whether the purpose is entirely motivated by maximising its profit (Friedman, 1970) or by 

engaging in solving societal issues too it involves consistent and purposeful action (Porter & 

Kramer, 2011; Prahalad & Hart, 2002). “The difference between the dreamer and the doer is 

consistent, purposeful action” (Hodge, 2003, p. 106), and the concept of performance relates to 

purposeful action as performance describes the "act of fulfilment" (Morlidge, 2019, p. 31). This 

introduction to one of business economics’ most fundamental single concepts add the terms, 

fulfilment and purposeful, to the dictionary definition of performance: "effectiveness of a person 

or thing in performing an action ( ... ) the capabilities, productivity, or success of a machine, 

product, or person when measured against a standard" (Oxford English Dictionary, 2019). This 

expanded definition of performance provides the essence of performance as explored in this 

dissertation, as it emphasises the reality of a worthy underlying purpose; as the act of fulfilment 

is considered as the completion of a deed; and as it encompasses the effectiveness of an action 

measured against a standard. The reality of a worthy underlying purpose to measure performance 

against opens up for other assumptions that lie beneath a business’s actions, and they may not 

always be in accordance with the classical conception of the economic man. Business engagement 

into the CBEs in EMDC may be driven by other purposes than profit maximisation, and, hence, 

the measure of performance falls in some cases outside the conventional view of effectiveness 
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and productivity. In this form, it measures any, possibly economically irrational, decision to enter 

such difficult markets. The standard on which the performance is measured excludes thus all 

aspects other than a binary choice, whether the purpose is fulfilled or not fulfilled. The 

performance measure used to study gap No. 1 follows this rationale, a binary choice of the 

completion of a deed, i.e. market entry or abandonment when MNCs contemplate entry into an 

EMDC market for a variety of purposes. In conjunction with the MNC’s resources, the purpose 

could, in some instances, be seen as incongruent with the rationality aspect of the classic economic 

man argument, as "in the complexity of his rationality, economic man is essentially unpredictable" 

(Steele, 2004, p. 1026). Yet, the performance could only be measured against one merciless 

standard, namely the entry into an EMDC or not. 

The conventional measures of business performance follow the latter part of the above definition, 

i.e. the effectiveness of an action measured against a standard. In order to solidify the 

understanding of the performance concept in this dissertation, as well as in IB studies of 

subsidiaries in general, there is an extensive discussion of the issues regarding performance 

measurement in Paper No. 3. Beneath the issues being raised in Paper 3 lies the statement against 

a standard, and the selected standard in practice can be self-defined, e.g. performance compared 

to an internal standard set in budgets or business development plans, or it can be external as firms 

compare performance against industry standards or competitors. The internal performance 

standard-setting approach is used to study gap No. 1, as the decision whether to fulfil an element 

of a business development plan, i.e. to enter a foreign market, is intra-firm. The performance 

measure against an external standard is used to fill gaps No. 2 and 3, in the form of either 

subsidiary survival or a financial measure.  

 

Experience 

The association between experience6 and performance is an immensely researched topic within 

the academic strategy and IB literature, and a firm’s ability to accumulate experience was 

emphasised as a central theme at the aforementioned conference as "examining strategic 

management’s intellectual roots" was one of the topics (Rumelt et al., 1994, preface). The two 

 
6 Experience is in this dissertation defined as the translation from the Danish word erfaring, which is the noun form 
of experience (amassed through experienced experiences). The pertinent definition in the Oxford English Dictionary, 
one of many, reads "knowledge resulting from actual observation or from what one has undergone" Oxford English 
Dictionary. (2020). Oxford English Dictionary. https://www.oed.com/ .  
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foundational theories that differentiate IB from general strategy studies are the internationalisation 

of firms (J. Johanson & J.-E. Vahlne, 1977; Johanson & Wiedersheim‐Paul, 1975; Welch & 

Luostarinen, 1988) and the liability of foreignness (LOF) (Hymer, 1976; Zaheer, 1995). Both 

theories have at their core the association between the level of experience and the firm’s decision 

to undertake business outside of their home country. The IB literature is in line with the 

dictionaries’ subtle shades of meaning and is not entirely consistent in its language in studies of 

the concepts: learning, knowledge and experience; hence, this dissertation adopts the definition 

that "experience provides benefits to a firm that relate to learning that must occur to overcome 

knowledge-related challenges in international expansion" (Delios, 2011, p. 227). This definition 

is analogous with "organizational learning as measured by experience" (Luo & Peng, 1999, p. 

269), where learning is the process and experience is the repository, akin to the dictionary 

definition previously cited6.  

The knowledge generated during the internationalisation process accumulates in a firm’s 

experience to assist in making decisions about whether to commit resources abroad. Upon 

eventual commitment of resources abroad, the firms encounter an experience deficit compared to 

host country firms, which have valuable local experience. This experience deficit leads to a 

disadvantageous position with higher costs based entirely on being foreign, i.e. the so-called LOF 

(Zaheer, 1995). The concept of learning and gathering knowledge that accumulates into 

experience is, thus, fundamental in IB studies and pertains to this dissertation too. The 

accumulation of experience is a dynamic cycle of experiential learning  (Passarelli & Kolb, 2011) 

as the process of learning and gathering knowledge leads to a higher state of experience, which in 

turn is the starting point for reflection on the accumulated experience. The cycle of experiential 

learning includes four Möbius-banded stages: reflective observation, conceptualisation, 

experimentation and experience (Kolb et al., 2000). The experiential learning at the individual 

level accumulates via organizational learning to firm-wide experience (March, 1991) and can 

additionally be combined with vicarious experience (Huber, 1991; Jiang et al., 2014; Jimenez & 

de la Fuente, 2016).  

In an MNC, the individual experiential learning process deposits collective experience at different 

organizational levels through organisational learning processes (Hotho et al., 2015; Levitt & 

March, 1988; Petersen et al., 2008), and it resides primarily at the individual, subsidiary and MNC 

levels. The individual-level pertaining to IB studies consists primarily of studies of managers’ or 

management teams’ experiences operationalised by individual characteristics (Gaur et al., 2007; 
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Gong, 2003; Nielsen & Nielsen, 2011). Experience at the subsidiary level is generally studied at 

an amalgamated level often operationalised by the numbers of years the subsidiaries have been 

present in the host countries (Delios & Beamish, 2001; Luo & Peng, 1999; Wu & Lin, 2010) based 

on the notion of "accumulation of operating experience" (Ingram & Baum, 1997, p. 80). At the 

MNC level, the experiences pertaining to IB studies are generally centred around two issues, i.e. 

the accumulated experience within the MNC gained via its foreign activities and the individual 

experience gained by managers’ international background and exposure.  

Resources         

Scholarly work into firms’ success and failure have primarily used two perspectives to explain 

the determinants of performance. The Industrial Organisation (IO) view gives emphasis to the 

significance of market structures and competitors positioning herein as industrial economists 

frame their analysis with the industry or market as the unit of analysis (Conner, 1991; 

Schmalensee, 1985). In contrast to the IO view, the resource-based view (RBV) places the internal 

resources of the firm centremost and explains variance in performance between firms as 

"heterogeneity originates from managerial decisions that delineate idiosyncratic, valuable, and 

difficult-to-copy resources" (Bamiatzi et al., 2016, p. 1449). The notion of "the firm as a collection 

of productive resources" (Penrose, 1959, p. 29) and that a key part of a firm’s strategy is to allocate 

resources (Chandler, 1962) are fundamental classical elements in strategic research’s quest for 

"building theory that helps explain and predict organizational success and failure" (Rumelt et al., 

1994, p. 10). Extending Penrose’s notion leads to a continual disposition for firms accumulating 

resources to secure an advantageous position vis-a-vis their competitors. The firms’ competitive 

advantages are derived from their resource base and originate from two primary abilities: 1) a 

capability to accumulate valuable resources; and 2) a skill to combine the resources into firm-

specific advantages (Bamiatzi et al., 2016). In this dissertation, the term ’resource’ will follow the 

somewhat broad definition by  Barney (1991) to include "all assets, capabilities, organisational 

processes, firm attributes, information, knowledge, etc." (p. 101). The position for a firm holding 

a particular resource is only advantageous and able to generate a higher return if the resource is 

unavailable or limited to its competitors (Wernerfelt, 1984). This foundational finding was 

supplemented by the seminal article that cemented RBV’s central position in strategic research 

and introduced a framework to analyse firms’ competitive advantages by studying whether their 

resources have the potential to be valuable, rare, inimitable and nonsubstitutable (Barney, 1991). 

Firms holding such resources "are able to produce more economically and/or better satisfy 
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customer wants" (Peteraf, 1993, p. 180) and thereby earn higher returns. Studies of resources as a 

determinant of both firm and SP have generally taken their outset in the RBV and have intended 

to categorise a broad range of performance driving resources (Andersén, 2011; Hinterhuber, 2013; 

Miller & Shamsie, 1996).  

The relationship between a firm’s ability to accumulate valuable resources and its competitive 

advantage is a central tenet in the RBV (Bamiatzi et al., 2016). The foreign subsidiary is "a value-

adding entity in a host country" (Birkinshaw & Hood, 1998, p. 774), and it is placed within a 

network consisting of a headquarters and other subsidiaries (Andersson et al., 2002). Subsidiaries 

form part of a network with their parent firm and other subsidiaries in the MNC, and they have, 

thus, an intra-firm access to resources outside the subsidiary itself (Andersson et al., 2002; Li & 

Lee, 2015; Liu et al., 2019). Yet, a study by Hughes et al. (2017) found that "the successful transfer 

of practice is strongly determined by control systems placed on the subsidiary by its parent" (p. 

411). The subsidiary’s access to outside resources is, thus, constrained by varying control 

mechanisms as articulated by the resource dependence theory (RDT) (Pfeffer & Salancik, 1978). 

RDT stipulates, in essence, "the influence of external factors on organizational behaviour and, 

although constrained by their context, managers can act to reduce environmental uncertainty and 

dependence" (Hillman et al., 2009, p. 1404). External factors have, consequently, a weighty 

position in surmounting resource scarcity, and this may, in turn, lead to additional external control 

and constraints for the organisation (Pfeffer & Salancik, 1978) . In the resource-scarce 

environments of the EMDCs, external dependence and ensuing controls are central features of 

operation, and subsidiaries' access to resources has been shown to be an important determinant 

for survival (Casciaro & Piskorski, 2005; Hillman et al., 2009; Tihanyi et al., 2012). 

Challenging business environments 

The term challenging business environment (CBE) was chosen to reflect the often difficult 

contextual conditions that attract business at an increasing rate into the EMDCs (see figure 1). 

The EMDCs reveal simultaneous opportunities and obstacles, and the focus of this dissertation is 

to examine performance determinants against the background of complexities and complications 

posed to foreign firms from advanced economies entering into and operating in the EMDCs. 

Albeit the CBE concept has also recently been used in studying the golf industry in the Republic 

of Korea7, it has some prior use in IB literature, and the Web of Science contains 11 such entries 

 
7 "Utilizing a discrete choice experiment, this study attempts to provide improved knowledge regarding how golf 
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since 2005. Recent studies have used the CBE term to describe business conditions in the EMDCs, 

e.g., South Africa (Badenhorst-Weiss & Waugh, 2015), Kyrgyzstan (Spector, 2018) or Kenya 

(Wamalwa et al., 2019). The CBE term is introduced here to conceptualise the difficulties in a 

different from home context as its characteristics shape MNCs' strategies in the EMDCs 

(Hoskisson et al., 2000; Meyer et al., 2009). The variations between the EMDCs are considerable, 

as exemplified by the DAC classifications (OECD, 2019). Yet, in an IB perspective, two themes 

have emerged as particularly defining of the challenges in the EMDCs, i.e. the lack of resources 

and the weak institutions (Meyer et al., 2009). 

Unhindered and economically viable access to resources is, as described in the preceding section, 

a foundational prerequisite for all firms (Penrose, 1959). Many EMDCs provide abundance in 

terms of natural resources, and a resource-seeking motive is a primary driver for much FDI 

activity (Dunning, 1998). In contrast, pertinent and essential business resources are regularly in 

short supply in the EMDCs, which creates challenges for all firms, including foreign MNCs' 

subsidiaries. The lack of resources adds both direct costs in terms of purchase prices for both 

tangible goods or services and indirect cost in terms of, e.g. time allocated to procurement and 

production idleness.  In a search for the effects of resources on organisational effectiveness in 

Africa, Zoogah et al. (2015) identified four major types of influential resources, i.e. human, 

financial, technological and managerial. The attractiveness for some foreign cost-seeking entrants 

into the EMDCs is, indeed, the large, low-cost and unskilled labour pool. However, the general 

lack of highly skilled labour for, e.g., technical positions or jobs in the high-tech industries poses 

a challenge for many foreign MNCs' subsidiaries (Wang & Cuervo-Cazurra, 2017; World 

Economic Forum, 2017). The lack of access to local finance presents an issue to all businesses 

operating in many EMDC countries, and a main issue is affordability, i.e. high commercial lending 

rates (Asongu & Odhiambo, 2019; The World Bank, 2021). The EMDCs general lack of business 

supporting technology is a consequence of a plethora of intertwined issues of, i.a., historic under-

investments and institutional factors (Cirera & Maloney, 2017; Zoogah et al., 2015). An apt 

illustration of technological challenges for business in the EMDCs is the lack of an uninterrupted 

supply of a basic resource, i.e. electricity, that poses significant problems in many countries 

(Asongu & Odhiambo, 2019; Games, 2012). Last, the inadequate quality of managerial practices 

 
tourists arrive at complex trade-offs between different golfing constraints and resort to diverse negotiation strategies 
to attenuate the effect of those constraining factors" Lyu, S. O., & Hwang, J. (2017). Saving golf courses from 
business troubles. Journal of Travel & Tourism Marketing, 34(8), 1089-1100.  
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and the shortage of trained managers pose a considerable problem for many firms operating in the 

EMDCs (Cirera & Maloney, 2017; Kar et al., 2015). 

The other theme which defines the CBEs is the often weak institutional context in the EMDCs 

(Meyer et al., 2009). Early IB studies recognised the challenges for firms operating in foreign 

contexts, and a study of inter-European trade patterns devised the term distance to capture the 

non-economic cost of doing business across borders and speculated about the concept of psychic 

distance (Beckerman, 1956). The concept of psychic distance was cemented to the core of IB 

research by scholars at Uppsala University in the 1970s (J. Johanson & J.-E. Vahlne, 1977; 

Johanson & Wiedersheim‐Paul, 1975; Vahlne & Wiedersheim-Paul, 1973) and defined as "the 

sum of factors preventing the flow of information from and to the market" (J. Johanson & J.-E. 

Vahlne, 1977, p. 24). Business environments outside the firm’s home country are challenging due 

to the perceived knowledge gap, which has been significantly explained by distance (Petersen et 

al., 2008). For an overview of the issues pertaining to psychic distance, see (Håkanson & Ambos, 

2010). Building on institutional theory8, (Kostova) defined the "difference between the 

institutional profiles of the two countries" as the institutional distance (1999, p. 316), and 

moreover that it, as an alternative to other distance measures, "provides a broader view of national 

contexts, encompassing not only cultural but also regulatory and cognitive elements" (Kostova et 

al., 2019, n.p.). A study of the explanatory power of different aspects of distance found that 

institutional distance seemed to explain the largest part of the variation in MNCs' performance 

(Hutzschenreuter et al., 2014).  

The high distance between MNCs' home countries in the advanced economies and their 

subsidiaries in the EMDCs are due to numerous host countries' institutional deficiencies such as 

poor infrastructure, e.g. unmaintained roads and railway systems (Chakravarthy & Coughlan, 

2011; Goyal et al., 2014). Many EMDCs lack quality public institutions and stable political 

systems, posing considerable challenges for the foreign MNC operating in an EMDC (Hoskisson 

et al., 2000; Khanna & Palepu, 2010; Luo & Peng, 1999; Meyer et al., 2009). Doing business 

abroad already entails an additional cost to the MNC compared with local firms (Hymer, 1976; 

Zaheer, 1995), yet the often uncertain, volatile and idiosyncratic institutional context in the 

EMDCs adds additional cost to the foreign MNCs due to the lack of predictability needed to 

navigate in such a context (Chung & Beamish, 2005; Khanna & Palepu, 2010; Meyer et al., 2009; 

 
8 for further elaboration, see Paper 4 



32 
 

Peng et al., 2008).  Albeit the early assertion by Cyert and March (1963) that "organizations avoid 

uncertainty" (p. 119) was later diluted by Wernerfelt and Karnani (1987), uncertainty is still a 

concern to MNCs as illustrated by the "23rd Annual Global CEO Survey" of 1.581 CEOs in 80 

countries (PWC, 2020). Uncertainty relating to institutional issues are dominant amongst the 

CEOs' concerns, and they saw policy uncertainty as the prime threat to their organisation's growth 

prospects in Africa (PWC, 2020, p. 15). 

Conceptual research model and structure of the dissertation 

The relations between the key concepts studied in this dissertation before and after host country 

entry into the CBEs are depicted in Figure 3. The diagrammatic visualisation illustrates the 

conceptual models to fill gaps No. 1, 2 and 3. The associations in Figure 3 are schematic to 

illuminate the perspectives taken before or after the MNCs entry into the host country.  

Figure 3. Conceptual research model 

 

The element of time separates the dissertation’s papers to address research gap No. 1, 2 and 3, as 

gap No. 1 identified a pre-entry situation, whereas research gaps No. 2 and 3 are post-entry. The 

firm’s experience gathered prior to entering a hitherto inexperienced context forms the 

assumptions about a future existence within the context, whereas the firm’s experience amassed 

inside the context is deployed for survival, analogous with the legendary boiling frog syndrome9. 

The MNC accumulate its experience prior to entry as an outsider to the host country’s context, 

such that its binomial decision (to enter or not to enter) is determined by the knowledge it has 

accumulated prior to the time of the possible entry. The direct effect on performance (measured 

 
9 The fable is that if a frog suddenly finds itself in a pot of boiling water, it will jump out, i.e. a binomial decision 
whether to inhabit or to leave; whereas a frog entering tepid water, which is gradually increased in temperature, will 
acclimatise to the changing context. Thus, it will not perceive the danger and not survive. 
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by entry or no entry) is, hence, the accumulated experience. Yet, the level of experience leading 

to either outcome is influenced by the host country’s context, conceptualised as the CBE. These 

perspectives are entirely in line with the Uppsala model (J. Johanson & J.-E. Vahlne, 1977; 

Johanson & Vahlne, 2009), and prior highly cited studies have established the direct association 

between experience and the MNC’s risk perception at the time of entry (Erramilli, 1991; Luo, 

2001). The direct effect of the host country’s contextual envelope formed around a foreign 

subsidiary has been established by studying the association between SP and the host countries’ 

institutional context (Gaur & Lu, 2007), the cultural context (Hutzschenreuter et al., 2014), and a 

combination of both contexts (Dikova, 2009). This association is obviously studied after the 

MNCs have committed resources in terms of FDI to address gaps No. 2 and 3. 

The following chapter concerns the methodological considerations pertaining to this dissertation 

and the underlying philosophy of science reflections leading to the four research papers' 

contribution and a conclusion; and the dissertation comprises the three empirical Papers developed 

to address the gaps and answer the RQs posed in the previous section, as well as Paper, No. 3, 

elucidating the challenges of measuring one of the key constructs in this dissertation, i.e. 

performance at the subsidiary level of the MNC. The three empirical papers are each devoted to 

filling one of the research gaps, and Paper 1 studies the entry mode decision by MNCs into a CBE 

to fill gap No. 1. The paper concentrates on MNC's internal processes and management’s 

accumulation of host country experience leading to a  performance outcome, i.e. market entry or 

abandonment. Paper 2 extends the findings in Paper 1 by proceeding from the point of entry, and 

to fill gap No. 2, the paper examines the strategies invoked for the subsidiaries to survive in 

resource-scarce and CBEs. The obtainment of pertinent resources seemed to follow pre-

determined strategies, and an essential element in determining the subsidiaries’ survival is 

managerial experience. Paper 4 extends the findings in Paper 2, examining the relationship 

between performance and the MNCs’ experience to fill gap No. 3. The experience is manifested 

as either the MNCs’ own direct or their vicarious experience obtained from business partners, and 

Paper 4’s examination of the performance relationship builds on the findings from Paper 3. 

Methodology 

Philosophy of science 

Recent studies within veterinary sciences demonstrate the ability of elderly animals, Canis lupus 

familiaris, to learn new behaviours (Wallis et al., 2017), and that motivation is correlated to the 

future opportunities for meaningful participation in life as shown in a series of experiments with 
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captured dolphins (Clegg et al., 2018). Let this be a light-hearted entrée to introduce the author’s 

endeavouring journey to become a scholar after an extensive managerial career. This transition 

led unsurprisingly into the methodological realms of bridging the divide between scholarship and 

practice and trying and generating research that is grounded in complex reality relevant to business 

(Cuervo-Cazurra et al., 2013).   

“We take it to be the ultimate aim of scientific endeavours in the social science domain to identify and theorize the 

causal social mechanisms ( ... ) that generate and explain observed associations between events” 

 (Felin & Foss, 2006, p. 259).  

The dissertation’s approach to formulating and answering the overall RQ about the determinants 

of performance in EMDCs is positioned in the nexus of scholarship and practice, and this position 

lends itself to Van de Ven’s thought encaptured in ’Engaged Scholarship’ (Van de Ven, 2007).  

Van de Ven’s Engaged Scholarship can be "defined as participative research obtaining different 

perspectives of stakeholders" (2007, p. 9) by involving them in various stages of research, and 

Van de Ven argues that pluralist vantage points offer complementary perceptions for 

interpretation of reality. During the initial phase of the research design, the engaged scholarship 

iterative research process provided a stable structure to reduce the author’s practice-based puzzle 

and to engage with experienced management practitioners10 in order to formulate the problem 

expressed in the RQ. The practitioners involved delved particularly into the problem of why some 

firms succeed where others fail. This problem has beleaguered many practising members of top 

management teams, and several best-seller practitioner books have endeavoured to find the 

answer, (e.g. Clifton & Harder, 2019; Collins, 2001; Peters & Waterman Jr., 1982). However, the 

issue of investigating the factors driving performance in subsidiaries operating in EMDCs was 

even more demanding due to the idiosyncrasies plaguing this part of the World, as well as 

obtaining access to qualitative and quantitative data of suitable quality. It was, hence, imperative 

to approach the RQ from a magnanimous philosophy of science, and the philosophy of 

pragmatism pungently augmented by an inexperienced scholar’s curiosity offered a suitable point 

of epistemological departure11. The philosophy of pragmatism is of American origin, albeit with 

clear Kantian traces, and its first classical iteration was founded by C.S. Peirce around 1870 as an 

 
10 In particular, the author's network group in Danish Management Society (VL-2) during May, 2017; and the top 
management team of IFU during October, 2017. 
11 This is as distinct from 's the critical realist perspective adopted by Van de Ven and in accordance with his view 
that "engaged scholarship is essentially a pluralistic methodology" (Van de Ven, 2007 p.16 and a personal 
conversation with A. Van de Ven, November 2016). 
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alternative to positivism and anti-positivism and pursued a reconciliation of rationalism and 

empiricism (Goldkuhl, 2004; Van de Ven, 2007) and can be understood as "knowing the world as 

inseparable from agency within it" (Stanford Encyclopedia of Philosophy, 2019, p. 1). Peirce 

introduced his thoughts in a ground-breaking article, How to Make Our Ideas Clear (1878), and 

the foundational statement named The Pragmatic Maxim reads: "Consider what effects, that might 

conceivably have practical bearings, we conceive the object of our conception to have. Then, our 

conception of these effects is the whole of our conception of the object." (Peirce, 1878, p. 291). 

The pragmatic maxim was re-written several times by Peirce before he settled for its fifth and 

final version in 1902: 

"The study of philosophy consists, therefore, in reflexion, and pragmatism is that method of reflexion which is 

guided by constantly holding in view its purpose and the purpose of the ideas it analyzes, whether these ends be of 

the nature and uses of action or of thought. ( ... ) It will be seen that pragmatism is not a Weltanschauung but is a 

method of reflexion having for its purpose to render ideas clear."  (CP 5.13 note 1, 1902 in Peirce, 1994, pp. 1937-

1938).  

The notions of practical bearings and purpose are, thus, central to pragmatism in Peirce’s early 

definitions, and he also underlines that his views are not a comprehensive outlook on life. 

Contemporary philosopher William James possessed the means both intellectually and 

pecuniarily to ease Peirce’s hardship from drug addiction and indebtedness (Gurley & Green, n.d.; 

Samuels, 2016) and to develop and promote the philosophy of pragmatism. Yet, despite his 

immense intellectual capacity, James’s quest for the truth became infamous as some of his claims 

were seen as contrasting and folly by his companions (Stanford Encyclopedia of Philosophy, 

2019). The divergent facets propelled by the two founding fathers of pragmatism lead to a plurality 

amongst pragmatic scholars in the early part of the twentieth century, and this multiplicity was 

seemingly "due to the conjunction by the representatives of pragmatism of contentions which they 

themselves express by separate formula" (Lovejoy, 1908, p. 5). The development of the pragmatic 

philosophy and its use was relatively dormant for many years and has recently become more 

widespread (Lipscomb, 2011); the recent influential American philosopher, Richard Rorty was an 

avid proponent of his postmodern New pragmatism with an aim to develop an anti-dogmatic and 

open-minded philosophical foundation in society (Grippe, 2020). Rorty held the view that "the 

consequences of knowledge in practice provides a way to state something useful about the truth" 

(Van de Ven, 2007, p. 57), and thus extends James’s perspective that pragmatism leaves room for 

alternative visions and critical views whilst "sticking as closely as possible to practical, empirical 
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reality" (Alvesson & Sköldberg, 2009, p. 55). The emphasis on the reflexive manner of 

investigation amalgamates effectively with the Engaged scholarship approach, as pragmatism 

guides the researcher to conduct their research in a manner that extracts the answers to the RQ, 

the truth, through scholarly considerations in association with the inquiry process. One of the 

transitional pragmatists, W.V. Quine, embraced the researcher’s existence when he advocated his 

version of pragmatism: "Each man is given a scientific heritage plus a continuing barrage of 

sensory stimulation; and the considerations which guide him in warping his scientific heritage to 

fit his continuing sensory promptings are, where rational, pragmatic." (Quine, 1951, p. 43). The 

accommodating research design, as proposed by the Engaged Scholarship, and the influence of 

the experience accumulated by the author of this dissertation prior to and during the research is 

encircled within the philosophical tradition of pragmatism, which is the epistemological 

perspective of this dissertation. 

Abduction 

Charles S. Peirce was one of the foremost thinkers of his time, and despite, or perhaps because of, 

his personal problems, as mentioned earlier, he was a prolific writer with over 80,000 pages from 

his hand (Gurley & Green, n.d.). In addition to his groundbreaking thoughts about pragmatism, 

Peirce was a developing force behind the early elucidation of the abductive line of reasoning 

(Burks, 1946; Samuels, 2016). Classically, the scientific inquiry had followed either a deductive 

or inductive approach, and Peirce’s development added a third way of scholarly explanation and 

understanding. Deductive reasoning proceeds from the general theoretically based rules to the 

single observation, and it is particularly used in quantitative research by testing theoretically 

deduced hypotheses with actual observations. Inductive reasoning, on the contrary, commences 

with an enumeration of empirical observations in order to draw inferences and to form generalized 

opinions noted as theories. Abduction is, in the view of Peirce, "the process of forming 

explanatory hypotheses. It is the only logical operation which introduces any new idea," as he 

explained during his lectures on pragmatism in 1903 (Hoffmann, 1999, p. 275). Peirce’s 

background in natural sciences12 gave him the necessary insight to ponder over the fact that there 

is an infinity of possible explanations for every set of empirical data (Hoffmann, 1999), and Peirce 

introduced the notion of instinctive power to count for the researcher unearthing new phenomena 

whilst mentally oscillating between theory and empirical knowledge. Abductive reasoning 

 
12 Charles Peirce was the first student being awarded the summa cum laude degree in chemistry at Harvard University 
in 1863. 
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yielded, in other words, the possibility to inject new insights into the logical research process in 

contrast to the deductive and inductive processes that are uni-directional. This is best illustrated 

by extending Peirce’s often-cited original illustration of a bag of beans: 

 

Source: (Peirce: CP 2.623 (1932) in Peirce, 1994, p. 543) 

Peirce’s nomenclature of rule, case and result is the Kantian expression of major premiss, minor 

premiss and conclusion (Neal, 2000), and in the deductive example, the result that the beans are 

white follows logically given that the major premiss is true. The starting point in the inductive 

example is the simultaneous knowledge that the beans come from the sack and that they are white. 

The inference by induction is that all the beans in the sack are white, which may be wrong as the 

sample is limited, thus injecting ambiguity into a logical process. The abductive, denoted 

hypothesis by Peirce’s example illustrates the differences to abduction as it commences with the 

major premise which describes the general pattern and from deduction as the conclusion is "not 

logically given in the premise. Abduction is neither a purely empirical generalization like 

induction, nor is it logically rigorous like deduction." (Danermark et al., 2002, p. 90).  

The epistemic value of abductive reasoning has debated extensively amongst philosophers, for an 

overview see, (e.g. Douven, 2017), and the author concurs with McAuliffe (2015), who pointed 

to "the evidence adduced so far by both sides can be interpreted differently depending on one’s 

prior theoretical commitments" (McAuliffe, 2015, p. 313)13. Yet, by extending Peirce’s bean bag 

example with the researcher’s instincts in the form of additional insights or varying 

contextualization, the inferential capacity of abduction becomes clearer. Upon inspection of the 

 
13 A focal scientific arena for this debate is the field of Artificial intelligence as scholars strive to elicit the 'Inference 
to the Best Explanation' and possibly confused it with Peirce's abductive reasoning (McAuliffe, 2015). 
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sample, the researcher’s instinct may prompt further analysis of the beans, revealing that not all 

beans are beans; or that a different context, e.g. maceration or the change of lighting, may 

illuminate the fact that white is not always white. Such discoveries provide an opportunity for the 

researcher to open up other scientific inquiries into the bag of beans.  

This dissertation consists of three empirical papers, and albeit only one paper is explicitly 

abductive, the overarching process of inquiry taking all three papers together has neither pursued 

a rigorous deductive theory-driven logic nor has it followed an empirical generalisation known as 

induction. The overarching abductive approach has yielded an opportunity in this dissertation to 

pursue contextualised explanations (Welch et al., 2020) and "explain already known occurrences 

in a novel way" (Danermark et al., 2002, p. 91). This approach is entirely in line with recent calls 

for IB research in scarcely explored contexts in developing countries (Barnard et al., 2017; George 

et al., 2016; Mol et al., 2017). 

Case studies 

The motivation for the principal use of case studies for this dissertation is furtherance of Engaged 

Scholarship, pragmatism and the abductive approach coupled with the author’s quest for learning 

about subsidiaries operating in CBEs. The case studies compelled the author to undertake 

extended travel and research stays in East Africa, and they yielded ample opportunity to discover 

aspects of business life in Kenya, Uganda, and Tanzania. In addition, the case studies yielded a 

meaningful way of heeding a recent call within the IB research community to move outside the 

sheltered business school compounds and engage with the real world of IB that "pulsates with 

never-ending energy" (Delios, 2016, p. 392). The use of case studies in IB as an alternative, or 

indeed precursor, to the more prevalent quantitative studies of survey or financial data yielded an 

opportunity for the researcher to engage in a heuristic process, as "it reflects in the events 

portrayed features which may be construed as a manifestation of some general abstract theoretical 

principle" (Mitchell, 1983, p. 192). The rich and diverse data provided by case studies provide, 

thus, additional features which are not necessarily manifested theoretically. These features are 

nonetheless important elements forming the contextual envelope and establishing the boundaries 

of the dissertation. The field observations collected during preceding journeys to East Africa 

assisted in designing subsequent studies in such a way that, for example, the significance of 

resource dependence, as investigated in Paper 2, became apparent during field visits to Kenya in 

conjunction with Paper 1. The presence and possible importance of vicarious experience when 

operating in CBEs, as explored in Paper 4, emerged during the interview data collection in 
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connection with Paper 2. The exploratory interlinking between the papers was guided noticeably 

by the Engaged Scholarship research model (Van de Ven, 2007) and a practitioner-cum-scholar’s 

reflections hinging on surprising observations from the field held up against a battery of 

theoretical explanations. The author’s physical travels and mental journeys oscillating between 

theory and practice revealed some theoretical presumptions’ in complete utility in practice and 

vice versa, but that is not the point here. The discovery of the dilemmas in the theory-practice 

nexus revealed "a process in which scientists grapple with uncertainties and display arts of inquiry 

akin to the uncertainties and arts of practice" (Schön, 1983, p. 49). The abductive approach and 

the case study method yielded both enlightenment and ample opportunity for bewilderment, yet 

it was essential to take into account the array of criticism that over the years has been articulated 

over directionless and imprecise research (Blaikie, 2010), and for this dissertation's author to 

remain somewhat conformist and, in particular, obedient to scholarly rigour. 

The use of case studies is commonplace within IB research (Piekkari et al., 2009), even if an editor 

of a leading IB journal conceded the bias towards quantitative research within IB is dominant, 

particularly in United States-based IB journals  (Piekkari & Welch, 2011b). The case study 

method in IB is, nevertheless, highly appropriate to unearth and include subtle and different 

aspects of the cross-country contextual features, which is the defining characteristic of IB. Albeit 

case studies in IB follow increasingly diverse study designs (Piekkari & Welch, 2011a), the 

dominant number still follow the directions prescribed by Eisenhardt (1989) in the seminal paper 

describing theorising from cases, or the standard adhered to by many researchers throughout the 

social sciences (Yin, 2014). Due to the inherent quantitative backdrop within the IB community 

at large, the somewhat positivistic approach to case studies (Eisenhardt, 1989; Yin, 2014) was a 

solution that satisfied the editorial boards of leading journals and paved the way for case studies 

being published in the IB literature alongside quantitative siblings. The cohabitation was possibly 

enabled by the unconventional "qualitative positivism" philosophy of science (Prasad, 2005, p. 

5), as researchers saturated the limited space in IB journals for qualitative work with articles 

"derived from the guidelines set out by Eisenhardt (1989) or Yin (2009)" to cement this case study 

method to become the "disciplinary convention" (Piekkari & Welch, 2011a, p. 3). Owing to the 

author's aforementioned practitioner-cum-scholary journey, this dissertation adapted the 

conventional IB guidelines within Paper 1 and Paper 2, and the overarching dissertation design 

follows Eisenhardt (1989) insofar as the findings from Paper 2 were predestined to be tested in 

Paper 4 until access to empirical data was barred due to the data provider’s adherence to the newly 
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(at the time of data collection14) introduced European Union’s General Data Protection Regulation 

(GDPR) with effect from May 2018 (The European Parliament and the Council of the European 

Union, 2016).  

Method selection 

IB studies are by nature rich and varied in context as they cross numerous intra- and extra-firm 

boundaries, i.e. geographical borders, cultural settings and organizational structures (Beugelsdijk, 

Kostova, et al., 2018; Meyer, 2013; Peng & Pleggenkuhle-Miles, 2009). Yet, these complexities 

turn an innocent-sounding RQ into an intricate and multifaceted enquiry, where the researcher 

may choose to combine qualitative and quantitative data and or analysis in a single study, i.e. 

mixed methods (Hurmerinta-Peltomäki & Nummela, 2006; Johnson et al., 2007). The explanatory 

nature and the contextual element of the over-arching RQ of this dissertation lead to an abductive 

research approach involving case studies, as described in the preceding sections. The selection of 

the mixed research method followed several earlier IB studies of strategic issues in EMDCs, 

where, for example, studies of the internationalisation of research & development, the importance 

of host country market orientation, and a comparative study of internationalising manufacturing 

clusters utilised this method (Awate et al., 2014; Ayakwah et al., 2018; Chikweche, 2013). The 

use of mixed methods in management sciences in Africa have also been encouraged recently by 

Ngulube and Ngulube (2015), as the use of both qualitative and quantitative methods 

simultaneously may increase "the trustworthiness of a study by compensating for the weaknesses 

inherent in any one method alone, and can yield a richer answer to a research question" (Cuervo-

Cazurra et al., 2016, p. 895). Yet, there is obviously an inherent risk of dispersing the research 

resources into different methods whilst losing the essential scholarly depth and rigour on the altar 

of diversity (Kaplan, 2016).  

The explanatory contextual element of the over-arching RQ did, however, give rise to implement 

a broader approach than commonly preferred in IB studies, i.e. mixed methods. This dissertation 

seeks to understand common business and management phenomena from developed countries as 

they unfold in an EMDC context. The theories used are firmly used and tested in a high and 

middle-income country context, whereas they have hitherto only been sparingly used in a low-

income country context in general and in even less so in an African setting. The theoretical 

grounding is, thus, firm when looking at the theory by theory, whereas the developing countries 

 
14 decision taken on January, 9, 2019 
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provide a new set of circumstances for extending them either one by one or in combination. The 

study of CBEs in Africa also introduced new definitions and measures to well-known IB 

constructs placing the prior research as an intermediary on a continuum from mature to nascent, 

suggesting that a mixed-method research design may be the most appropriate (Edmondson & 

Mcmanus, 2007). The philosophy of pragmatism that underlies this dissertation constitutes an apt 

backdrop to the choice of mixed methods, as pragmatism is nonparadigmatic and, hence, 

independent of methods leaving the researcher free of mental and practical constraints (Feilzer, 

2009). In a frequently cited article outlining the varying approaches to mixed-method research on 

the basis of pragmatism Denscombe (2008) argues in favour of conceptualising the mixed-method 

paradigm as a balancing act between the striving for rigorous research and "a practice-driven need 

to mix methods" (p. 280). This view is in line with calls for a serious methodological foundation 

in mixed-method research, (e.g. Morse, 2015), and "discipline and rigour is [sic] what 

differentiates academic qualitative research from journalism" (Doz, 2011, p. 586). The utilisation 

of the mixed methods in this dissertation is two-dimensional, as it is utilised in a within paper 

dimension by the research design of Paper 1 and Paper 2, which are based on two methods, i.e. 

management interviews and surveys. The interviews were, in all15 instances, conducted as semi-

structured face-to-face interviews. The three surveys conducted for Paper 1 are conventional 

questionnaires collected via an online survey platform, whereas the surveys for Paper 2 were 

conducted as desk surveys managed during the interviews on-site. The other mixed-method design 

dimension is between papers, and this dissertation consists of the two empirical mixed-method 

papers, one review, and one empirical quantitative paper, see Table 1. The overall research design 

envisaged a continuous exploration from Paper 1 to 4 into aspects of the RQ from a perspective 

of the association between accumulation and utilisation of managerial experience and the 

achievement of performance goals, whether task or financially based. This consistent design was, 

however, interrupted due to introduction of data protection legislation, GDPR as described 

previously.  

