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Abstract  

Institutional economics theory predicts that multinational enterprises (MNEs) operate in foreign 

countries with high institutional quality, which is known as the institutional profile effect. 

Nevertheless, the predictions of this theory seem to diverge from the international presence of 

certain MNEs, raising questions about the broader applicability of the institutional profile 

effect. We posit that the phenomenon of learning by MNEs offers an explanation for the 

occasional ineffectiveness of the institutional profile effect in specific contexts. Thus, we seek 

to answer the following research question: What types of learning reduce the probability of 

MNEs operating in countries with high institutional quality? To address this question, we 

investigate the role of experiential and vicarious learning as boundary conditions for the 

institutional profile effect, and compare their respective effects. Through our empirical analysis 

of a sample comprising 60 telecommunications MNEs, 39 home countries, and 145 host 

countries, we find that both experiential and vicarious learning have a negative moderating 

effect on the institutional profile effect. Furthermore, our findings indicate the existence of a 

cumulative effect resulting from the combination of different types of learning. 

 

Keywords: international presence; institutional economics; institutional knowledge; 

experiential learning; vicarious learning; mobile telecommunications
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INTRODUCTION 

Numerous studies have examined the impact of formal institutions on the foreign location 

decisions of multinational enterprises (MNEs) (for recent reviews, see Donnelly and Manolova, 

2020; Nielsen et al., 2017). The theoretical underpinnings of this research come primarily from 

the field of economics (Bailey, 2018; Donnelly and Manolova, 2020) and are commonly 

referred to as institutional economics (Cuervo-Cazurra et al., 2019).1 

Institutional economics posits that high quality institutions play a crucial role in reducing 

transaction costs and promoting market efficiency (Djankov et al., 2002; Khanna and Palepu, 

2010). Consequently, this theory predicts that MNEs, in order to minimise transaction costs, 

will choose to operate in host countries with higher institutional quality (Bevan et al., 2004; 

Daude and Stein, 2007; Sara and Newhouse, 1995). In line with previous research, we define 

the institutional profile effect as the positive impact of host country institutional quality on the 

probability of MNEs’ presence in that particular country (Van Hoorn and Maseland, 2016). 

While many studies have provided support for the institutional profile effect (Bevan et al., 

2004), prior research on the impact of formal institutions has presented inconsistencies (Xu et 

al., 2021). In particular, several studies have observed an increasing presence of MNEs in 

foreign countries characterized by low quality institutions (Sethi et al., 2002; Williamson et al., 

2013). The growing evidence challenging the institutional profile effect and the resulting 

uncertainties about the ability of institutional economics to fully predict the international 

presence of MNEs serve as the driving force behind our exploration of its boundary conditions 

(Busse et al., 2017). 

We argue that institutional economics does not fully explain the international presence 

decisions of multinational enterprises (MNEs) because it neglects the aspect of organisational 

learning (Lumineau et al., 2011). Our objective is to refine the predictions of institutional 
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economics by exploring and comparing distinct types of organisational learning as boundary 

conditions for the institutional profile effect. Specifically, our research question is: What types 

of learning reduce the probability of MNEs operating in countries with high institutional 

quality?  

We argue that MNEs can acquire the necessary knowledge to navigate and mitigate the 

increased transaction costs associated with countries characterized by low quality institutions. 

This learning process fundamentally challenges the theoretical underpinnings of institutional 

economics (Williamson, 1985). According to this theory, MNEs have limited knowledge when 

making decisions (Williamson, 1985, 1998). As a result, they tend to avoid operating in 

countries where formal institutions do not provide adequate and reliable information, because 

of the significant costs involved in interpreting and understanding how to conduct business in 

such contexts. Nevertheless, it is important to consider that some MNEs may have the ability 

to successfully conduct transactions in countries characterised by low institutional quality. This 

observation may help to explain the inconsistencies observed in previous studies regarding the 

institutional profile effect. 

Our research aims to investigate how organisational learning modifies the underlying rationale 

of institutional economics, thereby serving as a boundary condition for the institutional profile 

effect. To fully explore the potential of organisational learning as a theoretical complement to 

institutional economics, we examine and compare different types of learning (Lumineau et al., 

2011). This is important because MNEs may benefit from none, one or more types of 

institutional learning, and their effects may be complementary or substitutive. However, 

previous studies on institutions and international expansion have not analysed and compared 

the impact of different types of learning on the institutional profile effect. 



5 

 

We build on organisational learning research and distinguish between experiential and vicarious 

learning (Argote and Miron-Spektor, 2011; Levitt and March, 1988). In terms of experiential 

learning, we recognize that MNEs can enhance their understanding of institutions from two 

main sources: their home country and the foreign countries to which they have expanded 

subsequently (Zhou and Guillén, 2015). Regarding the home country, we propose that MNEs 

confronted with low-quality institutions in their home country have acquired valuable insights 

on how to operate in such institutional environments (Cuervo-Cazurra and Genc, 2008). This 

accumulated knowledge reduces the costs associated with interpreting and searching for 

information when these MNEs expand into another country with low-quality institutions. As a 

result, we contend that this source of experiential learning weakens the institutional profile 

effect. Within the logic of experiential learning, MNEs can also improve their institutional 

knowledge in other countries where they have expanded (Zhou and Guillén, 2015). MNEs that 

have entered foreign countries with low institutional quality possess a different knowledge base 

than those that have only operated in high-quality institutional contexts. We argue that the 

former face lower transaction costs when deciding to enter a new country with low institutional 

quality, which also weakens the institutional profile effect. 

Second, we delve into the concept of vicarious learning to investigate whether MNEs can 

leverage the experience of other firms to improve their institutional knowledge (Guillén, 2002; 

Jiang et al., 2014; Surdu et al., 2021). Specifically, MNEs are more likely to acquire relevant 

knowledge by observing the behaviour of other firms with similar characteristics (Terlaak and 

Gong, 2008). For instance, firms that have encountered similar institutional conditions to those 

faced by the MNE can serve as primary sources from which valuable knowledge can be inferred 

through vicarious learning (Jiang et al., 2014). Consequently, the competitors that the MNE 

faces in at least one country may offer insights into how to operate in a new country. We propose 

that a higher concentration of the MNE’s competitors in a host country, characterised by low 
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institutional quality, facilitates the acquisition of knowledge on how to cope with the increased 

transaction costs in such an institutional environment, thereby weakening the institutional 

profile effect. 

We test our hypotheses in the mobile telecommunications industry, focusing on the period from 

2000 to 2016. Our sample includes 100,340 observations across 60 telecom MNEs, 39 home 

countries, and 145 host countries. Following a comprehensive analysis of our mixed logistic 

regression, we have confirmed that both experiential and vicarious learning contribute to 

reducing the probability of MNEs operating in countries with high institutional quality. 

Furthermore, we conducted an additional analysis to compare the impact of these different types 

of learning. Our findings reveal that the influence of each learning type on the institutional 

profile effect is statistically similar. However, we observed differences in the institutional 

profile effect between MNEs that only benefit from one type of learning and those that benefit 

from multiple types. This outcome suggests a cumulative effect resulting from the combination 

of various types of institutional learning. 

Our study contributes to the existing knowledge on the influence of formal institutions on the 

international presence of MNEs in three important ways. First, we improve the theoretical 

understanding of the institutional profile effect by identifying and defining its boundary 

conditions. In alignment with recent calls for research on the influence of institutions on firms' 

decisions (Aguilera and Grøgaard, 2019; Cuervo-Cazurra et al., 2019; Kostova et al., 2020), we 

contribute to consolidating theoretical arguments in this research area. Boundary conditions are 

at the heart of many theories in management (Bamberger, 2008; Busse et al., 2017; Makadok 

et al., 2018) and are particularly relevant in strategic management research, as its advancement 

relies on the development and refinement of theories that help predict organisational behaviour 

and firm performance (Rumelt et al., 1991). Through validating that experiential and vicarious 
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learning refine the theoretical foundations of institutional economics, our findings make a 

valuable contribution to the advancement of this field of research.  

Second, our research delves into distinct types of organisational learning and compares their 

impact on the institutional profile effect. While previous studies have examined the role of 

organisational learning in understanding the influence of institutions, they have typically 

focused on either experiential learning (Perkins, 2014; Zhou and Guillén, 2015) or, to a lesser 

extent, vicarious learning (Jiang et al., 2014; Jiménez and de La Fuente, 2016). To the best of 

our knowledge, our study is the first to investigate and compare the effects of experiential and 

vicarious learning as boundary conditions for the institutional profile effect.  

Third, our study contributes to prior research on institutions by using a large and diverse sample 

of home and host countries. The inclusion of such diversity is essential for effectively 

disentangling the institutional profile effect (which pertains to host country institutions) from 

the institutional distance effect (which reflects the differences or similarities between home and 

host country institutions). Unfortunately, previous institutional research has often relied on a 

limited range of home and host countries, which may inadvertently lead to the conflation of 

these effects (van Hoorn and Maseland, 2016). Through the incorporation of a varied sample 

of home and host countries, our study enriches our understanding of the complex relationship 

between institutions and the international presence of MNEs. 

THEORETICAL FRAMEWORK 

Institutional Economics Theory: The Institutional Profile Effect 

Institutional economics conceptualises institutions as ‘the rules of the game’ that both guide 

and constrain the actions of economic agents (North, 1990). Institutions can be formal (e.g., 

rules, laws, and norms) or informal (e.g., culture and norms of behaviour) (North, 1990). In this 
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research, we focus on the impact of formal institutions on MNEs' decisions about their 

international presence. 

The pro-market view of institutions is currently dominant in institutional economics. This view 

argues that the role of governments in developing formal institutions should be limited to 

providing an institutional framework that helps firms to transact more efficiently (for a review, 

see Cuervo-Cazurra et al., 2019). Specifically, institutional economics understands that 

institutions that provide low transaction costs are better because they contribute to market 

efficiency (North, 1990, 1992). Thus, the theoretical underpinning of the pro-market view of 

institutions is developed on the basis of transaction costs (North, 1990, 1992; Williamson, 1985, 

1991). Transaction costs ‘include all the costs associated with conducting a purchase, sale or 

other enterprise-related transaction’ (Khanna and Palepu, 2010: 17), such as the cost of 

searching for information, the cost of negotiating with economic agents, the cost of enforcing 

contracts and protecting intellectual property rights, the cost of monitoring, or the cost of capital 

(Chan and Du, 2022; North, 1990). In addition to economic costs, transaction costs can also be 

related to time, such as the time it takes to build a warehouse or establish a greenfield site in a 

new country (Khanna and Palepu, 2010).  

Institutional economics theory is based on the premise that firms possess limited knowledge of 

how to operate in a specific country and thus require high-quality institutions to facilitate more 

efficient transactions and diminish associated costs within that country. There are several 

reasons for this. First, high-quality institutions provide better information, which is key to 

reducing the transaction costs associated with searching for information and negotiating in the 

country (Williamson, 1998). Second, the better and more credible information that comes from 

high-quality institutions, makes it easier for MNEs to find suppliers of resources or other 

economic agents that are critical to their business activities (Meyer, 2001), which also reduces 
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transaction costs. Finally, high-quality institutions also provide strictly enforced intellectual 

property rights, which is also an important factor in reducing transaction costs in the country 

(Sara and Newhouse, 1995) because external enforcement and monitoring are more reliable 

(Bailey, 2018; Khoury and Peng, 2011). Conversely, low quality institutions hinder the smooth 

functioning of the country and thus increase transaction costs (Khanna and Palepu, 2010). 

Since there are significant differences in the quality of formal institutions across countries 

(Ellimäki et al., forthcoming), there are also non-trivial differences in the level of their 

transaction costs (McCann et al., 2002). The quality of host country institutions is therefore an 

important determinant of MNEs’ decisions about their international presence (Globerman and 

Shapiro, 2003). According to institutional economics, MNEs aim to minimise transaction costs 

when making decisions about foreign operations. As a result, they are more likely to establish 

a presence in countries where formal institutions are of higher quality. This positive correlation 

between the institutional quality of a host country and the probability of operating there is the 

baseline hypothesis of our model. Consistent with prior research, we refer to this as the 

institutional profile effect (Van Hoorn and Maseland, 2016). 

The Importance of Organisational Learning in Institutional Economics  

Institutional economics distinguishes between the rules of the game (i.e., institutions) and the 

players in the game (i.e., firms). This theory traditionally views firms as passive agents and 

assumes a homogeneous institutional profile effect across all firms. However, there is a growing 

recognition that the relationship between the quality of formal institutions in a host country and 

the probability of operating in that country is not necessarily one-to-one (Mudambi and 

Navarra, 2002). International presence decisions are certainly affected by the institutional 

quality of the host country (i.e., at the country level), but they are made at the firm level 

(Mudambi and Navarra, 2002). Therefore, we need to consider firm heterogeneity to better 
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understand the boundaries of institutional economics in predicting MNEs' international 

presence decisions. This is necessary because previous studies have already claimed that the 

institutional profile effect does not fit the current expansion pattern of several MNEs (Sethi et 

al., 2002; Williamson et al., 2013).  

To improve our understanding of the institutional profile effect and its boundary conditions, 

our research integrates principles from institutional economics with insights from 

organisational learning. Institutional economics theory posits that firms possess limited 

knowledge when making decisions about their foreign operations and tend to prefer countries 

with higher institutional quality to mitigate transaction costs. However, this theory does not 

address how firms may be impacted differently by the assumption of limited knowledge 

(Lumineau et al., 2011), which could influence their inclination to operate in countries with 

higher institutional quality. We propose that the inclusion of organisational learning 

perspectives can provide valuable insights for refining the theoretical foundations of 

institutional economics. 