 

 

 

 
15 One interview for Paper 1 was held as a telephone interview 
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Table 1. Methodological overview 

Method Paper 1 Paper 2 Paper 3 Paper 4 

Qualitative Interview x x   
Review   x  

Quantitative Survey x x   
Statistical    x 

Purpose Exploratory Explanatory Assessment Hypothesis testing 
Approach Abductive Abductive  Deductive 

 

Data collection and temporal delineation 

The selected research design of this dissertation led inevitably to the use of several types of data 

and from numerous sources commencing with primary data for the first two papers to secondary 

data for the remainder. The data used for Paper 1 and Paper 2 are both qualitative in the form of 

interview transcripts and quantitative by way of survey data. The empirical foundation for the 

longitudinal multi-case 'laboratory setup' in Paper 1 was provided through a collaboration between 

Copenhagen Business School and the Confederation of Danish Industry (DI), and the cases met a 

set of predetermined selection criteria, i.e. they identified a similar strategic objective (market 

entry in Kenya), all cases had the same home country, all cases were well-established 

manufacturing firms with considerable IB experience and little or no prior experience in Africa, 

and, perhaps most importantly, the 14 case firms gradually accumulated the experience about the 

same host country simultaneously. Paper 2 was designed as a holistic multi-case study with the 

African subsidiaries as the unit of analysis (Yin, 2014). The selection of cases was contextually 

purposeful as suggested by Poulis et al. (2013) to ensure a high degree of similarity between the 

cases, and the selection criteria were: subsidiaries of MNCs hosted in the same country 

(Denmark), subsidiaries hosted in East Africa, all had a minimum of two years of operation, and 

they were co-financed by Industrialiseringsfonden for Udviklingslande (IFU). Yet, the cases also 

presented some variation due to, e.g. industry and size. These differences were deemed 

inconsequential as the contextual perspective was the primary focus for the study. The ten 

simultaneous interviews and survey with top subsidiary management was conducted on-site and 

within a 2,5 months period in 2018. Paper 3, the assessment of SP measures, is based on data 

retrieved from selected academic literature. Lastly, the quantitative data used for Paper 4 consists 

of privately held confidential and public archival data, which were amalgamated into one dataset. 

The private data was provided by IFU, and the entire dataset encompassed performance-related 

data as well as master data from co-financed subsidiaries from 2001 to 2017 in 39 EMDCs. Table 

2 below provides an overview of the data used in the four papers in this dissertation. 
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Table 2. Data sources 

Data Paper 1 Paper 2 Paper 3 Paper 4 
Source DI IFU  IFU 

Pr
im

ar
y 

Interviews Management from the 
14 participating firms 

Top subsidiary 
management in 10 
subsidiaries 

  

Survey Three surveys over 
two years with the 14 
managers 

One survey with the 
10 top subsidiary 
managers 

  

Se
co

nd
ar

y 

Academic  
literature 

  123 articles  

Archival  
(private) 

   155 subsidiaries 

Archival  
(public) 

   120 MNCs 
39 countries 

 

With the intention of enhancing the efficiency of managing two sets of primary data, this 

dissertation employed only one type of interview and subsequent data analysis method, as well as 

one type of questionnaire and subsequent data analysis method. The interviews were conducted 

as semi-structured during meetings with the interviewees at their work premises16  following prior 

information about the issues involved. The notification, in combination with the interviewer 

engaging his previous managerial background, yielded a conducive environment of both 

seriousness and a relaxed mood generating sufficient opportunities for further elaboration of the 

topics. Yet, the semi-structured approach ensured that a minimum of sought after information was 

gathered from all the interviews. Consistent with the Engaged Scholar and abductive approach in 

Paper 1 and Paper 2, the interview guides, the completion of the interviews, and the code-books 

were constructed based on both theoretical insights and the prior practitioner background 

interviews (Justesen & Mik-Meyer, 2012; Kvale & Brinkmann, 2014; Van de Ven, 2007). All 

interviews were transcribed by external transcription service providers, and to preserve 

confidentiality interviews from the larger round for Paper 2 were edited prior to transcription, i.e. 

all company and location names, as well as industry identifiers, were removed to avoid 

identification. The transcription data was reduced by theoretical and thematic coding in NVivo 

(Bazeley & Jackson, 2013; Creswell, 2013). The research designs dictated the temporal 

considerations for Paper 1 and Paper 2, as in particular, the first paper was designed as a process 

study following the participants in a DI initiative over a two year period from 2016 to 2018 to 

increase Danish business activities in Kenya, and consequently, the time frame was determined 

by the project organisers. The centre of the study was a) the accumulation of experience by the 

 
16 One meeting was held off-premises 
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involved managers and b) the outcome of their endeavours during the term of the export project. 

The longitudinal design yielded a plentiful opportunity to engage with the participating managers, 

and time-wise it separated the interviews and the surveys from one another sufficiently. The RQ 

in Paper 2 concerns subsidiaries’ strategies to overcome CBEs at a specific time, and in 

combination with the study’s multiple-case design, yielded a cross-sectional dataset. As a 

confirmatory prolongation to triangulate the findings in Paper 2, Paper 4 was envisaged to test a 

set of hypothesis about the association between managerial experience and SP, as studied in Paper 

3, against a quantitative dataset. The access to the dataset was, however, barred due to the 

introduction of the GDPR  due to public and political disapproval of intrusion into private data 

via the internet. An assembled database with the personal data of the exact nature of managerial 

experience characteristics was the centre focus of GDPR, rendering it impossible to pursue the 

planned route of research. The substitute and equally interesting subject of Paper 4 remained 

experience, albeit at the firm level. The dataset used in Paper 4 comprised private data, i.e. 

subsidiary internal and confidential, as well as publicly available information such as parent firm 

financials, country economic and demographic data combined into a comprehensive dataset. The 

intricacies of the performance construct are discussed in key concepts chapter and in Paper 3, and 

considering the requirement of studying the association between experience and SP during the 

same stage of life-cycle (Chandler, 1962; Miller & Friesen, 1984), the study was designed as a 

cross-sectional study based on data from the subsidiaries fourth year of ownership to resemble an 

equal operational situation across the cases. 

Validity and reliability  

IB is a part of the social sciences field, and the aim is to recognize conceptual systems and identify 

their commonalities and social mechanisms to provide an understanding of the internationalisation 

processes of MNCs and their international operations. The social sciences have been blemished 

by recent scandals about replication of studies (Bettis et al., 2016; Camerer et al., 2018; Goodman 

et al., 2016), and several calls have been made to consolidate the trustworthiness of IB research 

by upholding the highest methodological standards (Cuervo-Cazurra et al., 2016; Nielsen et al., 

2020; Nielsen & Raswant, 2018) as "IB is not immune to science’s reproducibility and 

replicability crisis" (Eden et al., 2020, p. 46). A range of methodological concepts are at the 

researcher’s disposal, and for the purpose of this dissertation, two key concepts are presented here. 

The advantage of the mixed-method design used in this dissertation is that it, in principle, 

improves the validity of the findings (Hurmerinta-Peltomäki & Nummela, 2006; Piekkari et al., 
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2009). Validity "refers to the relation between premises and conclusion" (Van de Ven, 2007, p. 

121), and following Yin (2014), the relationship is examined by using three criteria: construct, 

internal and external validity. Construct validity is central to the value of empirical research as it 

represents the consistency between the measures and a study’s constructs (Cronbach & Meehl, 

1955; Schwab, 1980). In other words, construct validity assesses the level of correspondence 

between the subject under study and the means of examining it. In mixed-method studies, both 

the qualitative as well as quantitative investigative methods used must be pertinent to capture the 

phenomenon under study. Internal validity refers to testing the absence of spurious relationships 

between the constructs, such that the researcher can be satisfied that a theory explains the 

relationships among constructs based on a set of assumptions. The internal validity test originates 

in quantitative research, but its intrinsic worth of establishing a meaningful relationship between 

theoretical constructs is equally important in qualitative, and hence mixed-method, research 

(Tacq, 2010; Yin, 2014). A central theme in IB is "the validity of theory across geographic 

contexts" (Eden et al., 2020, p. 89), and external validity deals with the question of research 

findings’ generalisability to other contexts (Van de Ven, 2007; Yin, 2014). Studies of IB are, in 

particular, rich in context (Eden et al., 2020; Welch et al., 2011), and MNCs and their cross-border 

operations offer a rich context for extending or building theory (Roth & Kostova, 2003). The 

context richness pertains in IB studies both to quantitative as well as qualitative studies, and "the 

use of a variety of methods to examine a topic might result in a more robust and generalizable set 

of findings" (Scandura & Williams, 2000, p. 1250). Reliability concerns the consistency of 

findings from one study to another identical study carried out in exactly the same way, and it is at 

the centre of the above-mentioned scandal in the social sciences. In context-rich qualitative and 

mixed-method studies of IB, it is particularly problematic, as the particularities and the fluidness 

of circumstances over time may make a test of reliability somewhat illusory. Nevertheless, the 

quest for trustworthiness in quantitative research (Cuervo-Cazurra et al., 2016) is equally 

important in qualitative research (Doz, 2011), albeit there are clear differences in the 

methodological approaches (Kaplan, 2016; Tacq, 2010). Whereas the ability to generalise beyond 

the context is essential in quantitative research, contextualisation is essential in qualitative 

research.  The redress for the inability to test reliability in qualitative research was described by 

(Guba and Lincoln, 1985) as dependability, emphasising "the aspect of consistency" (Korstjens 

& Moser, 2018, p. 122). Dependability and consistency are tested by conducting an independent 

audit by an outside researcher and by recording a transparent description, an audit trail, of the 

research progress (Korstjens & Moser, 2018). Numerous audits by outside researchers in the form 
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of reviews, workshops and presentations of the dissertation's papers have been instrumental in 

achieving an essential level of validity and reliability.  

Overview of the papers 

The dissertation's four papers investigate different aspects of the four concepts used to answer the 

over-arching RQ: How do resources and experience affect foreign firms’ entry decision and 

performance in challenging business environments? as illustrated in Figure 3. The following 

section will present a brief motivation, description and summary of each of the four papers, as 

well as their role in addressing the three research gaps shown in Figure 3. The overall dissertation 

is presented in a summarised format in Table 3, and it exhibits the key concepts used in the four 

papers in relation to the identified research gaps. In addition, Table 3 displays the theoretical 

foundation for the four papers and their main contributions. Collectively, the papers contribute to 

filling the lacuna in the IB literature contextualised in the CBEs, and in particular in Africa; and 

they contribute to the understanding of particular determinants of performance of firms pre- and 

post-entry in these business environments. The papers, in the aggregate, provide important 

insights into the roles of resource and experience as determinators of performance in the CBEs.  

Paper 1 

The first paper, "The dynamics of entry mode choice in challenging business environments: an 

exploratory study of medium-sized exporters’ entry into Africa", yields important insights into 

the experiential learning accumulation by MNCs prior to entry into an African market. The 

foundation for Paper 1 was laid by a prior report highlighting the business opportunities in Africa 

and questioning the lack of interest in doing business in Africa by Danish MNCs (Dansk Industri, 

2016). There was, and possibly still is, a lack of knowledge and many misconceptions amongst 

firms about the risks and performance determinants in the EMDCs. The author prepared a part of 

the report, which progressed into a larger project assisting Danish MNCs who had identified 

market entry into East Africa, and in particular Kenya, as a strategic commitment (Dansk Industri, 

2016). Fourteen Danish MNCs participated in the project with an aim to enter the Kenyan market 

based on their extensive international experience (Hansen & Gundelach, 2018). Paper 1 has been 

published in a peer-reviewed journal, and it examines the influence of experience on the firm's 

performance in relation to a strategic objective, i.e. market entry (Gundelach & Hansen, 2020). 

The core theoretical foundation for studying the firms' entry is the Uppsala model (J. Johanson & 

J.-E. Vahlne, 1977) as the firms accumulate and process acquired knowledge about the market 

and subsequently decided whether to fulfil their strategic objective. Paper 1 develops a model for 
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analysing the determinants influencing the entry decision by integrating a resource-based and an 

institutional perspective to fill the identified gap No. 1. The model identifies considerable changes 

in the firms' market perception, which determined the fulfilment of their objective. The firms' 

diminishing perception of the strength of their resources in an EMDC context yields an important 

insight that partly formed the research design of Paper 2. 

Paper 2 

The identification in Paper 1 of resources as being an important determinant of performance in an 

EMDC led to the design in Paper 2 of an empirical examination of the strategies deployed by 

subsidiaries to overcome the resource scarcity prevalent in many EMDCs. This paper, "Subsidiary 

Survival in Challenging Business Environments in East Africa", presents a post-entry perspective 

on the operational challenges in resource-scarce contexts, and it examines performance 

determinants from an integrative perspective. Paper 2 studies subsidiary strategies for survival in 

a CBE by taking perspectives from RDT (Pfeffer & Salancik, 1978)  and the Global integration - 

Local responsiveness framework (Prahalad & Doz, 1987) designed to fill gap No. 2. The research 

design provided an opportunity to visit ten MNC subsidiaries (cases) in East Africa and thereby 

gain valuable insights into subsidiary operations in a CBE. Generally, the management of the case 

companies views local financial constraints and the limited availability of resources as the main 

reasons for sourcing outside. The qualitative analysis of ten subsidiaries in East Africa shows that 

the managers are largely undeterred by the controls accompanying the external sourcing of certain 

resources, and they deploy dual-pronged strategies to source the necessary resources from their 

parent firm or locally. The sources of certain types of resources appear predetermined, and the 

importance of the subsidiary management's capability to apply several resource seeking 

approaches concurrently in a CBE is apparent. This capability appears to stem from subsidiary 

managers' extensive industrial experience, often in lieu of particular host country experience.  

Paper 3 

The idea for Paper 3, "How to Appropriately Measure Subsidiary Performance", emerged from 

the preparatory work for the literature review for Paper 4 and the selection of the measurement 

for the dependent variable. During this process, it became apparent that a large variety of 

measurements are used to measure subsidiary performance. The identified variances gave an 

impression of some degree of randomness and spurred the author to further investigation. The 

variances give rise to issues on two levels. At the aggregate level, the use of different 

measurements renders it difficult and almost impossible to compare and build on previous studies 
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to develop sound theories. At the individual level, different measures of performance clearly 

gauge different facets of the subsidiary's activity, and while they may be equally valid, they are 

not substitutable. Paper 3 is based on an analysis of 123 articles with SP as the dependent variable, 

and it develops a tri-partite framework to categorise the measurements. The articles are clustered 

bibliometrically, and an analysis of the theoretical perspectives of the articles in each cluster and 

the deployed measurements display a high degree of variability. Paper 3 is, to the authors' best 

knowledge, the first article entirely devoted to performance measurement in subsidiaries. 

Numerous articles have over many years identified, analysed and discussed performance 

measurement at the firm (also at MNC) level. Yet, the high degree of variability between the SP 

measures yields the impression that the flow of research is somewhat undeterred by the issues 

identified. As a result, the final section of Paper 3 contains, therefore, a guideline in the form of a 

range of questions to guide researchers in selecting the most appropriate measurement of SP for 

their study. 

Paper 4 

Paper 4, "Subsidiary Performance in Emerging Markets and Developing Countries: Influence of 

Host Country Experience", is a quantitative paper and addresses research gap No. 3. It studies the 

association between host country experience and SP as well as the moderating effect of host 

countries' institutional context. The paper follows a long tradition of distinguished International 

Business research on the well-established IB topic of firms' ability to accumulate host country 

experience to create advantages to impact performance (Delios & Beamish, 2001; Gaur & Lu, 

2007; Luo & Peng, 1999). In addition to examining the effect of the MNCs' and their subsidiaries' 

host country experiences' direct effect on SP, paper 4 expands the experience concept by including 

both the direct and the synergistic effects of vicarious host country experience provided by a same-

home-country business partner. Importantly, the study also examines the moderating effect of the 

CBE, measured by institutional distance. The hypotheses in Paper 4 are tested using a 

measurement of SP based on the views presented in Paper 3. Two additional calculations against 

alternative performance measures provide empirical evidence to the notion in Paper 3 that SP 

measures are not interchangeable. Paper 4 contributes to the understanding of experience's effect 

on SP in particular by illustrating the effect of vicarious experience in a CBE. 
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Contributions 

The four papers in the dissertation provide the following novel main contributions. First, it 

contributes empirically to a recent addition to the Uppsala model (Dow, Liesch, et al., 2018) by 

establishing that the accumulation of pre-entry experience may not reduce the psychic distance to 

fulfil a strategic objective of market entry. This is in contrast to the general notion in the Uppsala 

model (Johanson & Vahlne, 1990; J. Johanson & J. E. Vahlne, 1977) of an onwards17 moving 

internationalisation process. Second, the dissertation contributes notably to the 

internationalisation theory by establishing a positive association between vicarious host country 

experience provided by a same-home-country business partner and subsidiary performance. This 

finding relaxes the Uppsala model's foundational tenet that a firm's internationalisation is based 

on its own experience. Third, the dissertation advances insights into subsidiaries' strategic options 

to survive in resource-scarce environments, and it identifies a dual-pronged resource strategy 

being deployed irrespective of the subsidiaries' industry and entry motive. Moreover, the 

dissertation establishes that the deployment of such strategies is facilitated by employing 

managers with extensive industry experience, often in lieu of host country experience. Fourth, the 

methodological contribution of this dissertation is to develop a tri-partite framework to assist in 

the selection of an appropriate measure of subsidiary performance by highlighting the substantial 

variation of measures in the literature. Tabel 3 provides an overview of the dissertation. 

  

 
17 The onwards movement was reinforced by the recently added term, evolution, by two of the Uppsala model's 
founding fathers  (Vahlne and Johanson, 2013, 2017). 
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Table 3. Overview of the dissertation 

 

Discussion 

This dissertation centres on the three determining concepts described in the previous chapters, and 

they, experience, resources and context, interact with performance and each other in various ways. 

As one of the dissertation's empirical papers is quantitative and the other two are qualitative, the 

discussion in this chapter follows largely the idea presented by Creswell and Tashakkori (2007) 
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that mixed-method research must "integrate, link, or connect"  (p. 108) the findings irrespective 

of their methodological provenance. The role of host country experience in the process of entering 

new markets is well-researched, e.g., (Erramilli, 1991; Gaur & Lu, 2007; Luo, 2001; Luo & Peng, 

1999; Wu & Lin, 2010). The dominant view in the literature is that experience is accumulated to 

a level that neutralises the entry barriers, whether perceived or actual, as the internationalisation 

process evolves as an ongoing forward-moving process, recently termed an evolution17. The 

findings in Paper 1 suggests that this forward motion is not perpetual and that the accumulation 

of experience can be disadvantageous to the fulfilment of a strategic market entry objective. 

Several firms refrained from market entry, albeit the outcome of the research in Paper 4 shows 

that a possible alternative route to an establishment in a CBE exists.  

Paper 4 highlights an alternative source of host country experience to complement a firm's own 

experience, such that the pattern of entry abandon decisions found in Paper 1 could conceivably 

be altered by forging a partnership with an experienced partner. Yet, the foundational 

internationalisation theory in IB explicated by the Uppsala process model (Johanson & Vahlne, 

1990; J. Johanson & J. E. Vahlne, 1977) neither recognises the entry abandonment, as explained 

as inertia by Dow, Liesch, et al. (2018), nor the alternative extra-firm sources of experience 

identified in this dissertation's Paper 4. In conjunction, the extensions studied in Paper 1 and Paper 

4 would broaden the Uppsala model with additional explanatory power also to explain firms' 

internationalisation processes that do not follow the model's envisaged straight-line evolutionary 

trajectory.  

The accumulation of host country experience is seen as a way to reduce the foreign firm's LOF to 

enhance its performance in the host country (Miller & Eden, 2006; Zaheer, 1995). The LOF 

increases with higher psychic distance (Eden & Miller, 2004), other things being equal. From the 

study in Paper 1, it seems that an extended period of pre-entry host country experience 

accumulation is not adequate to overcome the perceived LOF resultant of the distance between an 

advanced economy and the CBE found in an African country. The case firms in Paper 1's prior 

considerable internationalisation experience did not encourage entry. This is in contrast to the 

notion that parent firm's international experience has a positive association with SP (Fang et al., 

2007). This latter view is, though, echoed in Paper 2 as the managers view their parent firm's 

international experience as a key determinant of their subsidiary's performance. Paper 4 

corroborates the generally established positive relationship between host country experience and 

performance, and it contradicts the managers' views in Paper 2. However, this combination of 
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findings must, despite the views of  Creswell and Tashakkori (2007), be taken with some care due 

to the different units of analysis and the mix of methods and operationalisations. Nonetheless, 

both Paper 2 and Paper 4 point to the positive benefits of aspects of experience in relation to 

subsidiary performance.  

Moreover, whilst Paper 2 does not establish a case for extensive host country experience as a 

determinant of subsidiary performance, the study does point to another source of valuable 

experience for subsidiaries located in the CBEs. The research revealed that managers often 

possess a high level of experience within their industry and not necessarily within the host country. 

This in contrast to the generally established notion of the importance of host country experience. 

Prior studies have identified a positive association between employees' host country experience 

(operationalised as host country nationals) and subsidiary performance (Colakoglu & Caligiuri, 

2008; Dutta & Beamish, 2013) and that this effect is notable in highly distant host countries (Gaur 

et al., 2007). The finding in Paper 2 is based on a rather limited set of observations, but armed 

with some caution it is relevant to acknowledge the possible substitutional effect of industry 

experience in lieu of host country experience. Importantly, in resource-scarce CBEs with their 

lack of highly skilled management, this finding in Paper 2 adds another approach for MNCs to 

augment performance. This dissertation expands the modalities that MNCs can deploy to perform 

in the CBEs by identifying two alternative sources of experience. The beneficial addition of 

vicarious experience is identified in Paper 4, and the alternative source of managerial experience, 

in the form of industry experience in lieu of managerial host country experience, is identified in 

Paper 2. These findings are important in the CBEs and add to the IB literature in addition to their 

practical relevance. 

The association between resources on performance is studied in Papers 1 and 2. Paper 1 examines 

the pre-entry firm's assessment of its own resources in relation to the conditions in the host 

country, and furthermore, the assessment's impact on performance in relation to entry. The study 

found that the assessment of the firm's resources in relation to the host country is a central 

determinant of the fulfilment of the firm's strategic objective. Paper 2 builds on this finding and 

focuses on how subsidiaries in CBEs formulate and manage resource strategies to survive. A vast 

amount of research based on the foundational view that resources are central to a firm's growth 

and performance (Barney, 1991; Penrose, 1959; Peteraf, 1993; Wernerfelt, 1984) and that 

resources and their deployment are a prime explanans of performance, may reduce the scope for 

this dissertation's contributions somewhat. Notwithstanding the plethora of such prior research, 
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Paper 1 identifies that pre-entry firms into an African CBE do not initiate an augmentation or 

alteration of their resources to a point where entry is tenable. The implication is that the perceived 

benefits from a market entry do not outweigh the additional cost nor the organisational inertia to 

enter into such contexts. The resources are, from this perspective, an important determinant of the 

fulfilment of a strategic objective, to the extent that partial satisfaction precludes fulfilment.  

Once entered into a CBE, the deployment of resources is a critical element in adapting to the 

operational context.  It is vital for the subsidiaries located within the resource-scarce environments 

to devise and manage strategies to access the lacking but pertinent resources to achieve the 

necessary level of performance. Paper 2 identifies that financial constraints are a key reason for 

seeking external resources and that subsidiary managers view their parent firm as an important 

source of such resources. Subsidiary management seems to search for certain types of resources 

within their MNC, irrespective of the ensuing controls placed upon the subsidiary. The resources 

sought internally comprised, e.g., finance, IT systems, and governance and procedural resources, 

whereas daily operational resources, e.g. raw materials and low-skilled staff, were obtained locally 

to the extent they were present.  

The efficient access to resources compensates, in the view of the subsidiary managers, for the 

ensuing controls placed upon the subsidiary and its management by the providers, as explicated 

by RDT (Pfeffer & Salancik, 1978). This view stands in contrast to previous studies suggesting 

that subsidiaries with less rigid controls from the outside achieve superior performance (e.g. Luo, 

2003). The observations in this dissertation suggest that there appears to be an important 

association between the subsidiary management's ability to manage the external controls exerted 

to access pertinent resources in a CBE and the resultant SP. In Paper 2, subsidiary management's 

considerable industry experience is noted as a contributory factor in the subsidiary's ability to 

circumvent the apparent negative effect of the lack of resources on SP.  

The level of complexity in sourcing resources is, in a CBE, higher due to the host country's 

distinctive and idiosyncratic institutional regulation, enforcement, and bureaucracy. This adds 

additional cost in terms of its LOF on the subsidiary, which it must compensate through, i.a., 

accumulation of experience to maintain the necessary level of SP. The magnitude of the LOF 

increases with higher psychic distance (Eden & Miller, 2004; Johanson & Vahlne, 2009), and the 

context's effect on performance plays an important role in the three empirical papers. In Paper 1, 

the context forms an envelope in which the non-entrant firm accumulates its experience as an 
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outsider, whereas in Papers 2 and 4, the context is all encapsulating and imposes an effect on the 

subsidiary's operations and hence its performance. Paper 1 provides empirical evidence to support 

that non-entrant firms maintain their initial quite-concerned perception about the institutional 

challenges posed by an African CBE and that this seems to have an effect on the fulfilment of 

their strategic objectives. The perception of the psychic distance by the entrant MNCs remains in 

Paper 1 largely unchanged prior to entry, whereas Papers 2 and 4 in conjunction develop an 

understanding of the influence of the resource-scarce and the institutionally idiosyncratic and 

volatile context influences post-entry performance. 

Limitations 

In addition to the limitations described in the three empirical papers, an overarching reflection on 

the dissertation's limitations is pertinent in advance of its general conclusion. Whilst avoiding too 

much repetition from the individual papers, it is worthwhile noting that all firms and subsidiaries 

included in the three empirical studies are affiliated in Denmark. Further, access to all firms and 

subsidiaries were provided by two Danish institutions, DI and IFU. All the studied firms and 

subsidiaries were as such involved with large-scale Danish organisations. Moreover, the two 

qualitative papers No. 1 and No. 2 are based on relatively small samples of cases, i.e. 14 and 10, 

respectively. The sample in the quantitative study in Paper No. 4 comprises 155 subsidiaries 

within 110 MNC.  

In light of the above, it is likely that the dissertation's findings are particularly relevant to MNC 

in the geographical North and possibly pertaining mainly to firms with home country 

environments akin to Denmark. Much FDI activity in the EMDCs stems from countries in the Far 

East, and in particular from China. This dissertation has not established grounding for views 

regarding such FDI activities, and it is conceivably that MNCs from a so-called socialist market 

economy would follow different trajectories resulting in alternative findings. Yet, based on the 

access to Danish MNCs and their subsidiaries, the dissertation has endeavoured to provide sound 

findings. The limitation posed by the access to data via the Danish organisations can also be 

viewed as a novel opportunity and strength to fill a lacuna in the IB literature with regard to studies 

of business in the EMDCs and, in particular, in Africa.  

The access to Danish subsidiaries in Paper 2 and Paper 4 yielded a rare insight into the operations 

of Danish firms and their subsidiaries in challenging business environments. Nonetheless, the 

subsidiaries in Paper 2 were all located in East Africa and shared their ownership structure which 
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gives rise to caution about possible bias. The subsidiaries are, though, quite different with regard 

to host country, industry, size and length of time since entry. The sampling for Paper 4 was 

somewhat broader as it also included other EMDC outside Africa and encompassed many 

industries and subsidiary sizes. The design of the study equalised the length of time since the 

inception of the partnerships. The sample had the advantage of a large variation between the cases, 

but importantly, it only contained going-concern subsidiaries. Paper 4's findings are, hence, to be 

viewed in the light of the observations in Shaver (1998) about self-selection as all the sampled 

subsidiaries were 'survivors' and had decided to enter into partnerships. Ideally, the sampling 

would include non-partnership subsidiaries, whereas non-survivors would be irrelevant due to the 

going-concern design of the study and inaccessible in practical terms. The point made in Shaver 

(1998) about self-selection is also relevant to the limitations of Paper 1. The cases for this study 

were limited to 14 MNCs that signed up to participate in a market entry project organised by and 

partly funded by DI, and from practitioner background interviews with DI's staff, it transpired that 

they contacted about 40 firms as possible participants. The main selection criteria for the MNCs 

was, however, their lack of plans for entry into Africa at the time of the project. Yet, the study 

provided a rare opportunity to study the otherwise unobservable non-entrants in line with the 

reservations presented by Shaver (1998).  

Implications for Practice 

In consideration of this dissertation's earlier writings about its foundation in the author's extensive 

service in practice, it may be unexpected that only two implications for practice are mentioned. 

Many good intentions were formed to produce valuable knowledge for the benefit of practising 

managers following the recommendations by, e.g.  Cuervo-Cazurra et al. (2013). Nevertheless, 

the dissertation provides a quite solid foundation for food for thought for the MNCs regarding a 

lack of experience in business endeavours in the CBEs. This dissertation points to two avenues 

for MNCs to contemplate in this regard. First, at the managerial level, this dissertation points to 

extensive industry experience in lieu of host country experience. It is often difficult for foreign 

MNCs to hire managers in the CBEs, e.g. Africa, that are host country native or has ample host 

country experience. In such an instance, the dissertation points to an alternative source of 

experience. In the same vain, but at the subsidiary level, the dissertation shows that a lack of 

experience in the host country can be complemented successfully by joining an experienced 

partner from the same home country. Such partnerships in a challenging business environment 

seem to provide valuable experience and lessen the negative consequences of often difficult 
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cooperation between business partners. These two implications are important for many MNCs 

without the necessary experience as they may be reluctant to enter otherwise.  

Conclusion 

The Papers in the dissertation each play their part in answering the overall RQ: How do resources 

and experience affect foreign firms’ entry decision and performance in challenging business 

environments? First, the accumulation of pre-entry experience is found to have a somewhat 

negative influence on the fulfilment of the firms' market entry objective, resulting in a noticeable 

degree of market entry abandonment. The pre-entry firms altered their perception of their resource 

strength in relation to the market negatively over time, making entry uncertain. Second and post-

entry, the subsidiaries' abilities to formulate and manage dual-pronged strategies to overcome 

resource scarcity is prevalent amongst surviving subsidiaries in the CBEs. The dissertation 

furthermore provides an indication that the subsidiary management's industrial experience is an 

enabler of successful management of such dual-pronged resource strategies, as well as in dealing 

with the resultant external control exerted on the subsidiary. The dissertation supports previous 

findings that subsidiaries' performance in CBEs is influenced by experience and the host country 

context, yet, it elucidated importantly vicarious experience as an additional source. It found that 

a combination of firms' own experience and vicarious experience positively affects subsidiary 

performance in such challenging business environments. Moreover, it established that this effect 

is seemingly stronger in even more challenging contexts. In conclusion, and taking the three 

empirical papers' main findings as a whole, it appears that sourcing of resources in resource-scarce 

environments and the presence of host country experience are essential determinants of subsidiary 

performance in challenging business environments. Yet, the dissertation points importantly to 

additional sources of experience. The lack of host country experience can, at two levels, i.e. 

management and firm, be complemented with extensive industry experience and vicarious 

experience. These additional sources enable subsidiaries to perform by deploying strategies to 

overcome the local resource scarcity and to forge partnerships to overcome the lack of experience. 

As a result, a lack of host country resources and experience need not deter entry into the 

challenging business environments in the emerging markets and developing countries.  

Further publications 

Over the period of the PhD studies, the author has co-authored the below-mentioned papers, 

reports and publications, and they have informed this dissertation, albeit they do not form part of 

it in their direct form: 
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Abstract 

This article studies the entry modes adopted by medium-sized enterprises (MEs) seeking market 

access to challenging business environments in Africa. Based on a review of the extant literature 

on entry mode choice and organisational learning in internationalisation, we develop a dynamic 

model for analysing entry mode choice of exporting MEs. Via a three year longitudinal study of 

14 Danish MEs’ attempted entry into the Kenyan market, we found that gaining better knowledge 

of own resources in relation to the Kenyan business environment did not make the MEs adjust 

their entry mode. The only behavioural adjustments in lieu of better knowledge were that several 

MEs, rather than changing their preferred entry mode, decided to abandon entry altogether. We 

ascribe this lack of adaptation of entry mode strategy to organisational inertia. In conclusion, we 

argue that our findings have important implications for the theory of organisational learning in 

internationalisation. 

 Keywords 

export; internationalisation; Uppsala model; Africa; entry modes; challenging business 

environments; resource-based view; institutional perspective; medium-sized enterprises; path 

dependency; experiential learning; inertia. 
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Introduction 

Increasingly, European exporters are looking to Africa as the next significant opportunity in 

developing markets (Tvedten et al., 2014). Greater political stability, high economic growth rates, 

and improving business environments have offered opportunities for foreign firms to obtain first-

mover advantages. The opening of African markets has attracted large European Multinational 

Corporations (MNCs) as well as small entrepreneurial firms. European medium-sized enterprises 

(MEs) also see many opportunities in African markets, but they are weakly represented here 

(Dansk Industri, 2016). Even if there are significant market opportunities, and even if MEs 

typically have substantial export experience, they struggle to overcome the combination of the 

challenging business environments in Africa and internal resource constraints.  

The challenges are partly due to considerable differences in the institutional environment between 

the exporter’s home country and an African market, conceptualised by Institutional Distance 

(Kostova, 1999; Kostova & Zaheer, 1999) and Institutional Uncertainty (Getachew & Beamish, 

2017; Khanna & Palepu, 2010). The substantial institutional differences combined with the 

exporting MEs’ lack of experience with the African markets place them in a precarious position 

with a high liability of foreignness (Kostova & Zaheer, 1999; Zaheer, 1995). Nevertheless, some 

exporting MEs succeed in overcoming the challenges and enter the African markets. 

The entry modes of exporters was the focus of much earlier International Business (IB) literature, 

(e.g., (Brouthers & Nakos, 2004; Buckley & Casson, 1998; Davis et al., 2000; Johanson & Vahlne, 

1990; Johanson & Vahlne, 1977) but has since disappeared from the core interest of IB and 

become replaced with an interest in high commitment and multi-location entry modes (Canabal 

& White, 2008; Laufs & Schwens, 2014; Schellenberg et al., 2017). Hence, IB research has moved 

toward a focus on MNCs (Laufs & Schwens, 2014) or small entrepreneurial firms (Peng, 2001). 

This has made several authors note that there is a ‘missing middle’ in IB internationalisation 

research (Coviello & McAuley, 1999; Coviello & Munro, 1997; Fillis, 2001; Hohenthal, 2001 in 

Jansson & Sandberg, 2008) and that more research on mode should be devoted to these firms 

(Burgel & Murray, 2000; Laufs & Schwens, 2014; Zacharakis, 1997) that are characterised having 

“lack of resources, sensitivity to external challenges, special ownership structure” (Laufs & 

Schwens, 2014, p. 1124).  

The lack of focus on export-oriented MEs is a problem as they remain the industrial backbone of 

most European countries and a crucial driver of internationalisation  and economic development 
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(Kutlina-Dimitrova et al., 2018). Entry mode is a vital aspect of any internationalisation and 

especially for exporting MEs (Laufs & Schwens, 2014; Lu, 2002; Schellenberg et al., 2017). 

Controlling or reducing costs of selling goods through various entry modes is a major objective 

for any market entry strategy. The choice of mode has implications for resource allocation and 

use, control and monitoring procedures, risks and liabilities and future options for expansion 

(Anderson & Gatignon, 1986; Hill et al., 1990). In short, entry mode choice is an important 

strategic decision for ME exporters and may evolve with varying external and internal conditions 

(Agarwal & Ramaswami, 1992; Zeriti et al., 2014).  

Contrary to the small entrepreneurial firms, MEs typically have ample experience with 

internationalisation including markets in developing countries. In these contexts, considerations 

regarding modes supporting different entry strategies may be fundamentally dissimilar to those of 

‘developed/mature markets’ due to their characteristics, such as relatively small purchasing 

power, high barriers to entry, and substantial government involvement in all aspects of society 

(Amankwah-Amoah et al., 2018; Cavusgil et al., 2002; Hansen et al., 2017). Developing markets 

are also characterised by harbouring several market failures, i.e., information problems, misguided 

regulation, and inefficient judicial systems (Amankwah-Amoah et al., 2018; Barrett et al., 2017; 

Cavusgil et al., 2002). Despite the MEs sizeable experience in internationalisation such markets 

pose stern challenges to them in terms of a higher degree and higher transactions costs (Khanna 

& Palepu, 1997; Rottig, 2016) 

The purpose of this study is to explore European MEs’ entry modes into challenging business 

environments in developing countries as experienced by 14 Danish MEs’ attempts to export to 

Kenya. In this regard this study poses the following research question:  

What explains medium-sized enterprises’ evolving entry mode choices in challenging business 

environments? 

The article is organised as follows: First, based on the extant literature, we will develop a model 

to predict the entry mode choice of MEs into challenging business environments. This model is, 

secondly, applied to an examination of 14 MEs’ efforts to enter the Kenyan market and assess the 

extent to which the model can predict their entry modes. Thirdly, various explanations for the 

deviation and corroboration of the model are suggested. Lastly, we discuss implications of the 

findings for the literature and propose avenues for future research. 
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Literature Review and Theoretical Model 

In the following, we will propose a model of the evolution in MEs’ choice of entry modes in 

challenging business environments. Based on (Cuervo-Cazurra et al., 2018), we argue that entry 

mode decisions in challenging business environments are best understood in the dynamic interface 

of firm resources and the institutional environment (Hoskisson et al., 2000). Theoretically we will 

combine the resource-based perspective and the institutional perspective with a dynamic 

perspective based on a recently extended version of the Uppsala Internationalisation Process 

Model (Dow, Baack, et al., 2018; Johanson & Vahlne, 1977). 

The Resource-Based Perspective 

It is well established from several studies that market entry modes can be partly explained by the 

resource-based view (RBV) (Lindsay et al., 2017; Meyer et al., 2009). Resource are understood 

as “all assets, capabilities, organisational processes, firm attributes, information, knowledge, etc.” 