The literature on organisational learning has identified two primary forms of learning: 

experiential and vicarious (Argote and Miron-Spektor, 2011; Levitt and March, 1988; Posen 

and Chen, 2013). Experiential learning pertains to knowledge gained directly by the firm 

through its own experience (Argote, 1999). Conversely, vicarious learning refers to the indirect 

acquisition of knowledge by observing the behaviour of other firms (Bandura, 1977). We start 

from this dichotomy in organisational learning research to present our set of hypotheses.  
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HYPOTHESES 

Experiential Learning as a Boundary Condition of the Institutional Profile Effect 

We first focus on explaining how institutional learning at home can modify the institutional 

profile effect. Our starting point here is that home countries with low institutional quality serve 

as institutional learning grounds because these environments encourage MNEs to increase their 

institutional learning efforts (Adomako et al., 2019). MNEs established in these countries have 

to operate within an institutional framework that lacks the necessary information and contract 

enforcement. As a result, these MNEs often take on the basic functions typically provided by 

formal institutions themselves (Khanna and Palepu, 2010). They develop capabilities in 

negotiation, information management, and informal network development to compensate for 

the institutional deficiencies. As a result, their institutional knowledge differs significantly from 

that of MNEs that do not have this experience in their home countries. 

According to institutional economics, there is a higher probability that MNEs will establish a 

presence in a foreign country with higher institutional quality. However, the transaction cost 

logic underlying the institutional profile effect does not apply to MNEs from countries with 

low-quality institutions for several reasons. First, in countries with low institutional quality, a 

larger proportion of transactions are relational and take place in the informal market (Hitt et al., 

2005). As a result, MNEs located in these countries possess knowledge and expertise in 

managing transaction costs through informal market mechanisms, such as using external 

partners (Tang and Buckley, 2020). Additionally, these MNEs are better equipped to select 

appropriate partners because it is unlikely that contractual disputes will be efficiently resolved 

through the courts of their home country (Cuervo-Cazurra et al., 2018). As a result, transaction 

costs associated with partner selection are significantly reduced for these MNEs. Second, 

MNEs from low institutional quality countries are accustomed to operating in environments 
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that may lack sufficient and clear norms (Cuervo-Cazurra and Genc, 2008). As a result, they 

have developed strategies to mitigate transaction costs associated with limited information 

availability. They have the knowledge and techniques to navigate through situations where 

information is scarce, enabling them to effectively reduce transaction costs associated with 

information asymmetry. 

In contrast, MNEs located in countries with high quality institutions rely on a set of formal 

mechanisms in their home countries to minimise transaction costs (Khanna and Palepu, 2010). 

These MNEs are accustomed to operating within an institutional framework that enforces 

contracts and ensures the availability of clear and sufficient information (Mingo et al., 2018). 

As a result, they may lack the experience and knowledge necessary to operate in countries with 

institutional deficiencies, leading to higher transaction costs in such contexts. For instance, in 

the absence of knowledge on how to navigate informal markets, these MNEs would face 

significant information search and monitoring costs (Chan and Du, 2022; Khanna and Palepu, 

2010). The transaction cost logic underlying the institutional profile effect is largely applicable 

to these MNEs, as their limited institutional knowledge hinders their ability to conduct efficient 

transactions in countries with low quality institutions. Based on these considerations, we 

propose the following hypothesis: 

Hypothesis 1a: Low institutional quality in the home country of the MNE negatively 

moderates the positive effect of host country institutional quality on the probability of 

the MNE operating in that host country. 

The above hypothesis has taken into account the primary source of experiential knowledge: the 

home country. However, it is important to acknowledge that institutional knowledge is not static 

and solely determined by the environment in which the MNE was initially established. 

Institutional knowledge is subject to development and change over time (Johanson and Valhne, 
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1977). In industries such as mobile telecommunications, we can observe MNEs such as 

Vodafone, Orange, and Telenor that originate from countries with high institutional quality, but 

operating in countries with low institutional quality. It would be unreasonable to assume that 

these MNEs do not possess the knowledge to mitigate transaction costs arising from inefficient 

market institutions simply because they come from a country with high institutional quality. In 

fact, previous studies that have examined the impact of home institutions on international 

expansion have recognized the lack of a dynamic perspective on knowledge as a limitation. 

These studies acknowledge that experience gained abroad can also be an important source of 

institutional knowledge (Cuervo-Cazurra and Genc, 2008). 

In this hypothesis, we acknowledge that MNEs can improve their institutional knowledge 

through international expansion (Johanson and Vahlne, 1977, 2009). We argue that foreign 

countries with low quality institutions serve as optimal grounds for acquiring institutional 

knowledge (Adomako et al., 2019; Hitt et al., 2005). Operating in these foreign countries 

compels MNEs to develop specific resources and capabilities to compensate for the 

shortcomings of formal transaction mechanisms. As a result, MNEs acquire the knowledge 

necessary to reduce the high transaction costs associated with low institutional quality 

environments. The transaction cost rationale underlying the institutional profile effect becomes 

less applicable to these MNEs. In other words, prior experience in foreign countries with low 

institutional quality reduces dependence of MNEs on the quality of host country institutions to 

conduct efficient transactions abroad. Consequently, this reduced dependency diminishes their 

probability of operating in countries with higher institutional quality. Based on this reasoning, 

we propose our second hypothesis as follows: 
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Hypothesis 1b: The MNE´s experience abroad in low institutional quality countries 

negatively moderates the positive effect of host country institutional quality on the 

probability of the MNE operating in that host country.  

Vicarious Learning as a Boundary Condition of the Institutional Profile Effect 

MNEs can also enhance their institutional knowledge through vicarious learning (Guillén, 

2002; Levitt and March, 1988), which involves extracting relevant information by observing 

the actions and decisions of other firms (Levitt and March, 1988). This type of institutional 

knowledge complements the one discussed above. Even if the MNE lacks direct experience in 

dealing with low-quality institutions, it can still use vicarious learning to gain insights into how 

to conduct transactions in such environments (Lumineau et al., 2011). This allows the MNE to 

better navigate and mitigate the high transaction costs typically associated with low-quality 

institutional contexts. 

One of the most common forms of vicarious learning involves observing the expansion 

behaviour of other firms (Baum et al., 2000; Guillén, 2002; Greve, 2000). However, MNEs do 

not extract relevant information for their international operations decisions by observing the 

expansion movements of any random firm (Baum et al., 2000; Jiang et al., 2014). Differences 

in firm characteristics or different levels of interaction between firms may explain why a MNE 

can gain more knowledge by observing the actions and decisions of some firms than others 

(Ahuja, 2000; Cohen and Levinthal, 1990). 

We argue that a MNE is more likely to acquire relevant knowledge by observing the 

international presence decisions of firms that it faces in other countries. This is because prior 

interactions with these firms facilitate information exchange in subsequent common markets. 

Moreover, the MNE tends to acquire more knowledge by observing the behaviour of firms with 
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which it shares certain similarities (Xie and Li, 2016), such as a similar institutional background 

stemming from operating in the same countries. 

Our premise is particularly valuable in countries where information is unavailable or inadequate 

(Jiang et al., 2014; Turschke et al., 2014), which is often the case in countries with low quality 

institutions. The decisions of competitors to operate in a host country with low-quality 

institutions provide the MNE with valuable information that can help it understand how to 

conduct business in that specific institutional environment, even without direct experience. In 

particular, the MNE can gain insights into effective practices for conducting efficient 

transactions by observing how its competitors behave in that country (Jiang et al., 2014). For 

instance, the MNE can learn from its competitors' decisions regarding the selection of local 

suppliers or other key economic actors, effectively reducing the costs associated with partner 

selection and monitoring. Moreover, by observing how rivals behave in the low institutional 

quality country and how they behave in the other shared markets, the MNE can obtain relevant 

information that significantly reduces the transaction costs resulting from the scarcity of 

information due to institutional deficiencies in the foreign country. Overall, this suggests that 

the MNE can use the institutional knowledge of its competitors to mitigate the transaction costs 

associated with low-quality institutions (Peprah et al., 2022; Yuan and Pangankar, 2010). 

Therefore, vicarious learning substantially alters the transaction cost rationale underlying the 

institutional profile effect. 

To the extent that a greater concentration of competitors in a host country increases the potential 

for benefiting from vicarious learning (Jiang et al., 2014), the MNE will be more likely to 

operate in a host country with low-quality institutions if a larger number of its competitors have 

already established their presence there. Building upon this premise, we propose our final 

hypothesis as follows: 
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Hypothesis 2: Greater agglomeration of the MNE's competitors in a host country with 

low institutional quality negatively moderates the positive effect of host country 

institutional quality on the probability of the MNE operating in that host country. 

SAMPLE, VARIABLES, AND METHODOLOGY 

Sample 

We tested the hypotheses of this study in the mobile telecommunications industry from 2000 

to 2016. Our primary data source was GSMA Intelligence. This source provides quarterly 

information on nearly every mobile operator in the world since 2000, as well as economic and 

demographic information for more than 200 markets worldwide. We also gathered relevant 

information from other sources such as the Heritage Foundation and the World Bank. 

The mobile telecommunications industry is an appropriate context for our empirical analysis 

for two main reasons. First, mobile firms must obtain a national licence2 or acquire a mobile 

operator to operate within a country. This requirement enabled us to determine the specific 

timeframe when telecom firms had established their presence in a host country during the 

observation period. Second, the telecommunications industry is a clear example of a global 

industry in which firms from different parts of the world have expanded abroad (Curwen and 

Whalley, 2006; Domínguez et al., 2021). As a result, we have a diverse sample of home and 

host countries in terms of institutional profiles and a great diversity of MNEs in terms of their 

institutional knowledge. For example, our sample includes observations on the international 

expansion of Vodafone. This MNE was founded in the United Kingdom, a country with high 

institutional quality, and was present in about 30 foreign countries from 2000 to 2016. During 

this period, we observed Vodafone operating in other countries with high institutional quality 

(e.g., Qatar or Australia) as well as in countries with much lower institutional quality (e.g., India 

or Ghana). 
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Our dataset included all possible combinations of firms and potential host countries from 2000 

to 2016. We chose 2000 as the starting year because it is the first year for which GSMA 

Intelligence provides data on telecom firms. To construct the choice set, we followed previous 

studies that have examined MNEs' decisions in an international context and included all firms 

that operated in at least one foreign country by 2016 (Guler and Guillén, 2010; Lu et al., 2014). 

We considered a country as a potential destination if, at the end of our time frame, at least one 

telecom firm was operating within it (Albino-Pimentel et al., 2018; Gimeno et al., 2005; 

Holburn and Zelner, 2010; Li et al., 2018). Since the event under study was presence in a foreign 

country, we removed the home country from the choice set of each MNE. This resulted in a 

sample of 60 MNEs, 39 home countries and 145 host countries.  

Dependent variable 

We measured the presence of the MNE in a host country by using a dummy variable, presenceijt, 

which took the value 1 if the MNE (i) was present in the host country j in year t, and 0 otherwise 

(Albino-Pimentel et al., 2018; Jiang et al., 2020). We considered the MNE to be present in a 

given country if it owned at least 10 percent of a mobile operator in that country. The 

International Monetary Fund uses this threshold to define foreign direct investment; therefore, 

it has been widely used in studies on international expansion (e.g., García-Canal and Guillén, 

2008; Maggioni et al., 2019).  

Independent variables 

Institutional quality in the host country. Our measures of institutional quality should be 

consistent with the pro-market view of institutional economics, as this is the theoretical anchor 

of this study. Similar to previous studies, we understood pro-market institutions as those that 

support market efficiency and facilitate relationships among economic agents (Cuervo-Cazurra 

et al., 2019; Meyer et al., 2009; North, 1990). Accordingly, we measured institutional qualityjt-
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1 by using the average score of the five items of the Heritage Foundation’s Index of Economic 

Freedom (IEF) that are most closely related to market efficiency. These items are property 

rights, business freedom, trade freedom, investment freedom, and financial freedom (Meyer et 

al., 2009).3 The average IEF score of these items was a year (t) and country (j) based measure 

that could range from 0 to 100, with a higher score indicating a higher quality of the host 

country’s institutional profile.4 

Low institutional quality at home. We used a dummy variable to measure low institutional 

quality at homei (de Beule et al., 2014). This variable took the value 1 if the institutional quality 

in the home country of the focal MNE (i) was low, and 0 otherwise. We considered institutional 

quality to be low if the average IEF score in the home country during the observation period 

was below the mean. 

Experience in foreign countries with low institutional quality. Following previous studies, 

we employed two alternative measures to capture the MNE’s experience (Blake and Moschieri, 

2017). First, foreign experience with low institutional qualityit-1 (dummy) was measured by a 

dummy variable that took the value 1 if the MNE (i) was present in at least one foreign country 

with low institutional quality one year prior to the observation year (t-1), and 0 otherwise 

(Coeurderoy and Murray, 2008; Dikova, 2009; Trapczynksli and Bonalieva, 2016). Second, we 

used foreign experience with low institutional qualityit-1 (continuous) to measure the magnitude 

of the MNE’s experience. In this case, we added the number of foreign countries with low 

institutional quality where the focal MNE (i) was present one year before the observation year 

(t-1) (Carlsson et al., 2005; Dow and Larimo, 2011; Trapczynksli and Bonalieva, 2016). Again, 

we considered institutional quality to be low if the average IEF score of the foreign country was 

below the mean. 



19 

 

Agglomeration of competitors. This is a continuous measure that adds up the number of 

competitors of the focal MNE (i) in a host country with low institutional quality (j), one year 

before the observation year (t-1). To construct the variable agglomeration of competitorsijt-1, 

we followed a three-step process. First, we identified the competitors by examining the 

countries in which the MNE was present at the end of each year and identifying firms that were 

simultaneously active in these countries at that time. For the purposes of this variable, these 

firms were identified as the competitors of the MNE. Second, we identified the low institutional 

quality countries in which these competitors were present in each year. Consistent with previous 

measures, we considered a country to have low institutional quality if its average IEF score was 

below the mean. Finally, we added up the number of competitors of the MNE (i) in each 

potential host country with low institutional quality (j) one year prior to the observation year (t-

1). A potential host country was defined as a country in which the MNE did not yet operate.  

Control variables 

MNEs’ decisions about their international presence are subject to a variety of country, industry 

and firm-level characteristics. Thus, we included several control variables to isolate the 

moderating effect of experiential and vicarious learning on the institutional profile effect. 

Regarding country-level characteristics, we included the variable GDP per capitajt-1 to account 

for the wealth of each host country (Hernández and Nieto, 2015; Jiang et al., 2014; Punt et al., 

2021). We obtained this variable from the World Bank. We also accounted for potential 

incomejt-1 to better capture the economic attractiveness of the host countries (Gimeno et al., 

2005). Specifically, we examined the average price that was charged by mobile operators in 

each host country (j) one year before the observation year (t-1). Like previous studies conducted 

in this industry, average prices were estimated by utilizing the average revenue per user 

(Abolfathi et al., 2022). We obtained this measure from GSMA Intelligence. We also included 
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the variable population densityjt-1 to account for the number of potential customers relative to 

the size of the host country (j). We collected information on this variable from GSMA 

Intelligence, which measures it as the total population of the country at the end of the year 

divided by the land area of that country in square kilometers (GSMA Intelligence, 2019). 

Following previous studies, we included the variable political constraintsjt-1 to control for the 

level of host country policy risk (Blake and Moschieri, 2017; Henisz and Delios, 2004; Holburn 

and Zelner, 2010). We obtained this variable from the POLCON V database (Henisz, 2002). 

We also accounted for the presence (or absence) of cultural ties between the home and the host 

countries by including the variable of cultural tiesjk. A shared colonial past leads to a 

commonality of cultural attributes, such as language and religion across countries (Cuervo-

Cazurra and Genc, 2008), and is thus a proxy for cultural similarity. Therefore, we used a binary 

variable that took the value 1 when the home (k) and the host (j) countries had a colonial–

coloniser relationship (or vice versa), and 0 otherwise (Albino-Pimentel et al., 2018). We also 

included the variable geographic distancejk to control for the effect of physical distance 

(Albino-Pimentel et al., 2018). Specifically, we used a dummy variable that took the value 1 if 

the home (k) and the host (j) countries were in different geographic regions in accordance with 

the United Nations classification, and 0 otherwise.   

For industry-specific characteristics, we followed previous studies in the mobile 

telecommunications industry and included the variable market penetrationjt-1 to capture the 

penetration rate of mobile services in the host country (Gimeno et al., 2005). We obtained this 

variable from GSMA Intelligence, which measures it as the total number of mobile users in the 

country divided by the total population. We included the Herfindahl indexjt-1 to control for the 

degree of concentration in the host country (j). Additionally, we incorporated the variable 

market sizejt-1 in our analysis to account for the magnitude of telecommunications services in 

the host country (j). This variable was included as a control, as larger countries typically exhibit 
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greater appeal to foreign firms (Nachum et al., 2008). We obtained this variable from GSMA 

Intelligence, which measures it as the total number of people in the country who have 

subscribed to mobile services at the end of the year (GSMA Intelligence, 2019).  

Finally, we added some firm-level variables. First, we recognized that larger firms tend to have 

more resources to expand abroad (Jung, 2010) and thus can more easily mitigate the negative 

effects of unfamiliarity with the institutional profile of a foreign country (Nachum et al., 2008). 

We measure firm sizeit-1 by considering the number of subscribers of each mobile operator 

(Domínguez et al., 2021; Garrido et al., forthcoming). Specifically, GSMA Intelligence 

measures the number of subscribers by considering the total number of mobile connections 

registered on the mobile operator’s network. Second, we included firm performanceit-1 because 

better performing firms can more easily enter new countries (Zhou and Guillén, 2015). We 

quantified this variable using the EBITDA margin variable sourced from GSMA Intelligence. 

Third, we included firm global footprintit-1 to account for the MNE’s experience in the 

internationalization process (Eriksson et al., 1997; Johanson and Vahlne, 1977; Waqar and Ma, 

forthcoming). We measured this variable by adding the total number of countries in which the 

focal MNE (i) was present one year prior to the observation year (t-1). Finally, we included the 

variable firm ageit-1 to account for the possibility that an older MNE may be able to be present 

in more foreign countries than younger MNEs (Johanson and Vahlne, 1977). Nevertheless, the 

presence of organisational inertia may decrease the likelihood of older firms expanding 

internationally (Guillén, 2002). We quantified this variable by adding the number of years from 

the date of founding of the MNE (i) to one year prior to the observation year (t-1). As explained 

in the description of each variable, we included all predictor variables lagged by one year to 

avoid problems of simultaneity or reverse causality (Geogallis et al., 2022). 
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Descriptive Statistics 

Tables 1 and 2 show the descriptive statistics and correlations. As shown in Table 2, some 

correlations yielded values that could be considered high. However, they were within the 

expected range. For example, one would expect the correlation between the variables firm 

global footprintit-1 and foreign experience with low institutional qualityit-1 to be high because 

MNEs with a greater international presence are more likely to have expanded into foreign 

countries with low institutional quality. We performed a variance inflation factor (VIF) analysis 

to identify multicollinearity problems among the variables included in this study. The VIF 

values obtained in all the estimated models were below the suggested threshold of 10 (Neter et 

al., 1989). Thus, we ruled out the presence of multicollinearity problems in our analysis.5 

     ---------------------------------------------------- 

Insert Tables 1 and 2 here 

---------------------------------------------------- 

  

Methodology 

Our analysis focuses on MNEs’ decisions about their international presence. These decisions 

can be influenced by variables operating at multiple levels, including country-level and firm-

level factors. Multilevel analysis is suitable for dealing with hierarchical data structures such as 

ours (Hernández et al., 2018). In our study, two options were possible: either the MNE was 

present in the potential host country during the observation period or it was not. We used a 

mixed logistic model to capture these alternatives in a hierarchical data structure. This model 

is a generalised version of the conditional logit model that has been used in recent studies on 

international expansion (see, for recent examples, Albino-Pimentel et al., 2018; Hernández et 

al., 2018; Jiang et al., 2020). An important characteristic of mixed logistic models is that the 

coefficients do not represent marginal effects and therefore cannot be used to infer the true 
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relationship between variables (Wiersema and Bowen, 2009). Additional analyses, such as 

graphical representations, are required to properly interpret the results reported in these models 

(Hoetker, 2007). Therefore, we estimated coefficient regressions and calculated and depicted 

marginal effects to properly interpret our results. 

RESULTS 

Main results 

Table 3 presents the coefficients estimated by mixed logistic regressions across different model 

specifications. Model 1, our baseline model, includes institutional qualityjt-1 and control 

variables. Model 2 includes low institutional quality at homei, testing Hypothesis 1a. 

Hypothesis 1b is tested in models 3a and 3b. Model 3a includes foreign experience with low 

institutional qualityit-1 (dummy), while model 3b adds foreign experience with low institutional 

qualityit-1 (continuous). Model 4 includes agglomeration of competitorsijt-1 to test Hypothesis 2. 

Finally, models 5a and 5b, our full models, include the three boundary conditions. The 

difference between these two models lies in the measure used to test the effect of foreign 

experience. Model 5a incorporates the dummy variable to test the effect of foreign experience, 

while model 5b examines the effect of the continuous variable. As can be seen at the bottom of 

Table 3, models 5a and 5b are preferable to other specifications and thus warrant our focus. 

---------------------------------------------------- 

Insert Table 3 here 

---------------------------------------------------- 

Model 5a (Table 3) shows that the coefficient of institutional qualityjt-1 is positive and 

statistically significant (β = 0.026; p = 0.000). To better interpret this result, we calculated the 

marginal effect of institutional qualityjt-1 at the mean of all variables included in model 5a. We 

found that the marginal effect of this variable was positive and statistically significant (dy/dx= 
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0.023; p = 0.000). This result supports the institutional profile effect. In general, MNEs are 

more likely to be present in foreign countries with higher institutional quality.  

The coefficient of low institutional quality at homei in model 5a of Table 3 is positive and 

statistically significant (β = 0.248; p = 0.000). Conversely, the coefficient of the interaction of 

low institutional quality at homei and institutional qualityjt-1 is negative and statistically 

significant (β = -0.063; p=0.000). To accurately interpret interactions in logistic models, 

additional analyses are necessary. We first computed the marginal effect of institutional 

qualityjt-1 for the two values of the moderator (Hoetker, 2007; Wiersema and Bowen, 2009), 

obtaining a positive value when home institutional quality is high (dy/dx= 0.052; p = 0.000) and 

a negative value when it is low (dy/dx= -0.012; p = 0.000).  

We then plotted the moderating effect of the institutional knowledge acquired at home across 

the full range of institutional qualityjt-1 values in Figure 1. This figure contains two lines: a solid 

line and a dashed line. The dashed line corresponds to MNEs from countries with high 

institutional quality, while the solid line represents MNEs originating from countries with low-

institutional-quality. The non-overlapping confidence intervals indicate that the effect of the 

host country’s institutional quality on the probability of being present in that country is 

significantly different for the two values of low institutional quality at homei. The slopes of the 

lines indicate that MNEs that encounter high-quality institutions at home are more likely to 

operate in foreign countries with high-quality institutions (dashed line), while MNEs from 

countries with low institutional quality require institutions of a lower quality in the host country 

when deciding on their international presence (solid line). These results, similar to those in 

model 5b, support Hypothesis 1a. 
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---------------------------------------------------- 

Insert Figure 1 here 

---------------------------------------------------- 

Model 5a shows that the coefficient of foreign experience with low institutional qualityit-1 is 

positive (β = 1.070; p =0.000) and that the coefficient of the interaction with institutional 

qualityjt-1 is negative (β = -0.014; p = 0.007). Similarly, the coefficient of foreign experience 

with low institutional qualityit-1 in model 5b is positive (β = 0.018; p =0.000), and the coefficient 

of the interaction term is negative (β = -0.002; p = 0.000). To properly interpret these results, 

we computed the marginal effects of institutional qualityjt-1 at two representative values of the 

moderator (Hoetker, 2007; Wiersema and Bowen, 2009). We found that the marginal effect of 

institutional qualityit-1 decreases as the firm gains experience with low institutional quality 

abroad. In the case of the experience dummy variable, the average marginal effect of 

institutional qualityit-1 was 0.0356 for MNEs with no prior experience (p = 0.000), while it was 

0.0188 for experienced MNEs (p = 0.000). Similarly, for a low value of the continuous measure 

of experience (i.e., one standard deviation below the mean), the average marginal effect of 

institutional qualityit-1 was 0.029 (p = 0.000), and for a high value of the moderator (i.e., one 

standard deviation above the mean), the value was 0.026 (p = 0.000). We also plotted the 

contingent effect of this moderator for the two alternative measures in Figure 2.  

---------------------------------------------------- 

Insert Figure 2 here 

---------------------------------------------------- 

 

The left side of the figure illustrates the impact of the moderator when the dummy variable is 

used. In this scenario, the solid line represents MNEs without prior experience in managing low 

institutional quality abroad, while the dashed line represents MNEs with some experience. As 

shown in this side of the figure, the confidence intervals of the two lines do not overlap, except 

for very high values of institutional qualityit-1. Thus, the effect of the institutional profile is 

statistically different between inexperienced and experienced MNEs.6 The figure also shows 
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that the probability of being present in a foreign country with low-quality institutions is higher 

for experienced firms. This finding supports the notion that prior experience in such 

environments acts as a buffer against the institutional profile effect. Hence, we found support 

for Hypothesis 1b when employing the dummy variable to measure this moderator.  

The right-hand side of Figure 2 shows the contingent effect of foreign experience with low 

institutional qualityit-1 (continuous). Here, the lines represent the effect of the institutional 

profile for two representative values of the moderator: one standard deviation below and above 

the mean (Aiken and West, 1991). Specifically, the solid line refers to MNEs with little 

experience in foreign countries with low institutional quality (i.e., one standard deviation below 

the mean) and the dashed line refers to MNEs with a high level of such experience (i.e., one 

standard deviation above the mean). The confidence intervals of the solid and dashed lines 

overlap for medium to high levels of institutional qualityit-1. This implies that MNEs with low 

and high levels of experience in managing low-quality institutions abroad have a similar 

probability of operating in foreign countries with high-quality institutions. However, we 

observe that MNEs with extensive experience in foreign countries characterised by low 

institutional quality exhibit a higher likelihood of establishing a presence in host countries with 

low institutional quality. As a result, our argument in Hypothesis 1b is supported when using 

the continuous variable. 

Regarding the contingent effect of vicarious experience, model 5a shows that the coefficient of 

agglomeration of competitorsijt-1 is positive (β = 0.566; p =0.000) and that the coefficient of the 

interaction term between this variable and institutional qualityjt-1 is negative and statistically 

significant (β = -0.007; p =0.000). Similar results are obtained in model 5b. Again, we 

conducted additional analyses to properly interpret this moderating effect. First, we computed 

the marginal effects of institutional qualityjt-1 for two representative values of the moderator: 
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one standard deviation below/above the mean (Aiken and West, 1991; Wiersema and Bowen, 

2009). Our results show that the average marginal effect is lower the more competitors of the 

MNE operate in countries with low institutional quality. Specifically, the average marginal 

effect of institutional qualityit-1 is 0.0006 when no competitor is present in such countries (p = 

0.000) and 0.0004 when two competitors are present in host countries with low institutional 

quality (p = 0.028). 

---------------------------------------------------- 

Insert Figure 3 here 

---------------------------------------------------- 

Figure 3 depicts the institutional profile effect at the two representative values of this moderator. 

In this figure, the solid line represents a situation in which there are few competitors of the 

MNE in a host country with low institutional quality, and the dashed line refers to a situation 

in which there are many competitors. We observe that the confidence intervals of the two lines 

do not overlap. This confirms the importance of this moderator for a full understanding of the 

institutional profile effect. We also observe that the dashed line is above the solid line. 

Consistent with our expectations, the MNE is more likely to operate in a foreign country with 

low institutional quality if a larger number of its competitors are present there. Thus, we find 

support for Hypothesis 2. 