(Barney, 1991, p. 101). RBV seeks, in essence, to explain how firms achieve a defendable and 

long-term advantageous competitive position through their accumulation of costly-to-copy 

resources (Barney, 1991; Peteraf, 1993; Wernerfelt, 1984). International market expansion, 

according to this view, is rooted in slack managerial, financial and production resources, and RBV 

can assist in understanding export performance (Bortoluzzi et al., 2014; Dhanaraj & Beamish, 

2003; Ferreira & Simones, 2016). The focus on slack resources has been augmented by studies 

on how internationalisation allows firms to seize new opportunities and access complementary 

resources, notwithstanding that firms’ propensity to export is partially stymied by resource 

constraints as they lack key resources (Assadinia et al., 2019; Nam et al., 2018).  

The RBV has implications for an ME’s entry mode: First, MEs may lack critical resources for 

higher commitment modes, such as stationing managers at sales subsidiaries for extended periods 

of time (Baum et al., 2015; Calof, 1994; Xie & Suh, 2014). This has implications for their 

internationalisation paths, which will tend to be muted and slow (Brouthers & Nakos, 2004; 

Brouthers & Nakos, 2005). Second, resource constrained firms will adopt entry modes that allow 

them to access needed complementary resources, e.g., local distribution channels or information 

about consumer preferences. Complementary resources often cannot be purchased in the market 

due to their intangibility (Meyer et al., 2009) and their bundling with location-specific factors 

(Hennart 2009), so exporters will need to establish contractual or even equity-based partnerships. 

Third, networks to related and supporting industries are according to recent theories of 



80 
 

internationalisation viewed as s key to success. The business network theory argues that entry 

mode is profoundly shaped by the need to overcome outsidership in networks and become insiders 

(Jansson & Sandberg, 2008; Johanson & Vahlne, 2009; Vahlne & Ivarsson, 2014). Fourth, some 

resources will be particularly relevant to the choice of entry mode. Some MEs may be able to 

adopt high commitment entry modes, such as fully controlled subsidiaries or acquisitions if they 

have prior strong international experience (Brouthers & Nakos, 2004). Finally, the higher the 

commitment mode adopted by the exporter, the higher the exposure of the exporting firm and the 

greater the repercussions if the operation fails (Laufs & Schwens, 2014). 

The Institutional Perspective  

In order to conceptualise challenging business environments and the accompanying transaction 

costs, we use the institutional strategy perspective, i.e., the perspective that argues that we need 

to explicate business context in strategy analysis (Kostova et al., 2008; Peng et al., 2009). Hence, 

it is a commonly held view that the particular institutional context of developing markets affects 

entry mode (Adeola et al., 2018; Holtbrügge & Baron, 2013; Meyer et al., 2009). A previous study 

found that “relationships between well-established direct effects on entry mode choice are 

contingent on the institutional context” (Schwens et al., 2011, p. 347), and for instance, in 

challenging business environments, institutional voids create high transaction costs (Khanna & 

Palepu, 1997, 2010; Rottig, 2016).  

Transaction cost economics is the preeminent theory used to explain entry mode (Brouthers & 

Hennart, 2007; Canabal & White, 2008; He et al., 2016; Nydam Wulff, 2016). The idea of TC 

theory is that the intensity of export mode depends on the TC, i.e., bargaining, information, and 

enforcement costs of contracts with agents, distributors or joint venture partners. The literature on 

TC can assist in understanding how uncertainty related to institutional distance impacts entry 

mode (Cheng & Yu, 2008; Dow, Baack, et al., 2018; Erramilli & D′Souza, 1995), as well as how 

the experience of MEs from previous internationalisation may assist them in circumventing 

uncertainty in developing markets (Laufs & Schwens, 2014).  

The effectiveness and nature of formal and informal institutions, described as “rules of the game” 

(North, 1990), are of particular importance in developing countries (Chen et al., 2017; Meyer et 

al., 2009; Peng, 2014). In some developing countries, institutions straightforwardly dictate entry 

mode by stipulating the extent to which foreign firms need local partnerships. Judicial and other 

institutions determine the extent to which contracts can be enforced and thereby the feasibility of 
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contractual entry modes such as agents and distributors. As MEs are more vulnerable to 

institutional voids than larger MNCs (Lu, 2002), the mode choice’s ability to circumvent such 

voids becomes particularly important. It has been argued that high commitment modes better 

allow MEs to deal with the institutional voids of developing markets (Brouthers & Nakos, 2004).  

The Internationalisation Process Perspective  

The Uppsala Internationalisation Process Model (Uppsala Model) suggests that insufficient 

knowledge is the primary hindrance for firms deciding to enter foreign markets and that 

internationalisation is facilitated by the acquisition of knowledge by being present in the foreign 

market (Johanson & Vahlne, 1977). The Uppsala Model has been extended by the original authors 

to include a perspective on the role of networks in internationalisation (Johanson & Vahlne, 2003), 

an extension that introduces the concept of “liability of outsidership” into the new network 

perspective (Johanson & Vahlne, 2009) and an account of how firm internationalisation evolves 

over time (Vahlne & Johanson, 2013).  

A recent response to calls to emphasise the processual aspect of the Uppsala Model added ‘Inertia’ 

and ‘Managerial Intentionality’ (Dow, Liesch, et al., 2018; Welch et al., 2016). The extended 

model addresses the conundrum of factors outside the original Uppsala Model, which plays a 

substantial role in determining firms’ resource commitments across borders (Pedersen & Petersen, 

1998): organisational inertia stems from resistance to making necessary changes, and studies have 

found that dominant assumptions may be the result of “a web of self-reinforcing narratives” 

(Geiger & Antonacopoulou, 2009, p. 432), and “resistance to change might emerge—constraining 

their ability to respond to the external environment” (Dow, Liesch, et al., 2018, p. 475). The notion 

of inertia is interesting from the perspective of this article, as we explore entry mode preference 

from a dynamic perspective. Inertia in organisations originates from opposition to change, and "it 

means that organizations respond relatively slowly to the occurrence of threats and opportunities 

in their environment" (Hannan & Freeman, 1984, p. 151) and must thus be understood in relative 

terms, as it describes the endeavour to preserve 'status quo' relative to changes in the environment. 

The fact that an organisation has a high level of inertia in one context does not imply high inertia 

in a different context (Hannan & Freeman, 1984; Stanczyk-Hugiet et al., 2017). This corresponds 

with the central notion that previous experience increases the probability of change (Cyert & 

March, 1963), and this means that limited experience in a specific context is likely to increase 
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inertia. Inertial forces in organisations are, hence, stronger when MEs are planning to enter 

markets where they have limited, if any, experience. 

Toward a Model for Explaining Export Supporting Entry Modes in MEs 

In the following, we will develop a dynamic model for explaining what modes ME exporters will 

adopt given changing perceptions of Resource Strength and institutionally introduced Transaction 

Cost. We focus on modes aimed at export of products to foreign markets and do not consider local 

production to substitute export as MEs typically will produce niche products that cannot 

economically support several production sites.  

A Contingency Model for Entry Modes 

The export supporting modes typically presented by the literature span from simple arms-length 

transactions and over contractual modes to internalised modes (Welch et al., 2007); see Figure 1.  

Figure 1. Export supporting modes 

Pure market 
entry 

Contractual 
entry 

Joint venture 
(equity) 

Acquisition Fully controlled  

Export Franchise, agent 
or distributor 

Sales and 
service JV 

Acquisition of 
sales and service 
organisation 

Sales and 
service 
subsidiary 

 

Direct exporting can either be ongoing export to market or, as is typically the case, occasional 

exporting, for instance of capital goods. Direct exports take place through direct contact between 

customers and seller and through visits by an export manager. Contractual entries can be agents 

or distributors, and the difference is that the distributor entry modes require substantial 

investments by the distributor in inventory and the ability to provide sales-related services and 

advise (Reid, 1983). Equity-based entries can be fully controlled sales subsidiaries, joint ventures 

or acquisitions, e.g., of distributors.  

In the model, entry mode choice is seen as determined by the interaction of two factors, namely 

firm internal capabilities and resources (e.g., managerial and financial resources, 

internationalisation experience, market knowledge) and business environment variables, 

including TC (e.g., determined by IPR protection, intangibility, frequency, institutional voids, and 

asset specificity).  
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Hence, we predict that, essentially, four entry modes are relevant to MEs:   

Direct export: In this case, we have low TC and high resources of the foreign firm. Resource-rich 

firms may save resources in cases where TC are low by entering directly through direct exports. 

This mode will, however, often need substantial experience and resources from the foreign firm 

to identify and manage sales without a permanent market presence. This will typically be seen in 

cases of one-off high-value sales where a highly specialised export manager will be able to 

organise and implement the sale directly to the customer.  

Agents: In this case, we have low TC and low resources simultaneously: If the TC are very low—

e.g., in cases of sales of standardised products with few IPR concerns—and the ME has limited 

resources and experience, a licence arrangement would be preferable. However, TC 

considerations such as IPR risks or lack of competent licensees may prevent this mode, and the 

exporter will opt for an agent. An agent is a low cost, low commitment mode and requires little 

more than sending products when the agent has received orders. It is, though, often difficult for 

MEs to align the interests with the agent, and the MEs retain the customer transaction risk.  

Distributors: In this case, we have high TC and low resources simultaneously. In challenging 

business environments, the exporter needs a committed and competent partner to circumvent the 

market and institutional barriers of the host country. Entering into challenging business 

environments with limited resources implies a strong reliance on external resources, and, 

therefore, the entry will take place through a distributor. This partner must have local networks 

and be willing and able to invest in building the distributorship. The downside of this strategy is 

a high reliance on the external partner and, hence, risks of opportunism. As a consequence of the 

risk of opportunism, the ME may take an equity stake in the distributor, making it a joint venture. 

And eventually, the ME may acquire the distributor, making it a sales subsidiary.  

Fully controlled sales subsidiaries: In this case, we have high TC and high resources 

simultaneously. Resource-rich firms may be able to circumvent high TC deriving from the nature 

of the transaction (e.g., high asset specificity) and the business environment (e.g., an ill-

intentioned contract environment or uncertain market regulation) by entering through a 100% 

controlled sales and service subsidiaries. In both cases, this mode requires exporters with long-

term internationalisation experience in similar regions and continued and robust engagement by 

the firm management in establishing the subsidiary. 
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In accordance with reviewed theory, we posit that the choice of mode for an ME is evolving over 

time. Hence, we add a dynamic process dimension based on the revised Uppsala Model where we 

posit that an ME’s planned entry mode evolves over time as the knowledge of the location changes 

and as experience is acquired. We will divide the entry mode decision process into three stages: 

Aspirational Stage, Planning Stage, and Decision Stage. The Aspirational Stage is where the 

export location is entering the radar of the firm, and it starts making more detailed enquiries 

regarding the market. This stage is characterized by limited knowledge of the market, including 

lack of knowledge of the precise nature of the liabilities of foreignness and outsidership that will 

be particularly high in challenging business environments. Hence, it can be expected that at this 

stage the considered entry mode is strongly informed by experience with mode selection in 

previous internationalisations supplemented with readily available information of market 

conditions, e.g., based on political and macro-economic factors. The Planning Stage is where the 

firm is moving toward a final decision. This stage is based on better knowledge of the business 

environment, i.e., the ME moves from more or less loose perceptions of the business environment 

toward a more informed understanding of the business environment in relation to their 

capabilities. It can, in accordance with the Uppsala Model, be expected that the psychic distance 

at this stage is reduced as the firm moves from preliminary and rather superficial knowledge about 

the market to a deeper knowledge of the market conditions in its specific segment. The Decision 

Stage is where the firm makes the actual decision as to what mode to adopt. This is where top 

decision makers in the firm decide how much resources should be committed to enter the location 

and whom to partner up with. At the Decision Stage, it is possible that the ME has obtained 

knowledge about the difficulties of the location that makes it abandon the entry altogether.  

Below, we will assess the extent to which the model, Figure 2, can be employed to explain the 

entry mode of exporters at different phases of the entry process.         
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Figure 2. Entry modes of exporters at different phases 

 

Methodology, Research Context and Cases 

Methodology  

We adopted a ‘laboratory set-up’ longitudinal multi-case approach (Miles & Huberman, 1994; 

Yin, 2014) to investigate MEs’ decisions about market entry into Kenya. In this article, we exclude 

only the largest and most highly resourced multi-national enterprises by adopting a German 

definition of MEs to include gehobener Mittestand  firms with a turnover up to EUR 1 billion 

(Fear et al., 2015). We focussed on 14 Danish MEs that were taking part in an export promotion 

project from June 2016 to June 2018 entitled “Project Africanisation - from Naestved to Nairobi” 

undertaken by the Confederation of Danish Industry with an aim to explore “how MEs can be 

assisted in overcoming the challenges deriving from a combination of limited internal resources 

and a highly difficult African business environment” (Hansen & Gundelach, 2018, p. 15). The 

participating MEs shared the following four characteristics: 1) all MEs were located in the same 

home country, i.e., Denmark; 2) all cases were long established manufacturers; 3) all cases had 

considerable international business experience; and 4) all had limited experience in export to East 

Africa (see Figure 3). All case MEs were visited during the summer of 2016 (one, Case L, by 

telephone and one, Case F, off-site), and the managers responsible for export were interviewed 

(‘Interview – 2016’). These interviews were semi-structured, and they formed part of the general 

project initiation process. All interviews were conducted in English. The interviews were audio-

recorded and transcribed, and the interview guide is in Appendix 1.  
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In addition, three sets of questionnaires were answered during the project: 1) at the start of the 

Aspirational Stage in August 2016; 2) during the Planning Stage in June 2017; and 3) at the end 

of the Decision Stage in June 2018. The questionnaires encompassed a range of project-related 

issues as well as questions explicitly directed at matters related to market entry decision, see 

Appendix 2. The questions were divided into the two categories reflected in our framework, i.e., 

perceived institutionally introduced Transaction Cost and perceived Resource Strength in order 

to place each ME in the x-y grid. All answers to the questionnaires were scored on a 5-point Likert 

scale and summed up. This procedure yielded x-y grid positions for all MEs for the three stages, 

e.g., Figure 5, with the exception of Case M, F and I at the Aspirational, Planning and Decision 

stages respectively due to missing positioning data.   

Based on the theoretical framework and guided by the 2016 interview and the questionnaire data, 

we developed a codebook, see Appendix 3, to direct our Qualitative Data Analysis (Bazeley & 

Jackson, 2013; Blaikie, 2010). The codebook framed the interview guide for the final semi-

structured telephone interview (‘Interview – 2018’), and the interviews were conducted with all 

case MEs in August and September 2018. The interviews were conducted in English and lasted 

about 45 minutes. To facilitate the interviews with practitioners, a non-theoretical jargon was 

used, e.g., TC was termed ‘ease of doing business’, and RBV was termed ‘firm strength and 

advantages relative to the market’. The interview guide is included, and we refer to Appendix 4 

for a complete list of questions.  

Case Presentations 

The 14 MEs in the sample are far from start-ups, as the youngest firm is around 20 years old. In 

terms of industry, the firms are overwhelmingly in machinery and equipment, the exception being 

four firms that are engaged in food and beverage ingredients and two in electronics. “The 

companies are typically specialised producers that export a majority of their products because the 

Danish home market does not have the size to support sufficient sales” (Hansen & Gundelach, 

2018, p. 14). They operate in BtB markets and, to a lesser extent, BtG markets, and none are 

directly engaging with consumers. All the firms are highly experienced exporters, typically with 

a minimum 85% export share of total sales. Some operate mainly in nearby markets, but most 

have experience from economically, culturally, administratively and geographically distant 

markets, including from Africa in most cases. Some of the MEs had limited prior experience in 

Kenya too. 
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Figure 3. Case presentation 

Research Context 

Kenya currently enjoys considerable economic growth and is seen by many as an essential 

business hub for the East-African market. Kenya has a population of about 48 mill. on an area of 

580.000 sq.km., and a gross national income (GNI) per capita was reported at USD 3,100 (2016 

PPP), which places Kenya in the lower-middle-income group (The World Bank, 2017). The 

domestic economy (GDP per capita) grew 2.3%, which compares favourably with Sub-Saharan 

Africa at 0.3% and a global average of 1.5% (The World Bank, 2017). In contrast to the somewhat 

encouraging economic and geographical statistics for Kenya, the challenging business 

environment stems from poor positions in international business rankings. The “Ease of Doing 

Business” index places it at 80th position (The World Bank, 2019) mainly due to difficulties in 

public bureaucracy. The International Corruption Perception Index positions Kenya at an 

unenviable 143rd among the 180 counties surveyed (Transparency International, 2018). The 

institutional distance from Denmark is calculated by the commonly used composite index (Kogut 

& Singh, 1988), and it leaves Kenya as the 143rd furthest from Denmark (Kaufmann et al., 2011; 

The World Bank, 2017c). The Sub Saharan African countries are generally far from Denmark in 

institutional terms, and Kenya is placed in the middle, see Figure 4. 

Case Letter Industry Firm age in years Size (t/o in mill. 
EUR)

Export (part in 
pct.)

Sub-Sahara 
Africa 

experience

Kenya 
experience

A Food ingredients >100 225 50-85% no no
B Machinery 50-100 70 85-100% yes yes
C Machinery >100 110 85-100% yes yes
D Machinery >100 285 85-100% no no
E Food ingredients 25-50 70 25-50% yes no
F Electronics 50-100 n/a 50-85% no no
G Machinery 25-50 125 85-100% no no
H Food ingredients >100 170 85-100% yes yes
I Machinery >100 500 50-85% yes no
J Machinery 25-50 35 85-100% yes yes
K Machinery 50-100 700 85-100% yes yes
L Electronics 50-100 85 85-100% yes yes
M Machinery >100 17 85-100% yes yes
N Food ingredients 0-25 10 85-100% yes yes
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Figure 4 

 

Empirical Findings 

Aspirational stage 

All MEs were intrigued by the potentials of the East African market at project start, i.e., the high 

growth rates and the improving business environment. Based on the promises of the market and 

informed by their previous experience, all participating MEs had considerable prior export 

experience including some from Africa, see Figure 3, and the MEs began the project by 

considering how they should enter Kenya. The two most frequent aspirational entry modes were 

to enter by appointing a distributor or to establish a subsidiary. The subsidiaries were mainly 

envisaged as sales and support offices and only in one case as a production facility (Case C). The 

remaining four MEs expected to enter the Kenyan market by lower commitment modes, see 

Figure 5. 

Case C and N had some prior Kenyan experience and perceived their resource position to be 

among the highest of the MEs. Case N predicted a change in Kenyan consumer preference due to 

their re-engagement with the market. The MEs’ opinions in terms of contract enforcement, 

protection of patents and IP-rights, and commercial transparency (TC position) were nevertheless 

different, and Case N perceived it at the highest level. Case K and B’s opinion about their resource 

position was relatively lower, whereas Case K’s TC position was based on previous unsuccessful 

experiences: " ( ... ) but you need somebody who can actually import goods and do this in a proper 
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way”. Case B operates in business-to-government market and payment was a considerable issue: 

“The Ministry of [deleted], very difficult for ( ... ) payment”.  

Figure 5. 

 

The remaining 10 MEs with less or no prior Kenyan business experience were diverse in their 

resource positions and TC positions, and 2 of the MEs with the most substantial resource positions 

expected to establish subsidiaries in Kenya, see Figure 5. Case H stated that its “high quality and 

certified products will lead to [sought after] food safety”, and Case L felt confident in being “the 

only supplier who is certified [within our line of business]”. Both firms acknowledged high TC 

positions at market entry. The views on this point were more diverse for Case J, D and I, who 

considered resource and market environmental compatibility to be high. Case J sold high-value 

machinery and planned to appoint an agent and enter into operating lease-arrangements with their 

final customers. Case J considered its TC position improved by using non-Kenyan financial 

instruments. In comparison Case D and I did perceive their TC positions higher, and Case D 

indicated a requirement for a buy-out clause in their agency contract due to the business risk 

involved, " ( ... ) if we do not have the option to, later on, take the [name of agency] 100%, we 

will say 'thank you very much'”.  

Case F related their anticipated TC to their operation in other challenging business environments, 

e.g., Russia, Moldova and China; as their export manager said, “We saw some of the same 

challenges in China. Yes, it is difficult”. Case G wanted to offset their medium resource position 
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with strong local presence: “we need very strong support in Africa if we want to succeed ( ... ) it 

was a distributor we wanted to have”, and Case A envisaged a two-stage market approach by 

initially appointing an agent and later establish local joint-venture production: “We do it with an 

agent, which is what we are used to do and have quite good successes around. Another option is 

to do some kind of joint venture ( ... ) [later]”. A leading supplier within the B-t-G market (Case 

B) envisaged from the outset to establish a subsidiary “as support to our partners or distributors”. 

In essence, none of the four cases foresaw ‘going it alone’ and planned different modes of entry. 

Two MEs perceived high TC positions and low resource positions (Case K and E) at the beginning 

of the project, and one of the MEs is an exporter of highly specialised food ingredients (Case E), 

and due to strict Kenyan government regulations, it perceived at the outset its resource position 

as the lowest. The ME’s management was concerned, despite a substantial market potential, with 

its limited HQ resources to establish sufficiently large-scale distribution. Concerns over IPR 

protection caused Case E furthermore to a high TC position, as stated by management: “It 

concerns us a lot. How we can protect our IP rights”.  

In summary, 5 of 14 MEs expected at the outset to establish a subsidiary, 5 expected to establish 

a distributorship, and the remainder to enter through low commitment modes, agents or licensees. 

Three MEs who were highly resourced and also expected high TCs planned initially for 

establishing subsidiaries in line with the predictive model (Cases N, H, L).    

Planning Stage 

Most MEs were engaged in selecting local business partners in Kenya at the Planning Stage one 

year into the project, and only three firms were ‘undecided’ at this stage. The experience in the 

Kenyan marked had dampened the MEs’ view of their resource strength, and several firms 

changed also their perception of TCs and their envisaged mode of entry, see Figure 6.  

Case J viewed, at the Aspirational Stage, the Kenyan market to be quite undemanding and that its 

superior technology would pave the way for an uncomplicated entry. The export manager for Case 

J also saw that market as “bigger than expected”. This ME did, however, realise that Chinese 

competitors had secured a strong foothold with very able local distributors forcing Case J to alter 

its preferred entry to direct export to selected large customers. One firm downgraded its aspiration 

from establishing a subsidiary to export its food ingredients (Case N) through distributors and 

only establish a small local service office as a back-up. Case N also realised that its assessment at 
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the Aspirational Stage of resource strength vis-à-vis the Kenya market was overstated and 

adjustments to its assortment were necessary. It realised, however, that the market potential was 

bigger than envisaged, and to reap the rewards it had to change its entry mode: “We have to change 

our normal way of doing things” as the General Manager for Africa stated. Case I also saw a large 

potential for its machines, and it decided to move the responsibility for East Africa from its HQ 

export department to its subsidiary in South Africa.  

Figure 6. 

 

Case K remained relatively unchanged in its view of its market potential, but it found that product 

transport for its heavy machinery to be complicated, time-consuming and costly; and “a very low 

level of local knowledge” about its technology added to a slow market entry. Case E had changed 

its favoured entry mode to direct export of alternative products as its main product was unsuitable. 

“We had to give up exporting [confidential] due to Kenyan legislation” (Case E). One ME was 

frustrated by long delays and changed its favoured mode of entry from subsidiary to export via a 

distributor, and the responsible manager stated “The general election in Kenya, and a lack of 

foreign currency are used as excuses for the delay” (Case L). The general view of the MEs at the 

Planning stage was a) the market potential in Kenya was bigger than expected; b) they themselves 

were less resource strong in comparison with the local competition; and c) it was necessary to be 

flexible regarding mode of entry. Despite the positive market outlook, none of the MEs stated a 
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desire to augment their mode commitment in entering the Kenyan market, and in contrast, eight 

firms expressed views to commit to lower commitment entry modes, see Figure 8. 

Decision stage  

Before the Decision stage of the project, three MEs had decided against market entry into Kenya. 

Case A had realised that the entry points into Kenya were limited and that the level of non-

transparent business practices left them too uncomfortable to operate in the market. Case D stated 

that “the market was [simply] too small”, and Case L had a change of corporate strategy and “gave 

lower priority to [its] activities in Africa”. Two MEs assessed, however, their resources at a 

comparatively higher level, and Case J found that the appointment of a new agent gave them 

additional resource in the market. Case H had first considered a sales subsidiary, but after realising 

the market potential, and “customers’ readiness for change”, it enhanced its local resources by 

establishing a distribution facility in Kenya. 

The four remaining MEs were still pursuing the Kenyan market, but after two years of activity in 

the Kenyan market, they anticipated a resource shortfall nevertheless. Case G had found a positive 

opening in the market, but they suffered from a shortage of staff to intensify visits to the market. 

Case B had augmented its knowledge-base but saw a resource deficit due to an inability to enlarge 

its local network. They stated that overall demand on internal resources hindered further 

expansion. Case M found a relevant market opening but with fewer and longer-term entry points 

than expected. The export manager accepted the MEs inability to develop an Africa tailor-made 

market approach, and this slowed its market entry down. The three non-pursuant MEs regarded 

their TC perception at the highest and almost equal level (Case A, F, L), see Figure 7, whereas six 

of the seven still Kenya active MEs saw it highly equal. Only one ME deviated from this view, 

and Case N saw TCs at a lower level. All actual entry modes are depicted in Figure 7. 

In comparison with the MEs initial entry aspirations in August 2016, six MEs decided to abandon 

a Kenyan market entry, and of the remainder, in fact only two of the eight entered by their 

Aspirational mode, as can be seen in Figure 8. The early expectations about Kenyan market entry 

were for four of the MEs founded without previous Kenyan experience. The inexperienced MEs 

entered Kenya via distributorships in Case G, J, and M, and Case H as a subsidiary. The four MEs 

were involved in different industries, and their resource strength was at both the Aspirational and 

Decision stages higher for Case J and H and lower for Case G and M. Their TC perceptions were 

initially varied but quite similar at the end of the project. Of the remaining three with previous 
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Kenyan experience, there was only a change of entry mode in Case B, which down-graded its 

entry from establishing a subsidiary to remaining with its initial agent by stating " ( ... ) 

establishing a subsidiary is not abandoned, but not implemented [yet]”. 

Figure 7. 

 

How do MEs’ Entry Mode Considerations Evolve? 

Already at the outset, we observe there are remarkable differences between the MEs initial 

expectations prior to entry and their actual entry modes. All 14 MEs commenced, whether they 

had previous Sub Sahara African experience or not with ‘high hopes’, but only 8 of 14 MEs 

entered the Kenyan market, notwithstanding sporadic export activities. The six MEs which 

decided against entry, of which two had previous market experience, were divided equally 

Case Entry mode - 
Aspirational

Entry mode - 
Planning

Change of 
commitment 
from 
Aspirational to 
Planning Stage

Entry mode - 
Decision

Change of 
commitment 
from 
Aspirational to 
Decision Stage

Change of Entry 
Mode from 
Aspirational to 
Decision stage

Frequency

A Agent Direct export Lower No entry Lower Yes 2
B Subsidiary Undecided Lower Distributor Lower No 6
C Subsidiary Subsidiary Same Subsidiary Same Abandon 6
D Direct Export Undecided Lower No entry Lower Total 14
E Agent Direct export Lower No entry Lower
F Distributor Undecided Lower No entry Lower
G Distributor Agent Lower Agent Lower Entry Mode Aspirational Planning Decision
H Subsidiary Subsidiary Same Subsidiary Same Direct Export 1 3 0
I Distributor Distributor Same No entry Lower Agent 3 1 2
J Agent Direct export Lower Agent Same Distributor 5 5 3
K Distributor Distributor Same Distributor Same Subsidiary 5 2 3
L Subsidiary Distributor Same No entry Lower Undecided 0 3 0
M Distributor Distributor Same Distributor Same No entry 0 0 6
N Subsidiary Distributor Lower Subsidiary Same Total 14 14 14
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between higher and lower commitment aspirational entry modes. These MEs decided against 

market entry due to change of strategic direction (Cases E, F, I and L), postponement (Case D), 

and transparency issues (Case A). 

During the Aspirational stage, the MEs’ assessed that they had a strong resource positions coupled 

with relatively deep concerns about the challenging business environment. The MEs’ positions 

are shown marked in Figure 9, which depicts the Aspirational, Planning and Decision stages as 

well as the movement of the average position. As the MEs started gaining more specific 

knowledge about the Kenyan market through study trips to Kenya and several workshops, they 

changed their impression of their resource and TC positions considerably. The MEs’ positions are 

marked in Figure 9 and show a reduced resource position at the Planning stage indicating that the 

MEs had gained insights in the Kenyan market resulting in a more moderate impression of their 

strengths in the market. Some MEs observed the maturity of the Kenyan market, such as “I did 

not expect there were so many bigger companies, industries in the area” (Case H), and “in the 

start of the project, we thought we knew it all, but we needed to learn some more “ (Case B). 

Some MEs’ changed their impression of only one of the two perspectives, e.g., Case D and L who 

had a high, but relatively unchanged, view of TC, and in line with most MEs changed their 

resource strength downwards and later ended as non-entrants. Case A, who already at the mid-

term stage decided against market entry “it became colder and colder in terms of me pushing to 

get any business currently in the Kenya market”. This ME had an unchanged view of their resource 

position, but they had had market experiences that changed their TC positions considerably. 
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Figure 9. 

 

After gaining further market information and experience in Kenya, all MEs, except Case A, 

perceived their resource positions to be lower than initially observed in relation to market entry. 

Two main resource constraints were stated by some MEs. First, several MEs mentioned missing 

accurate market information and local insights, and second, access to local networks was a 

significant resource deficit. The difficulty of obtaining reliable market statistics was expressed by 

Case G  " ( ... )we need market details ( ... ) and that is what we have been chasing for more than 

half a year ( ... ) moreover, we did not get it”, and Case B  recognised the need to “network is 

more important than initially assumed”. The difference in culture, and particularly the perception 

of speed and time, caused several MEs to accede a resource deficit leading to a need to change 

their ‘standard operating procedure’ in relation to the Kenyan market. Case L said " ( ... ) much 

longer time than in our own culture”, and Case B stated, “Meeting culture and [adherence to] 

deadlines are much different than in Europe”. The views were summed up by Case N saying “The 

entry to the market is not as expected. We have to change away from our usual ‘new market entry’ 

procedure.” Case N did not, in contrast to their statement, change their entry mode. Contrary to 

the increase in perceived resource deficits, the MEs generally viewed the TC position to be more 

positive than initially expected. The newly acquired insights about the ‘Kenyan way to do 

business’ reduced the level of uncertainty for most of the MEs. One export manager, Case H, 

found that it was “surprisingly easy and inexpensive to establish a subsidiary in Kenya, and the 

necessary [legal] institutions are here already”. 
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Despite a considerable shift in the export manager’s assessment of their resource and TC 

positions, their initially planned entry mode was changed only in two cases during the project. 

Case H  noted, that " [we] want to have subsidiaries, the market is strategic ( ... ) and this is the 

normal way”; Case C  “I would say it is the [our] way”; Case M  “for basically [all] our markets, 

we work through a distributor”; Case A “we ship directly ( ... ) we do it primarily with agents”; 

Case D  “what we do at the moment is from Europe ( ... ) travel out from Europe”; and Case N  

“that is sort of always been (our) strategy ( ... ) we are trying to keep the same way of procedure 

for selling”. Only two cases noted that their planned entry mode changed, as “it depends [on] 

which markets” (Case J), and “there is no real standard approach because every market is 

different” (Case K). 

The MEs had accumulated considerable experience and knowledge about the Kenyan market 

during the two years they were surveyed, but this led to mainly one of two outcomes: either the 

MEs generally maintained their aspirational entry mode, or they abandoned the market entry 

altogether. This leads us to assert that increasing experience and a higher level of information 

about the Kenyan market did not change the MEs’ entry mode. On the contrary, decision makers 

entrenched back into their aspirational entry mode suggesting a high degree of inertia. The entry 

mode decision was in six of the eight entry cases in line with the MEs’ expected choice of entry 

mode. Two MEs changed their entry mode during the project. Hence, the perception of optimal 

entry mode did not change over time despite the ME acquiring a more profound knowledge of the 

location. In a total of 8 of 14 cases did the MEs, for a variety of reasons, deem their planned mode 

of entry unsuitable, and this led to a no-entry decision in 6 cases, as shown in Figure 8. This makes 

us deduce that forces of inertia reduce the ME’s adjustment of its mode of entry into challenging 

business environments in spite of growing specific knowledge about its own resources in relation 

to the difficult business environment. In the cases where behavioural adjustments were made as 

MEs gained a more realistic understanding of internal and external contingencies, it was mainly 

in the form of decisions not to enter.  

Discussion  

This study set out to develop a model to examine the evolution in MEs’ choice of entry modes in 

the search for export opportunities in the challenging business environment of Kenya. A first 

contribution was that our model for predicting entry mode choice in challenging business 

environments proved useful. It was demonstrated that ME entry mode decision could be 
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understood as a dynamic fit (Zajac et al., 2000) between firm resources, capabilities and paths 

considering [sic] the institutionally related TC. Hence, this study demonstrated that entry mode 

choice is a dynamic process where MEs over time are changing their perceptions of their own 

resources and business environment factors.  

The study took place in a setting where ME exporters were followed over two years and asked 

about their expected entry mode in Kenya in view [sic] of their perceived resources and their 

impression of location challenges. Over the two years, the MEs had ample opportunity to acquire 

knowledge about the market and to adopt a more realistic and informed entry mode decision. 

Several intriguing insights in relation to the literature on experiential learning and psychic distance 

were provided via this study. 

One of the founding tenets of the classical Uppsala Internationalisation Process Model is that 

resource commitment increases as experiences are gained and the negative perception of risk 

diminishes (Erramilli, 1991; Johanson & Vahlne, 1990; Johanson & Vahlne, 1977). In this 

perspective, it is interesting to observe that the MEs’ risk perception over the two-year period, as 

witnessed by their TC positions, in general, returned to its higher level after two years, see Figure 

9, whereas the MEs’ view of their resource strength vis-à-vis the market shifted downwards during 

the two-year period. The implication is that psychic distance is not a linear variable where more 

knowledge about a location causes more confidence in the location, but on the contrary, as they 

gain experience, MEs may build an increasingly realistic understanding that there is no fit between 

their resources and the location, leading to an abandonment of entry altogether. Moreover, where 

the Uppsala model depicts entries in terms of incremental adjustments toward increasingly higher 

commitment entry modes, the actual behaviour of MEs in challenging business environments is 

more one of binary choices, entry as either originally planned or no entry at all.      

A key insight in relation to the literature concerns inertia. According to theories of 

internationalisation, MEs will accumulate knowledge and experience and thus alter their strategies 

accordingly (Hill et al., 1990; Johanson & Vahlne, 1977; Reid, 1983), and that this is of particular 

importance in the challenging business environments in emerging economies and developing 

countries (Meyer et al., 2009; Neuland & Hough, 2010; Wright et al., 2005). However, as argued, 

the MEs entering Kenya did not, in general, alter their entry mode considerations in the course of 

the two years. Hence, it appears that there is substantial inertia in entry mode decisions. The 

implication for literature on entry mode is that inertia in an internationalisation process 



98 
 

perspective should be explicated in explanatory models. Thereby, our findings offer valuable 

insights to the Structural Inertia theory (Hannan & Freeman, 1984; Kelly & Amburgey, 1991) 

which forms the basis for the conceptualisation of inertia (Dow, Liesch, et al., 2018). In theory, 

Structural Inertia will either lead to “new structure” or “failure” (Kelly & Amburgey, 1991, p. 

593).  

A final insight is that experiential learning mainly is related to entry/no entry decisions. In this 

study, the failure rate is very high; even with 14 firms all initially highly committed to entering 

Kenya, almost half decided not to enter at all. This is somewhat surprising, as entry mode theory 

states that firms have a range of options available, and based on their acquired knowledge they 

will, albeit limited by bounded rationality, select the most appropriate entry mode among these 

multiple modes. The multiple available modes, and MEs’ allegedly wanting to grow should, thus, 

lead MEs to enter the Kenyan market. Our finding was that 6 of 14 MEs abandoned entry contrary 

to the Uppsala Internationalisation Process Model. Given the limited sample size, it can tentatively 

be suggested that the results may be due to the limited market size in Kenya in combination with 

the MEs’ internal resource constraints or that the MEs may simply have given higher priority to 

other markets and product areas with a higher return of investment. Hence, the conclusion is that 

over time, firms do not move toward a greater willingness to commit to the market, but they 

become more clarified whether or not they should enter as they discover the difficulties of the 

location and the opportunity costs of entry. In other words, experiential learning is mainly 

associated with the binary choice of entry/non-entry, not the actual entry mode.   

Based on our study of the MEs’ attempt to establish a strong position to export to Africa we thus 

make four significant theoretical contributions: 

1. Entry mode strategy in challenging business environments can be meaningfully analyzed as a 

dynamic fit between firms’ own resources, capabilities and paths considering [sic] institutional 

factors.     

2. ‘Psychic distance’ is not, as otherwise implied by the Uppsala model, reduced with time and 

experience but may on the contrary increase over time as MEs become more aware of business 

environment challenges and internal resource constraints and the combination of those.  

3. Contrary to experiential learning thinking, firms are reluctant to change entry mode in view of 

more specific information about the business environment in combination with their firm-specific 
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resources and capabilities. This confirms the inertia theory advanced by, among others, (Dow, 

Liesch, et al., 2018).  

4. However, experiential learning takes place, but it overwhelmingly concerns the binary choice of 

entry/no entry. The implication for theory is that the learning perspective should be applied to a 

higher degree to entry decisions rather than mode decisions.  

Conclusions, limitations and further research 

This study set out to explore the entry modes adopted by MEs seeking export to Africa. The 

existing literature on firms’ entry modes appears to be concentrated on either resource-rich MNEs 

or resource constrained SMEs, whereas there is a lacuna in the recent IB literature on MEs’ entry 

modes in general, and in challenging business environments in particular. A two-year longitudinal 

study of 14 MEs provided data about the perceived transaction costs and resource strength 

positions of the MEs as well as their planned and actual entry modes into the Kenyan market.  