Additional Analysis 

Having concluded that the different types of learning serve as buffers against the institutional 

profile effect, we now focus on examining the distinctions between these different types of 

learning. To do this, we conducted an additional analysis. In this analysis, we created a set of 

dummy variables that distinguish five situations according to the types of institutional learning 

from which MNEs benefit. The first situation refers to MNEs that cannot benefit from any 

source of learning, either experiential or vicarious, about how to operate in countries with low-
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quality institutions. This group was used as the control group in the empirical analysis and was 

identified by the variable no knowledge it-1. This variable takes the value 1 for MNEs (i) that 

could not benefit from any type of learning in the year preceding the observation year (t-1). 

Otherwise, it takes the value 0.  

The variable home experienceit-1 was used to identify a second group of MNEs that only 

benefited from knowledge acquired at home. This variable takes the value 1 for MNEs (i) 

coming from a country with low institutional quality that did not benefit from the other types 

of learning in the year preceding the observation year (t-1).  

We used the variable foreign experienceit-1 to identify a third group of MNEs that only benefit 

from the knowledge acquired abroad. This variable takes the value 1 for MNEs (i) that came 

from a country with high institutional quality, did not benefit from vicarious learning, but 

operated in at least one foreign country with low institutional quality in the year preceding the 

observation year (t-1).  

The fourth group refers to MNEs that did not benefit from any source of experiential learning 

but benefited from vicarious learning. Here, we used the variable vicarious experienceit-1, which 

takes the value 1 for MNEs (i) that did not operate in low institutional environments, either at 

home or abroad, but were able to benefit from the knowledge gained by the agglomeration of 

their competitors in these environments in the year preceding the observation year (t-1).  

Finally, we created the variable various types of experienceit-1 to account for a situation in which 

MNEs had access to different types of learning at the same time. Thus, the variable takes the 

value 1 for MNEs (i) that benefited from more than one type of learning in the year preceding 

the observation year (t-1).   
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The results of this additional analysis are presented in Table 4. We included the variable 

institutional qualityjt-1, the four dummy variables described above (excluding the control 

group), the interactions between these variables and institutional qualityjt-1, and the same 

control variables as in the main estimations.  

---------------------------------------------------- 

Insert Table 4 here 

---------------------------------------------------- 

 

In addition to presenting the estimated coefficients, we have incorporated two additional tables 

in order to account for the unique characteristics of the mixed-logistic models and facilitate the 

comparison of the effects associated with each type of learning. Table 5 shows the marginal 

effect of institutional qualityjt-1 for the different groups of MNEs considered in this additional 

analysis. Table 6 presents the results of the tests that we conducted to compare the impact of 

each type of learning on the institutional profile effect. In order to better understand the results 

obtained in this additional analysis, we now comment on the main conclusions drawn for each 

type of learning. To do so, we will simultaneously use the information contained in Tables 4–

6. 

---------------------------------------------------- 

Insert Table 5 here 

---------------------------------------------------- 

---------------------------------------------------- 

Insert Table 6 here 

---------------------------------------------------- 

 

Table 4 shows that the coefficient of institutional qualityjt-1 is positive and statistically 

significant (β = 0.146; p =0.000). We calculated the marginal effect of institutional qualityjt-1 at 

the mean of all the variables included in Table 4 and found that it is positive and statistically 

significant (dx/dy = 0.023; p =0.000). This result supports the institutional profile effect.  
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Table 4 also shows that the coefficient of the interaction term between institutional qualityjt-1 

and home experienceit-1 is negative and statistically significant (β = -0.178; p =0.013). In Table 

5, we see that the average marginal effect of institutional qualityjt-1 for MNEs that had no 

experience with low institutional profiles is 0.146 (p=0.000), while the value is negative but not 

statistically significant for MNEs that had only learned how to operate in low institutional 

profile countries at home (dy/dx= -0.031; p > 0.10). As shown in Table 6, we confirmed the 

statistically significant difference between MNEs lacking knowledge on operating in countries 

with low institutional profiles (i.e., the control group) and MNEs possessing prior experience 

with low-quality institutions in their home countries (contrast= -0.177; p=0.013).  

Table 4 shows that the coefficient of the interaction term between institutional qualityjt-1 and 

foreign experienceit-1 is also negative and statistically significant (β = -0.085; p =0.000). As 

shown in Table 5, the average marginal effect of institutional qualityjt-1 for MNEs that acquired 

knowledge on dealing with low-quality institutions abroad is 0.061 (p=0.000). Table 6 

compares MNEs with foreign experience to inexperienced MNEs, revealing that the 

institutional profile effect is different for these two groups (contrast= -0.085, p=0.000). By 

comparing the average marginal effect of institutional qualityjt-1 for these two groups, we 

observe an 0.085 reduction in the marginal effect for MNEs with foreign experience. However, 

we do not find a statistically significant difference in the institutional profile effect between 

MNEs with domestic experience and those with foreign experience (contrast= 0.092, p=0.185).  

In Table 4, we also find a negative and statistically significant coefficient for the interaction 

term between institutional qualityjt-1 and vicarious experienceit-1 (β = -0.077; p =0.001). In this 

case, the marginal effect of institutional qualityjt-1 for MNEs that only benefit from vicarious 

learning is 0.069 (p=0.000). Compared to MNEs without any type of learning, the average 

marginal effect is reduced by 0.077. Table 6 also shows that the institutional profile effect is 
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statistically different for MNEs without institutional learning and those that benefit from 

vicarious learning (contrast=-0.077; p=0.001). However, we do not find significant differences 

in the institutional profile effect between MNEs with home experience, foreign experience, and 

vicarious experience.  

Finally, Table 4 shows that the coefficient of the interaction term between institutional qualityjt-

1 and various types of experienceit-1 is negative and statistically significant (β = -0.163; p 

=0.000). As shown in Table 5, the average marginal effect of institutional qualityjt-1 for MNEs 

that have benefited from more than one type of institutional learning is -0.017 (p=0.000). When 

comparing the values for MNEs with no knowledge of low-quality institutions to those with 

multiple types of institutional learning, we observe a more substantial reduction in the marginal 

effect of institutional qualityjt-1. In fact, the average marginal effect no longer remains positive 

when MNEs possess various types of learning on how to deal with low-quality institutions. 

Table 6 presents interesting results when comparing the institutional profile effect across the 

five groups. We find that the institutional profile effect for MNEs that benefit from multiple 

types of learning significantly differs from the institutional profile effect for all other groups of 

MNEs, except for the group that only benefits from home country experience. These results 

suggest that home country experience is the source that has the greatest impact on the 

importance that MNEs attribute to the institutional quality of host countries when making 

decisions about their international presence. In fact, when comparing the effects between MNEs 

with some type of learning (i.e., groups 1, 2, 3, and 4) and those with none type (i.e., control 

group), the highest value is observed for home experience. 

Robustness Checks 

We checked the consistency of our results by applying several robustness tests. First, we used 

two alternative measures to test Hypothesis 1a (see Table 7).7 On the one hand, we used the 
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median, rather than the mean, to distinguish between home countries with low and high 

institutional quality.8 For this alternative measure, the variable low institutional quality at homei 

(median) takes the value 1 if the average IEF score during the observation period is below the 

median, and 0 otherwise. Models 1 and 2 in Table 7 report the estimation for this measure. On 

the other hand, we used a continuous measure to capture the institutional quality at home. 

Specifically, we applied the same logic as in the case of the host country’s institutional profile 

and took the five IEF items that are most closely related to the pro-market view of institutions 

(Meyer et al., 2009). Thus, low institutional quality at homeit-1 (continuous) was measured as 

the annual average score of these five IEF items in the home country. Models 3 and 4 (Table 7) 

show the estimation results for this second alternative. These results demonstrate the stability 

of our findings regarding Hypothesis 1a, as they remain consistent with the results obtained 

using the primary measure (Table 3).9 

---------------------------------------------------- 

Insert Table 7 here 

---------------------------------------------------- 

Second, we employed an alternative measure to test Hypothesis 2 (Table 8). This alternative 

measure is grounded on the premise that MNEs are prone to acquiring valuable institutional 

knowledge from firms operating in their home countries (Tan and Meyer, 2011). This is 

primarily due to the fact that MNEs have been operating in their home countries for a longer 

period of time, thereby increasing the likelihood of observing competitor behaviour in these 

countries over an extended timeframe. Furthermore, MNEs tend to place particular attention to 

their home countries, which can lead to a higher absorption of information from firms operating 

within these countries. This facilitates information exchange and knowledge inference, 

increasing the likelihood of vicarious learning. To test Hypothesis 2, we included the variable 

agglomeration of home competitorsijt-1 in models 1 and 2 of Table 8. To calculate this variable, 

we first identified the firms that the MNE faced in its home country. For the purposes of this 
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variable, all firms that competed with the focal MNE in its home country were considered as 

competitors. We then examined the host countries into which these competitors operated one 

year prior to the observation year, and calculated the total number of home competitors of the 

focal MNE in each host country during that year. Thus, agglomeration of home competitorsijt-1 

is the total number of home competitors of the MNE (i) present in a given host country (j) one 

year prior to the observation year (t-1). The results obtained using this alternative variable are 

similar to those reported in Section 5.1. 

---------------------------------------------------- 

Insert Table 8 here 

---------------------------------------------------- 

In models 3 and 4 of Table 8, we present two additional analyses aimed at assessing the 

robustness of Hypothesis 2. These models enable us to explore factors other than vicarious 

learning that could potentially explain the likelihood of MNEs to operate in a host country 

where other firms have already established their presence. Specifically, model 3 incorporates 

agglomeration of firmsjt-1 as a new control variable in our model. This variable is measured as 

the total number of firms operating in the host country (j) one year prior to the observation year 

(t-1).  

The reason behind incorporating this variable is to account for two alternative explanations to 

vicarious learning: mimetic entries and oligopolistic reactions (Gimeno et al., 2005; Haveman, 

1993). Mimetic entry arises when firms attempt to mitigate the uncertainty linked to 

international expansion by imitating the international presence of other firms. As a result, prior 

decisions made by industry players may serve as models to emulate, with the expectation that 

a specific host country will gain greater legitimacy as more firms operate there (Haveman, 

1993).  
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An oligopolistic reaction represents a prevalent bandwagon effect in oligopolistic industries, 

such as mobile telecommunications. Within this framework, firms may feel compelled to mimic 

the internationalization strategies of other industry players in order to safeguard their global 

competitive position from potential erosion (Ito and Rose, 2002). This rationale implies that an 

increased presence of industry players in a particular location increases the probability of the 

MNE operating within the same country. 

If one of these two alternative explanations is behind the main results obtained for Hypothesis 

2, then we should observe that agglomeration of competitorsijt-1 does not impact the institutional 

profile effect when agglomeration of firmsjt-1 is included as a control variable. As shown in 

model 3 (Table 8), the coefficient of the interaction between agglomeration of competitorsijt-1 

and institutional qualityjt-1 is negative and statistically significant after controlling for the 

agglomeration of firms. We depicted the moderating effect of agglomeration of competitorsijt-1 

in model 3 of Table 8 (not shown) and obtained a similar representation as in Figure 3. In model 

3 of Table 8, we also found that the coefficient of agglomeration of firmsjt-1 was negative and 

statistically significant, implying that MNEs were less likely to operate in host countries where 

more industry players were already operating. Taken together, these findings provide further 

robustness to the results reported in Section 5.1. 

Model 4 in Table 8 accounts for the possibility that MNEs were more likely to follow the 

international expansion of their rivals in an attempt to benefit from the mutual tolerance derived 

from multimarket contact (Baum and Korn, 1996; Haveman and Nonemaker, 2000). 

Specifically, we added firm average MMCit-1 as a new control variable in this model. We 

measured this variable as the total number of multimarket contacts that the MNE (i) had one 

year prior to the observation year (t-1) divided by the total number of multimarket rivals of this 

MNE in that year. The effect of multimarket contact was positive, suggesting that MNEs seek 
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out their multimarket competitors. After controlling for this competitive factor, our findings 

regarding Hypothesis 2 remained consistent with the explanations provided in Section 5.1. This 

reinforces our reasoning about vicarious learning.  

Finally, we considered the diversity of entry modes in our sample. Our theoretical reasoning 

focused primarily on the international presence of MNEs through greenfield investments. 

However, in some cases, telecom firms expand abroad by acquiring a mobile operator in a new 

country. In such a scenario, it is plausible that the acquired firm could transfer institutional 

knowledge to the acquiring firm, potentially influencing the institutional profile effect. 

Unfortunately, we did not have information on the specifics of knowledge transfer between 

firms to enrich our empirical analysis. Nonetheless, we were able to replicate the analyses 

presented in Table 3 for firms that expanded internationally through cross-border acquisitions. 

The results of this additional analysis are shown in Table 9. As can be seen, the estimation 

coefficients are quite similar to those reported in the main results section. The more relevant 

difference is that in model 5b of Table 9 the coefficient of the interaction between institutional 

qualityjt-1 and foreign experience with low institutional quality (continuous)it-1 is not statistically 

significant, as it was in the main estimations (model 5b of Table 3). We plotted this effect (not 

reported) and found that there are no statistically significant differences in the institutional 

profile effect between MNEs with low and high levels of experience with low-quality 

institutions abroad. Apart from this variable, the graphical representation of the remaining 

effects presented in Table 9 yielded graphs similar to those depicted in Figures 1–3.  

---------------------------------------------------- 

Insert Table 9 here 

---------------------------------------------------- 
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DISCUSSION AND CONCLUSIONS 

Drawing on institutional economics, this study focuses on clarifying the impact of formal 

institutions on MNEs’ decisions about their international presence by exploring the boundary 

conditions of the institutional profile effect. In particular, we have answered the following 

question: What types of learning reduce the probability of MNEs operating in countries with 

high institutional quality? In doing so, we help to reconcile, both theoretically and empirically, 

the discrepancies found in previous studies.  