This study found that the MEs shifted their view of their resource strength downwards, whereas 

their perception of transaction cost remained at a high level. The two most favoured aspirational 

entry modes were high commitment modes, i.e., to establish subsidiaries or to enter via a 

distributor. Only four MEs expected to enter via lower commitment modes. After two years, the 

situation was completely different from what had been anticipated: Two MEs decided to enter the 

Kenyan market utilising a different actual mode of entry, and, more importantly, six MEs decided 

to abandon entry altogether. Hence, MEs appear to have abandoned entry rather than modify entry 

mode in light of changing perceptions of their own resources considering local business 

environment factors. Our interpretation of these findings is that inertial forces within the MEs lead 

to the abandonment of entry as a substitute for change of entry mode. It thus appears that MEs in 

highly challenging business environments do not want to experiment with their proven business 

model. While they thereby, in many ways, play it safe, their lack of willingness to engage in 

organisational experimentation and innovation also means the MEs may potentially forego 

lucrative business opportunities. The findings of the study corroborate recent theoretical 

arguments that conventional internationalisation process models need to include inertia as a key 

explanant of entry mode choice.  

The context specificity and the limited number of case firms that formed the empirical foundation 

for this study require further empirical research of this important topic in order to verify the 
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findings and conclusions. This study gained rarely achieved access to a cross selection of 

companies during their simultaneous market entry process. The interviews with the managers 

provided ample insights into the market entry process. Nonetheless, the findings of this study have 

some limitations. Albeit some of the findings of this study may be transferred to other contexts, 

one needs to exert caution when generalising from a limited number of case studies. Additional 

research based in a different context could assist in uncovering further aspects of the market entry 

processes, and thereby provide a solid foundation for generalisation across settings. Further 

qualitative research may also validate the findings of this study by replication and develop testable 

hypotheses. A quantitative test of such hypotheses using cross-sectional and/or longitudinal data 

could provide further insights into the associations between firms’ resources and capabilities and 

their entry mode strategies considering [sic] business environment factors and unearth hitherto 

unknown interaction effects. 
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Appendix 1 

‘Interview – 2016’ - interview guide 

1. General interest in Africa 

1.1. But if you just could, for today, wind the clock back to when you entered in to this project( ... ). 

1.2. Why did you get engaged in this project?  

1.3. Did the interest in East Africa (or increasing your turnover there) come out of a strategic plan or 

was it just( ... )? 

2. Possible entry into Africa 

2.1. And did you think about any other ways of getting more business in Africa rather than this project?  

3. Prioritising Africa 

3.1. Going into Africa takes it time and money; which other projects could be then pushed on the 

backburner now?   

3.2. Was it only East Africa or ( ... )what options did you consider?  

3.3. Do you have any other countries (and in Africa) in mind?  

4. Possible barriers to entry 

4.1. And when you think about this project in Africa, what are the biggest obstacles? 

4.2. Are there any things in Kenya, or is it also difficult to say because you do not know it in detail, 

but when you go into new areas of legislation, registration, IP protection and so on, is that an issue 

and how do you overcome that?  
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Appendix 2 

Questionnaire at the beginning of the project - Regarding TCs: 

 

Regarding RBV: 

 

Questionnaire at mid-term and end of the project - Regarding TCs: 

 

Regarding RBV: 

 

  

What hinderance and obstables does the firm see on the East 
African market - Missing protection of IP rights

Strongly 
disagree

Disagree
Neither agree 
nor disagree

Agree Strongly agree

What hinderance and obstables does the firm see on the East 
African market - Local bureaucracy

Strongly 
disagree

Disagree
Neither agree 
nor disagree

Agree Strongly agree

What hinderance and obstables does the firm see on the East 
African market - Corruption

Strongly 
disagree

Disagree
Neither agree 
nor disagree

Agree Strongly agree

The firm's position in relation to the East African market relies on unique 
product(s)?

Strongly disagree Disagree
Neither agree nor 
disagree

Agree Strongly agree

The firm's position in relation to the East African market relies on strong 
commitment from owner/top management?

Strongly disagree Disagree
Neither agree nor 
disagree

Agree Strongly agree

The firm's position in relation to the East African market relies on a flexible 
and adaptable organisation?

Strongly disagree Disagree
Neither agree nor 
disagree

Agree Strongly agree

The firm's position in relation to the East African market relies on 
experience from other African countries?

Strongly disagree Disagree
Neither agree nor 
disagree

Agree Strongly agree

The firm's strength in elation to the East African market is, that it can draw 
on experience from other challenging business environments?

Strongly disagree Disagree
Neither agree nor 
disagree

Agree Strongly agree

The firm's strength in elation to the East African market is, that it can draw 
on strong sales- and marketing resources?

Strongly disagree Disagree
Neither agree nor 
disagree

Agree Strongly agree

The firm's strength in elation to the East African market is, that it can draw 
on strong financial resources?

Strongly disagree Disagree
Neither agree nor 
disagree

Agree Strongly agree

What is the firm's opinion about the importance of political matter in 
business in East Africa?

Strongly agree Agree
Neither agree nor 
disagree

Disagree Strongly disagree

What is the firm's opinion about the extent of corruption and nepotism in 
the market?

Strongly agree Agree
Neither agree nor 
disagree

Disagree Strongly disagree

Does the firm witness unethical business methods by its prospective 
partners?

Strongly disagree Disagree
Neither agree nor 
disagree

Agree Strongly agree

Does the firm withness untransparent business relations with its 
prospective partners?

Strongly disagree Disagree
Neither agree nor 
disagree

Agree Strongly agree

Is it vital to the firm's business posibilities that the local authorities set 
standards and rules?

Strongly disagree Disagree
Neither agree nor 
disagree

Agree Strongly agree

Is your firm's opinion  about the East African market that it is much easier 
than anticipated?

Strongly agree Agree
Neither agree nor 
disagree

Disagree Strongly disagree

Has your firm's opinion about its 'value proposition' changed?
Strongly agree Agree

Neither agree nor 
disagree

Disagree Strongly disagree

What has been or is important for your firm's success - has it been backing 
from owner/top management?

Strongly disagree Disagree
Neither agree nor 
disagree

Agree Strongly agree

What has been or is important for your firm's success - has it been finding 
the right peoplefor the task in your organisation?

Strongly disagree Disagree
Neither agree nor 
disagree

Agree Strongly agree

What has been or is important for your firm's success - has it been to 
identify the right local business partner?

Strongly disagree Disagree
Neither agree nor 
disagree

Agree Strongly agree

What has been or is important for your firm's success - has it been to adapt 
your products to the market?

Strongly disagree Disagree
Neither agree nor 
disagree

Agree Strongly agree

What has been or is important for your firm's success - has it been to adapt 
your prices to the market?

Strongly disagree Disagree
Neither agree nor 
disagree

Agree Strongly agree

What has been or is important for your firm's success - has it been to have 
'plain luck'?

Strongly disagree Disagree
Neither agree nor 
disagree

Agree Strongly agree
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Appendix 3 

Code book 

1. RBV position 

1.1. Aspirational 

1.2. Planning 

1.3. Decision 

2. TC position 

2.1. Aspirational 

2.2. Planning 

2.3. Decision 

3. Entry mode 

3.1. Aspirational 

3.2. Planning 

3.3. Decision 

3.4. Lock of decision 

3.5. Level of decision making 

3.6. No-entry 

4. Business partner approach 

4.1. Information 

4.2. Influence on decisions 

5. Personal opinion 

5.1. 'Entry or no-entry' 

5.2. Over-ruled 

6. Staffing commitments and internal organisation 

7. Expectations and results 
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Appendix 4  

‘Interview – 2018’ - Question Guide 

1. General entry question 

1.1. “We asked you in the questionnaire about your views on your firm’s strengths and the ‘ease of 

doing business in Kenya’ (TC/resource framework): “how do explain the shift in your 

TC/resource positions during the project?” How did your view of the appropriate entry mode 

change over the time of the project?  

2. Inertia and the Accumulation of Specialized Assets 

2.1. Did your decision make it necessary to make changes to assets (product, pricing structure or 

financial matters) or capabilities (procedures, policy or know-how, etc.)?  

3. Inter-Organizational Networks: Relational Inertia 

3.1. Did you during the project gather information from and/or about your potential business partners 

which led to a more cautious approach (e.g., lower commitment entry mode or stricter payment 

term or stricter contracts, etc.?)  

3.2. Was your entry mode decision mainly dictated of problems of the business environment or 

opportunities associated with partnerships with local firms?  

4. Psychological Biases and Commitment: Cognitive Inertia; and Managerial Intentionality and 

External Changes 

4.1. Were you personally in favour of not-entering the Kenyan market and ‘overruled’?  

4.2. How and by ‘who or what’ were you overruled? e.g., prioritisation of other markets (low hanging 

fruits), CEO’s personal interest in African/developing world matters, technical department’s lack 

of resource to make necessary product changes, finance department’s intervention on pricing 

issues, change of strategy/policy, etc.)  

5. Expectations and result 

5.1. To what extent were your expectations of export fulfilled?  

5.2. What do you think explains whether your expectations were met or not?  
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Abstract 

This qualitative multiple-case study examines how subsidiaries of Multinational Corporations 

overcome resource scarcity in challenging business environments in East Africa. Specifically, the 

study explores the origins of resource scarcity and the resultant strategies explicated by the 

Resource Dependence theory and the Global Integration - Local Responsiveness framework. The 

study is based on on-site interviews and surveys with ten subsidiary managers. The subsidiaries 

formulated similar two-pronged resource strategies irrespective of industry, subsidiary size, 

length of operation, and entry motive. Certain resources appeared predetermined to be acquired 

from either the parent firm or locally, notwithstanding the resultant external control. Managers' 

level of industry experience was seemingly a key factor in explaining successful management of 

resource strategies within the challenging African business environment. The findings indicate a 

level of convergence of subsidiaries' resource strategies that warrant further research and call for 

managements' industry experience to be included in future International Business research. 

Keywords 

Resource dependence; Global integration - Local responsiveness; Subsidiary survival; Africa. 

 

  



113 
 

Introduction 

Business conditions in Africa are often adverse due to resource scarcity, institutional 

complications, and market uncertainty, yet there are also important market opportunities related 

to being first movers and catering to underserved and rising demands. Africa is the fastest-growing 

continent, and Foreign Direct Investment (FDI) remains at a high level despite the obvious 

challenges (George, 2015; Mol et al., 2017). Yet, the failure rate of newly established subsidiaries 

in Africa is higher than in the geographical North (Getachew & Beamish, 2017), and the attractive 

market conditions cannot always outweigh the negative consequences of the challenging business 

environment (CBE). A recent review of business challenges in Africa relates mainly to issues of 

infrastructural and institutional constraints, lack of access to finance, and limited economic 

integration resulting in scarcity of products (Asongu & Odhiambo, 2019). However, some 

subsidiaries survive and prosper in such contexts, whereas others suffer from negative 

performance, exit, or premature stop of operation (Hansen & Gwozdz, 2015; Pattnaik et al., 2015). 

Thus, it is important to study various determinants of subsidiary survival and to understand how 

Multinational Corporations (MNCs) and their subsidiaries navigate in these challenging contexts. 

This paper contributes to the growing African strategy literature, e.g., (Hearn, 2015; Stevens & 

Newenham-Kahindi, 2017; Zoogah et al., 2015), by studying elements contributing to subsidiary 

survival in the form of strategies to overcome resource scarcity (henceforth Resource strategies) 

deployed by ten subsidiaries in three East African countries: Kenya, Tanzania and Uganda.  

Most of the literature on MNC strategies and performance in a Sub-Saharan African context are 

at the parent firm level, e.g. (Dadzie et al., 2014; Demirbag et al., 2011), and there are few recent 

studies of strategies and performance of subsidiaries in Sub-Saharan Africa in leading 

international scholarly journals, with one recent and noteworthy addition (Getachew & Beamish, 

2017). There is, however, a broader literature on MNC strategy that may inspire an analysis of 

subsidiaries' resource strategies and performance in an African context. Subsidiary management 

in countries with severe institutional voids, e.g., corruption, excessive interference from 

authorities, or civil unrest, is particularly challenging (Anderson et al., 2010; Luo, 2003; Pattnaik 

et al., 2015). The managerial resource scarcity in developing countries (George et al., 2016; Wang 

& Cuervo-Cazurra, 2017) and the limited resource base available in many developing countries 

(Goyal et al., 2014) make subsidiary performance and survival particularly dependent on the 

formulation of appropriate resources strategies. 
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Access to resources is essential for all subsidiaries regardless of geographical location and 

organisational affiliation, yet, the African context of difficulties due to lack of skilled labour or 

corruption (Birhanu et al., 2016; Wang & Cuervo-Cazurra, 2017), for example, exacerbates 

subsidiaries' efforts when seeking necessary resources. The African context provides thus an 

appropriate context for studying subsidiaries' resource strategies. Resource Dependence Theory 

(RDT) (Pfeffer & Salancik, 1978) is selected as the theoretical point of departure. RDT explains 

firms’, here subsidiaries’, dependencies on external relations through their obtainment of 

resources, and it explains "a considerable amount of variation in control patterns" (Mudambi & 

Pedersen, 2007, p. 9) in subsidiary relations. Empirical evidence has validated RDT to explain the 

"reciprocal effect of uncertainty and interdependence" in numerous studies (Hillman et al., 2009, 

p. 1414); in essence, RDT enables researchers to study subsidiaries' resource seeking activities 

internally and externally within the boundary conditions established by their parent firm. 

Local scarcity of pertinent resources, defined and inclusive of, for example, infrastructure 

conditions and marketing and information resources, have an adverse effect on subsidiary 

performance (Luo, 2003; Petrou, 2015). The subsidiaries are faced with the strategic choice of 

overcoming the lack of resources through closer global integration with its parent firm and other 

subsidiaries in the MNC or through local alignment with the host country environment and its 

networks, i.e., the Global Integration-Local Responsiveness (GI-LR) dynamics facing all MNCs 

and their subsidiaries (Bartlett & Ghoshal, 1989; Prahalad & Doz, 1987). The GI-LR framework 

provides an analytical framework to examine the strategic direction, and RDT provides a 

theoretical lens for studying the resultant element of control exerted on the subsidiary. The two 

theoretical lenses provide in combination a framework for examining the strategic choices 

available to subsidiaries in the juxtaposition between resource scarcity and the provision of 

resources globally or locally by responding to the question: how do subsidiaries in challenging 

business environments overcome resource scarcity?  

This study is based on both a qualitative and a quantitative element by having conducted on-site 

interviews and questionnaires with ten top managers of subsidiaries located in Kenya, Tanzania 

and Uganda. This paper aims to contribute to the literature on MNC subsidiary strategy in an 

African context in answer to calls for more strategic research in Africa, e.g. (Barnard et al., 2017; 

George et al., 2016; Kolk & Rivera-Santos, 2018; Mol et al., 2017). The paper is organised as 

follows: This paper first gives an overview of aspects of subsidiaries' resource dependence in 

CBEs. This is followed by a synthesis of pertinent literature to set out the theoretical context. 
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Thirdly, a description of the mixed-method research methodology is presented, and the fourth 

section presents the findings of the research. The paper concludes by discussing the findings and 

limitations and by presenting two propositions as avenues for future research. 

Subsidiaries' resource dependence 

A firm can be seen, fundamentally, as a collection of productive resources (Penrose, 1959), and 

its ability to source, allocate and manage those resources determines its survival. Subsidiaries are 

too a collection of resources in the Penrosian understanding. Yet, subsidiaries are a mélange of 

parent firm and locally procured resources, and RDT provides support for the analysis of the 

subsidiaries' resource strategies and the resultant inter-organisational power dynamics; a central 

tenet in RDT is that external factors have a significant position in overcoming resource 

dependence (Pfeffer & Salancik, 1978). In their seminal work, Pfeffer and Salancik (1978) present 

the view that acquisition of resources is not exclusively in the hands of management but rather "in 

the hands of many actors outside the control of the organisation" (p. 267). Local resource scarcity 

may cause external dependence leading to external control and organisational behaviour 

constraints (Pfeffer & Salancik, 1978), hence incurring inefficiency and higher costs and thus 

resulting in lower firm performance (Drees & Heugens, 2013; Muchemwa et al., 2016). The 

subsidiaries' ability to access resources is clearly a determining factor for survival (Casciaro & 

Piskorski, 2005; Hillman et al., 2009; Tihanyi et al., 2012), and MNCs adjust the strategic scope 

of their subsidiaries and resultant control mechanisms accordingly (Andersson & Forsgren, 1996; 

Du et al., 2011). Resource dependence alters the relationship between the subsidiary and its HQ 

and other external actors, as "organisations attempt to reduce others' power over them, often 

attempting to increase their own power over others" (Hillman et al., 2009, p. 1404). In line with 

previous research, the term resource is broadened outside its traditional meaning to include, e.g., 

infrastructure conditions, skilled personnel, or marketing and information resources (Luo, 2003; 

Rosenzweig & Singh, 1991; Wernerfelt, 1984). The internal MNC resource flow can consist of 

both tangible and intangible assets, e.g., knowledge (Gupta & Govindarajan, 2000) or IT systems 

(Rao et al., 2007).  

Subsidiaries can benefit from external organisations by forming linkages and accessing advice 

and counsel through interlocking directors, thus creating communication channels between the 

firm and its external environment (Pfeffer & Salancik, 1978). The interlock mechanism refers to 

forming an information conduit with directors serving on the boards of multiple companies, 
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thereby providing access to external knowledge and practices (Shropshire, 2010; Tuschke et al., 

2014). The subsidiary is, by its nature, an inherently integrated part of the MNC structure 

(Birkinshaw & Hood, 1998), and it may also interlock with other subsidiaries within the MNC. 

The external conduits are formed with the boards of firms of significant interest to the subsidiary, 

with a purpose to access information and advice that is otherwise unobtainable. A comprehensive 

review of RDT emphasises the roles boards of directors play in managing contextual dependencies 

and facilitating the flow of information (Hillman et al., 2009). A study of the interlocking effect 

on subsidiaries in emerging markets found that the most substantial effect was achieved by 

employing externally experienced members of top management (Tuschke et al., 2014). 

The risks and uncertainties formed by contextual factors in emerging markets and developing 

countries are numerous (Liu et al., 2016), and they often stem from a weak and volatile 

institutional environment (Gao et al., 2017; Khanna & Palepu, 2010; Khanna & Palepu, 1997). 

Dhanaraj and Beamish (2009) found that "complexity and the lack of transparency of business 

regulations" were conducive to subsidiary mortality (p. 295), and in such an environment, the 

subsidiary can create effective communication channels to nurture its legitimacy and gain access 

to resources with support from the local environment. A recent study found that subsidiaries' 

"relationships are valuable universally in gaining trust and credibility and building legitimacy for 

the MNC subsidiary" (Banerjee & Venaik, 2017, p. 820), and this is akin to RDT's emphasis on 

creating external communication and links to forge legitimacy to overcome external constraints 

and avoid resource dependence.  

Overcoming resource scarcity in the global-local nexus 

The risk to subsidiary survival stems, amongst other reasons, from reliance on limited access to 

necessary resources and from unstable sources of input. RDT proposes a "development of 

substitutable exchanges" strategy for avoiding resource dependence (Pfeffer & Salancik, 1978, p. 

109). The subsidiaries' options for substitution of resource exchanges consist of the fundamental 

choice between sourcing from intra-firm relations with its parent firm or other subsidiaries in the 

MNC or sourcing locally by integrating externally with the surrounding environment. The 

resource dependence discussion in an MNC subsidiary context must be framed in terms of 

tensions and synergies between leveraging resources from the MNC and accessing local 

resources. The opposing forces at work here are fundamental to understanding how subsidiaries 

are organised and operate. Intricate organisational forces in dispersed organisations can be 
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captured by the organisational processes of differentiation and integration proposed initially by 

(Lawrence & Lorsch, 1967) and later developed into the renowned GI-LR framework (Bartlett & 

Ghoshal, 1989; Prahalad & Doz, 1987).  

The GI-LR framework depicts the integration forces ("centralised management of geographically 

dispersed activities") and responsiveness forces ("resource commitment decision taken 

autonomously by a subsidiary") in a two-by-two matrix (Prahalad & Doz, 1987, pp. 14-15) and 

the "multifocal organisation" (Prahalad & Doz, 1987, pp. 24-26) or "transnational organisation" 

(Bartlett & Ghoshal, 1989, p. 57) balancing the two forces in the centre of the grid. Despite 

criticism of the GI-LR framework for being incomplete (Devinney et al., 2000) and lacking 

appropriate measures and testability (Haugland, 2010), the GI-LR framework nonetheless 

provides a parsimonious tool for explaining strategic directional dilemmas faced by MNCs and 

their subsidiaries to overcome resource scarcity. The framework has demonstrated its applicability 

in international strategy research, and has, for example, been used in studies of entry mode into 

emerging economies (Luo, 2001), MNC strategies in emerging and developing countries (Hansen 

et al., 2009; Tian & Slocum, 2014), strategic dualities faced by MNCs (Birkinshaw et al., 2016), 

locally-hired subsidiary management (Williams et al., 2017), and strategic communication 

effectiveness (König et al., 2017).  

A subsidiary is "a value-adding entity in a host country" (Birkinshaw & Hood, 1998, p. 774), and 

the globally integrated resource exchange may, hence, consist of resources either imposed by the 

parent firm on the subsidiary or resources obtained willingly by the subsidiary in preference to 

external exchanges. The parent firm may impose global integration owing to cost-effectiveness or 

standardisation regarding marketing, operational procedures or governance, for example (Gong, 

2003; Petrou, 2015; Rao et al., 2007). In studies of foreign subsidiaries in China from 1997-1998, 

the underlying notion was that "the logic of resource dependence explains the importance of intra-

corporate links in reducing external dependence and thus alleviating emerging market threats" 

(Luo, 2003, p. 291). Yet, there is a risk that imposed HQ resources may alienate the subsidiary 

from its local environment (Dellestrand & Kappen, 2012), but global strategic motives may 

subjugate the negative consequences. Resources can also be acquired through exchanges with 

external suppliers depending on, for example, availability, cost, and timing; in relation to CBEs, 

a strategic approach based on social embeddedness by tapping into local networks may be 

beneficial (London & Hart, 2004). Sourcing through local exchanges thus serves two purposes, 

namely gaining local legitimacy and the provision of necessary resources. Local engagement may, 
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however, require specific managerial capabilities and acceptance of discretionary slack as CBEs 

necessitate appropriate strategies (Hart et al., 2016; London, 2016).  

Methodology  

Research design 

The current study endeavours to explore the intertwined actions that take place in MNC 

subsidiaries in CBEs as they attempt to overcome resource scarcity. The study's findings will lead 

to the formulation of propositions to be tested in subsequent research. An abductive approach was 

taken to try and extend IB insights into phenomena experienced by subsidiaries in CBEs by 

oscillating between theory and field data (Danermark et al., 2002; Dubois & Gadde, 2002), and it 

was performed in line with recommendations for conducting rigorous qualitative research 

(Cuervo-Cazurra et al., 2016; Doz, 2011). The design was also inspired by a recent call for more 

studies of IB phenomena involving field studies, such as "IB scholars need to be on the ground. 

They need to get their butts out of their chairs and get their hands dirty. They need to learn by 

going to places they would not normally go" (Delios, 2016, p. 397). The research question in this 

paper and the ensuing research design provided an apt opportunity to make on-site visits to East 

Africa. This study utilises a holistic "type 3 multiple-case design" (Yin, 2014, p. 50) with multiple 

cases containing a single unit of analysis, i.e., the subsidiary, and the selection of cases followed 

a replication sampling strategy to find contextualised explanations (Eisenhardt, 1989; Yin, 2014) 

to MNCs' subsidiaries' resource strategies in CBEs. Taking the replication design and the vast 

travel distances between the cases in Africa into consideration, the study adopted a theoretically-

founded and "sequenced approach to data collection" (Miles & Huberman, 1994, p. 84). Further, 

the abductive approach provided the opportunity to introduce additional contextualised insights 

discovered en route to unlock further scientific inquiries. The study adopted a mixed-method 

design to obtain data for triangulation by combining the interviews with answers to questionnaires 

to increase the study's validity and broaden the insights (Cuervo-Cazurra et al., 2016). This was 

an expedient way to explore IB issues in the micro-level interplay between a subsidiary hosted in 

a low-income country and the local distinct cultural and institutional context whilst interviewing 

the subsidiary manager, who often comes with a background from a third country (Birkinshaw et 

al., 2011).  
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Selection of cases 

The case selection aimed at striking a balance between the importance of context and 

methodological concerns in IB studies (Fletcher & Plakoyiannaki, 2011; Poulis et al., 2013). The 

selection process provided multiple cases that shared similar, but distinct, contextual 

characteristics as well as some cross-case variation, thus yielding it suitable for this study. Access 

to the subsidiaries was provided by the Danish state-backed Industrialiseringsfonden for 

Udviklingslande (IFU) to all their East African co-investments at the time. This purposeful 

sampling (Poulis et al., 2013) yielded similar characteristics across the cases: 1) all were located 

in East African countries sharing similar historical traits, i.e., Kenya, Tanzania or Uganda; 2) all 

parent firms were located in Denmark to remove the home country variance; and 3) all cases had 

a minimum two years of operation in the host country to avoid distinctive "honeymoon effect" 

(Gaur & Lu, 2007, p. 93) issues. At the same time, the case selection also yielded some variations, 

as 1) the subsidiaries were in different industries; 2) they were different in size; 3) their length of 

host country operation varied; 4) their entry motives differed, and 5) IFU's financial engagement 

differed from high levels of shareholding to providing relatively small loan facilities. 

Data collection 

The subsidiaries were visited during the early part of 2018, and all interviews were conducted on-

site and in English (except for one interview conducted in Danish and one held off-premises) with 

the subsidiary's top manager, i.e., the managing director or general manager, hereafter named the 

Manager. Several steps were taken to meet concerns regarding internal validity due to the single 

informant design. These generally stem from position bias and informant recall (Hughes & Preski, 

1997; Sousa & Qun, 2015), and the position bias was removed by a consistent selection of 

informants' functional assignment and organisational position. The informant recall bias was 

reduced as the informants were interviewed about their opinion of the present-day (at the time of 

the interview) situation in their subsidiary, and all the interviews were conducted within a time 

span of ten weeks. The interviews were semi-structured and took their point of departure in the 

theoretical framing of this study, and the list of questions guiding the interviews is included in 

Appendix 1. The interviews were paused occasionally by requesting the managers to answer the 

questionnaires in Appendix 2. The managers were asked to 1) rank the reasons for the subsidiary 

to seek outside resources, and 2) select and prioritise drivers of performance relevant to their 

subsidiary to ascertain their resource procurement orientation, i.e., either globally towards their 

parent firm's resources or towards local resources. The interview sessions lasted between 45 and 
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60 minutes. The interview data were audio-recorded, and the audio files were transcribed (smooth 

verbatim with no grammar correction)18. All company and personal names and confidential data 

were removed before transcription to preserve confidentiality.  

Data analysis procedures 

Based on the theoretical foundation and in accordance with (Weber, 1990), the interview data 

were thematically coded (Bazeley & Jackson, 2013) following the scheme presented in  Appendix 

3. The coding unit was defined as a sentence, and the thematic coding categories were defined 

according to the theoretical framework and the interview guides. The results of the questionnaires 

were recorded and counted, and overall rankings were, where applicable, calculated based on a 

simple average of the positions of priority. In some cases, a manager did not feel able to prioritise 

all questionnaire items. To make use of such data, the unprioritised items were assigned equal 

weights in calculating the overall rankings. The qualitative data analysis software NVivo 12 was 

used to code the interview and survey data to increase consistency and to provide the 

documentation to verify the rigour applied during the analysis process. These steps provided an 

opportunity to validate the findings and enhance their trustworthiness  (Sinkovics & Alfoldi, 

2012). The earlier described abductive process yielded an opportunity to "create fruitful cross-

fertilisation where new combinations are developed through a mixture of established theoretical 

models and new concepts derived from the confrontation with reality" (Dubois & Gadde, 2002, 

p. 559). The inkling of a possible new concept emerged during the travels in East Africa when a 

noticeable pattern in the interviewees' background information emerged, thereby prompting an 

investigation into an additional avenue of possible extensions to theory. The complementary data 

was coded in an iterative process resulting in an enlarged coding scheme, see Appendix 3.  

Research context - the East African business environment 

Kenya, Tanzania and Uganda are East African countries situated on or immediately south of the 

Equator. Tanzania has the largest population and the largest landmass, whereas Kenya has the 

biggest economy. Uganda is the smallest and suffers from a poor economic structure leaving it to 

finance over half of government spending by foreign aid. The general population lives at 

subsistence level, and in terms of human development, Kenya, Tanzania and Uganda rank 

amongst the lowest in the world, respectively 143rd, 154th, and 162nd of 188 countries (UNDP, 

 
18 One quote was phrased in incomprehensible Danglish (Danish-English) and was, hence, re-written. 
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2018). The vast land area, inadequate logistics, and low agricultural production are some of the 

reasons for the low economic activity in the three countries. Their relatively high GDP growth 

stems partly from a very low starting point, and Tanzania and Uganda are classified by the OECD 

as Least Developed Countries and Kenya as a Low-Income country (OECD, 2019). Uganda has 

the added difficulty of being land-locked. Kenya has improved its 'Ease of Doing Business' 

ranking due to a number of reforms in recent years, e.g., improved land registry and protection of 

minority investors (The World Bank, 2019). Tanzania has, over recent years, reduced corruption 

and improved its ranking from 119th to 99th since 2014 (Transparency International, 2018). An 

overview of the key statistics is provided in Table 1. 

Table 1. Kenya, Tanzania and Uganda key statistics 

 

The three countries have, since the early 2000s, seen FDI growing markedly until 2012, and after 

that, a short decline partly due to the consequences of the global financial crisis with a subsequent 

bounce-back from about 2015 (UNCTAD, 2019), see Figure 1. In Kenya, the growth in FDI has 

been in communications, finance and insurance, whereas traditional investment sectors, i.e., 

agriculture and forestry, have seen a decline (Kenya National Bureau of Statistics, 2016). 

Tanzania has historically been the recipient of substantial FDI, mainly in the mining and gas 

industries (Hansen et al., 2017), whereas FDI into manufacturing is limited. In Uganda, the main 

driver of FDI is also gas, oil and natural resources. 

In addition to structural economic explanations for current levels of FDI flow, it is apparent that 

Tanzania's and Uganda's business environments, in particular, are rated as unfavourable and 

unstable by the international investment community (World Economic Forum, 2013), see Table 

1. Kenya's favourable score in 'Ease of doing business' is offset by a low score on  

 

Reporting year Kenya Tanzania Uganda
Population (mill.) 2018 51,4                56,3                42,7                
Land area (sq.km) 2018 569.140          885.800          200.520          
GDP 2018 (total mill. USD current prices) 2018 87.908            57.437            27.477            
GDP growth (annual %) 2018 6,3% 5,2% 6,1%
Net ODA received (pct. of central government expenses) 2017 12,0% 30,8% 58,0%
Agricultural production; cereal yield (kg per hectare) 2017 1.414              1.544              2.050              
Human Development Index 2018 142                 154                 162                 
Ease of Doing Business index 2018 61                   144                 127                 
Corruption Perception Index 2018 144                 99                   149                 
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Figure 1. FDI inflows, by country, 1990-2018 

 

corruption, which hampers FDI in business to government markets, for example. Previous studies 

have indicated that the challenging business environment with associated concerns about 

corruption stems from shortages in the institutional environment, i.e., a missing regulatory 

framework and weak bureaucratic institutions (see, e.g., (Hansen et al., 2017). Despite some less 

than favourable statistics and conditions for business, the three countries have in combination a 

large total market size and increasing market concentration due to rising urbanisation. They are 

furthermore characterised by high GDP growth and often limited competition, which in 

combination with large deposits of natural resources, has fostered a label of  'the next great 

investment destination' (The World Bank, 2015). 

Case presentations 

Five cases are located in Kenya, three in Tanzania, and two in Uganda. Manufacturing and trading 

are the dominant industries with four cases each, and two cases are in agriculture. Market seeking 

was the primary reason for the investment, and only two subsidiaries were established for access 

to raw materials. The subsidiaries had, at the time of the visits,  operated in their respective host 

countries for an average of nine years, ranging between two and 26 years. For an overview of the 

cases, see Table 2. 

Case 1 is a food manufacturing subsidiary that was established in Kenya for closer access to its 

raw material input and to control the local supply chain. The plant employs 40 employees and 
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began operations in 2015. The start of production has been hindered by insufficient supplies of 

quality raw materials as well as a prolonged period of operator training necessitated by the 

installation of high-tech production. The subsidiary has engaged itself in considerable local CSR 

activities, albeit their number of local staff is limited, and the raw material-producing farmers are 

widespread geographically. Management is made up of mainly host country nationals with an 

expat as managing director.  

Table 2. Case characteristics 

 

Case 2 manufactures parts for the fintech and telecom industries and is one of the world's leading 

players within its niche market. The subsidiary was established in Tanzania in 2012, and 

production for the African continent commenced in 2017. The subsidiary was established in an 

export processing zone, and it exports its products currently to two markets in East Africa. The 

plant employs 45 staff, and management eyes considerable growth potential due to the widespread 

use of fintech and telecom services in Africa. The management team consists predominantly of 

expats, and the subsidiary utilised parent firm specialist management on an interim basis.  

Case 3 manufactures semi-finished goods for the construction industry. The subsidiary was 

founded in Uganda in 2013 by importing a re-conditioned manufacturing plant from Denmark. 

The subsidiary employs 15 staff directly and a number of casual labourers. The subsidiary has 

experienced severe competition from local producers as similar, but lower quality, products can 

be produced on a small scale at a lower cost. The subsidiary's superior productivity is not sufficient 

to offset these costs. The subsidiary's sales activity focuses therefore on foreign construction firms 

Case number Country Industry Purpose Established
Direct 

employment
1 Kenya Manufacturing Ressource seeking 2015 40

2 Tanzania Manufacturing Market seeking 2012 45

3 Uganda Manufacturing Market seeking 2013 15

4 Uganda Trade Market seeking 1992 120

5 Kenya Trade Market seeking 2012 60

6 Kenya Manufacturing Market seeking 2010 85

7 Kenya Trade Market seeking 2012 100

8 Kenya Trade Market seeking 2015 300

9 Tanzania Agriculture Ressource seeking 1992 30

10 Tanzania Agriculture Market seeking 2016 10
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with requirements for supplies with the documentation for ISO or US standard specifications. The 

management team consists of one expat and three local managers. 

Case 4 is the longest established subsidiary in the sample, as it began operations in Uganda in 

1992. The subsidiary supplies input to the transportation industry, and its turnover is partly 

products and partly after-sales services. All products and parts sold by the subsidiary are imported, 

and a high proportion of the turnover is based on public procurement and other large tenders. The 

new product sales follow prevailing industry practices, and the tender process is fraught with 

institutional issues, i.e., corruption, difficult contract enforcement, and lack of transparency. The 

subsidiary operates a well-established recruitment and training program and is considered a leader 

in the local industry. The subsidiary employs 120 staff. The management team consists entirely 

of host country nationals recruited mainly from within the subsidiary.  

Case 5 is engaged in land transportation. The subsidiary was established in 2012 in Kenya as a 

joint venture, and it employs 60 direct staff and indirectly over 250 casual labourers, e.g., drivers 

and security personnel. The subsidiary's operations include close cooperation with local 

government institutions, and a considerable effort is placed in enhancing the particular industry's 

regulatory enforcement. The subsidiary was established in a particular geography to offer its 

international clients an integrated service solution locally. The subsidiary relies heavily on the 

parent firm's international network to improve its turnover. Due to the risks involved, the 

subsidiary operates a zero-tolerance policy for health and safety. The management team consists 

entirely of host country nationals. 

Case 6 is a manufacturer of public sector services in Kenya and was established as a 'turn-key' 

project in 2010. The sales to the public sector are facilitated through long-term delivery contracts, 

and, hence, the subsidiary is involved with a considerable amount of negotiation and ensuring 

compliance and legal disputes. The production facility involved a high initial level of capital 

expenditure and consists of well-proven technology. The mode of delivery entails an extreme 

focus on availability 24/7, and, hence, maintenance and highly efficient work procedures are vital. 

The subsidiary has succeeded in maintaining a very low rate of staff turnover, partly due to its 

operational procedures and partly due to a location with limited alternative employment. The 

management team consists of one expat and six host country nationals. 

Case 7 is in the hospitality industry and was acquired by its present owner in 2012. The subsidiary 

was established in response to a rising tourism market in Kenya. The subsidiary operates lodge 
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facilities in nature reserves, an agency selling other tour operators’ services, and a local 

transportation company. The lodge is situated on land owned by indigenous tribes, and there is a 

complex set of arrangements regulating short-term land lease and local conservation issues. The 

subsidiary employs 100 staff directly; additionally, 75 casual staff members are also engaged. 

Management estimates that a further 300 members of the local tribe owe their subsistence to the 

agreements with the lodge. The subsidiary management team consists entirely of host country 

nationals. 

Case 8 is in the hospitality industry in Kenya too and operates a hotel catering to international 

business travellers. The hotel consists of three distinct operating divisions, rooms, catering and 

conferences. The subsidiary operation consists of a property joint venture and an international 

hotel operator with a management contract. The hotel operator experiences considerable 

variations between its operations in a number of African countries. The hotel's international 

clientele is reflected in the composition of management and staff as well as its culinary offerings. 

The hotel employs around 300 staff. The high customer demands require intensive staff training 

and quality assessment. The management team consists of both expats and host country nationals 

and represents five nationalities. 

Case 9 is a large-scale and well-established farm in Tanzania with a range of different activities 

on its vast mountain-sloped land. The principal crops are coffee primarily for export and avocados 

for local sale. The farm raises cows and pigs too and has a small dairy for production for local 

sale. A further activity is a small guest house being mainly frequented by foreign tourists. This 

farm, as well as other large farms in the region, has been in foreign ownership for decades. The 

parent firm is a large-scale farm operator in its home country, albeit in different crops. The farm 

employs 30 staff on a permanent basis, and during the harvesting season an additional 250 casual 

farm workers. 

Case 10 is a large-capacity poultry farm established in Tanzania in 2016 to produce eggs for the 

local market. The farm aims to sell the majority of its production to the booming local hospitality 

sector and the remainder to local bakers. The foreign parent firm operates a comprehensive 

chicken-related business, both as a chicken farmer and by producing and selling chicken farm 

equipment. The general manager and minority shareholder is a host country farmer with a broad 

agricultural background. The farm is constructed with equipment of European Union standards 

and is highly automated. Hence, the farm only employs ten staff directly. To secure a high bio-
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security standard to prevent contamination, the farm is located remotely and distant from other 

poultry production. 

Empirical findings 

Subsidiaries are facing resource scarcity 

This paper studies resource strategies that subsidiaries engage in to overcome resource scarcity in 

CBEs, either locally or in conjunction with its MNC headquarters. The general finding from 

interviews with the managers was that resources were limited and that their subsidiary's 

performance and survival depended on access to external resources. The managers developed and 

implemented strategies to overcome resource scarcity irrespective of the resultant controls 

attached to the obtainment. The main reasons stated for seeking outside resources were the 

subsidiary's own financial constraints or constraints due to the unavailability of necessary 

resources in the host country environment. Table 3 shows the overall ranking of reasons for 

resource scarcity based on the ten managers' individual prioritisation of the seven possible 

explanations. 

Table 3. Managers' ranking of reasons for resource scarcity 

 

The subsidiary management stated that, in some cases, their main financial constraints were due 

to parent firm or shareholder policy, and three subsidiaries cited early-stage as important reasons 

for resource constraints. One manager noted that the subsidiary had sought assistance from a host 

country national serving as the subsidiary's non-executive director in dealing with complicated 

local political issues, bureaucracy, and tax matters (Case 6). One case is highly dependent on their 

channels of communication with an important tribal community to ensure local support and 

legitimacy in order to operate uninterrupted and unconstrained in a remote location in the host 

country (Case 7).  

The managers were asked to rank subsidiary performance factors in the survey as a proxy for their 

resource strategic orientation, i.e., towards either their parent firm or local. The list of 

1 2 3 4 5 6 7 8 9 10
Company financial constraints locally 1 4 4 2 2 1 1 6 5 2 1           
Limited availability of resources locally 4 3 6 1 3 4 2 4 1 1 2           
Constraints due to Parent company financial situation 2 2 3 3 7 2 6 1 6 7 3           
Constraints  from being at an early stage of establishing 3 1 5 7 1 5 6 2 7 4 4           
Constraints from local institutions 7 5 7 5 4 3 3 3 2 3 5           
Constraints due to Parent company organization 5 6,5 1 6 5 7 4 5 3 5 6           
Constraints due to Parent company policies 6 6,5 2 4 6 6 6 7 4 6 7           

Case No. Overall 
ranking
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questionnaire items was derived from an analysis of the most frequently used control variables 

used by the studies analysed in Gundelach and Nielsen (2020)19. The items were presented 

randomly to the managers and grouped by dimension for the analysis in Table 4, and they were 

asked to prioritise the six most important items. To ascertain the general direction of the managers' 

resource strategic orientation, the top three items pertaining to either direction were counted. The 

managers generally ranked the factors on their parent firm and strategic matters higher than factors 

regarding internal subsidiary matters or the subsidiaries' operating context. In all cases, the parent 

firm and strategic dimensions mattered in two or three of the top-three items, and only one or even 

none of the contextual or subsidiary items, see Table 4. Hence, in the main, the managers placed 

their parent firm's international experience, firm size, and age as high-ranked resource proxies, 

whereas they placed the host country economy and the subsidiary age and size amongst the factors 

least contributing to their subsidiary's performance. One subsidiary manager ranked parent firm 

size and expertise as first and second in importance, and one manager quoted his superior at HQ 

for often saying: "When you are stuck, send me a call [message]." (Case 10). This view was also 

taken by two other managers who ranked parent firm size as first and third, respectively, saying 

"As for the parents, firm size is important" (Case 3), and "If you don't have the right sizes [sic] 

then forget about running an operation like this" (Case 1). Case 8 ranked parent firm experience 

as the most important of the performance factors and said, "I think this is important for me, parent 

firm size because it's not the first [operation] in Africa. We have African experience, and we can 

also back that up". The emphasis placed on the parent firm factors as an explanation of 

performance suggests managers orientate themselves towards their HQs for resources that are 

developed owing to parent firm size and experience. 

 

 

 

 

 

 

 
19 The dataset for an earlier version created in 2017. 
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Table 4. Subsidiary managers' resource strategic orientation rankings by item and dimension  

 

Close integration with MNC HQ to overcome resource scarcity 

Turning to the resource strategies adopted by subsidiaries to source, allocate, and manage 

resources, it is noticeable that subsidiary management views parent firm capabilities and strategic 

factors as more important contributing aspects than local and contextual factors, see Table 4. The 

managers consider, in general, their parent firm as the most important cache of resources for the 

subsidiary to survive. Table 4 shows that Cases 2, 5, 7, 8, 9 and 10 place parent firm and strategic 

factors as more important, as they place the three most important survival factors. For subsidiary 

management to be able to access this cache, communication channels must be established with 

their parent firm. When the managers were asked about their perception of their parent firm's role 

when choosing between the dimensions of supplier of resource, control, and autonomy, the 

majority of the managers considered supplier of resource to be essential. One manager noted: 

"We really get a lot of support from them to be successful" and "Yeah, I cannot say we can live 

without them" (Case 4). Yet, a few of the subsidiaries generated sufficient cash for their ongoing 

operation, as stated by two managers: "We operate independently using our own internally 

generated funds" (Case 5), and "We are not receiving money from Denmark for supporting [sic] 

operations, no" (Case 7). Yet, several subsidiaries were dependent on financial resources from 

their parent firm: "We also need operational financing, which we get from our parent company" 

(Case 2). All subsidiary management reported dependence and their need for continued support 

from their parent firms in general assistance: "So when he [a colleague from HQ] comes here, he 

realizes easily what is wrong and what is right. ( ... ). I mean, you are really grabbing what is [sic] 

supposed to be, yeah? Instead of ( ... ) yeah, not instructions, not recommendations, not from a 

consultant from far away" (Case 10). Several managers mentioned that the lack of local talent 

1 2 3 4 5 6 7 8 9 10
Parent firm’s international experience 2 4 2 2 2 1 1 1
Parent firm size 3 4 1 3 1 6 2
Parent firm age 2 5 1 2 2
Entry Mode (100% owned or JV) 5 1 3 3 3 4
Entry Strategy (Greenfield or M&A) 1 5 5 4 6 5
Industry 3 1 5 6 6

2 2 3 2 3 3 3 2 3 2
Host country 6 3 2 6 4
Cultural distance 4 4 4
Host country GDP 3 1
Geographical distance 2 6 6
Subsidiary’s host country experience 6 5 5 3
Subsidiary age 5 3 5
Subsidiary size 6 4 4

1 1 0 1 0 0 0 1 0 1

Item Dimension
Case No.

Parent firm

Number of Contextual or Subsidiary items selected as Top-3

Strategic

Contextual 

Subsidiary

Number of Parent firm or Strategic items selected as Top-3
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drove them to hire parent and third-country nationals with the assistance of their MNC 

organisation: "The talent pool in Nairobi isn't enough, so we need to have expats" (Case 8). This 

was corroborated by the result of the survey presented in Table 3 that the managers, in general, 

viewed their parent firms' resources as important causes of the survival of their subsidiary.  

A number of managers expressed that well-established MNC values, guidelines and governance 

procedures are means of resources for enhancing subsidiary efficiency, as subsidiary management 

can deal with specific managerial situations by referral to MNC governance procedures. Business 

conditions in Africa can be particularly challenging due to the high institutional distance from the 

home country. Nevertheless, one manager expressed his gratitude for his managerial freedom 

provided by his HQ: "And the free hand to operate the way we want in Kenya. That's free, you 

know? We've been given that freedom. So as long as we are successful and we make sound 

decisions, we'd be given that freedom to make decisions and ensure that we succeed. And that 

freedom and that space have [sic] made us succeed" (Case 7).  

Several managers mentioned the advantages of available MNC governance procedures to deal 

with facilitation payments and corruption, notwithstanding the accompanying controls. As 

mentioned by two managers: "Of course, we have set guidelines. We have policies and processes 

that, of course, the group has approved" (Case 4), and "I think, from a compliance point of view, 

it's non-negotiable" (Case 5). One subsidiary handled host country institutional irregularities by 

having a stack of copies of the MNC's policies as readily available hand-outs to business 

connections, with the manager explaining, "I have to adhere to policies from my HQ, and 

sometimes, it makes it difficult to match the local competition. They often invoice without VAT, 

falsify QC certificates, pay facility payments to officials and so on." (Case 3). 

All subsidiaries visited were tied into their parent firm's IT, reporting and operational systems to 

varying degrees. "So our audit from HR, our recruitment policies, our remuneration systems, 

accounting systems, all that is [driven by the parent firm]" (Case 5). The majority were using 

parent firm ERP20 systems and were thereby locked into HQ's operational procedures. One 

manager stated that due to the IT system, "everything is monitored. I'm not saying I am alone" 

(case 9). The tightly controlled ERP systems give the HQs the ability to monitor movements of 

goods and cash in the subsidiaries directly, continuously and covertly. "You could say that was a 

 
20 Enterprise Resource Planning systems (all-encompassing IT systems involving most or all aspects of the MNC's 
operations). 
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little bit of control, but I think that is fine" (Case 2). The majority of the subsidiaries either reported 

key operational data via the ERP system or by procedures of daily transmissions. In one case, the 

manager pointed demonstratively to his array of computer screens and said: "production is online 

( ... ). what I open here, [my parent firm] can follow there" (Case 3). The scrutinising procedures 

by HQ were seen by one manager as inevitable: "If there are concerning deviations, I will have 

[an office] full of support people from [HQ] to help me. But are you within the margin of error, 

and you have a clear strategy that seems to be acceptable and realistic, you're left alone" (case 8). 

One manager had a daily routine to text message his superior at HQ with production quantities 

because they "want to know how much we have [produced] for this day" and, he added positively, 

without taking HQ controls into account, "so you can see how much they want to be into their 

details" (Case 9). Several subsidiaries do not possess in-house administrative functions or their 

own IT systems, and the work is undertaken by HQ staff who act like any home country operation, 

as explained by the managers: "I have a finance employee in [HQ location] who sits with Africa, 

so she spams us with 20-25 e-mails every day" (Case 2); "Our accounts system is locked up to 

[parent firm]" (Case 3); "Our finance systems, all those sit on [parent firm]" (Case 5); and "For 

example, our IT system here is also monitored at the head office" (Case 4). In their answers, the 

managers seemed unconcerned about the inherent control mechanisms. 

The overwhelming impression from interviews with the subsidiary top managers is that parent 

firms, on the one hand, provide their resource-constrained subsidiaries with resources through 

board positions and provision of parent firm resources, procedures and systems; and, 

simultaneously, parent firms exercise relatively strict controls via the same means.  

Local engagement to overcome resource scarcity 

But this is not the whole story. It seems that subsidiaries are simultaneously adopting strategies 

to access resources locally. Subsidiaries can only avoid engaging with the host country 

environment under very particular circumstances. Most of the visited subsidiaries were, as 

mentioned, oriented towards their parent firm in particular aspects, but as their role is either market 

or resource seeking, a certain local engagement is inevitable. Yet, the managers’ responses in 

relation to local resources ranged from "yes" [you can really find most of what you need locally] 

(Case 3) to "but resources locally are impossible ( ... ) the quality of local materials is often [poor], 

so I bring even hand tools with me from Denmark" (Case 2). Several respondents mentioned that 

access to local resources was often complicated due to local institutional regulation, enforcement, 
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and bureaucracy. As one of the managers mentioned: "I've even been at a meeting where the 

director from [a host country authority], he's directly asking ‘Give me something’ ( ... ) But now, 

every year, they will not grant us that [license] ( ... ) So instead of taking two days for the [license] 

approval, you will have to struggle with them for three or four months like we do now; and that 

is the same every year ( ... ). It doesn't get any easier; they're still trying their luck" (Case 6). 

Nonetheless, every year the subsidiary receives its renewed license to operate without further ado. 

The managers interviewed viewed resource constraints as part of doing business in Africa, and 

they were very committed when saying things like "it's a lovely country, but it's challenging" 

(Case 8), and "although [host country] is, again, very easy going in general, you still have quite a 

bit bureaucracy to overcome. That's part of the culture" (Case 1). The managers did not 

problematise the possible control elements following the obtainment of local resources. 

A way of reducing the subsidiaries' dependence on external resources was reported to be managed 

by way of the establishment of subsidiary boards of directors. The boards are seen by several 

managers as an important source of advice and, in a few cases, a way to forge channels of 

communication to the host country environment. All ten subsidiaries visited had established local 

subsidiary boards, mainly occupied by parent firm and home country nationals, and only a few 

had host country nationals as members. Several subsidiary boards assist management with 

institutional and industry-specific issues, as exemplified by "We are getting input from the board. 

It's mostly on tax matters. We have had a lot of tax matters" (Case 6). Several managers 

interviewed expressed the view that their boards were generally adding to the outcome and 

survival of the subsidiary: "The board are very cooperative in their way of ( ... ) and boosting our 

business" (Case 1), and "from a formal point, the board sits twice a year, right, but they're almost 

involved in all our issues" (Case 5). Yet, some managers did not place any importance on the local 

board, e.g., "How active is the board? Well, that you can almost sense ( ... ) [laughter]. It is 

probably related to our lack of professionalism which is being changed" (Case 2).   

The managers stated that, in the main, they were left free of parent firm constraints to act 

commercially to source resources in the market. The freedom to search and utilise business 

resources within the previously mentioned constraints was echoed by a large majority of those 

interviewed to varying degrees. Some managers noted independence to maximise the subsidiary 

outcome at the personal level, such as "having said that, I personally feel a lot of freedom" (Case 

1), and "in terms of commercial, our hands are not tied" (Case 5). Other managers qualified their 

ability to act uninhibitedly in the host country environment as being within the tighter boundary 
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of day-to-day operations, such as "operation day-to-day, I'm running myself" (Case 8), "but the 

normal operations, that's left to [confidential]" (Case 7), and "well, I can say we, in as far as day 

to day running of the business, we're independent" (Case 4). One manager, pointing to 

construction on the large farm, felt the independence only after approvals received from his HQ 

contact in Denmark: "So in the project, the part you see on the ground, I'm in full control" (Case 

9). Three managers confined their independence to be within governance and performance criteria 

when they said, "if you follow the systems and everything we had talked about, they leave you, 

so commercially, you can do what you want" (Case 3), and "as long as you're performing, they'll 

leave you alone" (Case 6). This commercial independence was also regarding local resource 

seeking, as two managers noted: "That means you can really find most of what you need locally 

in [host country]? Yes." (Case 3), and "to maintain feed quality we have changed about three feed 

suppliers [in two years]” (Case 10).  

Discussion and further insights 

This study was designed to provide insights into how subsidiaries in CBEs overcome resource 

scarcity, and findings suggest their resource strategies are mainly formed due to a lack of financial 

resources and unavailability of necessary local resources. The theoretical framing for this study is 

provided by RDT and GI/LR with their complementary perspectives of subsidiaries' strategic 

orientation and the ensuing controls levied by external relations. For a discussion of this study's 

findings against the RDT background, it is worth bearing in mind that the theory was grounded in 

the context of resource abundance in the United States in the 1970s, and their work is based on a 

fundamental assumption of plenty of resource accessibility and choice. RDT's applicability in 

research was later confirmed with empirical studies in both resource-abundant or scarce contexts 

(e.g., Hillman et al., 2009; Luo, 2003; Muchemwa et al., 2016; Petrou, 2015).  

Subsidiaries located in CBEs do not always possess the benefit of choice due to scarcity of 

resources. Such organisations are predestined to mainly source resources externally, and hence, 

they are by default subject to an external control (Pfeffer & Salancik, 1978). All organisations 

must, irrespective of location, source some resources externally, and in resource-abundant 

contexts, organisations are free to choose, whereas subsidiaries in CBEs are restricted in their 

selection of sources. Yet, RDT conjugates neither resource dependence nor the resultant level of 

control, and one finding of this study is that the resource-constrained subsidiaries are fairly 

unperturbed regarding the fairly substantial level of external control imposed on them. This 
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finding differs from an earlier study that found a tendency towards better performance in 

subsidiaries with less rigid controls (Luo, 2003). The divergence may also result from host 

countries' different levels of resource scarcity or that the prevalence of MNCs' stricter governance 

regulations and resultant control systems has increased over the last 15 years (Paine & Srinivasan, 

2019).  

Interestingly, the subsidiaries appeared to adopt practically identical two-pronged resource 

strategies, and their choice of resource strategies seemed not to follow the flexible strategic choice 

advocated by the GI-LR framework as originally presented (Bartlett & Ghoshal, 1989; Prahalad 

& Doz, 1987). Recent literature has also purported the flexibility of strategic choices within the 

GI-LR framework (e.g., Ambos et al., 2020; Hansen, 2020; Malik et al., 2019; Williams et al., 

2017). Yet the subsidiaries were all closely integrated with their parent firms in terms of financial, 

technical, and procedural resources, and at the same time, the subsidiaries were left to their own 

devices to seek and utilise local host country resources in other aspects of the business. The aim 

seemed to provide the resource-constrained subsidiaries with the necessary means to explore local 

fulfilment while at the same time maintaining the MNC's governance requirements in terms of 

financial, commercial, and reputational standards. The resource strategies found in the ten 

subsidiaries were quite similar despite the variety in their characteristics regarding size, industry, 

length of host country operation, and entry motive. This study detected an ostensible regular 

pattern, and it seems that subsidiaries in the CBEs are constrained in the resource strategies they 

adopt. In contrast to the prevailing GI-LR viewpoint regarding strategic flexibility, these findings 

suggest that subsidiaries in resource-scarce CBEs are predetermined to adopt similar two-pronged 

resource strategies and adopt GI for specific resources and LR for other types of resources. A 

fundamental condition for subsidiaries in resource-scarce and challenging business environments 

in East Africa is seemingly the ability to perform in the realm of this predetermined two-pronged 

resource strategy. Thus, this finding leads to the following proposition:  

P.1 Subsidiaries in challenging business environments adopt predetermined two-pronged 

resource strategies irrespective of their characteristics. 

The subsidiaries' execution of their adopted resource strategies and the resulting 

generation of performance rests ultimately with the subsidiary management. After the 

first few interviews with subsidiary managers in East Africa, it became apparent that the 

managers generally had an extensive length of service in their respective industries and 

that the expats had relatively short host country tenure. The managers’ intricate 
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knowledge of their industry provided them ostensibly with a safe grounding for managing 

the subsidiaries and conducting the running of the day-to-day business in an experienced 

manner. Thus, these managers were able to release considerable time and effort to 

establish ways of sourcing, allocating, and managing pertinent resources. This intriguing 

confluence of resource scarcity, parent firm control, a challenging business environment, 

extensive industry experience, some expat managers' limited host country experience, 

and subsidiary survival invited further inquiry.  

Subsidiary management occupies a vital role in managing and implementing resource 

strategies, and previous literature points out that subsidiary managers in developing 

countries occupy a decisive role (Riskær et al., 2011). The association of managerial 

demographic characteristics with subsidiary performance has been studied mainly in the 

area of nationality and expatriate status (e.g., Fang et al., 2010; Gong, 2006; Hyun et al., 

2015). Yet, the interviews with the managers revealed that the managers had an extensive 

length of service in their industry and that several of the expat managers had very limited 

host country experience. The six expat managers' host country experience ranged from a 

few months to four years, with one exception of an expat manager with nine years of 

service in the subsidiary (Case 6). In contrast, this study found that the length of 

experience within the managers' particular industry was remarkably long. The number of 

years was, with one exception, in excess of 15 years, with seven managers having over 

20 years' industry experience, see Table 5.  

Table 5. Managers' host country experience and service in their industry in years 

 

Case number Manager's 
origin

Host country 
experience, 
years

Industry 
experienc
e, years

1 European expat <1 >10
2 European expat <1 >20
3 European expat 4 >20
4 Local National n/a >20
5 Local National n/a >20
6 European expat 8 >20
7 Local National n/a >15
8 European expat 1 >15
9 African expat 2 >30
10 Local National n/a >30
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To gain an insight into the managers' views about the necessary experience to manage their 

subsidiary, they were asked about various managerial demographic characteristics. Only two 

managers saw host country experience as important (Cases 1 and 8), whereas six managers (Cases 

2, 4, 5, 6, 7, and 9) stated that industry experience was highly relevant. These views confirm the 

interpretation mentioned above that priority was given to lengthy industry experience and the 

importance of industry-specific knowledge and that the extent of host country experience and 

location-specific knowledge was somewhat unimportant. The latter point corroborates a recent 

study that could not establish a significant subsidiary performance effect of the duration of 

subsidiary management's host country experience in politically hazardous environments (Wei et 

al., 2020). 

The observations in this study are also following previous studies that found expatriate 

management with low location-specific knowledge increases the likelihood of superior subsidiary 

performance in newly established subsidiaries (Fang et al., 2010) and that higher institutional 

distance often leads to installing expatriate subsidiary management (Gaur et al., 2007). In 

summary, this study found that expat managers' extensive industry-specific knowledge seemed to 

allow them to engage fully with the CBE in their search for resources whilst being grounded in 

their own safe haven of knowing their business in great detail. The subsidiary managers' extensive 

industry experience seems to substitute for their lack of host country experience when managing 

resource strategies in challenging business environments. These findings establish an interaction 

between  managerial characteristics and subsidiaries' strategies to overcome resource scarcity in 

challenging business environments and, based on these additional and novel observations, the 

following proposition is being stated: 

P.2 Subsidiaries in challenging business environments overcome resource scarcity by 

employing managers with extensive industry experience. 

Conclusion 

This study investigated the resource strategies deployed by subsidiaries operating in CBEs in East 

Africa. In light of increasing FDI in Africa, this study found it relevant to conduct research into 

this phenomenon, as subsidiaries increasingly face important resource strategic choices in such 

demanding circumstances. Based on replicated case studies of ten subsidiaries in East Africa, this 

study found that financial constraints and limited availability of local resources make subsidiaries 

highly reliant on external resources to survive. In line with the central tenet of RDT, the 
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subsidiaries had to balance the power dynamics resulting from accessing external resources. Due 

to resource scarcity and the complexities of the CBE, the subsidiaries did not have the choice of 

alternative sources assumed by RDT and strategic flexibility identified in the GI-LR framework. 

This study identified and analysed the fundamental GI versus LR strategic choice facing the 

subsidiaries between integrating into the MNC resource base and accessing local resources. 

Surprisingly, the subsidiaries' resource strategies were found to be similarly two-pronged 

irrespective of their industry, size, length of operation, and entry motive. The subsidiaries were 

generally closely integrated with their parent firms in terms of financial, technical, and procedural 

resources. Yet, at the same time, the subsidiary managers were left to their own devices to source, 

allocate, and manage resources in other aspects of the business. Hence, this study detected a clear 

pattern of the subsidiaries adopting a similar two-pronged resource strategy: the aim, seemingly, 

was to give the resource-constrained subsidiaries the necessary flexibility to explore local 

fulfilment whilst maintaining the MNC's governance requirements in terms of financial, 

commercial, and reputational standards. 

The majority of managers gave an impression of being given an operational shelter by access to 

parent firm resources, despite the same resources' built-in external control functions. The 

managers interviewed viewed these quite stern parent firm systems and procedures as yet another 

resource and not as an undesired external control. The two-pronged resource strategies were not 

seen as restraining by managers, and this study traces their ability to balance these back to a 

particular characteristic of the managers. This study found that subsidiary managers in resource-

scarce CBEs possessed extensive industry experience and not necessarily substantial host country 

experience. Yet, this combination of backgrounds appeared to be a key managerial factor behind 

managing the successful two-pronged resource strategies. Taken together, the subsidiaries in 

CBEs converge to overcome resource scarcity by adopting similar two-pronged resource 

strategies notwithstanding the resultant controls. The empirical findings furthermore provide an 

understanding of the importance of management's industry experience in overcoming resource 

scarcity in the subsidiary's global-local nexus. 

Limitations And Future Directions  

The findings in this study must be interpreted with thoughtfulness due to the contextual 

delineation, as the ten subsidiaries visited are located in particular CBEs in East Africa and share 

a particular ownership structure. Nevertheless, the findings and the two propositions point to 

future research avenues, possibly based on a more extensive and broader-based sample of 
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subsidiaries in several developing countries. Further research into the dual-pronged strategy 

statement in Proposition 1 is needed to gain a better understanding of the formation and prevalence 

of such resource strategies in other CBEs. Additionally, future research could unearth the industry 

experience characteristics of subsidiary managers in CBE as suggested in Proposition 2. The 

influence of managers' industry experiences on managing subsidiaries' resource strategies in CBE 

is little understood. Yet, this experience appears central to understanding how subsidiary 

management in CBEs act when they simultaneously need to exploit and leverage parent resources 

while also needing to adapt to and explore resources in the local business environment. Future 

research on subsidiary performance and survival in CBEs needs to include the roles of managers' 

industry experiences in alleviating resource dependence in subsidiaries in CBEs. Future 

quantitative studies involving larger samples need to be undertaken to fully understand the roles 

of managers' industry experiences in explaining subsidiary management's scope for action in 

procuring resources in the nexus between integration and local engagement.  
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Appendix 1 

Semi-structured interviews, list of guiding questions  

Background questions: Name, title, tenure with the MNC, tenure in the current job, years of 

industry experience, education, and nationality. 

What was the motive for establishing the subsidiary? 

To what degree is the subsidiary a self-contained entity? Please elaborate. 

What is your perception of your parent firm's role?  

Do they provide resources, and what type?  

Do they leave you on your own?  

Do they exert control, and how? 

How do you source your resources? 

What is the local availability? 

What are the constraints regarding resources? 

What are the most important drivers of your subsidiary's performance? Please elaborate, how, 

why, examples( ... ) 

  



139 
 

Appendix 2 

Questionnaires 

Please prioritise the reasons for the Company to seek outside resources? Rank from 1 to 7: 

Limited availability of resources locally  

Constraints from local institutions  

Company financial constraints locally  

Constraints  from being at an early stage of establishing  

Constraints due to parent company financial situation  

Constraints due to parent company policies  

Constraints due to parent company organisation  

 

Please prioritise seven of these performance drivers in order of importance to your 

subsidiary:  

Parent firm's international experience; parent firm size; parent firm age; entry mode; entry 

strategy; industry; host country; cultural distance to home country; host country GDP; 

geographical distance to home country; subsidiary's host country experience; subsidiary age; 

and subsidiary size. 
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Appendix 3  

Coding Scheme 
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Abstract 

Measurement of Subsidiary Performance (SP) is challenging due to, among other things, data 

availability and compatibility. Yet, SP remains at the centre of IB research and developing 

appropriate measures of SP is key to our understanding of important IB phenomena. This study is 

based on 123 quantitative articles from 2005 to 2019, with SP as the dependent variable. A 

tripartite framework is developed to categorize the articles by dimension, mode and domain, and 

a bibliometric analysis is used to cluster the articles within research themes. Our findings show 

high variability of measurements of SP within the clusters and between articles concerning similar 

areas of research. In view of recent debates about replication within social science, this is highly 

problematic. This paper assesses the measurement of SP in recent IB literature and proposes a 

range of questions to guide researchers in selecting the most appropriate SP measure(s) for their 

study. 

Keywords 

Subsidiary performance, Performance measurement, DuPont framework, Bibliometric coupling, 

VOSviewer, Leximancer  
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Introduction 

Multinationality’s effect on performance (M-P) is a highly researched area within International 

Business (IB) (Nguyen, 2016; Nielsen & Nielsen, 2010), yet the vast majority of studies within 

this tradition operate solely at the MNC corporate headquarter (HQ) level. Studies on performance 

at this aggregated level, however, only partly elucidate the explanation of performance, as 

contributions from activities outside the home country are a part of both M and P and hence play 

a pivotal role in the assessment of MNC performance. Yet despite activities in international 

subsidiaries constituting an essential part of MNCs’ activities,  studies of subsidiary performance 

(SP) are relatively under-represented in the IB literature. Within the IB literature, it is recognised 

that the SP construct is complicated to measure. There are at least two reasons for this: 1) primary 

data is often challenging to access due to MNC’s internal issues or cultural, geographical or 

language issues; and 2) secondary data, e.g. financial accounts, may be unsuitable for research 

due to host countries' institutional factors, such as tax regimes or accounting standards, or spurious 

variations because of internal matters such as the strategic role of the subsidiary or irreconcilable 

data due to transfer pricing policies (Birkinshaw & Morrison, 1995; Brouthers et al., 2008b; Eden, 

2001; Gong, 2003; Meyer & Su, 2015).  

Research on performance measurement issues in IB is mainly concerned with firm-level 

performance at the MNC HQ level or, in some instances, lower organisational levels. For example, 

Hult et al. (2008)’s assessment of performance measurement in IB studied three organisational 

levels, yet it did not include SP specifically. Similarly, meta-analytical articles within 

multinationality research do not include SP (Kirca et al., 2012; Kirca et al., 2011; Richter et al., 

2017). Consequently, SP research relies primarily on firm-level measurement considerations in 

the realm of strategy or organisational studies (Delaney & Huselid, 1996; Dess & Robinson, 1984; 

Grant et al., 1988; Hitt et al., 1997).   

Before delving further into measurement aspects of SP, it is important to ask “Why is this 

important at all?” In the IB arena, it was suggested that methodology could possibly inject new 

impetus to the research agenda (Buckley, 2002) or more broadly enhance scholarly impact through 

increased rigour and relevance (Nielsen et al., 2020), a point also made by Kogut: “that progress 

is engaged when a community collectively is able to ride upon common methods, schemas, and 

templates” (Kogut, 2009, p. 712). In light of the current debate about replication within social 

sciences, (e.g. Bettis et al., 2016; Camerer et al., 2018; Goodman et al., 2016), it is essential to 



150 
 

facilitate the advancement of those cumulative and comparative studies that support a vibrant IB 

research agenda (Nielsen et al., 2020). The variation of SP measures (e.g. Return on Assets 

(ROA), market share growth, survival and productivity) hampers the IB community’s ability to 

develop sound theories about subsidiary activities and their association with performance. Several 

ratios quantify essential aspects of SP and are sound measures of performance, but they measure 

distinctively different aspects of subsidiary activity. While not only different in terms of the 

outcomes they measure, the antecedents, and hence independent variables are likely to influence 

different measures very differently, rendering comparisons and theoretical advancements difficult 

at best. 

Different financial ratios might be equally valid, but they are not interchangeable and may produce 

different and even conflicting results because they are informants of different strategic 

perspectives (Lebas & Euske, 2007; Marr, 2012). For an illustration of the differences between 

two common performance measures, we refer to Figure 1 below, which illustrates the substantial 

differences in performance at the industry level in the USA measured by two different financial 

ratios: Return on sales (ROS) and Return on equity (ROE) (Damodaran, 2018).  

The selection of one measure of performance in preference to another depends on the objective of 

the research and essentially influences the entire research design from research question via data 

collection to the method of analysis. The purpose of this paper is to assess the relationship between 

SP measurements and IB research themes and to propose a range of questions to assist researchers 

in selecting the most appropriate SP measure(s) for their study. This relationship is rarely 

discussed methodologically in SP studies, with few notable exceptions, (e.g. Ando, 2014; Gaur et 

al., 2007; Kawai, 2015). Previous research on organisational performance pointed to the low level 

of methodological uniformity and the ensuing difficulties to aggregate knowledge across studies 

(Combs et al., 2005; Richard et al., 2009). The ongoing debate about replicability within social 

sciences is a pertinent reminder (Camerer et al., 2018). Even though scholars have long debated 

methodological issues pertaining to the measurement of performance constructs, it is clear that 

there is still considerable variation in the measurement of this vital variable, not the least in 

relation to SP.  
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Figure 1. ROE and ROS per Industry Sector, USA, 2018 

 

To explore the variation in SP measurements, we develop a tripartite analytical framework, 

drawing on the DuPont framework, bibliographic coupling method (Kessler, 1963), and text 

analysis (Smith & Humphreys, 2006). We discuss the congruence between SP measurements and 

IB research themes and, based on these insights, propose a series of questions that can assist 

researchers in selecting the most appropriate subsidiary performance measure(s) for their study. 

The remaining part of the paper proceeds as follows: in the next section, we develop the analytical 

framework based on pertinent performance and finance literature. The method section explains 

the process for the selection of articles for this study and the methods applied to identify and 

cluster relevant studies and their corresponding SP measures. This is followed by a presentation 

of the findings and finally a section with considerations for research design and a proposal of a 

range of questions to guide the selection of SP measures in future research.  

Performance measurement theory and analytical framework 

Performance is defined as a measurement of the competence or effectiveness of a person, object 

or larger entity in performing an action, measured against a standard (International Organization 

for Standardization, 2019; Oxford English Dictionary, 2019). Measurement of performance is 

conducted in many different circumstances from machines, processes or individuals and personal 
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pursuits, up to measuring large and complex entities, like MNCs. Performance is measured 

relative to similar entities and includes inherently a standard of comparison and a measure of time. 

In business studies, there are many performance studies with varying measures, and one recent 

firm performance meta-analysis traversed the following terms: “firm performance”, “operational 

performance”, “financial performance”, “organisational performance”, and “business 

performance” (Saridakis et al., 2017, p. 1). Some authors have pointed to synonymity of 

Organizational Performance, Financial Performance and Corporate Economic Performance, for a 

discussion, see (Hamann et al., 2013); others have noted the distinction between Operational and 

Organizational Performance (Venkatraman & Ramanujam, 1986) or view the former as an 

antecedent of the latter (Atif et al., 2017).  

The multi-faceted nature of SP requires a comprehensive yet straightforward analytical 

framework to undertake a systematic assessment of the variation of measures. Based on principally 

methodological literature, we have identified three key aspects of performance measurement. The 

first is termed ‘Dimension’ and captures the important issue of whether a single or multi-item 

measure is used (Bergquist & Rossiter, 2007; Boyd et al., 2013; Boyd et al., 2005; Churchill, 

1979). The second is ‘Mode’, or the classification of the performance measures into either a 

positivistic operational measure or one based on perceptual observations (Dess & Robinson, 1984; 

Talpová & Scalera, 2015). The third element, ‘Domain’, decomposes the performance measure 

into its constituent parts based on its financial or operational origin (Dossi & Patelli, 2010; Rowe 

& Morrow, 1999). Together, these three aspects form the basis for our analysis of SP 

measurement. 

Dimension 

The selection of a single or a multiple dimension of the dependent variable (DV) has been sparsely 

dealt with in SP studies. Hence, we turn to the general strategy literature where an early 

performance study was based on a single DV, noting that the choice “was not made lightly” 

(Hatten et al., 1978, p. 597) but was justifiable due to a longitudinal study design. It can, therefore, 

be inferred that in the authors’ view cross-sectional data require multiple dimensions. A similar 

view stressed the need to move away from previous practice using mostly single-item scales to 

achieve “a stronger degree of correspondence between constructs and their measures” 

(Venkatraman & Grant, 1986, p. 81). In their assessment of performance measurement errors, 

Boyd and colleagues (Boyd et al., 2005) found that almost 40 per cent of DVs were measured by 
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a single item. Conversely, around 60 per cent were categorised as multiple-item measures as 

indexes and scales. The result of their assessment was that Construct Validity could be increased 

by using multiple indicators (Boyd et al., 2005). 

In a similar analysis at the MNC level, Combs and colleagues (Combs et al., 2005, p. 267) noted 

that previous works “point toward a broad consensus that performance is multidimensional”. 

Nevertheless, a review of firm performance studies in leading academic management journals 

found that just under half defined performance by single-item measures (Richard et al., 2009). Of 

the remaining studies “where multiple measures were collected,” 67 per cent used multiple 

separate analyses, and 48 per cent used aggregation, either factor analysis or averaging (Richard 

et al., 2009, p. 720)21. The authors concluded that “organizational performance is not a one-

dimensional theoretical construct nor is it likely to be characterisable with a single operational 

measure” (Richard et al., 2009, p. 722). Merely adding or deleting arbitrarily chosen SP 

measurement items to satisfy a factor analysis procedure is an inadequate substitute for a proper 

operationalisation of the SP construct from the outset. Rather, SP measures must be theoretically 

defined and operationalized accordingly. 

Mode 

The decision regarding whether to use subjectively or objectively derived data when measuring 

SP is fundamental in achieving an acceptable level of measurement validity. Without venturing 

into a philosophical debate of the objectivity of performance data (for a discussion about financial 

data objectivity, see, (e.g. McKernan, 2007; Shapiro, 1997), we follow the conventional 

classification of performance as ‘objective’ when referring to secondary, archival data and 

‘subjective’ referring to primary (survey or interview) data. Early hesitance to use subjective 

measures, e.g. “Where accurate objective measures of performance (particularly economic) are 

available, their use is strongly supported and encouraged” (Wall et al., 2004, p. 112), was 

countered later, as convergent validity was proven satisfactory between objective and subjective 

performance measures (Singh et al., 2016). Subjective data should not, however, be seen as a 

convenient substitute for objective measures but rather as a way to incorporate otherwise 

unobtainable multi-dimensional and non-economic aspects of performance (e.g. 360 degrees 

performance or triple-bottom-line aspects). 

 
21 “Per centages may add up to > 100% due to multiple categorizations per article” (Richard et al., 2009, p. 720). 
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Nevertheless, it is important to acknowledge that both primary and secondary data can be 

subjective or objective22, thus emphasising the importance of considering the objectivity 

characteristics in performance study designs. A performance classification founded in cognitive 

processes was developed to circumvent the discussion about objectivity, and it was sub-divided 

into operationally defined and perceptual measures (Ketokivi and Schroeder, 2004). Dealing with 

issues of objectivity and systematic informant bias, this division is purely between a precisely 

defined performance measure and an informant’s perceived performance response (Ketokivi & 

Schroeder, 2004). A third mode of obtaining performance data was added in the form of ‘Quasi-

perceptual measures’ to account for research based on perceptual measures of items that are 

operationally defined, e.g. asking respondents about their firm’s Return on Assets (ROA) 

(Ketokivi & Schroeder, 2004). 

Domain 

One of the most influential articles about performance measurement within the strategic 

management literature opens up with a tirade: “there appears to be little hope of reaching an 

agreement on basic terminology and definitions” (Venkatraman & Ramanujam, 1986, p. 801). In 

spite of the authors’ woeful prophecy, their Classificatory Scheme (Venkatraman & Ramanujam, 

1986) has been widely used in performance research. It incorporates three domains: (1) Financial, 

(2) Business, and (3) Operational Performance. The authors define Financial Performance as the 

narrowest definition of the construct, basing it on well-known financial measurements and 

assuming that financial goals are central to the studied firms’ system of targets. The authors 

broaden the Financial Performance construct to include non-financial indicators, which they term 

as “Business Performance”, an aggregate of Financial and Operational Performance. The second 

level concept of Business Performance includes “key operational success factors that might lead 

to financial performance” (Venkatraman & Ramanujam, 1986, p. 804). The third layer is 

Organizational Effectiveness, which they loosely define as “The broader domain reflected in most 

conceptual literature in strategic management and organisation theory” (Venkatraman & 

Ramanujam, 1986, p. 803). Notwithstanding, neither in the original or later articles has a precise 

 
22 We acknowledge that this distinction is somewhat artificial as many archival studies are based on primary data 
such as surveys, collected, however, by third parties. Moreover, we also note that ‘objectivity’ and ‘subjectivity’ with 
regards to sources of data is only used as a classification here with no reference to quality of data per se. 
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and universally accepted measure of Organizational Effectiveness to be used in organisational 

research emerged (Hitt, 1988).  