In general, we find that high-quality institutions in a host country increase the likelihood that 

MNEs will operate in that country. This finding supports the theoretical rationale of institutional 

economics and provides new evidence for the institutional profile effect. According to this 

theory, MNEs seek to reduce transaction costs abroad by operating in countries where 

institutions provide efficient market mechanisms (Williamson, 1998). Therefore, higher 

institutional quality is preferred when deciding on an international presence. Comparative 

institutional advantages therefore exist (Martin, 2014).  

However, we find that the probability of operating in foreign countries with high institutional 

quality is lower for MNEs with knowledge, either experiential or vicarious, of how to operate 

in countries with low institutional quality. This finding suggests that the inconsistencies or 

contradictions regarding the impact of formal institutions on the international presence of 

MNEs can primarily be attributed to varying levels of institutional knowledge among MNEs. 

Contrary to the theoretical underpinnings of institutional economics, the level of transaction 

costs in a given country is not the same for all MNEs, but it is highly dependent on the MNE’s 

institutional knowledge. As Aguilera and Grøgaard (2019) argue, it is necessary to go beyond 

the assumption that institutions influence MNEs' decisions homogeneously and to explore the 

interactions between institutions and firm-level factors much more deeply. We have explored 



37 

 

these interactions by analysing how different types of institutional learning (i.e., the firm-level 

factor) modify the institutional profile effect. Moreover, we have compared the three 

moderating effects.  

Our results confirm that the institutional knowledge acquired in the home country is crucial for 

understanding how the MNE assesses the institutional profile of a particular country when 

deciding on its international presence (Ang et al., 2015; Cuervo-Cazurra and Genc, 2008). 

MNEs from low quality institutional environments acquire knowledge on how to deal with the 

high transaction costs associated with these environments. As a result, the transaction cost 

rationale of institutional economics does not apply to these MNEs. Because they know how to 

transact efficiently in markets with inefficient institutions, these MNEs do not need high-quality 

institutions to reduce transaction costs. The institutional profile effect is weakened for them. 

Indeed, the evidence from Figure 1 suggests that these MNEs can cope with higher (rather than 

lower) transaction costs in countries with high institutional quality.  

This finding is consistent with institutional distance research; however, we advance previous 

studies on this topic in three main ways. First, most institutional distance research addresses 

issues other than decisions of MNEs about their international presence. Notably, Kostova et al. 

(2020: 478) found that of the relationships included in their meta-analysis, ‘50% were on 

performance, closely followed by entry mode (full or partial ownership) (39%)’, and that 

studies of firms' decisions about international presence, such as their choice of location or mode 

of establishment, were rather limited. Second, these authors suggest that previous research on 

institutional distance may lack theoretical rigor, emphasizing the need to strengthen its 

theoretical foundations. Our study contributes to this by drawing on institutional economics and 

refining the theoretical argument on the impact of home country institutional knowledge on the 

institutional profile effect. Third, previous studies have argued for the need to disentangle the 
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institutional profile effect from the effect of institutional distance (Kostova et al., 2020; Van 

Hoorn and Maseland, 2016). Achieving this requires a diverse sample of both host and home 

countries (Van Hoorn and Maseland, 2016). In such a diverse sample, the effect of institutional 

distance appears less clear. Kostova et al.’s (2020) meta-analysis concludes that the relationship 

between institutional distance and foreign location choice is generally negative and statistically 

significant. However, this relationship is not statistically significant in studies that include many 

home and host countries. We contribute to the empirical consolidation of institutional distance 

research by demonstrating that, using a large sample of both home and host countries, MNEs 

from low-quality institutional environments are more likely to be present in countries with low-

quality institutions. 

To capture the full effect of experiential learning, we have also considered the knowledge 

acquired in the foreign countries where the MNE has expanded (Perkins, 2014; Zhou and 

Guillén, 2015). Our results suggest that this knowledge refines the theoretical rationale of 

institutional economics in relation to the institutional profile effect. MNEs operating in foreign 

countries with low-quality institutions encounter inefficient formal mechanisms and thus tend 

to develop institutional capabilities to substitute for these mechanisms themselves. As a result, 

these MNEs become less dependent on high-quality institutions for efficient transactions 

abroad. Therefore, competitive institutional advantages depend not only on where the MNE 

originated (Martins, 2014) but also on its international expansion pattern.  

Our research suggests that, in comparison to MNEs lacking knowledge of low-quality 

institutions, MNEs that have acquired knowledge both domestically and internationally 

demonstrate reduced concern regarding the quality of host country institutions when making 

decisions regarding their international presence. Contrary to the assumption of many studies on 

institutional distance, firms from high-quality institutional environments do not always lack 

knowledge about how to operate in countries with low-quality institutions. These firms can 
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learn about such institutions through international expansion. In fact, comparing the impact of 

the two experiential learning sources (i.e., home and abroad), we find no statistically significant 

differences. Thus, the moderating effect of knowledge acquired at home is similar to that of 

knowledge acquired abroad.  

Finally, this research has recognized the importance of vicarious learning in decisions about 

international presence (Jiang et al., 2014). Consistent with previous studies (Lumineau et al., 

2011), our results show that MNEs can use vicarious learning when they lack direct experience 

and information about low-quality institutions. Once again, in comparison to an MNE with no 

knowledge of low-quality institutions, MNEs that benefit from vicarious learning about such 

institutional environments exhibit reduced concern regarding the quality of host country 

institutions when making decisions about international operations. However, when we compare 

the moderating effect of vicarious learning with the two sources of experiential learning, we 

find that there are no statistically significant differences. This suggests that all types of learning 

have similar effects on the institutional profile effect. Thus, MNEs can compensate for the lack 

of experiential knowledge of low-quality institutions by learning from observing their 

competitors in these institutional environments.  

To ensure the accuracy of our theoretical reasoning, we conducted additional analyses to 

address alternative explanations for the observed effect attributed to vicarious learning. These 

alternative explanations are particularly relevant in the context of this study, as highlighted by 

Gimeno et al. (2005). Specifically, we considered two alternative explanations: mimetic entry 

and oligopolistic reactions. The first refers to inter-organisational mimicry in decisions about 

where to operate abroad (DiMaggio and Powell, 1983; Henisz and Delios, 2001). This mimicry 

is intended to reduce uncertainty and legitimise the decision to operate in the host country. The 

second is the oligopolistic reaction, which leads firms to operate in the same countries as other 
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firms (especially domestic rivals) to avoid eroding their global competitive position (Hennart 

and Park, 1994; Knickerbocker, 1973).  

Our study also contributes to a better understanding of the relationship between strategy and 

organisation. A crucial aspect of strategy is to determine the international markets in which a 

firm should compete to maximise value creation. The correct identification of these countries 

is not a simple matter and depends on a number of factors. Our work corroborates that formal 

institutions are a highly important factor in this dimension of the strategy. However, to truly 

grasp the influence of formal institutions on the selection of international markets, it is 

necessary to pay attention to the organisation itself. Specifically, we highlight the importance 

of organisational learning (both experiential and vicarious) and contribute to the understanding 

of how this learning affects the international expansion strategy of MNEs. 

This paper has several implications for managers. As shown, low institutional quality (in 

isolation) is not something that firms should necessarily avoid when deciding where to operate 

abroad. While the institutional environment may facilitate business activity, managers should 

pay attention to the knowledge and capabilities of their firms and, based on this, anticipate the 

impact of institutions on their business. In this sense, our work also reinforces the idea that the 

internationalisation process offers many valuable learning opportunities, allowing firms to 

enrich their initial endowment of institutional knowledge. Updating this knowledge through 

internationalisation may be particularly relevant in the current globalized context, in which 

MNEs face foreign rivals from institutionally very different countries. However, this does not 

mean that firms with fewer resources to operate abroad can hardly increase their institutional 
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knowledge. In this case, observing the decisions of others may emerge as an optimal way for 

smaller firms to upgrade their knowledge endowment.   

The present study has some limitations that may offer opportunities for future research. First, 

we have refined the theoretical rationale of institutional economics by exploring how 

organisational learning alters the institutional profile effect. However, other theories in 

management and political science may also explain why some MNEs operate in countries with 

low-quality institutions, such as local alliances (Li et al., 2012; Lojacono et al., 2017), 

obsolescent bargaining power (Moschieri et al., forthcoming), or risk management (Tang and 

Buckley, 2020). Future studies could use these alternative theories to complement our research 

and sharpen the theoretical reasoning underlying the institutional profile effect.  

Second, our measure of institutional knowledge takes into account the knowledge of the MNE 

as a whole, but not the knowledge of individuals within the MNE. We cannot neglect the fact 

that MNEs are managed by people who possess some knowledge that can help their firms to 

operate abroad. Indeed, some studies have shown that the way in which individuals in the top 

management teams (TMTs) perceive institutions, and their experience in certain institutional 

contexts, explain the global strategy of their firms (Tuschke et al., 2014; Weber et al., 2020). 

This interesting point could be examined further, and the TMTs’ institutional knowledge could 

be incorporated as a contingent factor in the institutional profile effect. In line with this idea, 

our sample includes observations that are associated with different modes of entry. Although a 

further analysis has confirmed the robustness of our results, we cannot overlook that 

acquisitions may involve some transfer of institutional knowledge between the acquiring firm 

and the acquired firm. Unfortunately, we did not have micro-level data to address this issue. 

https://www.webofscience.com/wos/author/record/11114940
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Future research could use a more fine-grained analysis that takes into account these institutional 

knowledge transfers in cross-border acquisitions.  

Third, we cannot overlook the specificities of the mobile telecommunications industry. As 

García-Canal and Guillén (2008) have noted, regulated industries have certain characteristics 

that lead them to be more influenced by formal institutions. Future studies could apply the 

model proposed in this study to a sample of MNEs belonging to different sectors, which would 

increase the generalisability of our results.  

Finally, we acknowledge that formal institutions and institutional knowledge influence many 

business decisions. This study lays the groundwork for future research that could apply our 

integrative framework of MNEs’ institutional knowledge to other relevant decisions in the 

internationalisation process. 
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NOTES 

1 Institutional economics and institutional theory are different approaches to analysing the impact of institutions 

on firm behaviour. Institutional theory is a more general concept that encompasses several theoretical perspectives. 

It includes institutional economics (North, 1990; Williamson, 1985), the sociological approach (DiMaggio and 

Powell, 1983; Scott, 1995), the political approach (March and Olsen, 1983; Olson, 1965), and the psychological 

approach to institutions (Hofstede, 2001; Schwartz, 1992). Given that institutional economics is one of the streams 

that is most closely related to MNEs’ international presence and is the most widely used to analyse this topic 

(Donnelly and Manolova, 2020), this paper uses it as a theoretical anchor. 

2 National authorities tend to grant licences to operate in their markets with national coverage. As a result, in this 

study, each market is a country. 

3 We used the average score of these five items of the IEF in all other measures related to institutional quality. 

4 Institutional economics views institutions as constraints on the behaviour of economic actors (North, 1990) and 

argues that governments should intervene only to ensure the efficiency of market mechanisms, leaving markets to 

operate more freely. Therefore, according to institutional economics, higher scores on the IEF lead to higher quality 

institutions.  

5 In the estimated models, we mean centred the main explanatory variables to reduce the multicollinearity caused 

by the interaction terms associated with moderating effects (Aiken and West, 1991).  

6 However, the confidence intervals of the two lines overlapped for very high values of institutional qualityjt-1. This 

suggests that when the institutional quality of the host country was very high, the probability of being present in 

that country was not significantly altered by the experience in low-institutional-quality environments that the MNE 

had acquired abroad.  

7 In the results presented in this section referring to the full model, the experience variable was measured through 

the continuous measure. Estimates using the dummy variable yielded the same results but were not included for 

reasons of space.  

8 We thank an anonymous reviewer for this suggestion.  

9 We have not included the graphical representation of the moderating impact for these alternative measures 

because of space considerations. In both cases, we observed an effect similar to that reported in Figure 1. These 

graphical representations are available from the authors upon request. 



44 

 

REFERENCES 

Abolfathi N, Fosfuri A, Santamaria S (2022) Out of the trap: Conversion funnel business model, customer 

switching costs, and industry profitability. Strategic Management Journal 43(9): 1872-1896. 

Adomako S, Amankwah-Amoah J, Dankwah GO, Danso A, Donbesuur F (2019) Institutional voids, international 

learning effort and internationalization of emerging market new ventures. Journal of International 

Management 25(4): 100666. 

Aguilera RV, Grøgaard B (2019) The dubious role of institutions in international business: A road 

forward. Journal of International Business Studies 50: 20-35. 

Ahuja G (2000) Collaboration networks, structural holes, and innovation: a longitudinal study. Administrative 

Science Quarterly 45(3): 425–455. 

Aiken LS, West SG (1991) Multiple regression: testing and interpreting interactions. Sage Publications, Newbury 

Park, CA. 

Albino-Pimentel J, Dussauge P, Shaver JM (2018) Firm non-market capabilities and the effect of supranational 

institutional safeguards on the location choice of international investments. Strategic Management 

Journal 39(10): 2770-2793. 

Ang SH, Benischke MH, Doh JP (2015) The interactions of institutions on foreign market entry mode. Strategic 

Management Journal 36(10): 1536–1553. 

Argote L (1999) Organizational learning: Creating, retaining and transferring knowledge. Kluwer Academic 

Publishers, Boston. 

Argote L, Miron-Spektor E (2011) Organizational learning: From experience to knowledge. Organization 

science 22(5): 1123-1137. 

Bailey N (2018) Exploring the relationship between institutional factors and FDI attractiveness: A meta-analytic 

review. International Business Review 27(1): 139-148. 

Bandura A (1977) Social Learning Theory. Prentice Hall, Englewood Cliffs, NJ. 

Bamberger P (2008) From the editors beyond contextualization: Using context theories to narrow the micro-macro 

gap in management research. Academy of Management Journal 51(5): 839-846. 

Baum JA, Korn HJ (1996) Competitive dynamics of interfirm rivalry. Academy of Management journal 39(2): 

255-291. 

Baum JA, Li SX, Usher JM (2000) Making the next move: How experiential and vicarious learning shape the 

locations of chains' acquisitions. Administrative Science Quarterly 45(4): 766-801. 