The broad performance construct has mostly been superseded by the narrower domain of 

Organizational Performance, which comprises financial, product market and shareholder return 

performance (Richard et al., 2009). The two classification schemes in conjunction are reduced to 

measure financial and operational performance. Overall Effectiveness was introduced to reflect a 

somewhat broader perceptual interpretation of performance (Hult et al., 2008). Several SP studies 

have operationalised Overall Effectiveness by subsidiary survival or exit, albeit “a concern about 

using survival as a measure of performance is that failure, as measured, might not always indicate 

poor performance” (Shaver, 1998, p. 577). 

Performance definitions and Subsidiary activities 

The activities within foreign subsidiaries are reflected by the objective of the investment, whether 

seeking natural resources, markets, efficiency or strategic assets at its entry (Behrman, 1972; 

Dunning, 1992), and the activities are bounded by their roles within the MNC (Birkinshaw & 

Morrison, 1995; Hansen & Hoenen, 2016). The efficiency and effectiveness of subsidiaries’ 

activities are quantifiable by means of performance measures (Bitichi, 2015; Neely et al., 1995), 

and these should ideally be consistent with how the subsidiary delivers value, i.e. generate 

performance (Melnyk et al., 2004). The practical purpose of measuring and monitoring 

performance in subsidiaries and other firms is to enhance knowledge and dissemination of 

performance in order to enhance subsequent performance and facilitate implementation of 

strategic initiatives (Franco-Santos et al., 2012) and “to make an organization’s purposes tangible” 

(Melnyk et al., 2004, p. 209). It is thus essential that all stakeholders consider the performance 

definition suitable and appropriate to ensure maximum impact. This relevance in practice is 

ascertained through careful definition and design of measurements of performance (Neely et al., 

1995), and similarly in research, albeit here, the execution and impact are unrelated (Hofer, 1983).  

The subsidiaries’ different activities yield various impacts and performance outcomes. These 

causal relationships between activity and performance are termed performance drivers (Marr et 

al., 2004), and visual frameworks are useful in increasing the understanding and intellectual 

operationalisation of them. A variety of maps of performance have been created, including the 

renowned DuPont framework (see Figure 2 below) developed in 1914 in conjunction with 

DuPont’s invention of the ‘Return on Investment’ (ROI) formula (Flesher & Previts, 2013). The 
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DuPont framework is still widely used over 100 years after its inception, and it forms a 

foundational part of the Chartered Financial Analyst’s endorsed financial ratios (CFA Society, 

2018) and provides an illustration of the determinants of performance and in relation to this study, 

more importantly, the differences between the performance ratios. Table 1 shows a comparison 

of five common ratios used as SP measurements to illustrate this point. The annotated and 

enhanced DuPont framework, seen in Figure 2, provides an accessible overview of the 

performance drivers covered by the different measures, and it illustrates the differences between 

SP measures that often are used interchangeably in IB research with the risk of measuring 

perspectives of the subsidiaries’ operations unrelated to the topic under study. 

Figure 2. DuPont Framework – extended version 
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Table 1. Five common financial ratios (based on (CFA Society, 2018; Marr, 2012)23 

Ratio Perspective Aspect Formula 

Return on Sales 

(ROS) 

Sales Profit Operating Profit (EBIT)
Net sales

 

ROS provides a historical perspective with a focus on sales efficiency, i.e. profit generated in 

comparison to sales. Here there is an emphasis on shorter-term performance. 

Return on 

Investment (ROI) 

A particular 

investment 

Efficiency  (Gain − Cost) of the investment  
Cost of the investment

 

ROI concentrates on a limited part of the subsidiary as bounded by the scope of the investment, e.g. an 

assembly line or an R&D project. 

Return on Assets 

(ROA) 

Broad and 

encompassing 

Efficiency Operating Profit (EBIT)
Average total assets

 

ROA combines a historical profit perspective with the sum of the subsidiaries’ financial capabilities, 

e.g. stock, machinery, intellectual property, buildings, financing to customers. 

Return on Equity 

(ROE) 

Shareholders Efficiency Operating Profit (EBIT)
Average equity

 

ROE takes a specific external perspective as it measures how effectively the shareholders’ capital is 

used to generate profit.  

Labour productivity Employees Efficiency Net sales
Full − time employees

 

This ratio offers an employee perspective and measures general productivity, i.e. total sales related to 

one resource, i.e. staff, and, hence, delivers a trenchant SP measure. 

 

Analytical Framework 

The analytical framework for assessing the measurement of SP is based on the above analysis of 

theoretical concepts, and the resulting multi-dimensional framework encompasses Mode, Domain 

and Dimension, as shown in Figure 3. The figure highlights the unique outcomes that, in 

conjunction with the DuPont framework, will form the basis of the assessment of SP 

measurement.  

 

 
23 Investment denotes also the whole entity (firm, subsidiary, etc.) in ROI calculation by some authors.  
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Figure 3. Analytical Framework (The outcomes denoted with # are based on the DuPont 

framework) 

 

 

Methodology 

Selection of Studies 

To cover the most pertinent research of SP, the period of publication in our review was restricted 

to recent research, from 2005 to 2019 (Boyd et al., 2005; Hult et al., 2008). To achieve consistency 

between the selected studies, only the terms describing the MNCs’ foreign entities as either 

“Subsidiary” or “Affiliate”, and performance as either “Performance”, “Survival” or “Exit” were 

selected24. In line with previous assessments, a keyword search was performed in Web of Science 

(Li et al., 2018), and erroneously classified articles, qualitative or non-IB studies were removed. 

To focus on the highest quality research, the sample was reduced further to articles published in 

‘top-tier’ journals, here defined as those in level 3, 4 and 4* (The Association of Business Schools 

- ABS, 2018). The final sample contained 123 articles that were used for the study (see Appendix 

A). The articles were published in 25 different journals, of which Journal of World Business, 

 
24 International Joint Venture (IJV) is omitted as it would bring the ownership dimension into this assessment, 
although this aspect is left silent in most of the sampled articles anyway. 
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International Business Review, and Management International Review were the main 

contributors, see Table 2.  

Table 2. List of journals 

Journal Frequence 
Journal of World Business 21 
International Business Review 14 
Management International Review 14 
Journal of International Business Studies 12 
Journal of International Management 10 
International Journal of Human Resources 8 
Strategic Management Journal 7 
Journal of Business Research 6 
Global Strategy Journal 5 
Journal of Management 4 
Journal of Management Studies 3 
Academy of Management Journal 2 
Asia Pacific Journal of Management 2 
Human Resource Management 2 
International Marketing Review 2 
Journal of International Marketing 2 
Administrative Science Quarterly 1 
British Journal of Management 1 
European Management Review 1 
Journal of Business Ethics 1 
Journal of Economic Geography 1 
Management and Organization Review 1 
Management Decision 1 
Marketing Science 1 
Organization Science 1 
Total 123 

 

Clustering by Bibliographic Coupling 

All articles were clustered by a bibliometric method used to analyse the relationship between 

publications and to form research area clusters based on the articles’ cited references. For an 

overview see (e.g. Boyack & Klavans, 2010; van Eck & Waltman, 2010; Zupic & Čater, 2014). 

The bibliographic coupling method links publications that share a minimum of one cited reference 

and is based on the notion that the more references two articles will have in common (overlap of 

reference lists), the higher the commonality of the research topics (Kessler, 1963); see Figure 4 

below. In other words, two articles citing the same references are more related than two articles 
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without any shared references, and the interrelatedness increases with the number of commonly 

cited references. The measure of interrelatedness is expressed as the number of overlapping cited 

references and how many other articles in the sample share at least one cited reference (Kessler, 

1963; van Eck & Waltman, 2010).  

Figure 4. Bibliographic Coupling. Adapted from (Mura et al., 2018, p. 666) 

 

The measure of relatedness and the mapping distance between articles yield a measure of 

similarity between publications and, hence, a proxy for research topic commonality (van Eck & 

Waltman, 2010). The construction and visualization of the bibliographic coupling between the 

articles as described earlier were performed with the software VOSviewer (van Eck & Waltman, 

2010)25. To reduce the risk of endogeneity, all references cited in the articles’ method section 

regarding the measurement of SP were eliminated (see Appendix B for more details). Otherwise, 

the articles would also be placed in the network due to their method references, which is the focus 

of this study, and the analysis would hence have produced a distorted mapping of the articles. The 

bibliographic coupling analysis in VOSviewer resulted in a two-dimensional x-y plot where the 

studies were placed by VOSviewer’s distance-based mapping technique into nodes and resultant 

clusters. For a detailed explanation, see (van Eck & Waltman, 2010). The distance-based cluster 

map (see Figure 5) reflects the strength of the relationship between the underlying articles.  

Thematic Cluster Coding 

Each of the three clusters contains articles within a general thematic subject area. The three 

clusters of IB were thematically labelled, determined by an analysis of the articles’ title, abstract 

and keywords using the automatic content analysis software, Leximancer (Smith & Humphreys, 

 
25 The match between levels of theory and measurement is key for such proxies, see (Nielsen, 2014) and we recognize 
that overlap in citations – while relevant and proven to increase context similarity – may hide unseen biases due to 
the nature and usage of citations. Nevertheless, we follow established studies in this tradition in our approach. 
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2006). Leximancer transforms “lexical co-occurrence information from natural language into 

semantic patterns in an unsupervised manner” (Smith & Humphreys, 2006, p. 262) and based on 

examination of the body of text, it produces overall concepts by a weighing algorithm based on 

frequency and co-occurrence in the text. Automated content analysis by Leximancer has been 

used to gain insight into IB themes (Devinney & Hohberger, 2016; Liesch et al., 2011), consumer 

communication studies (Campbell et al., 2011), and literature reviews (Wilden et al., 2018). 

Leximancer has been proven to yield high reliability and validity (Smith & Humphreys, 2006; 

Wilden et al., 2017) and has the advantage of “objective data analysis as researcher bias coder 

subjectivity is removed” (Sotiriadou et al., 2014, p. 230).  

Figure 5. Thematic cluster map 

Subsidiary Performance coding 

Each article placed in the x-y plot by VOSviewer was labelled according to the possible 18 

Dimension, Mode and Domain combinations in the Analytical Framework and all articles with a 

single dimension SP measurement were further classified in accordance with the enhanced 

DuPont framework (see Appendix A).  
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Results and analysis 

This paper assesses the congruence of measures of SP used within articles in similar thematic 

research areas. We address this firstly by reporting the frequency of use of different SP measures 

by using the analytical framework, and secondly by examining the thematic relationships between 

selected individual articles in the clusters and their different measurement of SP. Table 3 shows 

the breakdown of single and multiple construct items. Our results show a majority of research 

employing a single dimension definition of SP. This is in contrast to earlier studies of MNC or 

organisational performance that found multiple dimensions outweighed single to a higher degree 

and concluded it is most likely that performance is understood in multiple dimensions (e.g. Combs 

et al., 2005; Richard et al., 2009). Our findings show, however, that single dimension 

measurements were more frequent than multiple dimensions (see Table 3), and this over-

representation was most prevalent in cluster 2 (Host country, Experience, Market). Authors of 

highly-cited studies supported their single dimension selection by ascribing it to the subject under 

study, (e.g. Gaur et al., 2007) or that a single measure is commonly used to describe performance 

within a specific industry, e.g. the banking industry (Miller & Eden, 2006). A number of studies 

stated their reason for selecting a single measure was purely methodological, e.g. “in keeping with 

prior variance decomposition research” (Ma et al., 2013, p. 76).  
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Table 3. Dimension, Mode and Domain per cluster 

Dimension_Mode_Domain Cluster Total 
1 2 3 

Single Operationally defined Financial 4 7 13 24 
Single_Operationally defined_Operational 3 0 2 5 
Single_Operationally defined_Overall effectiveness 1 17 5 23 
Single_Perceptive_Overall effectiveness 1 0 0 1 
Single_Quasi-Perceptive_Financial 10 2 0 12 
Multiple_Operational_Financial 1 1 0 2 
Multiple_Operational_Overall efectiveness 1 2 0 3 
Multiple_Perceptive_Operational 7 3 9 19 
Multiple_Perceptive_Overall effectiveness 6 1 2 9 
Multiple_Quasi-Perceptive_Financial 22 1 2 25 
Dimension - subtotals Single 19 26 20 65 

Multi 37 8 13 58 

Mode - subtotals 
Operationally defined 10 27 20 57 
Perceptive 14 4 11 29 
Quasi-Perceptive 32 3 2 37 

Domain - subtotals 
Financial 37 11 15 63 
Operational 10 3 11 24 
Overall Effectiveness 9 20 7 36 

Total 56 34 33 123 
 

Dimension 

Under half of the assessed studies of SP follow earlier consensus that performance should be 

defined multi-dimensionally (see Table 3), noting “a composite measure of subsidiary 

performance” (Monteiro et al., 2008, p. 96) and wishing “to avoid the problems associated with 

depending on narrowly defined criteria, such as profitability” (Nguyen & Rugman, 2015a, p. 477). 

The considerations taken when measuring SP multi-dimensionally were silent in some highly-

cited SP studies as only the measurement items, e.g. “firm reputation, profitability, and product 

or service distribution” (Brouthers et al., 2008b, p. 198) or “market share, sales growth and return 

on investment” (Venaik et al., 2005, p. 662) were explicitly stated. Multi-dimensional 

measurement of SP was primarily used in Cluster 1 (Knowledge, Transfer, Relationship) where, 

for example, a recent study of knowledge transfer within MNCs used managerial evaluations of 

three different items to measure SP, i.e. sales growth, market share and ROA (Li & Lee, 2015). 

Another study in the same cluster about knowledge processes were content with using only two 

measurement items, i.e. market share and sales growth (Simonin & Özsomer, 2009).  
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Mode 

As shown in Table 3, a majority of studies operationalised the SP measurement such that it either 

necessitated or enabled surveys for data collection, as Quasi-perceptual and Perceptual modes 

account for about 54 per cent of the analyzed studies. The survey data fell broadly into two 

categories: 1) primary data collected by the authors of financial data, operational data or a 

combination, e.g. sales growth, productivity, customer satisfaction, and market share; or 2) 

secondary data sourced from databases providing particular financial data obtained by surveys, 

e.g. profitability, break-even, or loss. Several studies argue that the use of survey data was “due 

to the absence of financial performance data reported at the subsidiary level” (Fang et al., 2007, 

p. 1057), or “suitable measures were largely unavailable” (Hughes et al., 2017, p. 415). One study 

argued both from an epistemological perspective that “subjective performance data have been 

shown to be highly correlated with the objective performance data” and also that quasi-perceptual 

data was used “because of the absence of financial performance data reported at the subsidiary 

level” (Fang et al., 2010, pp. 38-39). One recent study was in line with a number of previous 

concerns over the usefulness of accounting data and how the measurement of SP lends itself to 

using survey data: “Moreover, as subsidiary performance is often determined by uncontrollable 

factors (such as transfer pricing, subsidies, management fees or exchange rates), perceptual 

measures have been used to overcome this limitation” (Trąpczyński & Gorynia, 2017, p. 702).  

Nine studies used survey data from external datasets obtained by the quasi-perceptual mode, i.e. 

data from financial databases that provide a particular SP indicator. This type of survey data was 

developed provided by the Japanese publisher Toyo Keizai in 1970, and general managers of over 

15,000 foreign Japanese subsidiaries are every year asked to assess whether their subsidiary made 

a loss, break-even or gain on a three-point scale (Beamish et al., 1997). This type of survey 

method, hereinafter labelled the ‘TK method’, has subsequently been employed by researchers in 

studies of other populations of foreign subsidiaries, e.g. in Taiwan (Lo & Lin, 2015). The nine 

studies employing the TK method were mainly in Cluster 1, Knowledge, Transfer, Relationship, 

with six studies.  

Domain 

The third part of the Analytical Framework is the Domain, which classifies performance measures 

in accordance with the origin of its items, whether derived directly from financial measurements 

or indirectly from identifiable operational factors leading to financial performance. The third 
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category, Overall Effectiveness, is based on a broader definition of SP. More than 50 per cent of 

the analyzed studies used SP measures within the Financial Domain, as can be seen in Table 3.  

The majority of the financially based measures were in Cluster 1 (Knowledge, Transfer, 

Relationship), and some of the most used measures were market share, profit assessment, ROA 

and sales growth. In respect of the view that Dimension plays an important role when ascertaining 

Domain (Venkatraman & Ramanujam, 1986), it should be noted that about 60 per cent of the 

studies within the Financial Domain are single-dimensional. These single-dimensional definitions 

are in 27 studies based on single financial ratios, and the SP construct definition is in nine studies 

based on the TK method. Several studies refer to past research as an explanation of their SP 

definition as a single financial ratio, such as “We use return on assets (ROA), the most common 

measure of profitability, as our measure of financial performance” (Chang et al., 2013a, p. 323), 

and “ROA is a commonly used measure of foreign subsidiary performance in international 

business research” (Hsu et al., 2017, p. 549). The authors of a recent partial replication study 

based on (Gaur & Lu, 2007) selected a Financially based definition, Return on Equity (ROE), in 

lieu of the original authors’ definition ‘subsidiary exit’ within the Overall Effectiveness Domain, 

and argued that “ROE has been used as a measure of firm performance in a vast number of studies” 

(Shirodkar & Konara, 2017, p. 187).  

SP definitions classified as Operational and Overall Effectiveness were less employed, and the 

Operational category encompasses aspects of the SP definition that are not Financial but include 

factors leading to financial performance. This study considered all non-financial items as 

Operational apart from items that are conceptually very broad, e.g. ‘overall performance’ or 

‘survival’. The 23 studies defining SP with items in the Operational Domain were mainly multi-

dimensional with four studies employing only ‘Labour productivity’ and one using ‘net sales per 

square meter’. Common Operational items were ‘Market share’, ‘Customer satisfaction’, and 

‘New product development’. Three studies employed several Operational items as part of their 

measurement of SP: (Dikova, 2009) using i.a. ‘market share’, ‘marketing’, ‘distribution’, 

‘reputation’, and ‘market access’; (Oehmichen & Puck, 2016) using i.a. ‘access to financial 

resources’, ‘access to human resources’, ‘marketing’, and ‘reputation’; and (Trąpczyński & 

Gorynia, 2017) using i.a. ‘market share’, ‘market reputation’, ‘product quality’, ‘new product 

development capability’. 
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Single Financial Measures 

Table 3 shows that over 50 per cent of the studies measured SP by a single item, and this was the 

majority in Clusters 2 and 3. The most common single measurement item overall was ‘Survival’, 

whereas the most common financial item was ROA. Survival studies were most prevalent (17 of 

23) in Cluster 2 (Host country, Experience, Market), see Table 4. For example, a recent study 

found a positive association between distance and the probability of a subsidiary’s exit (Kang et 

al., 2017). In the sample, 26 studies used typical financial returns ratios as SP measurement, with 

the two most frequently used ratios being ROA and ROS with 15 and eight entries, respectively. 

Two studies measured SP by Return on Equity (ROE) and one by Return on Investment (ROI).  

Table 4. Single measures 

Measures Cluster Total 
1 2 3 

Labour productivity 2 0 2 4 
Net sales per m2 1 0 0 1 
Performance rate 1 0 0 1 
Profit 1 0 0 1 
ROA 3 6 6 15 
ROE 0 0 2 2 
ROI 1 0 0 1 
ROS 3 1 4 8 
Sales revenue 0 0 1 1 
Survival 1 17 5 23 
Toyo Keizai 6 2 0 8 
Single measures - subtotal 19 26 20 65 
Multiple measures 37 8 13 58 
Total 56 34 33 123 

 

Several studies reasoned the selection of a single financial item to measure the SP construct: “We 

use return on assets (ROA), the most common measure of profitability, as our measure of financial 

performance“ (Chang et al., 2013a, p. 323) and “The use of the objective financial measurement 

of the performance is widespread … ROA (return on assets), … is an appropriate indicator for 

management effectiveness about performance” (Lo, 2016, p. 1714). Rarely used single financial 

SP measures included ‘Performance’, for example, “Performance was assessed by asking 

respondents how the subsidiary rates in relationship to its local competitors” (Lovett et al., 2009, 

p. 487), or ‘Sales revenue’, as “we utilize the sales revenue to indicate foreign affiliate 

performance" (Chung & Dahms, 2018, p. 306). Lastly, taking industry standards into account and 
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arguing against ROA, one study in the sample measured SP by ‘sales per square meter’ arguing: 

“measuring sales performance, as opposed to ROI or ROA, has repeatedly been promoted as a 

more reliable way of comparing performance across different national markets” (Tran et al., 2010, 

pp. 500-501). 

Combinations 

The multi-dimensional framework provided 18 unique categories as shown in Figure 3, and, as 

seen in Table 3, ten of these were used by measuring one or more of the 72 different SP 

measurement items found in the analyzed studies (see Appendix C). The three most frequently 

used SP measurement combinations are used in 58 per cent of the observations, and the five most 

common combinations are used in over 80 per cent (see Table 3). The combinations employed 

most often are in two cases defined single-dimensionally, and two are within the financial domain. 

The most frequently employed SP measurement combination was multi-dimensional, quasi 

perceptually defined and in the financial domain, and these 25 studies typically used SP 

measurements constructed by three to four items, including such labels as ‘Sales Revenue’, ‘Cash 

Flow’, ‘Financial Results’, ‘Net Profit’, and ‘Profit’. Several highly cited studies in the sample, 

(e.g. Ambos & Birkinshaw, 2010; Monteiro et al., 2008; Venaik et al., 2005) employed such 

combinations. Another 24 studies used this combination, and these studies typically measured SP 

by ROA (15 studies) or ROS (6 studies). Influential studies in this category include (Chan et al., 

2008) and (Miller & Eden, 2006). The third group studied measuring SP as overall effectiveness 

by a single item, i.e. whether the subsidiary had survived or exited by a defined period of time, 

e.g. “In keeping with previous studies that used the same dataset, we consider a subsidiary 

terminated when its records no longer appear in the dataset (e.g., Delios and Beamish, 2001)” 

(Getachew & Beamish, 2017, p. 67). Three home countries dominated the MNCs studied in this 

group as 18 of 23 studies were based on samples of subsidiaries of Chinese, Japanese or Korean 

MNCs, as exemplified by the above study and others, (e.g. Dai et al., 2013; Gaur & Lu, 2007; 

Park et al., 2011). 

Thematic relationships and measures of SP 

One of the central themes in Cluster 1 is the dissemination of knowledge within large MNC 

subsidiary networks, and several articles study the role of home country expatriates and the 

association with SP. Three articles about expatriate staff examine this relationship, and a study, 

based on a survey of 52 subsidiaries hosted in the USA general managers located at headquarter 
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level in Chinese MNCs, found a negative relationship (Colakoglu & Caligiuri, 2008). The study 

used an aggregated multi-dimensional and quasi-perceptual measurement of SP located within the 

financial domain. The questions dealing with SP covered sales volume, profitability and market 

share and asked “the respondents to assess performance with respect to industry norms” 

(Colakoglu & Caligiuri, 2008, p. 228). A related study also found that the mere assignment of 

expatriates did not have a positive association with SP, whereas assignment of expatriates “with 

motivation and adaptability for knowledge transfer” yielded a positive associated with SP (Wang 

et al., 2009, p. 1197), and it used two separate SP measures and the data was obtained by 242 

responses to a survey among foreign subsidiaries in China. The first SP measure was subsidiary 

managements’ satisfaction with performance, and the second measure was an average of “of the 

extent to which the subsidiary had improved in the following five aspects: management 

capabilities, technological capabilities, management localization, growth, and profitability” 

(Wang et al., 2009, p. 1192). The third closely related study in Cluster 1 dealing with knowledge 

transfer and expatriates was based on the previously mentioned Japanese dataset and its 

corresponding TK method. The study found a curvilinear relationship between the deployment of 

expatriates and SP (Dutta & Beamish, 2013). In contrast to the two other articles, the TK method 

of measuring SP takes all aspects of revenue and cost into account and thus gives a fuller 

assessment of firms’ operational performance, albeit without considering assets, liabilities, and 

capital. The TK method is a single-dimensional and financial measure of SP and is quasi-

perceptive as it asks respondents to assess a financially defined item, i.e. net profit. 

Articles in Cluster 2 deal with ‘Host country, Experience, Market’, and three articles studied a 

common theme of experience’s association with SP. It appears from numerous studies that 

experience is positively associated with SP, and three studies in Cluster 2 unfold this finding 

further. (Gao et al., 2008) confirmed the positive association by using a single, financial and 

operationally-defined measure of SP and stated that ROS was used, albeit it “may be subjected to 

the practice of internal transfer pricing” (Gao et al., 2008, p. 757). A related study in Cluster 2 

examined the effect of host country experience and found a U-shape relationship between host 

country experience and the likelihood of a subsidiary in achieving profitability (Wu & Lin, 2010). 

The study measures SP by the TK method, although the sample was not the predominant Japanese 

dataset but a sample of over 1500 Taiwanese MNCs. Based on a sample of 251 South Korean 

MNCs’ foreign subsidiaries, the third example of a related study using survival as a measure of 

SP to study the effect of MNCs’ foreign experience when considering cultural distance was Zeng 
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et al. (2013). Their study found that MNC’s experience from countries with a similar culture to 

its home country and the focal host country was positively associated with SP.  

The overall thematic areas in Cluster 3 were ‘Institutional, Entry, Distance’; and three closely 

clustered studies examined the effects of institutional factors on SP, and two of these studies were 

based on samples from emerging economies. (Li & Sun, 2017) found that institutional constraints 

are negatively associated with SP based on a sample of over 29,000 foreign subsidiaries in China. 

The study employed ROS, as “foreign firms focus on ongoing businesses, sales can better reflect 

their performance across changes in the business climate than fixed assets” (Li & Sun, 2017, p. 

560). The strategic fit between the level of political stability in MNCs’ home countries and their 

subsidiaries’ political ties was shown to have a positive effect on SP in a study of 181 foreign 

subsidiaries in the Philippines (White et al., 2018), and the study’s SP variable was measured by 

managements’ satisfaction with their subsidiaries’ competitive position, market share and market 

access as “these items are particularly relevant to our study because political ties are usually 

thought of as instrumental for achieving strategic performance objectives such as market share 

and market access” (White et al., 2018, p. 6). A third example of a related study of recent date 

endeavoured to clarify the debate “how institutional distance affects foreign affiliate performance: 

some propose a negative and others a positive direct effect” (Trapczynski & Banalieva, 2016, p. 

826). The study compared the institutional differences between home and host country and found, 

as theorised, a positive association between SP and lesser developed institutional host countries. 

In contrast to the two previous examples from Cluster 3, this study used a very broad set of 

perceptive SP measures and surveyed 100 subsidiaries of Polish MNCs and asked them to rate the 

following items on a five-point scale: profitability, cost efficiency, sales to employment ratio, sales 

growth, market share, overall success, market reputation, product quality, and new product 

development.  

The above assessment has shown that there is a wide variety of measures of SP, and authors often 

investigated related aspects of IB by selecting different measures that resulted in different aspects 

of subsidiaries’ activities being measured. A total of 72 different items were used to measure SP, 

and these were deployed in eight different combinations of dimension, mode, and domain. The 

articles included in the assessment were clustered in three thematic clusters, and the variation was 

also considerable at this level. 

 



170 
 

Research design considerations and proposal for a decision model 

Authors are obviously free to design the SP measurement as they see fit, but considering the calls 

for the development of distinctive methods in IB (Buckley, 2002), common methods (Kogut, 

2009), and replicability of studies (Camerer et al., 2018; Goodman et al., 2016), the answer to the 

question about importance at the beginning of this paper is a positive: “Yes, it does matter”. The 

assessment of 123 articles with SP as DV in highly-ranked journals from 2005 to 2019 revealed 

a multitude of different measurements of SP, and this also applied to studies of common IB 

themes. The 123 articles deployed a total of 72 different items of measurements of SP (see 

Appendix C); most items formed part of multi-dimensional measures, and 11 were single-

dimension measurements. It is apparent that the above calls for commonality have, so far, overall 

fallen on deaf ears. In fulfilment of the first aim of this paper, the assessment revealed a high 

degree of variation of SP measurement. The assessment also showed that certain SP measures are 

used quite frequently when financial data like ROA is used or managers are asked about the 

subsidiary’s performance relative to competitors in areas of Productivity, Profitability, and Sales 

growth.  

The second aim of this paper was to assist researchers in selecting the most appropriate SP 

measure for their study. The starting point is to look at previous research within the same research 

topic. Authors may want to reflect on the reasons why newer research used the same or different 

measures as previous research, see also (Nielsen & Raswant, 2018). This would also allow 

researchers working within the same thematic area to consider if a newer study, e.g. about 

expatriates effect on SP, warrants a different SP measure than previous studies (Dutta & Beamish, 

2013; Tao et al., 2018), perhaps especially considering that earlier and highly-cited studies of 

expatriates in relation to SP used labour productivity (Gaur et al., 2007; Gong, 2003). These 

studies of expatriates found inconsistent results: positive (Gong, 2003), negative (Gaur et al., 

2007), inverted-U (Dutta & Beamish, 2013), and no direct effect (Tao et al., 2018). The varying 

results may lie in the specific theories behind the tested hypotheses, the chosen dataset, the 

statistical methods applied, or the research design in general. It may also, however, lie in the 

item(s) used for measuring the SP. An equivalent SP measurement may not have yielded different 

results, but it would have provided an opportunity to compare and infer common knowledge from 

across the expatriate studies directly. In the following section, we will use the example of 

expatriate research as an illustration. 
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The starting point for researchers contemplating the SP measurement should involve a 

consideration of whether SP measures used by previous studies are appropriate. It may be 

necessary to construct a new measure, but it should be done considering the loss of commonality. 

It is not the purpose of this paper to take a normative stance on SP measurement but rather to 

suggest a way forward for reflecting on more consistent selection and methodological reasoning, 

see (Nielsen & Raswant, 2018). The SP guidance questions are developed by building on the 

analytical framework presented in figure 3, the DuPont framework and the results of the 

assessment of the SP review. The first questions to ask are in relation to designing the SP 

measurement regarding dimensionality: 

1. Is the topic narrow and focused or broad and varied? 

2. Does the topic also encompass external relations? 

The research focus warrants careful considerations about single- or multi-dimensionality and the 

area of the DuPont framework covered. For instance, it may make good sense to test expatriate 

matters using labour productivity if studying the entire workforce, whereas a focus on top 

management may be better measured by a wider and encompassing measurement item, e.g. ROA. 

The researcher must consider whether the topic necessitates multiple SP items or if one item is 

sufficient. If the research topic also covers external relations, there are probably good reasons to 

include measures of the externalities, e.g. if expatriate staff capabilities influence customer 

satisfaction or market reputation, the design would most likely result in a multi-dimensional SP 

measure. 

The next dimension to consider is the modality with which the data is to be collected. The analytic 

framework includes three modes: operationally defined, quasi-perceptive, and perceptive. The 

three modes inform different levels of abstraction ranging from precisely defined performance 

measures obtained from secondary financial data to informants’ perception of the subsidiary’s 

performance in similarly defined terms, e.g. asking about ROA. The distinction between 

operationally defined and quasi-perceptual is solely the data access, whether it is primary or 

secondary data. If the research of expatriates involves broader issues like the influence on 

customer satisfaction or market reputation, it will almost certainly require multi-dimensional 

perceptive measures. 
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The questions in relation to mode are: 

1. Is the most appropriate measure of SP operationally defined or perceptual? 

2. If it is operationally defined, can it be collected from secondary data, e.g. financial accounts or 

market share data; or collected from primary data, i.e. survey data 

3. If survey data is used, will the questionnaire contain perceptual measures of operationally defined 

items, e.g. ROA, or broader defined items, e.g. reputation? 

Researchers’ considerations about the mode might commence at the point of data availability, but 

in an ideal world, the starting point ought to be whether strictly defined operational measures of 

SP or perception about various aspects of SP are most appropriate, given the research question(s) 

and design. For instance, a study of expatriate R&D staff and technology transfer capabilities may 

measure SP with operational items such as the number of patents granted in the host countries, or 

the research question may necessitate broader perceptual questions about levels of job satisfaction 

or retention rates of technical staff. 

The third perspective from the analytical framework, Domain, considers which classification of 

items is best suited to measure SP. The three classifications are Financial, Operational and Overall 

effectiveness. The first important issue to consider here is whether financial ratios, typically a 

single measurement item such as ROA, encompasses the aspects of SP warranted by the research 

question(s) under study. It may also be pertinent to use one or more operationally defined items 

that lead to financial performance, e.g. market share growth or cost-efficiency. In studies where 

the phenomena under study affect SP in an all-encompassing way, the researcher may find that a 

correspondingly broad SP measurement of overall effectiveness such as survival or exit may be 

best suited. 

The following four questions are essential when the researcher must decide between the different 

domains: 

1. Is the subject under study so all-encompassing that subsidiaries’ survival from one year to the 

next is the best measure of SP? 

2. If not, do financial or operational items best measure SP? 
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3. If a financial measure is selected, what part of the DuPont framework is affected by the topic 

under study? Is the study focus narrow, which warrants looking at, e.g. ROS?  Or is the focus 

broader, which may imply selecting, e.g. ROA? 

4. If an operational measure is selected, does it measure the aspects of subsidiary activities under 

study? Is it narrow, e.g. labour productivity, or is it too broad, e.g. firm reputation? 

Deliberations leading to the selection of financial or operational items may be guided by using the 

DuPont framework. The model depicts the subsidiaries’ activities in book-keeping and financial 

terms, but the underlying activities that constitute the background for research in SP are 

identifiable. Studies based on resource perspectives may want to include subsidiaries’ assets in 

the ratios used, e.g. ROA, whereas studies focussing on capabilities may use ratios based on profit 

and loss items, e.g. labour productivity or ROS. It is apparent from the DuPont framework that 

the different ratios have distinct definitions and quantify different aspects of subsidiaries’ 

activities. The ratios are equally valid, but they are not interchangeable. A final reflection over 

the selected measure(s) of SP ought to involve questions about convergence: 

1. What are the theoretical reasons for having chosen a previously used measure or set of measures 

of SP?  