Bell VA, Cooper SY (2018) Institutional knowledge: Acquisition, assimilation and exploitation in 

internationalisation. International Marketing Review 35 (3): 475-497. 

Bevan A, Estrin S, Meyer K (2004) Foreign investment location and institutional development in transition 

economies. International Business Review 13(1): 43–64. 

Blake DJ, Moschieri C (2017) Policy risk, strategic decisions and contagion effects: firm-specific considerations. 

Strategic Management Journal, 38(3): 732-750. 

Brouthers KD (2002) Institutional, cultural and transaction cost influences on entry mode choice and 

performance. Journal of international business studies 33: 203-221. 

Busse C, Kach AP, Wagner SM (2017) Boundary conditions: What they are, how to explore them, why we need 

them, and when to consider them. Organizational Research Methods 20(4): 574-609. 

Carlsson J, Nordegren A, Sjöholm F (2005) International experience and the performance of Scandinavian firms 

in China. International Business Review 14(1): 21-40. 

Chan CM, Du J (2022) Formal institution deficiencies and informal institution substitution: MNC foreign 

ownership choice in emerging economy. Journal of Business Research 142: 744-761. 

Cohen WM, Levinthal DA (1990) Absorptive capacity: A new perspective on learning and 

innovation. Administrative science quarterly 35(1): 128-152. 

Coeurderoy R, Murray G (2008) Regulatory environments and the location decisions of start-ups: evidence from 

the first international market entries of new technology-based firms. Journal of International Business 

Studies 39(4): 670-687. 

Cuervo-Cazurra A, Genc ME (2008) Transforming disadvantages into advantages: developing-country MNEs in 

the least developed countries. Journal of International Business Studies 39(6): 957–979. 

Cuervo-Cazurra A, Mudambi R, Pedersen T (2019) Clarifying the relationships between institutions and global 

strategy. Global Strategy Journal 9(2): 151-175. 

Cuervo-Cazurra A, Luo Y, Ramamurti R, Ang SH (2018) The impact of the home country on 

internationalization. Journal of World Business 53(5): 593-604. 

Curwen P, Whalley J (2006) Measuring internationalisation in the mobile telecommunications industry. 

International Business Review 15(6): 660–681. 

Daude C, Stein E (2007) The quality of institutions and foreign direct investment. Economics and Politics 19(3): 

317-344. 

De Beule F, Elia S, Piscitello L (2014) Entry and access to competencies abroad: Emerging market firms versus 

advanced market firms. Journal of International Management 20(2): 137-152. 



45 

 

Dikova D (2009) Performance of foreign subsidiaries: Does psychic distance matter? International Business 

Review 18(1): 38-49. 

DiMaggio PJ, Powell WW (1983) The iron cage revisited: Institutional isomorphism and collective rationality in 

organizational fields. American sociological review 48(2): 147-160. 

Djankov S, La Porta R, Lopez-de-Silanes F, Shleifer A (2002) The regulation of entry. The quarterly Journal of 

economics 117(1): 1-37. 

Domínguez B. Gómez J, Maícas JP (2021) Multimarket pioneers: Does multimarket contact improve their 

performance? Long Range Planning 54:101993 

Donnelly R, Manolova TS (2020) Foreign location decisions through an institutional lens: A systematic review 

and future research agenda. International Business Review 29(4): 101690. 

Dow D, Larimo J (2011) Disentangling the roles of international experience and distance in establishment mode 

choice. Management International Review 51(3): 321-355. 

Ellimäki P, Hurtado-Torres NE, Cordón-Pozo E (forthcoming) The impact of home and host country institutional 

development on multinationals’ R&D intensity. BRQ Business Research Quarterly. 

https://doi.org/10.1177/23409444221076495 

Eriksson K, Johanson J, Majkgard A, Sharma DD (1997) Experiential Knowledge and Cost in the 

Internationalization Process. Journal of International Business Studies 28(2): 337-360. 

García-Canal E, Guillén MF (2008) Risk and the strategy of foreign location choice in regulated industries. 

Strategic Management Journal 29(10): 1097–1115. 

Garrido E, Giachetti C, Maicas JP (forthcoming) Navigating windows of opportunity: the role of international 

experience. Strategic Management Journal. DOI: https://doi.org/10.1002/smj.3485 

Georgallis P, Albino-Pimentel J, Kondratenko N (2021) Jurisdiction shopping and foreign location choice: The 

role of market and nonmarket experience in the European solar energy industry. Journal of International 

Business Studies 52: 853-877. 

Gimeno J, Hoskisson RE, Beal BD, Wan W (2005) Explaining the clustering of international expansion moves: a 

critical test in the U.S. telecommunications industry. Academy of Management Journal 48(2): 197–319. 

Globerman S, Shapiro D (2003) Governance infrastructure and US foreign direct investment. Journal of 

international business studies 34(1): 19-39. 

GSMA (2019) Metrics description. Retrieved from https://www.gsmaintelligence.com/metrics/3/1630/data/  

Guillén MF (2002) Structural inertia, imitation, and foreign expansion: South Korean firms and business groups 

in China, 1987-95. The Academy of Management Journal 45(3): 509-525. 

Greve HR (2000) Marketing niche entry decisions: Competition, learning, and strategy in Tokyo banking, 1894–

1936. Academy of Management Journal 43(5): 816-836. 

Guler I, Guillén M (2010) Institutions and the internationalization of US venture capital firms. Journal of 

International Business Studies 41(2): 185–205. 

Haveman HA (1993) Follow the leader: Mimetic isomorphism and entry into new markets. Administrative science 

quarterly 38(4): 593-627.6 

Haveman HA, Nonnemaker L (2000) Competition in multiple geographic markets: The impact on growth and 

market entry. Administrative Science Quarterly 45(2): 232-267. 

Hennart JF, Park YR (1994) Location, governance, and strategic determinants of Japanese manufacturing 

investment in the United States. Strategic management journal 15(6): 419-436. 

Henisz WJ (2002) The political constraint index (POLCON) dataset. 

Henisz WJ, Delios A (2001) Uncertainty, imitation, and plant location: Japanese multinational corporations, 1990‐

1996. Administrative science quarterly 46(3): 443-475. 

Henisz WJ, Delios A (2004) Information or influence? The benefits of experience for managing political 

uncertainty. Strategic Organization 2(4): 389-421. 

Hernández V, Nieto MJ (2015) The effect of the magnitude and direction of institutional distance on the choice of 

international entry modes. Journal of World Business 50(1): 122–132. 

Hernández V, Nieto MJ, Boellis A (2018) The asymmetric effect of institutional distance on international location: 

Family versus nonfamily firms. Global Strategy Journal 8(1): 22-45. 

Hitt MA, Li H, Worthington WJ (2005) Emerging markets as learning laboratories: Learning behaviors of local 

firms and foreign entrants in different institutional contexts. Management and Organization Review 1(3): 

353-380. 

Hoetker G (2007) The use of logit and probit models in strategic management research: Critical issues. Strategic 

Management Journal 28(4): 331-343. 

Hofstede G (2001) Culture's consequences: Comparing values, behaviors, institutions and organizations across 

nations. Thousand Oaks, CA: SAGE Publications. 

Holburn GLF, Zelner BA (2010). Political capabilities, policy risk, and international investment strategy: Evidence 

from the global electric power generation industry. Strategic Management Journal 31(12):1290–1315. 

Ito K, Rose EL (2002) Foreign direct investment location strategies in the tire industry. Journal of International 

Business Studies 33(3): 593-602. 

Jiang GF, Holburn GLF, Beamish PW (2014) The impact of vicarious experience on foreign location strategy. 

Journal of International Management 20(3): 345–358. 

https://doi.org/10.1177/23409444221076495
https://doi.org/10.1002/smj.3485
https://www.gsmaintelligence.com/metrics/3/1630/data/


46 

 

Jiang GF, Holburn GLF, Beamish PW (2020) Repeat market entries in the internationalization process: The impact 

of investment motives and corporate capabilities. Global Strategy Journal 10(2): 335-360. 

Jiménez A, de la Fuente D (2016) Learning from others: the impact of vicarious experience on the psychic distance 

and FDI relationship. Management International Review 56: 633–664. 

Johanson J, Vahlne JE (1977) The internationalization process of the firm: a model of knowledge development 

and increasing foreign market commitments. Journal of International Business Studies 8(1): 23–32. 

Johanson J, Vahlne JE (2009) The Uppsala internationalization process model revisited: From liability of 

foreignness to liability of outsidership. Journal of International Business Studies 40(9): 1411–1431. 

Jung DI (2010) ‘An eye for an eye’ or ‘live and let live’: reciprocal competition, mutual forbearance and 

organizational learning in the hospital industry of Korea. Korean Journal of Sociology 44(3): 45–73. 

Khanna T, Palepu KG (2010) Winning in emerging markets: A road map for strategy and execution. Harvard 

Business Press. 

Khanna T, Palepu KG, Sinha J (2015) Strategies that fit emerging markets. Harvard Business Review, June: 2-16.  

Khoury TA, Peng MW (2011) Does institutional reform of intellectual property rights lead to more inbound FDI? 

Evidence from Latin America and the Caribbean. Journal of World Business 46(3): 337-345. 

Knickerbocker FT (1973) Oligopolistic reaction and multinational enterprise. The International Executive 15(2): 

7-9. 

Kostova T (1997) Country institutional profiles: Concept and measurement. In Best paper proceedings of the 

academy of management proceedings: 180-184. 

Kostova T, Beugelsdijk S, Scott WR, Kunst VE, Chua CH, van Essen M (2020) The construct of institutional 

distance through the lens of different institutional perspectives: Review, analysis, and 

recommendations. Journal of International Business Studies 51: 467-497. 

Levitt B, March JG (1988) Organizational learning. Annual Review of Sociology 14: 319-340. 

Li J, Meyer KE, Zhang H, Ding Y (2018) Diplomatic and corporate networks: Bridges to foreign locations. Journal 

of International Business Studies 49(6): 659-683. 

Li D, Miller SR, Eden L, Hitt MA (2012) The impact of rule of law on market value creation for local alliance 

partners in BRIC countries. Journal of International Management 18(4): 305-321. 

Lojacono G, Misani N, Tallman S (2017) Offshoring, local market entry, and the strategic context of cross-border 

alliances: The impact on the governance mode. International Business Review 26(3): 435-447. 

Lu J, Liu X, Wright M, Filatotchev I (2014) International experience and FDI location choices of Chinese firms: 

The moderating effects of home country government support and host country institutions. Journal of 

International Business Studies 45(4): 428–449. 

Lumineau F, Fréchet M, Puthod D (2011) An organizational learning perspective on the contracting 

process. Strategic Organization 9(1): 8-32. 

Maggioni D, Santangelo GD, Koymen-Ozer S (2019) MNEs’ location strategies and labor standards: The role of 

operating and reputational considerations across industries. Journal of International Business 

Studies 50(6): 948-972. 

Makadok R, Burton R, Barney J (2018) A practical guide for making theory contributions in strategic management. 

Strategic Management Journal 39(6): 1530-1545. 

March JG, Olsen JP (1989) Rediscovering institutions: The organizational basis of politics. New York, NY: Free 

Press. 

Martin X (2014) Institutional advantage. Global Strategy Journal 4(1): 55–69. 

McCann P, Arita T, Gordon IR (2002) Industrial clusters, transactions costs and the institutional determinants of 

MNE location behaviour. International Business Review 11(6): 647-663. 

Meyer K E (2001) Institutions, transaction costs, and entry mode choice in Eastern Europe. Journal of 

International Business Studies 32: 357-367. 

Meyer KE, Estrin S, Bhaumik SK, Peng MW (2009) Institutions, resources, and entry strategies in emerging 

economies. Strategic Management Journal 30(1): 61-80. 

Mingo S, Junkunc M, Morales F (2018) The interplay between home and host country institutions in an emerging 

market context: Private equity in Latin America. Journal of world business 53(5): 653-667. 

Moschieri C, Ravasi D, Huy Q (forthcoming) Why do some multinational firms respond better than others to the 

hostility of host governments? Proximal embedding and the side effects of local partnerships. Journal of 

Management Studies. DOI: https://doi.org/10.1111/joms.12809 

Mudambi R, Navarra P (2002) Institutions and international business: A theoretical overview. International 

Business Review 11(6): 635-646. 

Nachum L, Zaheer S, Gross S (2008) Does it matter where countries are? Proximity to knowledge, markets and 

resources, and MNE location choices. Management Science 54(7): 1252–1265. 

Neter J, Wasserman W, Kutner MH (1989) Applied Linear Regression Models. 2nd ed. Irwin, R. Inc., Homewood, 

IL. 

Nielsen BB, Asmussen CG, Weatherall CD (2017) The location choice of foreign direct investments: Empirical 

evidence and methodological challenges. Journal of World Business 52(1): 62-82. 

North DC (1990) Institutions, Institutional Change and Economic Performance. Cambridge: Cambridge 

University Press. 

https://doi.org/10.1111/joms.12809


47 

 

North DC (1992) Transaction costs, institutions, and economic performance (pp. 13-15). San Francisco, CA: ICS 

Press. 

Olson M (1965) The logic of collective action: Public goods and the theory of groups. Cambridge, MA: Harvard 

University Press. 

Peprah AA, Giachetti C, Larsen MM, Rajwani TS (2022) How business models evolve in weak institutional 

environments: the case of Jumia, the Amazon. com of Africa. Organization Science 33(1): 431-463. 

Perkins SE (2014) When does prior experience pay? Institutional experience and the multinational corporation. 

Administrative Science Quarterly 59(1): 145–181. 

Posen HE, Chen JS (2013) An advantage of newness: Vicarious learning despite limited absorptive 

capacity. Organization Science 24(6): 1701-1716. 

Punt MB, van Kollem J, Hoekman J, Frenken K (2021) Your Uber is arriving now: An analysis of platform location 

decisions through an institutional lens.  Strategic Organization, 14761270211022254. 