2. What are the theoretical reasons for developing a new measure or a new set of measures of SP? 

This paper’s final point is the important aspect of written reasoning. We argue in favour of an 

informed elucidation of the selection of SP measurement for readers (including reviewers and 

editors) to understand and appreciate the measurement’s relevance in the context of the theme 

under study. A good and thorough explanation will make the readers aware of why certain SP 

measures are chosen in lieu of other measures and that particular measures may be used in line 

with previous research in the interest of commonality and integrity. This will, over time, lead to 

higher convergence and, thus, to reproducibility and replicability within IB research. The 

investigative process of research is perpetual, and we leave readers with this sobering thought: 

“Many aspects of the new interest in research reproducibility have been salutary, but we need to 

move toward a better understanding of the relationship between reproducibility, cumulative 

evidence, and the truth of scientific claims” (Goodman et al., 2016, p. 5). 
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Appendices 

Appendix A  

Ob

s 

Article Dimensi

on 

Mode Domain Single 

measure 

Clus

ter 

1 (Ambos & Birkinshaw, 2010) Multiple Quasi 

perceptive 

Financial   1 

2 (Ando, 2014) Single Operationally 

defined 

Operational Labour 

productivity 

3 

3 (Brouthers et al., 2008a) Multiple Perceptive Operational   2 

4 (Brouthers et al., 2008b) Multiple Perceptive Operational   3 

5 (Brouthers et al., 2009) Multiple Perceptive Overall 

Effectiveness 

  3 

6 (Castaldi et al., 2019) Single Operationally 

defined 

Financial ROA 3 

7 (Chan et al., 2008) Single Operationally 

defined 

Financial ROS 3 

8 (Chan et al., 2010) Single Operationally 

defined 

Financial ROS 3 

9 (Chang et al., 2013a) Single Operationally 

defined 

Financial ROA 2 

10 (Chang et al., 2013b) Single Operationally 

defined 

Financial ROA 2 

11 (Chang et al., 2012) Multiple Operationally 

defined 

Financial   1 

12 (Chung et al., 2013) Single Operationally 

defined 

Overall 

Effectiveness 

Survival 2 

13 (Chung et al., 2015) Single Operationally 

defined 

Financial ROA 1 

14 (Chung et al., 2008) Multiple Operationally 

defined 

Overall 

Effectiveness 

  2 

15 (Chung & Dahms, 2018) Single Operationally 

defined 

Financial Sales 

revenue 

3 

16 (Cogin & Williamson, 2014) Multiple Quasi 

perceptive 

Financial   1 

17 (Colakoglu & Caligiuri, 2008) Multiple Quasi 

perceptive 

Financial   1 
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18 (Contractor et al., 2016) Single Operationally 

defined 

Financial ROA 3 

19 (Cui et al., 2005) Multiple Perceptive Overall 

Effectiveness 

  1 

20 (Cui et al., 2006) Multiple Perceptive Overall 

Effectiveness 

  1 

21 (Dai et al., 2013) Single Operationally 

defined 

Overall 

Effectiveness 

Survival 2 

22 (Dau, 2018) Single Operationally 

defined 

Financial ROS 3 

23 (Delios et al., 2008) Multiple Operationally 

defined 

Overall 

Effectiveness 

  1 

24 (Demirbag et al., 2007) Multiple Perceptive Overall 

Effectiveness 

  3 

25 (Dhanaraj & Beamish, 2009) Single Operationally 

defined 

Overall 

Effectiveness 

Survival 2 

26 (Dikova, 2009) Multiple Perceptive Operational   3 

27 (Distel et al., 2019) Single Operationally 

defined 

Operational Labour 

productivity 

1 

28 (Dutta & Beamish, 2013) Single Quasi 

perceptive 

Financial Toyo Keizai 1 

29 (Fang et al., 2010) Single Quasi 

perceptive 

Financial Toyo Keizai 1 

30 (Fang et al., 2007) Single Quasi 

perceptive 

Financial Toyo Keizai 1 

31 (Fang et al., 2013) Single Quasi 

perceptive 

Financial Toyo Keizai 1 

32 (Fernandez-Mendez et al., 

2019) 

Single Operationally 

defined 

Overall 

effectiveness 

Survival 2 

33 (Fey et al., 2009) Multiple Perceptive Operational   1 

34 (Foley et al., 2012) Multiple Perceptive Operational   1 

35 (Gammelgaard et al., 2012) Multiple Perceptive Operational   1 

36 (Gao et al., 2008) Single Operationally 

defined 

Financial ROS 2 

37 (Garg & Delios, 2007) Single Operationally 

defined 

Overall 

Effectiveness 

Survival 2 

38 (Gaur et al., 2007) Single Operationally 

defined 

Operational Labour 

productivity 

3 
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39 (Gaur & Lu, 2007) Single Operationally 

defined 

Overall 

Effectiveness 

Survival 2 

40 (Gaur et al., 2019) Single Operationally 

defined 

Overall 

effectiveness 

Survival 3 

41 (Georgopoulos & Preusse, 

2009) 

Multiple Quasi 

perceptive 

Financial   2 

42 (Getachew & Beamish, 2017) Single Operationally 

defined 

Overall 

Effectiveness 

Survival 3 

43 (Grewal et al., 2008) Multiple Quasi 

perceptive 

Financial   1 

44 (Han et al., 2018) Multiple Perceptive Operational   3 

45 (Hernandez, 2014) Single Operationally 

defined 

Overall 

Effectiveness 

Survival 2 

46 (Hsu et al., 2017) Single Operationally 

defined 

Financial ROA 3 

47 (Hsu et al., 2016) Single Quasi 

perceptive 

Financial Toyo Keizai 

(similar to) 

1 

48 (Hughes et al., 2017) Multiple Perceptive Overall 

Effectiveness 

  1 

49 (Hyun et al., 2015) Single Operationally 

defined 

Operational Labour 

productivity 

1 

50 (Jiang et al., 2014) Multiple Operationally 

defined 

Overall 

Effectiveness 

  2 

51 (Kang et al., 2017) Single Operationally 

defined 

Overall 

Effectiveness 

Survival 2 

52 (Kawai, 2015) Multiple Quasi 

perceptive 

Financial   1 

53 (Kawai & Chung, 2019) Multiple Quasi 

perceptive 

Financial   1 

54 (Kawai & Strange, 2014) Multiple Quasi 

perceptive 

Financial   1 

55 (Keupp et al., 2011) Multiple Quasi 

perceptive 

Financial   1 

56 (Kim et al., 2010) Single Operationally 

defined 

Overall 

Effectiveness 

Survival 2 

57 (Kim & Gray, 2008) Multiple Perceptive Operational   3 

58 (Kirca, 2011) Multiple Quasi 

perceptive 

Financial   1 



193 
 

59 (Konara & Shirodkar, 2018) Single Operationally 

defined 

Financial ROE 3 

60 (Kronborg & Thomsen, 2009) Single Operationally 

defined 

Overall 

Effectiveness 

Survival 2 

61 (Kwon, 2010) Multiple Perceptive Overall 

Effectiveness 

  1 

62 (Lazarova et al., 2017) Multiple Perceptive Operational   1 

63 (Lee et al., 2019) Single Operationally 

defined 

Overall 

effectiveness 

Survival 1 

64 (Lee & MacMillan, 2008) Multiple Quasi 

perceptive 

Financial   1 

65 (Lee et al., 2014) Multiple Quasi 

perceptive 

Financial   1 

66 (Lee & Song, 2012) Single Operationally 

defined 

Financial ROA 2 

67 (Lertxundi & Landeta, 2011) Multiple Quasi 

perceptive 

Financial   1 

68 (Li & Lee, 2015) Multiple Quasi 

perceptive 

Financial   1 

69 (Li & Sun, 2017) Single Operationally 

defined 

Financial ROS 3 

70 (Lin & Hsieh, 2010) Multiple Quasi 

perceptive 

Financial   1 

71 (Liu, Gao, Lu, & Eleni, 2016) Multiple Quasi 

perceptive 

Financial   3 

72 (Liu, Gao, Lu, & Lioliou, 

2016) 

Multiple Quasi 

perceptive 

Financial   3 

73 (Liu et al., 2019) Single Operationally 

defined 

Financial ROA 2 

74 (Lo, 2016) Single Operationally 

defined 

Financial ROA 1 

75 (Lo & Lin, 2015) Single Quasi 

perceptive 

Financial Toyo Keizai 

(similar to) 

1 

76 (Lovett et al., 2009) Single Perceptive Overall 

Effectiveness 

Performance 

rate 

1 

77 (Lu et al., 2018) Single Operationally 

defined 

Financial ROA 3 
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78 (Ma et al., 2013) Single Operationally 

defined 

Financial ROA 3 

79 (Manolopoulos et al., 2009) Single Quasi 

perceptive 

Financial ROI 1 

80 (Meyer & Su, 2015) Multiple Perceptive Operational   1 

81 (Miller & Eden, 2006) Single Operationally 

defined 

Financial ROA 2 

82 (Monteiro et al., 2008) Multiple Quasi 

perceptive 

Financial   1 

83 (Nguyen & Rugman, 2015b) Multiple Quasi 

perceptive 

Financial   1 

84 (Nguyen & Rugman, 2015a) Multiple Quasi 

perceptive 

Financial   1 

85 (Oehmichen & Puck, 2016) Multiple Perceptive Overall 

Effectiveness 

  1 

86 (Park et al., 2011) Single Operationally 

defined 

Overall 

Effectiveness 

Survival 3 

87 (Pehrsson, 2009) Single Quasi 

perceptive 

Financial ROS 1 

88 (Pehrsson, 2012) Single Quasi 

perceptive 

Financial ROS 1 

89 (Peng & Beamish, 2014) Single Operationally 

defined 

Overall 

Effectiveness 

Survival 3 

90 (Peng & Beamish, 2019) Single Operationally 

defined 

Overall 

effectiveness 

Survival 3 

91 (Peng & Lin, 2008) Multiple Perceptive Overall 

Effectiveness 

  2 

92 (Petrou, 2014) Multiple Perceptive Operational   3 

93 (Petrou, 2015) Single Operationally 

defined 

Financial ROA 1 

94 (Qian et al., 2013) Single Quasi 

perceptive 

Financial ROS 1 

95 (Scott-Kennel & Giroud, 

2015) 

Multiple Quasi 

perceptive 

Financial   1 

96 (Sheehan, 2012) Multiple Perceptive Operational   1 

97 (Shirodkar & Konara, 2017) Single Operationally 

defined 

Financial ROE 3 

98 (Simonin & Özsomer, 2009) Multiple Perceptive Operational   1 
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99 (Slangen & Hennart 2008) Multiple Perceptive Operational   2 

100 (S. Song, 2014a) Single Operationally 

defined 

Overall 

Effectiveness 

Survival 2 

101 (S. Song, 2014b) Single Operationally 

defined 

Overall 

Effectiveness 

Survival 2 

102 (Song, 2015) Multiple Operationally 

defined 

Financial   2 

103 (S. C. Song, 2014) Single Operationally 

defined 

Overall 

Effectiveness 

Survival 2 

104 (Sousa & Qun, 2015) Single Operationally 

defined 

Overall 

Effectiveness 

Survival 2 

105 (Subramaniam & Watson, 

2006) 

Multiple Quasi 

perceptive 

Financial   1 

106 (Swoboda et al., 2018) Multiple Quasi 

perceptive 

Financial   1 

107 (Tan & Sousa, 2018) Single Operationally 

defined 

Overall 

Effectiveness 

Survival 2 

108 (Tan & Sousa, 2019) Single Operationally 

defined 

Overall 

effectiveness 

Survival 2 

109 (Tang & Rowe, 2012) Single Quasi 

perceptive 

Financial Toyo Keizai 2 

110 (Tao et al., 2018) Multiple Perceptive Operational   3 

111 (Tian & Slocum, 2014) Single Operationally 

defined 

Financial Profit 1 

112 (Tomassen & Benito, 2009) Multiple Perceptive Operational   2 

113 (Tran et al., 2010) Single Operationally 

defined 

Operational Net sales per 

sq. m. 

1 

114 (Trapczynski & Banalieva, 

2016) 

Multiple Perceptive Overall 

Effectiveness 

  3 

115 (Trąpczyński & Gorynia, 

2017) 

Multiple Perceptive Overall 

Effectiveness 

  3 

116 (Venaik et al., 2005) Multiple Quasi 

perceptive 

Financial   1 

117 (Wang et al., 2009) Multiple Perceptive Overall 

Effectiveness 

  1 

118 (White et al., 2018) Multiple Perceptive Operational   3 

119 (Williams et al., 2017) Multiple Quasi 

perceptive 

Financial   1 
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120 (Wu & Lin, 2010) Single Quasi 

perceptive 

Financial Toyo Keizai 

(similar to) 

2 

121 (Wu & Salomon, 2016) Single Operationally 

defined 

Financial ROA 2 

122 (Xu et al., 2019) Single Operationally 

defined 

Financial ROA 3 

123 (Zeng et al., 2013) Single Operationally 

defined 

Overall 

Effectiveness 

Survival 2 
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Appendix B 

Cited references removed Count 

(Delios & Beamish, 2001) 12 

(Dess & Robinson, 1984) 12 

(Geringer & Hebert, 1991) 12 

(Brouthers, 2002) 9 

(Andersson et al., 2002) 8 

(Woodcock et al., 1994) 6 

(Birkinshaw et al., 2005) 5 

(Christmann et al., 1999) 5 

(Isobe et al., 2000) 5 

(Demirbag et al., 2007) 4 

(Li, 1995) 4 

(Arino, 2003) 3 

(Birkinshaw & Morrison, 1995) 3 

(Brouthers & Xu, 2002) 3 

(Chang & Rhee, 2011) 3 

(Chowdhury, 1992) 3 

(Chung et al., 2008) 3 

(Cooper & Artz, 1995) 3 

(Delaney & Huselid, 1996) 3 

(Dikova, 2009) 3 

(Gong, 2003) 3 

(He et al., 2007) 3 

(Hult et al., 2008) 3 

(Ketokivi & Schroeder, 2004) 3 

(Luo & Peng, 1999) 3 

(Miller & Eden, 2006) 3 

(Nunnally, 1978) 3 

(Anderson, 1990) 2 

(Barkema & Vermeulen, 1997) 2 

(Brouthers et al., 2003) 2 

(Brouthers et al., 2008b) 2 

(Brouthers et al., 2000) 2 

(Carlsson et al., 2005) 2 

(Chan et al., 2008) 2 

(Chang & Rhee, 2011) 2 
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(Chen, 2002) 2 

(Dai & Liu, 2009) 2 

(Delios & Beamish, 1999) 2 

(Delios & Beamish, 2004) 2 

(Fantazzini & Figini, 2009) 2 

(Gaur et al., 2007) 2 

(Gaur & Lu, 2007) 2 

(Glaister & Buckley, 1999) 2 

(Grant et al., 1988) 2 

(Hennart et al., 1998) 2 

(Hitt et al., 1997) 2 

(Jaworski & Kohli, 1993) 2 

(Jones & Branton, 2005) 2 

(Kim & Slocum, 2008) 2 

(Kim & Gray, 2008) 2 

(Klarner & Raisch, 2013) 2 

(Kwon, 2010) 2 

(Lincoln et al., 1996) 2 

(Lu et al., 2010) 2 

(Ma et al., 2013) 2 

(Makino et al., 2004) 2 

(McGahan & Victer, 2010) 2 

(Ogasavara & Hoshino, 2008) 2 

(Pangarkar & Lim, 2003) 2 

(Rumelt, 1991) 2 

(Venaik et al., 2005) 2 

(Venkatraman & Ramanujam, 1986) 2 

(Youndt et al., 1996) 2 

(Zahra et al., 2000) 2 
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Appendix C. List of SP measurement items 

Access to financial resources New product development capability 

Access to market Overall performance 

Capital intensity Overall success 

Cash flow Performance of our activities 

Cash flow from operations Performance rate 

Competitive position Product differentiation 

Cost control Product quality 

Cost efficiency Productivity 

Cost reduction Profit 

Customer satisfaction Profitability 

Customer/client satisfaction and retention Quality 

Development of new products/services Quality of assets 

Distribution Quality of products/services 

Employee productivity (sales per employee) Rate of innovation 

Employee retention Reputation 

Employment relations Retention of employees 

Financial performance ROA 

Financial results ROE 

Firm reputation ROI 

Human resources ROS 

Industry concentration Sales 

Labour productivity Sales growth by value 

Level of sales Sales growth by volume 

Management capabilities Sales level 

Management localization Sales revenue 

Market access Sales volume 

Market prescence Service 

Market reputation Service/product quality 

Market share Success of market entry 
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Market share growth Survival 

Marketing Technological capabilities 

Meeting the strategic objectives for our 

activities 

The firm outperformed its major 

competitors in the last year  

Morale of employees 
The firm outperformed its major 

competitors in the previous year  

Net profit 
The firm's overall performance in the 

previous year was greater than expected  

Net sales per square meter 
The firms overall performance last year was 

greater than expected 

New product development Toyo Keizai (gain, break-even or loss) 
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Abstract 

Host country experience can be accumulated directly through experiential learning or vicariously 

via partnerships with a same-country partner. Drawing on insights from organizational learning 

and the institutional perspective, this paper adds to the limited discussion within the International 

Business literature about the effects of experience on subsidiary performance in challenging host 

country environments. This paper studies the effects of two forms of experience and investigates 

the synergistic effects in a unique sample of 155 subsidiaries in 39 emerging markets and 

developing countries. The results indicate that host country experience positively influences 

subsidiary performance and that the synergistic effects of an MNC's host country experiences 

complemented by vicarious experience can potentially impact subsidiary performance positively 

in highly challenging business environments.  

 

Keywords 

Subsidiary Performance; Direct experience; Vicarious experience; Institutional distance; Liability 

of foreignness; Partnerships; Developing countries; Emerging markets 
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Introduction 

The subsidiaries of MNCs located in emerging markets and developing countries (EMDCs) face 

particularly challenging business environments (CBEs) (Barnard et al., 2017; Mol et al., 2017). 

CBEs have the potential to adversely impact subsidiary performance (Gaur et al., 2007; Getachew 

& Beamish, 2017), and MNCs seek to mitigate these impacts in a variety of ways (Hoskisson et 

al., 2000; Khanna & Palepu, 2010; Luo & Peng, 1999). An MNC's accumulation of experience in 

the host country is one way to reduce adverse impacts (Delios & Beamish, 2001; Luo & Peng, 

1999). Hence, the impact of host country experience on subsidiary performance in CBEs is the 

focus of this study.  

The role of experience in firms’ international expansion is encapsulated in the Uppsala 

internationalisation process model (Uppsala model), which focuses on the incremental stages of 

commitment based on organisational learning outside the firm's home country (Johanson & 

Vahlne, 1977, 1990). Organisational learning theory argues that firms increase their capability to 

overcome challenges by "encoding inferences from history into routines that guide behavior” 

(Cyert & March, 1963; Levitt & March, 1988, p. 320). The importance of MNCs’ organisational 

learnings and their capability to accumulate the learnings into valuable experiences has been 

highlighted in several studies (Chang, 1995; Contractor et al., 2016; Delios & Beamish, 2001; 

Delios & Henisz, 2003; Gaur & Lu, 2007). The MNC's experiences can be accumulated and 

exerted in different forms. For instance, MNCs can draw on experience (1) from previous or 

concurrent investments in the focal host country  (Delios & Beamish, 2001; Gaur & Lu, 2007; 

Luo, 1999; Luo & Peng, 1999; Peng & Beamish, 2014; Shirodkar & Konara, 2017; Wu & Lin, 

2010); (2) from their activities in other countries (Carlsson et al., 2005; Fang et al., 2007; 

Uhlenbruck, 2004); or (3) by learning from other firms' experiences (Jiang et al., 2014; Jimenez 

& de la Fuente, 2016).  

In an EMDC context, subsidiaries of foreign MNCs are exposed to considerable risks, challenges 

and unfamiliar operating environments (Barnard et al., 2017; Hoskisson et al., 2000; Luo & Peng, 

1999; Mol et al., 2017). The level of differences between an MNC's home country and its 

subsidiary's host country's institutional environment is conceptualised as 'institutional distance' 

(Kostova, 1999; Kostova & Zaheer, 1999), and drawing on institutional theory, the institutional 

distance construct is one of the cornerstones of International Business (IB) literature 

(Hutzschenreuter et al., 2016; Kostova et al., 2020). Several studies have found both positive and 

negative relationships between institutional distance and subsidiary performance (e.g. Dikova, 
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2009; Gaur et al., 2007; Gaur & Lu, 2007; Konara & Shirodkar, 2018; Trąpczyński & Gorynia, 

2017; Wu & Salomon, 2016). When an MNC enters an institutionally distant EMDC, all other 

things being equal, the foreign MNC is particularly disadvantaged compared to local firms due to 

unfamiliarity with the local context resulting in its liability of foreignness (LOF) defined as "all 

additional costs a firm operating in a market overseas incurs that a local firm would not incur" 

(Zaheer, 1995, p. 343). Foreign firms gather an understanding of the EMDCs' often idiosyncratic 

and uncertain business environment via their local operation. Hence, host country experience is 

seen as particularly important to form strategies to improve subsidiary performance in such 

environments (Khanna & Palepu, 2010; Luo & Peng, 1999; Shirodkar & Konara, 2017). Likewise, 

organisational learning theory holds that repetitive learnings are accumulated into a repository 

denoted ‘experience’, which enables the MNC to develop valuable routines and procedures to 

reduce its LOF (Chang, 1995; Levitt & March, 1988; March, 1991; Petersen & Pedersen, 2002).  

The MNC's host country experience is partly accumulated through its own local activities in the 

host country, which we may call ‘direct experience’. In addition to its direct experience, the MNC 

can complement its host country experience by “learning from the experience of others” (Levitt 

& March, 1988, p. 329), which has been labelled ‘vicarious experience’ (Huber, 1991). Yet, most 

IB studies of the role of experience and experiential learning in relation to internationalisation 

focus predominantly on MNCs' direct experience. Little attention is devoted to vicarious 

experience, and where links with vicarious experience are made, they are typically implicit and 

little theoretical and empirical evidence exists in this realm; for notably exceptions, see (Jiang et 

al., 2014; Jimenez & de la Fuente, 2016; Jimenez et al., 2017). This is a critical omission as 

vicarious experience may serve as an essential complement to MNCs' direct experience, as 

"MNEs can learn from the experience of other firms and can benefit from greater opportunities to 

identify best practices and mistakes, acquire knowledge and develop capabilities, establish 

interactions and collaborations with suitable partners, and gain legitimacy to overcome points of 

resistance" (Jimenez & de la Fuente, 2016, p. 659). The inclusion of vicarious experience to the 

experience construct provides an opportunity to explore an additional approach for MNCs to 

reduce operational risks and increase subsidiary performance. In order to develop a better 

understanding of firm internationalisation with an emphasis on the role of host country experience, 

the role of vicarious experience as a source of important information and a mitigating strategy 

needs to be better understood.  
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Vicarious experience’s recent entré into the IB literature (e.g. Jiang et al., 2014; Jimenez & de la 

Fuente, 2016; Jimenez et al., 2017) can be viewed as a belated answer to the critical reviews of 

the original Uppsala model (Johanson & Vahlne, 1977, 1990). The critique points among other 

issues to the Uppsala model's inability to encompass other actors' experience (Björkman & 

Forsgren, 2000; Petersen & Pedersen, 1997) and to base foreign expansion entirely on direct 

experiences stating "that the perceived risk can be affected through other means than own 

experience" (Forsgren, 2002, p. 271).  

Hence, MNCs can augment their direct host country experience by forging close partnerships with 

experienced business partners possessing relevant host country experience. Partnerships 

introduce, however, an additional element of risk and prior studies have shown that the risk can 

be reduced by entering into a partnership with a partner from the MNC’s home country, known 

as same-country partnerships (Hennart & Zeng, 2002; Makino & Beamish, 1998).  

This paper explores the performance effect of host country experience in foreign subsidiaries 

located in the EMDCs, whether accumulated directly by the MNC or vicarious experience 

obtained through a same-country business partner. To the best of our knowledge, no prior studies 

of subsidiaries in EMDCs have examined the subsidiary performance effects of MNCs' direct host 

country experience in conjunction with vicarious host country experience provided by a same-

country partner. This paper seeks to fill this gap by contributing to the general discussion of the 

role of host country experience in internationalisation theory and, additionally, to the synergistic 

effect of combining both the MNC's and vicarious experience within same-country partnerships 

in challenging business environments in the EMDCs. We extend research by posing the following 

question: How does direct or vicarious host country experience influence the performance of 

subsidiaries in challenging business environments? 

The study is based on unique proprietary information about foreign subsidiaries in EMDCs. The 

sample contains data from 120 Danish MNCs and their 155 subsidiaries located in 39 EMDCs 

from 2001 to 2017. The dataset is supplemented with firm-level data about the MNCs from public 

accounts and country-level information from the World Bank and UNCTAD, the United Nations 

Conference on Trade and Development.  

The overall structure of the rest of this paper takes the form of four sections. The next section 

develops the theoretical framework and derives testable hypotheses. This section is followed by a 

methodology section describing the unique dataset, the variables, and the empirical model. The 
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results of the analysis are presented in the subsequent section, and the last section is a discussion 

of the results and also comprises the conclusion, the study’s limitations, and recommendations for 

future research avenues. 

Theory and Hypotheses 

Theory 

A firm's internationalisation is grounded in market-, resource-, asset- or efficiency-seeking 

motives (Behrman, 1972; Dunning, 1992) and a purpose of growing the firm by exploiting market 

imperfections (Buckley & Casson, 1976) by benefitting from firm-specific advantages (FSAs) 

(Rugman & Verbeke, 2001) or location-specific advantages (Dunning, 1980, 1998; Hymer, 1976). 

The lack of an institutional environment conducive to conducting efficient economic transactions 

is a fundamental challenge for MNCs when entering into a low- or middle-income EMDC 

(Hoskisson et al., 2000; Khanna & Palepu, 1997; Luo & Peng, 1999). "Institutions are external 

controls on individuals' and organizations' behavior" (Cuervo‐Cazurra et al., 2019, p. 153), and 

this study's institutional theoretical underpinning is formed by the economical, sociological, and 

managerial aspects as articulated in institutional economics (North, 1990), neo-institutionalism 

(Scott, 1995), and the institutional view (Khanna & Palepu, 1997, 2010; Peng et al., 2009).  

First, institutions provide a contextual setting that governs the conduct of firms with "humanly 

devised constraints that structure human interaction" and lays down the “rules of the game” 

(North, 1990, p. 3). Institutions are divided, according to institutional economics, into two 

categories as either formal (i.e. laws and regulations) or informal (i.e. norms and customs), and 

they shape an environment with "a feeling of knowing what we are doing and where we are going" 

(North, 1990, p. 83). North’s institutional economics approach “is based on the assumption that 

institutions create order and minimize uncertainty” (Aguilera & Grøgaard, 2018, p. 28). Second, 

as articulated by Scott (1995), the sociological perspective similarly identifies regulative and 

legally sanctioned pillars of institutions as well as a normative pillar based on social obligation 

and morality. As such, it adds a third dimension to institutions, the culturally supported and "taken 

for granted" cognitive pillar (Scott, 1995, p. 35). Whereas the economic institutional view sees 

firms avoiding additional penalties by following institutionally erected boundaries, the 

sociological view sees institutions as isomorphic shaping mechanisms that induce firms to behave 

within conventional norms of behaviour. These first two perspectives define the institutions and 

their behaviour influencing mechanisms. Third, the institutional view focuses on firms' strategic 
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options to perform within the boundaries erected by the institutional environments, primarily 

argued from a strategic standpoint (Peng et al., 2009; Peng et al., 2008) or viewed from an 

empirical context in the developing world (Khanna & Palepu, 1997, 2010; Khanna et al., 2005). 

The different institutional aspects amalgamate into a local institutional context and form a 

'backdrop' for all firms, including foreign MNCs, operating in a particular environment.  

Further to an MNC establishing its competitive position based on its FSAs (Rugman & Verbeke, 

2001), it is well-established that its capability to learn, accumulate experience and manoeuvre 

within a host country's institutional maze adds to its competitive advantage (Ando & Ding, 2014; 

Gao et al., 2017; Kafouros & Aliyev, 2016; Regner & Edman, 2014). For firms conducting 

business across borders, the level of dissimilarity between the institutional environment in their 

home country and the foreign country is essential as encapsulated in the 'institutional distance' 

construct (Kostova, 1999; Kostova & Zaheer, 1999), which embodies "the difference between the 

institutional profiles of the two countries" (Kostova, 1999, p. 316), and for a recent review, see 

(Kostova et al., 2020). The institutional distance is central to understanding the performance of 

foreign subsidiaries, as an increase in institutional distance is associated with a decrease in 

performance (Wu & Salomon, 2016).  

The universal understanding of institutional distance encompasses all aspects of institutions, 

whether defined from an economic or a sociological vantage point. Yet, the directionality matters 

as MNCs from an institutionally advanced country may be strategically constrained to comply by 

a stringent set of home country regulations, or they have to avoid particular institutional 

influencers, e.g. corruption or certain local practices to become accepted and legitimate in an 

institutionally distant host country (Nielsen & Nielsen, 2010). Higher institutional distances 

increase the cost of transacting between firms due to the increased time and effort spent to 

understand and comply with local administrative procedures, difficulties in establishing 

legitimacy, and the burden of adjusting to the host country's institutional conditions (Kostova et 

al., 2020) and the limited knowledge of the foreign business counterparts' institutional heritage 

(Demirbag et al., 2007; Dow & Ferencikova, 2010). The transactions between firms encompass 

processes to acquaint and assess the business counterpart by collecting information, processes to 

establish the contractual arrangement, and processes to monitor and enforce contractual rights and 

obligations. All such transactions incur costs, denoted transaction costs (Hennart 1982; 

Williamson, 1981). Transaction costs apply to all firm transactions in a market, and higher 

transaction costs lead, in accordance with economic theory, to lower firm performance. The 
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degree of uncertainty surrounding a transaction impacts the costs (Hennart 1982). Foreign firms 

are in particular subject to the negative effects of transaction costs as their costs to collect 

information, bargain, and enforce contracts are higher than local firms, other things being equal, 

due to their uncertainty and lack of knowledge about the foreign country's institutions, formal as 

well as informal. The additional cost incurred by a foreign firm, entirely due to it being foreign, 

is encapsulated in the concept of LOF (Eden & Miller, 2004; Petersen & Pedersen, 2002; Zaheer, 

1995). Higher transaction costs incurred due to the LOF leads, all other things being equal, to 

lower performance for a foreign subsidiary compared to a similar local firm (Brouthers et al., 

2003). 

Entering a foreign market changes an MNC's operational context substantially as the MNC 

immerses itself, at the time of entry, into the host country's institutional environment (Khanna et 

al., 2005; Luo, 2007b; Meyer et al., 2009). The entries into institutionally distant EMDCs pose 

particularly complex contextual constraints on an MNC from an advanced economy and its 

subsidiaries (Hoskisson et al., 2000; Luo, 2001; Luo & Peng, 1999; Meyer et al., 2009). 

Traditional IB theory holds that MNCs generally enter into foreign markets that they understand 

and feel content in, as explained by the psychic distance concept (Johanson & Vahlne, 1977, 1990; 

Johanson & Wiedersheim‐Paul, 1975). However, in contrast to this view, MNCs may have 

strategic motives or be subjected to competitive pressures compelling them to enter certain host 

countries despite inexperience in such a context, resulting in relatively high LOF and thus high 

transaction costs (Hansen & Hoenen, 2016). Notwithstanding, IB theory states that foreign MNCs 

are able to compete and perform in foreign markets when their superior FSAs offset the higher 

costs associated with LOF (Dunning, 1980, 1998; Hymer, 1976; Rugman & Verbeke, 2001).  

The importance of the MNC's capability to learn and accumulate host country experience to 

operate successfully outside its home country is well established (e.g. Delios & Beamish, 2001; 

Petersen & Pedersen, 2002; Wu & Lin, 2010). The dynamic process of accumulation of first-hand 

experience is a continuous cycle of experiential learning, and experiential learning refers to the 

modes of grasping concrete (observed) experiences and abstract conceptualizations and 

transforming them into knowledge by reflective observation and active experimentation 

(Passarelli & Kolb, 2011). It is, thus, a process of "constructing knowledge that involves a creative 

tension among the four learning modes [concrete experience, abstract conceptualization, 

reflective observation and active experimentation] that is responsive to contextual demands" 

(Passarelli & Kolb, 2011, p. 73 [authors' addition]). The MNC's ability to learn experientially and 
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accumulate valuable and deployable knowledge into a repository of experience is consistent with 

organisational learning theory. Organisational learning theory posits that repetitive learning 

accumulates into experience and occurs as “organizations are seen as learning by encoding 

inferences from history into routines that guide behavior” (Levitt & March, 1988, p. 320). Thus, 

organisational learning occurs when the MNCs repeatedly perform tasks followed by the 

processing and recording of the acquired knowledge or skills to retrieve it for future similar 

activities. Accumulation of relevant experience renders MNC engagement in foreign countries 

possible as it, i.a. reduces the foreign MNC's uncertainty in transactions, including time and 

resources needed to establish trading relationships and negotiate and monitor contractual 

arrangements, and thus mitigates the costs associated with its LOF. Conversely, an MNC entering 

a foreign country with an insufficient accumulation of relevant experience is disadvantaged due 

to its higher LOF. 

Nevertheless, insufficiently experienced MNCs may have strategic motives to enter a host country 

in spite of their high LOF (Hansen & Hoenen, 2016), and their choice of entry mode is a function 

of the "dynamic fit between firms’ own resources, capabilities and paths" considering the 

institutional environment (Gundelach & Hansen, 2020, p. 193). Similarly, Benito et al. (2009), 

building on the behavioural theory of the firm, established that the MNC's entry mode choice is a 

function of its experience as well as its control, risk and commitment considerations making an 

allowance for its internal and external constraints. To overcome the unfavourable combination of 

a strategic rationale to enter a particular country when possessing insufficient host country 

experience, the MNC can augment its host country experience by accessing and internalising other 

firms' experience as generally the level of "problems increase the extent to which firms utilize 

external knowledge in the experiential learning process" (Posen & Chen, 2013, p. 1704). Such 

experience accumulated from gaining access to other organisations and utilising their experiences 

is referred to as 'vicarious experience' (Huber, 1991). 

MNCs can gather vicarious host country experience from other firms through joint ventures (JVs) 

(Alcantara & Hoshino, 2012; Dau, 2018; Inkpen & Crossan, 1995; Nippa & Reuer, 2019); non-

equity strategic alliances (Globerman & Nielsen, 2007; Nielsen, 2007; Reuer & Arino, 2007); 

board interlocks (Howard et al., 2017; Miletkov et al., 2017; Shropshire, 2010; Xia et al., 2017); 

observations of other firm's behaviour (Fernhaber et al., 2009; Huber, 1991); or by agglomeration 

(Jiang et al., 2014; Jimenez & de la Fuente, 2016; Jimenez et al., 2017; Nielsen et al., 2017; Posen 

& Chen, 2013; Tan & Meyer, 2011). Despite such varied options for accessing vicarious 
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experience, the MNC's possible routes are, however, constrained by the relevance and the 

availability of the sources of the vicarious experience as well as their compatibility with the 

MNC's norms of governance and compliance (Geringer, 1991; Glaister & Buckley, 1997; Nielsen, 

2007).  

An inexperienced MNC from an institutionally more advanced country determined to enter an 

EMDC is, considering the constraints, likely to seek a business partnership to reduce its 

investment risk by obtaining host country experience and simultaneously being compliant with its 

home country institutional requirements (Luo, 2001; Meyer et al., 2009). Additionally, such 

partnerships "allow firms to trade strategic resources across their boundaries. When these 

resources are complementary, desirable performance arises due to synergistic effects" (Nielsen & 

Gudergan, 2012, p. 559). However, entering into a partnership is prone to inherent structural and 

moral hazards (Globerman & Nielsen, 2007; Hennart & Zeng, 2002, 2005). Fundamental conflicts 

between business partners can arise from goal conflicts, free-riding, holdups, and spillovers when 

one partner maximises its position by diverting business opportunities or profits away from the 

other JV partner(s) (Hennart & Zeng, 2005). Furthermore, the risk of such opportunism increases 

in JVs with local partners in institutionally distant countries as "perceived law unenforceability 

increases the incidence of opportunistic behavior by both foreign and local parties" (Luo, 2007a, 

p. 56). Yet, the transactions costs due to the inherent risk of conflicts in such partnerships can 

potentially be reduced by entering a same-country partnership to benefit from a shared cultural 

and institutional home country environment (Hennart & Zeng, 2002; Makino & Beamish, 1998).  

Hypotheses 

MNC host country direct experience  

When entering into a challenging business environment in an EMDC, the MNC tolerates a high 

level of institutional distance (Hoskisson et al., 2000; Khanna et al., 2005), and there is an inherent 

risk of "premature stop of operation" (Hansen & Gwozdz, 2015, p. 233) and an increased 

possibility of exiting the host country (Getachew & Beamish, 2017). In highly distant host 

countries in the EMDCs, foreign MNCs are met with institutional environments that pose 

challenges due to, e.g. their political and regulatory instability, quality of the rule of law and 

corruption. Consequently, the foreign MNC is at entry disadvantaged compared to local firms, as 

explained by its LOF (Zaheer, 1995). Yet, the MNC's ability to learn (Cyert & March, 1963; Levitt 

& March, 1988) helps it to deploy its capabilities and routines in dealing with the strategic and 
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operational challenges arising from the host country's context. Hence, to establish its long-term 

competitive advantage and overcome the negative implications of its LOF, it is essential that the 

MNC learns and accumulates experience in the host country (Petersen & Pedersen, 2002; Qin et 

al., 2017). In particular, this is relevant in the EMDCs where voids are a common feature in the 

institutional context (Khanna & Palepu, 1997, 2010). Here, foreign MNCs need to accumulate 

particular local experience and cannot rely on capabilities developed in different institutional 

contexts (Waeyenberg & Hens, 2012).  

Prior studies have examined the relationship between host country experience and subsidiary 

performance, albeit not exclusively focused on EMDCs with their particular contextual 

challenges. First, Luo and Peng (1999) studied the intensity and diversity of experience in foreign 

subsidiaries in China and found a linear effect of experience on subsidiary performance, albeit an 

inverted U-shape relationship with time only finding partial support. Two years later, a similar 

study of the positive linear effect of experience on subsidiary performance studied Japanese 

subsidiaries abroad (the Toyo Keizai database26) and found a highly significant relationship 

between MNCs' host country experience and the likelihood of subsidiaries' survival (Delios & 

Beamish, 2001). Similarly, a subsequent study found evidence of the positive effects of host 

country experience on subsidiary performance in a study of foreign banks operating in the USA 

(Miller & Eden, 2006). In contrast, Gaur and Lu (2007), in their study based on a later version of 

the Toyo Keizai database, found no such support. However, the authors did point to evidence of 

a relationship moderated by the level of ownership, such that the parent firm's experience had a 

positive effect in subsidiaries controlled by a majority equity holding (Gaur & Lu, 2007). Yet, a 

positive inverted U-shaped relationship between host country experience and subsidiary 

performance, as previously established by Luo and Peng (1999), was established in a study of 

electronic MNEs in Taiwan (Fang et al., 2007) as well as another study based on the Toyo Keizei 

database (Wu & Lin, 2010).  

By accumulating host country experience, the MNC develops its capability to operate in 

environments geographically, institutionally, and culturally distant from its home country (Chang, 

1995). The MNC uses its experience to perform in the prevailing host country environment, 

notwithstanding its possibility of changing the operational context (Khanna & Palepu, 2010; 

Khanna et al., 2005). Based on the notion that MNCs are able to benefit from their accumulated 

 
26 Kaigai Shinshutsu Kigyou Souran, Kuni-Betsu (Japanese Overseas Investments, by Country) 
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host country experience, a study of Korean MNCs' subsidiaries in 67 countries found that such 

experience increased their operating capability in distant countries and reduced the likelihood of 

exit (Pattnaik & Lee, 2014). Thus, the accumulated experience contributed to the MNC's ability 

to survive in severe institutional environments. Similarly, several studies have pointed to the threat 

that MNCs with low host country experience become overconfident detrimentally to their 

performance (Petersen et al., 2008; Zeng et al., 2013). Examining the possible negative effects of 

inferring incorrectly from low levels of accumulated host country experience, Zeng et al. (2013) 

found that the host country experience's positive effect is first reached after four FDIs in the host 

country. In the same vein, a study of learning factors in foreign markets examined the level of 

MNCs' knowledge gaps over time after entry, and it established an inverted U-shaped 

development, such that the discrepancy in knowledge about the host country increases to an 

inflexion point at five years after entry (Petersen et al., 2008). Taken together, these studies point 

to a possible detrimental effect of overconfidence due to inexperience in the host country. Hence, 

we expect that MNCs' host country experience is conducive to subsidiary performance, in 

particular in the EMDCs with their ever-present challenges in terms of idiosyncratic and uncertain 

institutional environments characterised by the existence of institutional voids. As a result, we 

argue that:  

Hypothesis 1 An MNC's host country experience has a positive effect on subsidiary performance 

in challenging business environments. 

Vicarious host country experience 

Notwithstanding the benefits of direct host country experience, not all MNCs entering a foreign 

country possess such experience entirely or at a sufficient level to reduce the LOF. In these 

circumstances, the MNC will have to find alternative ways of accumulating necessary information 

about the host country market institutional environment in order to effectively navigate it and 

reduce LOF. To overcome such an unfavourable combination of a rationale to enter a particular 

country (Hansen & Hoenen, 2016) and a lack of sufficient host country experience, the MNC can 

decide to augment its host country experience by accessing vicarious experience (Huber, 1991) 

and thereby bringing complementary learnings into the subsidiary. The vicarious experience 

offers the less experienced firm an option to successfully expand internationally, following in the 

footsteps of more experienced firms and 'piggyback' and internalise their experience (Jiang et al., 

2014). In cases where the MNC has no host country experience or perceives the FDI to entail an 

unacceptable level of investment risk, it may seek to internalise vicarious experience by entering 
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into a partnership (Beamish & Banks, 1987; Brouthers, 2002). Previous studies have shown that 

host country experience accessed through a local partnership can provide valuable learnings to 

complement the MNC's experience and positively affects subsidiary performance (Alcantara & 

Hoshino, 2012; Lu & Beamish, 2006; Makino & Delios, 1996). In addition to providing 

information about the host country's institutional environment, a host country experienced partner 

is also likely to provide access to local networks due to its host country embeddedness.  