Rumelt RP, Schendel D, Teece DJ (1991) Strategic management and economics. Strategic management journal 

12(S2): 5-29. 

Schwartz SH (1992) Universals in the content and structure of values: Theoretical advances and empirical tests in 

20 countries. Advances in Experimental Social Psychology 25: 1–65. 

Scott WR (1995) Institutions and organizations. Thousand Oaks, CA: Sage 

Sara TS, Newhouse B (1995) Transaction costs and foreign direct investment in developing 

countries. International Advances in Economic Research 1(4): 317-325. 

Sethi D, Guisinger S, Ford JDL, Phelan SE (2002) Seeking greener pastures: a theoretical and empirical 

investigation into the changing trend of foreign direct investment flows in response to institutional and 

strategic factors. International Business Review 11(6): 685-705. 

Surdu I, Greve HR, Benito GRG (2021) Back to basics: Behavioral theory and internationalization. Journal of 

International Business Studies 52: 1047-1068. 

Tan D, Meyer KE (2011) Country-of-origin and industry FDI agglomeration of foreign investors in an emerging 

economy. Journal of International Business Studies 42: 504–520. 

Tang RW, Buckley PJ (2020) Host country risk and foreign ownership strategy: Meta-analysis and theory on the 

moderating role of home country institutions. International Business Review 29(4): 101666. 

Terlaak A, Gong Y (2008) Vicarious learning and inferential accuracy in adoption processes. Academy of 

Management Review 33(4): 846-868. 

Trąpczyński P, Banalieva ER (2016) Institutional difference, organizational experience, and foreign affiliate 

performance: Evidence from Polish firms. Journal of World Business 51(5): 826-842. 

Tuschke A, Sanders WMG, Hernández E (2014) Whose experience matters in the boardroom? The effects of 

experiential and vicarious learning on emerging market entry. Strategic Management Journal 35(3): 398-

418. 

Van Hoorn A, Maseland R (2016) How institutions matter for international business: Institutional distance effects 

vs institutional profile effects. Journal of International Business Studies 47(3): 1-8. 

Waqar WT, Ma Y (forthcoming) Do multinational enterprises with better social performance have a higher 

likelihood of cross-border acquisition completion? Analyzing the role of reputation for social 

performance in cross-border acquisitions. BRQ Business Research Quarterly. 

https://doi.org/10.1177/23409444221129622 

Weber CE, Chahabadi D, Maurer I (2020) Antecedents and performance effect of managerial misperception of 

institutional differences. Journal of World Business 55(1): 101018. 

Wiersema MF, Bowen HP (2009) The use of limited dependent variable techniques in strategy research: issues 

and methods. Strategic Management Journal 30(6): 679–692. 

Williamson OE (1985) The economic institutions of capitalism. New York, NY: The Free Press. 

Williamson OE (1991) Strategizing, economizing, and economic organization. Strategic management journal 

12(S2): 75-94. 

Williamson OE (1998) Transaction cost economics: how it works; where it is headed. De economist 146(1): 23-

58. 

Williamson PJ, Ramamurti R, Fleury A, Fleury MTL (2013) The competitive advantage of emerging market 

multinationals. Cambridge: Cambridge University Press. 

Xie Z, Li J (2017) Selective imitation of compatriot firms: Entry mode decisions of emerging market 

multinationals in cross-border acquisitions. Asia Pacific Journal of Management 34(1): 47-68. 

Xu K, Hitt MA, Brock D, Pisano V, Huang LSR (2021) Country institutional environments and international 

strategy: A review and analysis of the research. Journal of International Management 27: 100811. 

Yuan L, Pangarkar N (2010) Inertia versus mimicry in location choices by Chinese multinationals. International 

Marketing Review 27(3): 295-315. 

Zhou N, Guillén M (2015) From home country to home base: a dynamic approach to the liability of foreignness. 

Strategic Management Journal 36(6): 907–917.

https://doi.org/10.1177/23409444221129622


48 

 

Table 1. Descriptive statistics 

 
Variables Mean Std. Dev. Min Max 

Presenceijt  0.04 0.21 0 1 
Institutional qualityjt-1  58.01 15.76 17.96 92.14 

Low-institutional quality at homei  0.46 0.50 0 1 

Foreign experience with low-institutional qualityit-1 (dummy) 0.77 0.42 0 1 
Foreign experience with low-institutional qualityit-1 (continuous) 3.94 4.37 0 20 

Agglomeration of competitorsijt-1  0.29 0.62 0 8 

Market penetrationjt-1  0.81 0.48 0.00 2.26 
Herfindahl indexjt-1  4,447.16 1,765.81 901 10,000 

GDP per capitajt-1  11,883 17,058.09 107.22 113,727 

Market sizejt-1  1,586.60 4,131.66 0.42 63,196.59 
Population densityjt-1  1.89 6.23 0.02 79.09 

Political constraintsjt-1  0.46 0.29 0 0.89 

Potential incomejt-1  21.25 17.76 1.75 110.33 
Cultural tiesjk  0.04 0.20 0 1 

Geographic distancejk  0.95 0.23 0 1 

Firm sizeit-1  78.68 105.89 0.14 655.75 
Firm global footprintit-1  8.66 8.10 1 44 

Firm performanceit-1  0.31 0.14 -0.34 1.32 

Firm ageit-1  57.90 34.73 0 171 
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Table 2. Correlations 

Variables (1) (2) (3) (4) (5) (6) (7) (8) (9) (10) (11) (12) (13) (14) (15)  (16) (17) (18) 

Presenceijt (1) 1                  

Institutional qualityjt-1 (2)  0.02* 1                 
Low-institutional quality at homei (3) -0.03*  0.01* 1                

Foreign experience with low-institutional qualityit-1 (continuous) (4)  0.16*  0.01*  0.19* 1               

Agglomeration of competitorsijt-1 (5)  0.15*  0.16* -0.00  0.01* 1              
Market penetrationjt-1 (6)  0.02*  0.49*  0.05*  0.14*  0.14* 1             

Herfindahl indexjt-1 (7) -0.07* -0.25* -0.02* -0.07* -0.19* -0.39* 1            

GDP per capitajt-1 (8) -0.00  0.67*  0.02*  0.02*  0.13*  0.48* -0.18* 1           
Market sizejt-1 (9)  0.04*  0.03*  0.01*  0.03*  0.12*  0.10* -0.29*  0.07* 1          

Population densityjt-1 (10) -0.00  0.17* 0.00 0.01 -0.02*  0.12* -0.07*  0.16*  0.01* 1         

Political constraintsjt-1 (11)  0.02*  0.58*  0.01*  0.01*  0.14*  0.31* -0.27*  0.43*  0.19* -0.03* 1        
Potential incomejt-1 (12) -0.02*  0.52* -0.01* -0.04*  0.04*  0.29*  0.05*  0.70* -0.02*  0.15*  0.27* 1       

Cultural tiesjk (13)  0.18*  0.01* -0.06*  0.03*  0.15* -0.01* -0.01* 0.00  0.01* -0.01 -0.00 -0.01* 1      

Geographic distancejk (14) -0.16* -0.12* -0.04* 0.00 -0.20* -0.10*  0.05* -0.11*  0.02* -0.01 -0.08* -0.10* -0.08* 1     
Firm sizeit-1 (15)  0.13*  0.01* -0.07*  0.41*  0.03*  0.20* -0.09*  0.03*  0.05*  0.00  0.02* -0.06*  0.09*  0.00 1    

Firm global footprintit-1 (16)  0.21* 0.00 -0.16*  0.71* -0.01*  0.03* -0.02* 0.01  0.01* 0.00 0.00 -0.01*  0.14*  0.01* 0.50* 1   

Firm performanceit-1 (17) -0.00 -0.00  0.28*  0.14*  0.06* -0.02*  0.01* -0.00 -0.01 -0.00 -0.00  0.01* 0.00 -0.00 0.04* -0.02* 1  
Firm ageit-1 (18)  0.03*  0.01*  0.21*  0.33*  0.10*  0.22* -0.10*  0.04*  0.06*  0.01*  0.02* -0.06* -0.02* -0.03* 0.09*  0.14* 0.03* 1 

 

N=100,340; *p<0.05. Note: The correlation values for foreign experience with low-institutional qualityit-1 (dummy) were highly similar to those reported in this table for the continuous measure of experience.
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Table 3. The moderating effect of institutional knowledge  

Variables Model 1 Model 2 Model 3a Model 3b Model 4 Model 5a Model 5b 

Institutional qualityjt-1 (IQjt-1) 0.002 0.002 0.012*** 0.014*** 0.021*** 0.026*** 0.026*** 
 (0.62) (0.69) (3.42) (3.64) (6.50) (7.13) (7.74) 

Low institutional quality at homei  0.197***    0.248*** 0.287*** 

  (4.78)    (5.63) (6.18) 
IQjt-1*Low institutional quality at homei  -0.057***    -0.063*** -0.062*** 

  (-22.30)    (-23.65) (-23.34) 

Foreign experience with low-institutional qualityit-1   0.051*** 1.248***  1.070*** 0.018*** 
   (9.81) (13.81)  (11.54) (2.92) 

IQjt-1 *Foreign experience with low-institutional qualityit-1   -0.002*** -0.035***  -0.014*** -0.002*** 
   (-11.93) (-7.14)  (-2.71) (-8.90) 

Agglomeration of competitorsijt-1     0.559*** 0.566*** 0.566*** 

     (34.05) (34.33) (34.26) 
IQjt-1 *Agglomeration of competitorsijt-1     -0.007*** -0.007*** -0.006*** 

     (-5.34) (-5.36) (-4.79) 

Market penetrationjt-1 -0.420*** -0.407*** -0.501*** -0.420*** -0.420*** -0.384*** -0.429*** 
 (-4.98) (-4.78) (-5.85) (-4.96) (-5.14) (-4.66) (-5.18) 

Herfindahl indexjt-1 -0.0002*** -0.0002*** -0.0002*** -0.0002*** -0.0001*** -0.0001*** -0.0001*** 

 (-7.21) (-7.53) (-7.43) (-7.19) (-5.61) (-5.74) (-5.91) 
GDP per capitajt-1 -0.00001*** -0.00002*** -0.00001*** -0.00001*** -0.00001** -0.00001*** -0.00001** 

 (-4.25) (-4.75) (-3.37) (-3.99) (-2.06) (-2.67) (-2.25) 

Market sizea
jt-1 0.179*** 0.137*** 0.137*** 0.174*** -0.021 -0.056** -0.072*** 

 (6.97) (5.34) (5.24) (6.77) (-0.88) (-2.27) (-2.85) 

Population densitya
jt-1 0.005 0.018 0.008 0.008 0.011 0.023 0.023 

 (0.14) (0.45) (0.21) (0.20) (0.33) (0.70) (0.70) 
Political constraintsjt-1 0.077 0.071 0.079 0.085 0.069 0.076 0.068 

 (0.65) (0.60) (0.67) (0.72) (0.60) (0.67) (0.59) 

Potential incomejt-1 0.007** 0.006** 0.005** 0.006** 0.184*** 0.144*** 0.203*** 

 (2.45) (2.34) (1.98) (2.18) (11.72) (8.77) (12.66) 

Cultural tiesjk-1 1.587*** 1.671*** 1.642*** 1.577*** 0.004* 0.004* 0.004* 

 (33.05) (33.94) (33.21) (32.83) (1.93) (1.83) (1.70) 
Geographic distancejk-1 -1.984*** -1.869*** -1.978*** -1.985*** 0.0577*** 0.0565*** 0.0543*** 

 (-41.59) (-37.91) (-41.60) (-41.41) (30.23) (27.52) (18.34) 

Firm sizeit-1 0.283*** 0.287*** 0.293*** 0.229*** -0.118 -0.388*** -0.438*** 
 (19.01) (18.98) (19.26) (14.91) (-0.84) (-2.70) (-2.99) 

Firm global footprintit-1 0.064*** 0.067*** 0.048*** 0.059*** -0.001 -0.001** -0.002*** 

 (35.49) (35.11) (19.57) (32.25) (-1.61) (-2.43) (-3.69) 
Firm performanceit-1 -0.072 -0.274* -0.281** -0.170 1.444*** 1.516*** 1.546*** 

 (-0.53) (-1.95) (-2.01) (-1.27) (29.25) (29.91) (29.89) 

Firm ageit-1 0.0002 -0.00001 -0.002*** -0.0002 -1.822*** -1.678*** -1.679*** 
 (0.40) (-0.02) (-3.42) (-0.30) (-37.88) (-33.37) (-33.64) 

Year dummies Included Included Included Included Included Included Included 

        
Constant (mean) -3.525*** -3.386*** -3.007*** -3.518*** -2.488*** -2.516*** -2.291*** 

 (-14.36) (-13.81) (-12.04) (-14.31) (-10.57) (-10.56) (-9.51) 

Constant (variance) -0.532*** -0.528*** -0.504*** -0.538*** -0.773*** -0.773*** -0.764*** 
 (-6.99) (-7.00) (-6.68) (-7.06) (-9.79) (-9.71) (-9.48) 

N 100,340 100,340 100,340 100,340 100,340 100,340 100,340 

Log likelihood -14,824.6 -14,530.0 -14,704.41 -14,684.9 -14,009.54 -13,578.06 -13,639.58 

AIC 29,709.2 29,124.12 29,472.83 29,433.96 28,083.09 27,228.14 27,351.15 
BIC 29,994.69 29,428.64 29,777.35 29,738.48 28,387.61 27,570.73 27,693.74 

* p < 0.10, ** p < 0.05, *** p < 0.01; a These variables are log-transformed.
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 Table 4. Additional analysis of the moderating effect of the different types of learning 

Variables Model 1 

Institutional qualityjt-1 (IQjt-1) 0.146*** 

 (8.76) 

Home experienceit-1 9.261** 
 (2.29) 

Foreign experienceit-1 7.769*** 

 (5.84) 
Vicarious experienceit-1 7.529*** 

 (4.62) 