The reliance on vicarious experience creates, though, a high level of dependence between the 

partners (Inkpen & Beamish, 1997), and prior research has studied the implications of partner 

nationality and pointed to the advantage of entering into a same-country JV partnership (Hennart 

& Zeng, 2002; Makino & Beamish, 1998; Ogasavara & Hoshino, 2007). Such a same-country of 

origin JV partnership provides an alternative approach to reducing the inherent risks associated 

with partnerships with foreign partners, and it may help mitigate significant sources of LOF costs 

in the EMDCs to increase subsidiary performance (Barkema & Vermeulen, 1997; Ogasavara & 

Hoshino, 2007). While the value of host country knowledge and experiences gained through local 

JV partnerships has been relatively clearly established in the IB literature, far less attention has 

been given to partnerships with same-country partners. Yet, it should be noted that just like direct 

experiences may differ from experiences gained via a local partner, so too are same-country 

partners different and will not provide the same experiences as a host country based partner in 

terms of cultural and institutional embeddedness. Nonetheless, the risks associated with such 

same-country partners are also lower, all other things being equal, compared with a local JV 

partner. Additionally, the same-country partnership also provides an alternative if there is a lack 

of suitable host country based business partners (Christoffersen et al., 2013; Glaister & Buckley, 

1997; Miller et al., 1997; Nielsen, 2003); a situation that is particularly likely to arise in EMDCs 

with their high risk of partnership opportunism as this is "contingent on environmental 

uncertainty" (Luo, 2007a).  

Overall, an MNC's entering into a highly distant host country where it has no or little experience 

is disadvantaged due to its LOF. Yet, the MNC may reduce the resultant cost by bringing in 

knowledge about the pertaining institutional environment to its subsidiary by partnering with an 

experienced partner. The internalisation of such vicarious experience means that the negative 

impact of the MNC's inexperience is lessened because 'newcomers' can learn about the host 

country's institutional and cultural context as well as becoming familiar with local business and 

social norms and resulting in increased subsidiary performance (Jiang et al., 2014; Jimenez & de 
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la Fuente, 2016). Moreover, the MNC can lower the partnership's risk and resultant transaction 

costs by partnering with a same-country partner. Hence, in EMDCs with their idiosyncratic and 

uncertain business environments we expect that performance in foreign MNCs' subsidiaries' is 

improved by internalising vicarious experience provided by a same-country partner, and we 

hypothesise that  

Hypothesis 2 Vicarious host country experience has a positive effect on subsidiary performance 

in challenging business environments. 

Direct and vicarious experiences' synergistic effect 

In addition to the direct effects of the two types of experience, the combination of the two has a 

positive synergistic effect on subsidiary performance. The combined effect of the direct and 

vicarious experience, such that they enhance each other, can be utilised by the MNC to enhance 

its subsidiary's performance. Earlier studies have shown the positive effects of transfer of 

complementary knowledge between international business partners (Shenkar & Li, 1999) as an 

MNC can "leverage the value of its own resources by accessing complementary resources of an 

alliance partner" (Lavie, 2006, p. 645). Moreover, the presence of two sets of complementary 

experiences has been found to strengthen each other mutually and have a positive synergistic 

effect on subsidiary performance in prior inter-organisational research (Kim et al., 2012; Liu et 

al., 2016).  

The scope of the MNC's direct host country experience will generally concern matters that are 

related to firm, industry, and general internationalisation issues, whereas the complementary 

vicarious experience generally involves host country-specific institutional knowledge and access 

to host country networks. The same-country partner's prior or concurrent experience is for 

competitive reasons unlikely to stem from other investments in similar subsidiaries. Yet, it stems 

from other subsidiaries in the same host country, and thus the focal subsidiary benefits from an 

extended and pertinent experience base. The complementary resource, here experience, enhances 

subsidiary performance due to the synergistic effects (Nielsen & Gudergan, 2012). Contrariwise, 

a competitive overlap between the partners would reduce the willingness to transfer knowledge 

between the partners (Inkpen, 2000), and therefore be in conflict with the aim of the partnership 

and weaken subsidiary performance. Hence, we offer the following: 
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Hypothesis 3 Direct and vicarious host country experience complement each other and lead to 

a synergistic experience which will have an even higher positive effect on subsidiary performance 

in challenging business environments. 

Degree of challenging business environment's moderating effects 

Several issues in the EMDCs provide challenges for foreign MNCs entering into such highly 

challenging business environments, and in particular for entrants from institutionally more 

advanced countries (Hoskisson et al., 2002; Kostova & Zaheer, 1999; Meyer & Su, 2015; Peng et 

al., 2008). A distinctive feature of most EMDCs is a higher degree of CBE due to weak and often 

idiosyncratic institutional environments characterised by, e.g. inefficient and volatile political and 

judicial systems (Hoskisson et al., 2000; Khanna et al., 2005; Meyer et al., 2009; Shirodkar & 

Konara, 2017). The lack of high-quality institutions hinders economic actors from conducting 

their transactions within a structured environment of order and certainty and allows for possible 

opportunism. The resultant higher level of uncertainty and risk of opportunism increases the 

transaction costs (Khanna & Palepu, 1997; North, 1990), and foreign MNCs are even further 

disadvantaged due to the costs associated with their LOF (Zaheer, 1995). Moreover, a prevalent 

way to conduct business in an EMDC may involve activities that are unfamiliar to the entrant 

MNC or diverge from the foreign MNC's code of conduct based on its home country's institutional 

environment (Xu & Shenkar, 2002). Hence, the foreign MNC's unfamiliarity or non-compliance 

with such practices adds to its LOF. The institutional environment varies considerably between 

the EMDCs and pose different levels of LOF to entering MNCs as "the key driver behind LOF is 

the institutional distance" (Eden & Miller, 2004, p. 189). The business environments in the 

EMDCs are for MNCs from advanced economies at the high end of the institutional distance, and 

they are in particular challenged by volatility, uncertainty, and institutional voids (Barnard et al., 

2017; George et al., 2016; Mol et al., 2017; Xu & Meyer, 2012).  

Since early research established the notion that doing business abroad entails a higher cost than 

doing business at home (Hymer, 1976), several studies have examined the relationship between 

the host countries' business context (operationalised as institutional distance) and the performance 

of MNCs' foreign subsidiaries. Albeit some of the recent studies found a positive relationship27 

 
27 The findings were unexpected in two of the three studies purportedly due to low factor costs and advantageous 
market opportunities in the EMDCs outweigh the higher transaction costs (Chan et al., 2008) , and "possible 
uniqueness of Brazilian institutions" (Thome et al., 2017, p. 287), and the third study found an anticipated so-called 
distance paradox relationship ( Dikova, 2009). 
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(Chan et al., 2008; Dikova, 2009; Thome et al., 2017), the majority of studies established a 

negative association, such that a higher degree of CBE has a negative influence on subsidiary 

performance, other things being equal (Getachew & Beamish, 2017; Hutzschenreuter et al., 2016; 

Kafouros & Aliyev, 2016; Pattnaik et al., 2015; Shirodkar & Konara, 2017; Trąpczyński & 

Gorynia, 2017). Moreover and particularly relevant for studies in an EMDC context, the seminal 

study by Gaur and Lu (2007) established an inverted U-shaped relationship between institutional 

distance and subsidiary survival finding that "when the distances become too large, the survival 

chances deteriorate" (p. 98). Furthermore, a recent study of subsidiary performance in an African 

context established that "subsidiaries entering the African market have a greater exit likelihood 

than those entering the OECD market" (Getachew & Beamish, 2017, p. 58). In the same vein, two 

studies of subsidiaries operating in other EMDCs established a negative association between 

institutional factors and subsidiary performance (Dadzie et al., 2014; Shirodkar & Konara, 2017). 

The accumulation of host country experience is, as posited in the previous hypotheses, a way for 

foreign MNCs to reduce their LOF. However, the degree of CBE in the host country will influence 

the level of experience required, such that higher CBEs with their weak institutions, all other 

things being equal, place a premium on foreign MNCs' accumulated host country experience to 

reduce its LOF (Luo & Peng, 1999; Shirodkar & Konara, 2017). Hence, the CBE act as a 

moderating factor on the effect of experience, particularly in the institutionally challenging 

EMDCs where the accumulated experience can have a limited 'shelf-life'. For example, the MNC's 

subsidiary may have accumulated sufficient experience to deal with particular local legislation 

and its enforcement to compete on par with local firms (i.e. no or low LOF) only to find that host 

country legislation or the local authorities' enforcement changes discriminantly to the benefit of 

local firms. In highly institutionally weak host countries such changes may arise due to non-

market interventions by competitors based on particular local practices. Thus, in a CBE, the value 

of a foreign MNC's familiarity with both formal and informal institutions may become more 

valuable as its host country experience makes it better able to deal with the host country's volatile 

and idiosyncratic business environment. Hence, we posit that the influence of the level of CBE 

positively moderates the MNCs' host country experience on subsidiary performance, and this 

leads us to the following: 

Hypothesis 4 The more challenging the business environment is, the more important (positive) 

is the relationship between (a) the MNC's host country experience, (b) vicarious host country 

experience, and (c) synergistic host country experience, and subsidiary performance.  
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In figure 1, we illustrate our analytical model. 

Figure 1. The analytical model 

 

Empirical analysis 

Data and Sample 

We examine the relationship between host country experience and subsidiary performance in 

CBEs in the world's least-developed and low-income countries as defined by the OECD's 

Development Assistance Committee (DAC) (OECD, 2019). These countries are collectively 

named 'the DAC countries'. The challenging institutional and business conditions in the DAC 

countries provide a suitable setting to advance IB theory as the hypotheses are tested in rather 

extreme conditions and stretch the circumstances under which they need to function (Barnard et 

al., 2017; Mol et al., 2017). Our unique sample consists of 155 subsidiaries located in 39 DAC 

countries during the period from 2001 to 2017, and we describe the data sources and the sampling 

procedure in the following sections.  

In the DAC countries, MNCs have an option to enter into a partnership with a home-country-

based Development Financial Institution (DFI). We use the DFI as a proxy for a same-country 

partner providing the MNCs with host country experience. We specifically sampled MNCs that 

had subsidiaries in the DAC countries and that had the opportunity to engage in same-country 

partnership with the purpose of accessing vicarious experience. The DFIs offer host country 

experience, investment and financial services exclusively directed at FDI in the DAC-countries 

(Dalberg, 2010; Massa & Willem, 2011; Mawdsley, 2015). "The DFIs are government-backed 

institutions that invest in private sector projects in low and middle-income countries to promote 

job creation and sustainable economic growth. The combined European DFI portfolio of 
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committed investments was €36.3 billion at the end of 2015" (EDFI - European Development 

Finance Institutions, 2016, p. VI). The DFIs offer their experiences in the DAC countries to 

partnering firms in addition to consultancy, equity finance, loans and guarantees, often through 

offices located in the host countries. The DFIs' efforts will, in some cases, primarily include its 

pre-investment advice, loans and guarantees, yet in other cases, the DFI may invest as an equity 

JV partner and possibly provide its host country experiences through memberships on subsidiary 

boards (Attridge et al., 2019; Kingombe et al., 2011).   

We sampled the subsidiary data from the proprietary database held by the Industrialiseringsfonden 

for Udviklingslande (IFU) in Denmark, which has collated performance and other key statistics 

from its over 1400 subsidiaries since 1969, albeit with increasing granularity and data quality. 

The availability of adequate data led us to focus on subsidiaries from the period between 2001and 

2017. IFU's dataset consists of longitudinal data covering the period of IFU's investment, and we 

included only subsidiaries with a minimum investment period of five years. To make allowance 

for the subsidiaries' so-called 'honeymoon' period (Gaur & Lu, 2007; Woodcock et al., 1994) and 

to examine them in the same life-cycle stage (Chandler, 1962; Miller & Friesen, 1984), all 

observations are in the fourth year after the initial disbursement from the IFU, i.e. year of IFU's 

first disbursement plus three. Subsidiaries with an exit by IFU in the following year were excluded 

to avoid the possible effects of extraordinary accounting items.  

Our sample selection criteria were: (1) the parent firm was based in the same-home-country as 

IFU, i.e. Denmark, also to ensure access to financial information and eliminate home country 

variance; (2) each subsidiary was established in one country and not inter-regional; (3) the 

subsidiary was not a financial intermediary; (4) access to complete subsidiary financial records. 

Additionally, we obtained data about the Danish MNCs from the public accounts in the CVR 

database, the Danish Business Authority's central register of all Danish firms. The countries' 

economic and institutional data were obtained from the World Bank and UNCTAD, United 

Nations Conference on Trade and Development. We are observant of the possible bias resulting 

from our selection method, but the variation of the 120 MNCs and their subsidiaries in 13 industry 

classifications covering 39 countries in 11 regions on three continents during an interval of 17 

years compensates for examining one home country partner. 

The extreme business conditions in the DAC countries have led to rather extraordinary financial 

results, and we noted that our original dataset containing 159 observations included some extreme 

performance values (return on assets (ROA) between +226 per cent and -12774 per cent and sales 
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growth between +1796 per cent and 231 per cent) resulting in a high degree of skewness and 

kurtosis. Following  and in consideration of the size of our dataset, we addressed the outliers by 

winsorising our dependent variable at ROA +/-50 per cent and dropped observations with extreme 

annual sales growth at 1 per cent quantile at both tails. The resulting final dataset consists of 155 

observations of subsidiaries located in 39 DAC countries from 2001 to 2017. IFU partly financed 

the subsidiaries with equity (30 of 155 cases) or loans (75) or a combination thereof (50). The 

subsidiaries were mainly (119 of 155) located in Lower Middle Income Countries (LMIC) or 

lower as defined by DAC from time to time (OECD, 2019), see table-note in appendix A. The 

subsidiaries were predominately located in Asia (91), Africa (48), and Latin America (16). The 

main countries of investment in Asia were China (30), India (23), Thailand (16), and Vietnam 

(12); in Africa, South Africa (10), Egypt (6), and Ghana (6); and in Latin America, Peru (4) and 

Brazil (4). Most of the subsidiaries were engaged in agriculture, mining, or manufacturing (116), 

with relatively few in service industries (39). A summary of the sample data is provided in 

appendix A. 

Dependent variable 

The dependent variable is subsidiary performance. Following previous studies, we measured 

Subsidiary Performance by ROA, defined as net income divided by total assets, as it is regularly 

used to measure subsidiary performance in IB studies (e.g. Chang et al., 2013; Contractor et al., 

2016; Pattnaik et al., 2015; Thome et al., 2017). A recent review of subsidiary performance 

measures found that ROA and survival/exit are the most commonly used single measures of 

subsidiary performance in IB studies (Gundelach & Nielsen, 2020). This study involves 'going 

concern' subsidiaries, and irrespectively of the suitability of survival/exit as a measure of 

subsidiary performance, it is self-evidently not appropriate in this study. ROA is, however, an 

appropriate measure of the performance outcome of experience as it is broad-reaching in terms of 

the scope of the subsidiary's activities, and it encompasses how effectively the subsidiary uses its 

routines and procedures to guide profitable behaviour that converts its assets into a net result. This 

study examines how the subsidiary's stock of accumulated experience is deployed into routines 

and procedures that guide behaviour efficiently such that the subsidiary overcomes the challenges 

in the EMDC's business environment resulting in a net income. The net income is the result of the 

subsidiary's ability to deal with both basic and complex operational issues based on the routines 

and procedures formed by the accumulated experience. ROA is a prime and well-established 
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indicator of the subsidiary's efficiency in relation to the size of its assets (e.g. Castaldi et al., 2019; 

Contractor et al., 2016; Pattnaik et al., 2015).  

Independent and moderator variables 

Consistent with previous studies of host country experience (Barkema & Drogendijk, 2007; Zeng 

et al., 2013), we define host country experience as the number of concurrent investments in the 

host country. Hence, we operationalise direct host country experience and vicarious host country 

experience as the number of subsidiaries held by the MNC and the number of investments by the 

same-country partner in the host country during the focal year. The challenging business 

environment is operationalised as institutional distance (Kostova, 1999; Kostova & Zaheer, 1999) 

and is measured by using the World Bank's composite index, World Governance Indicators (WGI) 

(Kaufmann et al., 2011). WGI is a widely used source for measuring institutions in IB literature 

(Aguilera & Grøgaard, 2018), and recent examples of its use in studies of subsidiary performance 

are (Castaldi et al., 2019; Tao et al., 2018). The WGI contains composite scores on six institutional 

and governance dimensions "based on several hundred variables obtained from 31 different data 

sources" (Kaufmann et al., 2011, p. 221). The six WGI dimensions cover items such as political 

stability, government competence and effectiveness and regulatory quality; for further details, see 

(Kaufmann et al., 2011). To calculate the distance between home and host country, we utilise the 

formula provided by Kogut and Singh (1988).  

Control variables 

We included several control variables to account for other possible explanations of subsidiary 

performance (Nielsen & Raswant, 2018). First, we control for subsidiary variables. Resource 

scarcity is pertinent in the EMCDs (Gundelach, 2021), and we use Subsidiaries' assets as a proxy 

to control for the subsidiaries' stock of resources. The length of time between the establishment 

of the partnership and the focal year is relatively short, and it is possible that establishment mode, 

i.e. greenfield or brownfield, is particularly important as a determinant for subsidiary performance 

(Kang et al., 2017; Meyer et al., 2009). The same-country partner's commitment to transfer its 

host country experience to the subsidiary is, all other things being equal, contingent on the form 

of the partnership, and following Luo (1997), we control for the subsidiary's equity ratio. We 

further control whether the MNC and the subsidiary are operating in the same industry (Castaldi 

et al., 2019; Dai et al., 2013). We add a dummy value for other investment partners28. We also 

 
28 Our dataset contains 13 observations with unidentifiable investment partners. 
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control for variations in the MNCs. An MNC with larger resources has a higher potential to 

support its subsidiary, and we control for the size of the MNCs by including MNC's assets (Berry, 

2017; Gaur et al., 2019; Hu et al., 2019). Older and well-established MNCs have more general 

experience to assist their subsidiaries in a broad range of issues, and, hence we control for MNC 

age (see, Castaldi et al., 2019; Gaur et al., 2019; Tao et al., 2018). Finally, we control for the host 

country economic conditions and include the GDP per capita as a measure of a host country's 

level of development and prosperity (Gaur et al., 2019; Hutzschenreuter et al., 2014; Konara & 

Shirodkar, 2018).  

Model Estimation 

We use OLS regression in Stata 16.1, adjusting for the effect of clustering. The pooled cross-

sectional subsidiary data are clustered within 39 host countries. Even though we include a country 

control variable, we cannot rule out possible bias stemming from these clusters resulting in 

violation of the underlying independence assumptions in OLS regression (Nielsen, 2021). 

Previous research has resolved such cluster effects by regressing with robust standard errors (e.g. 

Lu et al., 2018; Slangen & Hennart, 2008; Xu et al., 2004). To reduce possible heteroskedasticity 

stemming from clusters, we followed Oh and Oetzel (2017); Pek et al. (2018) to obtain robust (i.e. 

Huber-White) standard errors and used host country as the clustering dimension resulting in 39 

clusters. This procedure accounts for a multilevel effect (Nielsen, 2021) and estimates robust 

standard errors based on independence between the clusters but not necessarily interdependence 

within the clusters. For a description of the clustering procedure, we refer to Xu et al. (2004). In 

order to reduce the potential problem of multicollinearity introduced by the interaction terms and 

clustering, the three continuous independent variables were mean-centred (Fernhaber et al., 2009; 

Gaur & Lu, 2007; Luo, 2007a). 

Results 

In Table 1, we present a summary of our data and Spearman's rank-order correlation. Before we 

fitted our data to the model, we checked that the level of correlation between the variables was 

acceptable. All the correlations between our variables are low, with the exception of MNC and 

subsidiary assets at 0,55. After fitting our model, we found that all variance inflation factors are 

at an acceptable level below 10.  
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Table 1. Descriptive statistics and correlations 

 

Table 2 presents the outcome of our regression analyses. Following Nielsen and Raswant (2018), 

model (1) contains only the control variables, and we added the independent variables in steps. In 

model (1) we note that only one control variable, ownership ratio, is statistically significant (b = 

0,283; p = 0,047). In model (2) and (3), we add the direct effects of direct and vicarious experience. 

Both types of experience have a positive and significant effect on subsidiary performance 

although the MNC's direct experience tested in H1 received stronger support (b = 1,221; p = 

0,002) in model 2 than vicarious experience (b = 0,301; p = 0,070). Additionally, an alternative 

separate test of H2 yielded a similar coefficient but somewhat stronger support (b = 0,333; p = 

0,018), see Appendix B. In model (4), we test the synergistic effect of the two experience variables 

as posited in H3. This relationship has a negative coefficient and is statistically insignificant and 

thus H3 is not supported (b = -0,0226; p = 0,646).  

In models (5), (6), and (7), we include institutional distance, the key contextual moderator to point 

to the core of our investigation into foreign subsidiaries operating in CBEs. Our expectation, as 

formulated in hypotheses 4a to 4c, is that the degree of institutional distance has a positive 

moderating effect on the positive association between experience and subsidiary performance. In 

models (6) and (7) we find no support for H4a and H4b (b = 0,559; p = 0,523) and (b = -0,207; p 

= 0,369) respectively. Yet, in the full model (8) H4a finds support (b = 1,357; p = 0,038), whereas 

H4b remains unsupported. It is also notable that H2 (b = 0,483; p = 0,038) finds support in the 

full model (8). The synergistic effect of the two types of experience, as expressed in our H3, is 

statistically significant in the full model (8) but with an unexpected negative coefficient (b = -

0,161; p = 0,055). This unexpected result is further explored below in additional analyses. Finally, 

we posited in H4c that the synergistic effect of direct and vicarious experience is positively 

Descriptive Statistics and Spearman's rank-order correlations
 Variable  Obs  Mean  Std. Dev.  Min  Max (1) (2) (3) (4) (5) (6) (7) (8) (9) (10) (11) (12)
(1) Subsidiary performance (ROA) 155 -1,54 24,91 -50,00 50,00 1,00
(2) MNC host country experience 155 1,64 1,97 1,00 16,00 0,02 1,00
(3) Vicarious host country experience 155 12,33 12,08 1,00 40,00 0,18 0,19 1,00
(4) Institutional distance 155 5,02 1,67 0,52 10,48 0,09 0,17 0,19 1,00
(5) Subsidiary assets 155 1,37 4,05 0,00 39,24 0,10 0,31 -0,04 0,14 1,00
(6) Establishment mode 155 0,59 0,49 0,00 1,00 -0,17 -0,02 0,00 -0,09 -0,27 1,00
(7) Ownership ratio 155 88,79 14,90 51,00 100,00 0,18 -0,08 -0,10 0,16 0,03 -0,17 1,00
(8) Same industry 155 0,40 0,49 0,00 1,00 0,01 -0,07 0,07 0,03 -0,08 0,04 -0,01 1,00
(9) Other partner 155 0,08 0,28 0,00 1,00 0,10 -0,12 0,06 -0,07 0,05 -0,03 0,05 0,04 1,00
(10) MNC age 155 28,23 26,89 0,00 113,00 -0,01 0,06 -0,01 -0,01 0,26 -0,18 0,05 0,07 0,14 1,00
(11) MNC assets 155 0,22 0,75 0,00 4,26 0,07 0,32 0,07 -0,13 0,55 -0,12 -0,04 0,00 0,13 0,36 1,00
(12) GDP per capita 155 7,60 4,43 0,67 18,58 0,03 0,00 0,20 -0,36 0,04 0,03 -0,21 0,06 0,04 0,04 0,11 1,00
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moderated by institutional distance. The results show that the three-way interaction is highly 

significant (b = 0,158; p = 0,000) and thus hypothesis 4c is supported.  

Table 2. Results 
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To illustrate the marginal effects of the statistically significant interactions, we focus on the two-

way interactions stated in H3 and H4a in addition to the highly significant three-way interaction 

in H4c. The marginal effect measures the effect of the focal independent variable on the dependent 

variable of a change of a value of one in the other variable of interest, all other things being equal. 

The marginal effects at the independent variables' low and high values are in the following 

illustrated as the mean values +/- 1 standard deviation.  

In figure 2, we show the marginal effect of vicarious host country experience on subsidiary 

performance at different levels of MNC experience as posited in our H3. It is clear that high 

vicarious experience has a more positive marginal effect on subsidiary performance where the 

MNC host country experience is low. In contrast, low vicarious experience has a lower yet 

increasingly positive marginal effect, and the marginal effect of the high vicarious experience 

diminishes as MNCs' experience increase. This is also shown by the overall negative interaction 

coefficient in the results of our test of H3 in model (8). Taken together, the marginal positive 

effect of vicarious experience diminishes at higher levels of MNC's direct experience, suggesting 

somewhat of a substituting effect. It would appear that MNCs with high levels of direct experience 

may benefit little from engaging in same-country partnerships since they already have 

accumulated the requisite experience to operate effectively and efficiently. Indeed, the negative 

interaction results of H3 (b = -0,161; p = 0,055) suggests a potential trade-off in the sense that 

combining the two types of experience may potentially lead to suboptimal outcomes.  

Figure 2. Marginal effects of vicarious host country experience 

 

The following two marginal effect calculations focus on the statistically significant moderating 

effect of institutional distance on host country experience, and in figure 3, we depict the effect of 

MNCs' host country experience. The positive coefficient in our test of H4a is apparent in figure 3 
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as the MNCs' higher host country experience increases the experience's slope positively at higher 

levels of institutional distance, such that higher MNCs' direct experience has a marginally more 

positive effect at higher levels of institutional distance.  

Figure 3. Marginal effects of MNC's host country experience 

 

In figure 4, we illustrate the marginal effect of the synergistic host country experience moderated 

by institutional distance as expressed in our H4c. For this purpose, we re-estimated our full model 

(8) by reducing the three-way interaction to a two-way interaction, such that the MNC and 

vicarious host country experience were reduced to one synergistic experience variable by 

multiplication. The results in the re-estimated model remain unchanged from model (8).  

Figure 4. Marginal effects of synergistic host country experience 

 

Figure 4 shows, in contrast to MNCs' direct experience alone, as tested in our H4a (in figure 3), 

that there is a positive benefit of the synergistic host country experience in CBEs. Figure 4 shows 

that a higher synergistic host country experience has an even higher marginal positive effect on 

subsidiary performance at higher institutional distances, all other things being equal.  
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Additional calculations 

The robustness of our results was examined by re-estimating our model with a reduced sample to 

establish that potential outliers do not drive the results due to outlying institutional distances. We 

adopted the procedure in Getachew and Beamish (2017) to suit our study and re-estimated our 

models with observations from countries with an average institutional distance within one 

standard deviation from the centred mean. The re-estimation included 145 observations in 32 

countries, and it resulted in unchanged signs of the beta coefficients, albeit with some reduction 

in statistical significance. Diverging from the arguments in Gundelach and Nielsen (2020), we re-

estimated the models with two alternative subsidiary performance measures, namely return on 

sales and annual sales growth. In line with our expectations, we did not find similar results. 

Following recommendations in Nielsen and Raswant (2018), we re-estimated our model (8) 

without control variables and found the results in model (9) for our hypotheses corresponding 

with the full model (8), albeit with slight changes to the values as expected. This establishes the 

robustness and reliability of our results. Finally, we controlled for model misspecification using 

the Stata command 'linktest', and we did not detect any issues. Hence, we conclude that our results 

are reliable and robust within this context. 

Discussion, conclusion, limitations and future direction 

Discussion and conclusion 

This study aims to determine how host country experience influences subsidiary performance in 

CBEs. Our findings corroborate the overall results of earlier studies that host country experience 

generally is positively associated with subsidiary performance and point to a general notion that 

'more experience is better' as earlier established (e.g. Delios & Beamish, 2001; Fang et al., 2007; 

Gaur & Lu, 2007; Luo & Peng, 1999; Miller & Eden, 2006; Wu & Lin, 2010). The contextual 

focus of these earlier studies was not in the EMDCs with their high levels of CBE, and we believe 

that our paper contributes to the IB literature by examining the key IB construct of experience in 

institutionally highly distant host countries. Our study has furthermore established a positive 

effect of vicarious experience provided by a same-country partner in CBEs and, moreover, that a 

complementary source of high experience is particularly beneficial to subsidiaries at higher levels 

of institutional distance. Yet, neither the Uppsala model per se nor the internationalisation 

literature grounded in the incremental staging as a central tenet include alternative sources of host 

country experience. This absence was noted earlier (Forsgren, 2002; Petersen & Pedersen, 1997), 



227 
 

and the aspect of same-country partnerships has largely been ignored in IB. In this study, we 

establish the simultaneous advantages of access to vicarious host country experience whilst 

minimising transaction costs that often mar international partnerships and alliances by forging 

same-country partnerships in CBEs. 

Further to corroborating earlier findings of host country experience's association with subsidiary 

performance, as noted above, our research shows that the accumulated learnings about the often 

idiosyncratic and unfamiliar business environment are highly beneficial also in a CBE contextual 

setting. Our study also established a direct subsidiary performance effect of vicarious experience, 

and we believe that this is the first study to establish these associations within business contexts 

in the worlds' least developed countries. Moreover, it appears from our marginal effect analysis 

(figure 2) that less experienced MNCs can augment their host country experience by partnering 

with an experienced home country partner and thereby bring an alternative source of experience 

into its foreign subsidiary. Yet, high vicarious experience has a diminishing positive association 

with subsidiary performance as MNCs' host country experience increases. We thus establish that 

the marginal performance effect of vicarious experience is highest at the lowest levels of the 

MNCs' own direct host country experience.   

Additionally, at higher levels of MNC's host country experience, the low vicarious experience's 

marginal effect is higher. Hence, our study shows that there appears to exist a complementary 

effect between the two types of experience. This finding adds to earlier contentions that the 

Uppsala model's notion of the sole importance of MNCs' experience can be extended to also 

include other sources of experience. This is an important addition to the central experience 

argument in the Uppsala model. However, the negative coefficient of the synergic effect points to 

some negative partnership cost despite the theorised overall advantages of same-country 

partnerships (Hennart & Zeng, 2002; Makino & Beamish, 1998; Ogasavara & Hoshino, 2007). 

One possible explanation for this might be that direct and vicarious experiences may potentially 

be incongruent and lead to conflicting and possibly costly responses to issues caused by the host 

country's institutional environment. Indeed, while difficult to navigate, CBE environments may 

require fast and decisive actions to navigate and having to deal with potentially conflicting input 

from a parent firm as well as its same-country partner may delay decision-making. We did, 

nevertheless, find that the effect of high vicarious experience is more positive than low vicarious 

experience at both high and low levels of MNC experience. Taken together, these findings suggest 

that the negative effects of a same-country partnership are only particularly noticeable at high 
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levels of MNCs' host country experience, pointing to potentially important substitution or even 

crowding-out effects between the two types of experiences. 

Turning to the key contextual aspect of our study, the introduction of the moderating effect of 

institutional distance results in a positive coefficient of the association between host country 

experience and subsidiary performance, insofar as MNCs' direct and synergetic experiences are 

concerned. This is in line with the findings of Luo and Peng (1999) that experience is more 

valuable in countries with a higher degree of CBE. Yet, and perhaps most importantly, we 

contribute to the IB literature on internationalisation by establishing that synergistic experience 

seems to augment further the already positive association with subsidiary performance when 

considering the institutional context. The added effect of the combination between the MNC's and 

vicarious experience is noticeable as the marginal effect of high synergistic host country 

experience shows a stronger positive tendency than MNCs' direct experience alone (figure 3 cf. 

figure 4). By forging a partnership with a same-country partner, the high synergetic host country 

experience exerts a noticeable higher positive marginal effect on subsidiary performance. 

Contrariwise, low synergetic host country experience is generally identical with MNCs low direct 

host country experience. This suggests that a) there is a positive complementary effect on 

performance by combining MNCs' and same-country business partners' high experience in foreign 

subsidiaries, and b) the marginal effect has a positive tendency at higher levels of CBE. 

In conclusion, we find that the positive synergistic effect of direct and vicarious experience is a 

noteworthy addition to the internationalisation literature based on the Uppsala model (Johanson 

& Vahlne, 1977, 1990). The foundational and traditional tenet of the Uppsala model is incremental 

expansion, and entries into highly distant host countries were conceivably not foreseen at its 

inception. This study suggests that forging partnerships with a same-country partner who 

possesses high experience in the country of entry may make successful springboarding for the less 

experienced MNC to challenging business environments possible. We establish that both MNCs' 

direct experience and same-country partners' host country experience have a direct and positive 

effect on subsidiary performance in CBEs, thereby answering recent calls to empirically test and 

possibly extend IB theory in CBEs (Barnard et al., 2017; Mol et al., 2017). The findings of this 

study may also have important implications for practice. In the most challenging business 

environments, it is particularly important for MNCs to accumulate host country experience, and 

this study shows that MNCs in such environments can achieve beneficial effects by adding a 

same-country partner's experience to their own. 
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Limitations and future direction 

While we believe that this study has provided some novel insights in testing and developing well-

known IB theories in rather harsh institutional settings, it also has its limitations. First, we base 

our study on a dataset of MNCs from one institutionally advanced home country, i.e. Denmark, 

and future research should extend our study by including MNCs from multiple home countries of 

varying degrees of institutional and economic development to verify our findings. Second, our 

focus is on MNCs' direct and same-country partners' vicarious host country experience only, and 

future studies may investigate this against other sources of host country experiences, e.g. JVs 

established with local partners or brownfield acquisitions, that may influence subsidiary 

performance. Third, it is likely that the MNCs and their same-country business partners 

accumulate different types of host country experience and that these are moderated differently by 

the EMDCs' varying challenging business environments. An important avenue for future research 

could be to separate the direct and vicarious experience into their constituent parts and conduct a 

study on longitudinal data to investigate the effect of time and speed of accumulation of such 

experiences in view of changes in the host countries. Fourth, a possible addition to our study 

would be an investigation into the intra-country differences as some large EMDCs, e.g. China, 

India, Nigeria, or South Africa, have intra-country regional institutional differences (e.g. local 

governments or economic zones). Future research may seek to investigate how such sub-national 

infrastructure and institutions may interact with various types of experiences in relation to 

subsidiary performance.  
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Appendix A 

 

 

  

Focal 
subsidiary 

only

Concurrent 
subsidiaries

Focal 
subsidiary 

only

Concurrent 
subsidiaries

Agriculture  
Minining or 
Manufactur- 

ing

Service

Bangladesh Asia (South & Central Asia) LDC 1 1 0 0 1 1 0
Armenia Asia (South & Central Asia) LMIC 1 1 0 1 0 1 0
Bolivia America (South America) LMIC 1 1 0 1 0 0 1
Brazil America (South America) UMIC 4 3 1 0 4 3 1
Cameroon Africa (South of Sahara) LIC - LMIC 2 1 1 0 2 1 1
Sri Lanka Asia (South & Central Asia) LMIC 1 1 0 0 1 1 0
Chile America (South America) UMIC 1 0 1 0 1 0 1
China Asia (Far East Asia) LIC - off list 30 18 12 1 29 30 0
Congo Africa (South of Sahara) LIC 1 1 0 1 0 1 0
Benin Africa (South of Sahara) LDC 1 1 0 0 1 0 1
Ethiopia Africa (South of Sahara) LDC 1 1 0 0 1 1 0
Georgia Asia (South & Central Asia) LMIC 2 2 0 0 2 1 1
Gambia Africa (South of Sahara) LDC 1 1 0 1 0 0 1
Ghana Africa (South of Sahara) LIC - LMIC 6 6 0 4 2 5 1
Guatamala America (North & Central America) LMIC 1 1 0 1 0 0 1
India Asia (South & Central Asia) LIC - LMIC 23 16 7 0 23 17 6
Indonesia Asia (Far East Asia) LIC - LMIC 1 1 0 1 0 1 0
Cote d'Ivory Africa (South of Sahara) LIC 1 1 0 0 1 1 0
Kenya Africa (South of Sahara) LIC 2 2 0 1 1 0 2
Liberia Africa (South of Sahara) LIC 1 1 0 1 0 0 1
Malaysia Asia (Far East Asia) UMIC 3 2 1 0 3 3 0
Mexico America (North & Central America) Off list 1 1 0 1 0 1 0
Marocco Africa (North of Sahara) UMIC 1 1 0 1 0 0 1
Mozambique Africa (South of Sahara) LDC 1 0 1 0 1 0 1
Nicaracua Africa (South of Sahara) LDC 1 1 0 0 1 1 0
Nigeria Africa (South of Sahara) LIC 3 1 2 0 3 1 2
Panama America (North & Central America) UMIC 1 0 1 1 0 1 0
Peru America (South America) LMIC 4 4 0 0 4 3 1
Philipines America (South America) UMIC 1 1 0 1 0 0 1
Senegal Africa (South of Sahara) LDC 1 1 0 1 0 1 0
Vietnam Asia (Far East Asia) LIC - LMIC 12 10 2 0 12 10 2
South Africa Africa (South of Sahara) LMIC - UMIC 10 10 0 0 10 4 6
Thailand Asia (Far East Asia) LMIC - UMIC 16 14 2 0 16 14 2
Uganda Africa (South of Sahara) LDC 2 0 2 1 1 1 1
Egypt Africa (North of Sahara) LMIC 6 3 3 0 6 3 3
Tanzania Africa (South of Sahara) LDC 5 4 1 2 3 5 0
Uruguay America (South America) LDC 1 1 0 1 0 0 1
Venezuela America (South America) UMIC 1 1 0 1 0 1 0
Zambia Africa (South of Sahara) LDC 3 2 1 1 2 3 0
Total 155 117 38 24 131 116 39

Industry

DAC List of Aid Recipients' classification: LDC (Least developed country); LIC (Low income country): LMIC (Lower middle income country); UMIC (Upper middle 
income country). Country variation: China, LIC to 2002, LMIC to 2010, UMIC to 2013; Cameroon, LIC to 2007, LMIC to 2017; Ghana LIC to 2010, LMIC to 2017; 
Indonesia, LIC to 20014, LMIC to 2017; India, LIC to 2008, LMIC to 2017; Thailand, LMIC to 2010, UMIC to 2017; Vietnam, LIC to 2010, LMIC to 2017; South Africa, 
LMIC to 2004  UMIC to 2017

Country OECD geographical region DAC List of 
Aid Recipients 
classification 

(focal year(s)) - 
see table note

Subsidiaries MNC's host country Vicarious host country 
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