Various types of experienceit-1 12.95*** 
 (9.71) 

IQjt-1*Home experienceit-1 -0.178** 

 (-2.48) 
IQjt-1*Foreign experienceit-1 -0.085*** 

 (-5.22) 

IQjt-1* Vicarious experienceit-1 -0.077*** 
 (-3.39) 

IQjt-1* Various types of experienceit-1
 -0.163*** 

 (-9.89) 

Market penetrationjt-1 -0.146 

 (-1.64) 

Herfindahl indexjt-1 -0.0002*** 
 (-6.88) 

GDP per capitajt-1 -0.00002*** 
 (-6.10) 

Market sizea
jt-1 0.126*** 

 (4.51) 
Population densitya

jt-1 0.027 

 (0.70) 

Political constraintsjt-1 0.086 
 (0.72) 

Potential incomejt-1 0.181*** 

 (11.03) 
Cultural tiesjk-1 0.006** 

 (2.18) 

Geographic distancejk-1 0.062*** 
 (32.09) 

Firm sizea
it-1 -0.033 

 (-0.23) 
Firm global footprintit-1 -0.001 

 (-1.18) 

Firm performanceit-1 1.645*** 
 (33.03) 

Firm ageit-1 -1.821*** 

 (-36.72) 
Year dummies Included 

  

Constant (mean) -14.94*** 
 (-10.94) 

Constant (variance) -0.588*** 

 (-7.51) 

N 96,427 

Log Likelihood -13,828.09 

AIC  27,732.19 

BIC        28,092.3 
    * p < 0.10, ** p < 0.05, *** p < 0.01; a These variables are log-transformed.
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 Table 5. Average marginal effect of institutional quality for each group of firms 

Group of firms  dy/dx     Std.error p-value 

Control group (no knowledge)   0.146 0.017 0.000 

Group 1 (home experience)  -0.031 0.069 0.651 

Group 2 (foreign experience)   0.061 0.005 0.000 

Group 3 (vicarious experience)   0.069 0.016 0.000 

Group 4 (various types of experience)  -0.017 0.004 0.000 

 

 
 

 Table 6. Comparative tests of the institutional profile effect for each group of firms 

    Group comparison  Contrast     Std.error p-value 

      Group 1 vs. control group -0.177 0.071 0.013 

      Group 2 vs. control group -0.0.85 0.016 0.000 

      Group 3 vs. control group -0.077 0.023 0.001 

      Group 4 vs. control group -0.163 0.016 0.000 

Group 2 vs. group 1  0.092 0.070 0.185 

Group 3 vs. group 1  0.100 0.071 0.160 

Group 4 vs. group 1  0.014 0.069 0.838 

Group 3 vs. group 2  0.008 0.016 0.627 

Group 4 vs. group 2 -0.078 0.004 0.000 

Group 4 vs. group 3 -0.086 0.016 0.000 
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Table 7. Robustness tests of Hypothesis 1a 

Variables Model 1 Model 2 Model 3 Model 4 

Institutional qualityjt-1 (IQjt-1) 0.001 0.025*** -0.001 0.021*** 

 (0.38) (7.29) (-0.34) (6.08) 

Low-institutional quality at homei (median) 0.114*** 0.169***   
 (2.97) (4.05)   

IQjt-1*Low-institutional quality at homei (median) -0.058*** -0.063***   

 (-22.53) (-23.48)   
Institutional quality at homeit-1   0.005*** 0.005*** 

   (3.13) (2.89) 

IQjt-1*Institutional quality at homei   0.002*** 0.002*** 
   (26.18) (26.29) 

Foreign experience with low-institutional qualityit-1 (continuous)  0.031***  0.043*** 

  (5.38)  (7.05) 
IQjt-1 *Foreign experience with low-institutional qualityit-1 (continuous)  -0.001***  -0.001*** 

  (-5.51)  (-2.92) 

Agglomeration of competitorsijt-1  0.563***  0.558*** 
  (34.13)  (33.72) 

IQjt-1 *Agglomeration of competitorsijt-1  -0.006***  -0.007*** 

  (-4.81)  (-5.21) 

Market penetrationjt-1 -0.401*** -0.420*** -0.394*** -0.420*** 

 (-4.72) (-5.07) (-4.60) (-5.03) 

Herfindahl indexjt-1 -0.0002*** -0.0001*** -0.0002*** -0.0001*** 
 (-7.57) (-5.93) (-7.25) (-5.65) 

GDP per capitajt-1 -0.00001*** -0.00001** -0.00002*** -0.00001*** 
 (-4.69) (-2.27) (-6.61) (-4.42) 

Market sizea
jt-1 0.135*** -0.072*** 0.181*** -0.034 

 (5.25) (-2.85) (6.91) (-1.37) 
Population densitya

jt-1 0.0183 0.023 0.0185 0.023 

 (0.46) (0.70) (0.45) (0.72) 

Political constraintsjt-1 0.068 0.061 0.0877 0.079 
 (0.58) (0.53) (0.74) (0.69) 

Potential incomejt-1 0.006** 0.004 0.009*** 0.007*** 

 (2.18) (1.53) (3.37) (2.89) 
Cultural tiesjk-1 1.671*** 1.559*** 1.559*** 1.467*** 

 (33.89) (30.11) (31.57) (28.03) 

Geographic distancejk-1 -1.872*** -1.690*** -1.905*** -1.731*** 
 (-37.95) (-33.88) (-38.03) (-34.17) 

Firm sizea
it-1 0.289*** 0.202*** 0.283*** 0.199*** 

 (19.15) (12.63) (18.73) (12.35) 
Firm global footprintit-1 0.065*** 0.050*** 0.064*** 0.043*** 

 (35.50) (18.07) (33.72) (14.45) 

Firm performanceit-1 -0.224 -0.379** 0.041 -0.095 
 (-1.57) (-2.56) (0.29) (-0.64) 

Firm ageit-1 0.0001 -0.002*** 0.002*** -0.001 

 (0.27) (-3.87) (3.30) (-0.96) 
Yearly dummies Included Included Included Included 

     

Constant (mean) -3.376*** -2.256*** -3.842*** -2.629*** 
 (-13.77) (-9.38) (-15.43) (-10.91) 

Constant (variance) -0.528*** -0.765*** -0.499*** -0.762*** 

 (-7.00) (-9.51) (-6.63) (-9.61) 

N 100,340 100,340 100,340 100,340 

Log-likelihood -14,530.6 -13,639.69 -13,184.4 -13,564.23 

AIC  29,125.3  27,351.38   28,936.97   27,200.46 

BIC  29,429.8  27,693.97 29,241.5  27,543.04 
 

* p < 0.10, ** p < 0.05, *** p < 0.01; a These variables are log-transformed.
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 Table 8. Robustness tests of Hypothesis 2 

Variables Model 1 Model 2 Model 3 Model 4 

Institutional qualityjt-1 (IQjt-1) 0.003 0.011*** 0.063*** 0.0265*** 

 (0.90) (3.21) (11.58) (7.47) 

Low-institutional quality at homei  0.051 0.327*** 0.283*** 
  (1.13) (6.46) (5.83) 

IQjt-1*Low-institutional quality at homei  -0.052*** -0.058*** -0.062*** 

  (-19.79) (-20.24) (-22.78) 
Foreign experience with low-institutional qualityit-1 (continuous)  0.045*** 0.016** 0.024*** 

  (7.91) (2.36) (4.02) 

IQjt-1 *Foreign experience with low-institutional qualityit-1 (continuous)  -0.002*** -0.0005* -0.001*** 
  (-10.64) (-1.94) (-5.81) 

Agglomeration of home competitorsijt-1 0.440*** 0.393***   

 (20.32) (17.86)   
IQjt-1 *Agglomeration of home competitorsijt-1 -0.007*** -0.006***   

 (-5.61) (-4.47)   

Agglomeration of competitorsijt-1   1.160*** 0.542*** 
   (45.33) (32.26) 

IQjt-1 *Agglomeration of competitorsijt-1   -0.023*** -0.006*** 

   (-14.22) (-4.93) 

Market penetrationjt-1 -0.392*** -0.450*** -0.746*** -0.474*** 

 (-4.75) (-5.32) (-6.58) (-5.53) 

Herfindahl indexjt-1 -0.0001*** -0.0002*** -0.0005*** -0.0001*** 
 (-6.95) (-7.36) (-18.12) (-6.25) 

GDP per capitajt-1 -0.00001*** -0.00001*** -0.00003*** -0.00001*** 
 (-4.00) (-3.77) (-5.91) (-2.64) 

Market sizea
jt-1 0.129*** 0.064** 0.635*** -0.066** 

 (5.30) (2.54) (14.23) (-2.52) 
Population densitya

jt-1 0.010 0.024 0.003 0.029 

 (0.30) (0.66) (0.02) (0.82) 

Political constraintsjt-1 0.041 0.043 0.659*** 0.106 
 (0.36) (0.37) (4.21) (0.89) 

Potential incomejt-1 0.004* 0.003 0.023*** 0.004* 

 (1.72) (1.34) (6.53) (1.85) 
Cultural tiesjk-1 1.414*** 1.540*** 1.363*** 1.557*** 

 (28.76) (29.80) (23.16) (29.58) 

Geographic distancejk-1 -1.819*** -1.744*** -1.514*** -1.702*** 
 (-37.37) (-34.90) (-26.63) (-33.10) 

Firm sizea
it-1 0.260*** 0.273*** 0.175*** 0.198*** 

 (17.31) (17.73) (9.67) (11.80) 
Firm global footprintit-1 0.070*** 0.056*** 0.049*** 0.051*** 

 (37.72) (19.50) (14.81) (15.91) 

Firm performanceit-1 -0.277** -0.479*** -0.535*** -0.330** 
 (-2.02) (-3.32) (-3.31) (-2.12) 

Firm ageit-1 -0.0005 -0.002*** -0.002*** -0.002*** 

 (-0.97) (-3.85) (-3.36) (-3.28) 
Agglomeration of firmsijt-1   -2.069***  

   (-59.22)  

Firm average MMCit-1    0.0390** 
    (2.10) 

Yearly dummies Included Included Included Included 

     
Constant (mean) -3.294*** -2.796*** -5.450*** -2.277*** 

 (-13.91) (-11.46) (-14.10) (-8.95) 

Constant (variance)   -0.697*** -0.617*** 0.711*** -0.692*** 
 (-8.61) (-7.83) (11.36) (-8.71) 

N 100,340 100,340 100,340 87,216 

Log likelihood -14,620.85 -14,280.1 -10,953.02 -12,990.76 

AIC  29,305.72  28,632.2  21,980.04  26,055.53 
BIC  29,610.24  28,974.7  22,332.14  26,402.44 

 * p < 0.10, ** p < 0.05, *** p < 0.01; a These variables are log-transformed. 
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Table 9. The moderating effect of institutional knowledge (without greenfield investments) 
Variables Model 1 Model 2 Model 3a Model 3b Model 4 Model 5a Model 5b 

Institutional qualityjt-1 (IQjt-1) 0.0005 0.0003 0.007* 0.008* 0.018*** 0.020*** 0.019*** 

 (0.13) (0.08) (1.87) (1.92) (4.54) (4.83) (4.23) 

Low-institutional quality at homei  0.162***    0.227*** 0.205*** 
  (3.61)    (4.48) (4.28) 

IQjt-1*Low-institutional quality at homei  -0.057***    -0.063*** -0.064*** 

  (-20.23)    (-21.37) (-21.54) 
Foreign experience with low-institutional qualityit-1    0.053*** 1.246***  0.029*** 1.064*** 

   (9.49) (12.87)  (4.50) (10.75) 

IQjt-1 *Foreign experience with low-institutional qualityit-1    -0.002*** -0.024***  -0.0005** -0.003 
   (-7.75) (-4.27)  (-2.04) (-0.46) 

Agglomeration of competitorsijt-1     0.574*** 0.577*** 0.576*** 

     (32.27) (32.23) (32.27) 
IQjt-1 *Agglomeration of competitorsijt-1     -0.005*** -0.006*** -0.006*** 

     (-4.03) (-4.35) (-4.62) 

Market penetrationjt-1 -0.503*** -0.489*** -0.578*** -0.495*** -0.495*** -0.498*** -0.452*** 
 (-5.32) (-5.14) (-6.06) (-5.23) (-5.26) (-5.21) (-4.75) 

Herfindahl indexjt-1 -0.0001*** -0.0002*** -0.0002*** -0.0001*** -0.0001*** -0.0001*** -0.0001*** 

 (-6.09) (-6.34) (-6.23) (-6.05) (-4.91) (-5.18) (-5.06) 
GDP per capitajt-1 -0.00002*** -0.00002*** -0.00001*** -0.00001*** -0.00001** -0.00001** -0.00001** 

 (-3.96) (-4.15) (-3.29) (-3.76) (-2.02) (-2.07) (-2.28) 

Market sizea
jt-1 0.212*** 0.162*** 0.175*** 0.208*** -0.011 -0.072** -0.060* 

 (7.05) (5.35) (5.73) (6.94) (-0.38) (-2.30) (-1.91) 

Population densitya
jt-1 0.059 0.071 0.061 0.062 0.070 0.082* 0.084* 

 (1.09) (1.30) (1.10) (1.15) (1.47) (1.69) (1.74) 
Political constraintsjt-1 0.118 0.120 0.127 0.125 0.0967 0.0991 0.104 

 (0.89) (0.90) (0.95) (0.94) (0.73) (0.74) (0.78) 

Potential incomejt-1 0.008*** 0.008*** 0.007** 0.008*** 0.006** 0.005** 0.005** 
 (2.86) (2.68) (2.56) (2.65) (2.14) (2.03) (2.00) 

Cultural tiesjk-1 1.595*** 1.680*** 1.661*** 1.580*** 1.443*** 1.567*** 1.514*** 

 (30.30) (31.25) (30.73) (30.04) (26.55) (27.58) (27.26) 
Geographic distancejk-1 -1.812*** -1.713*** -1.805*** -1.805*** -1.651*** -1.521*** -1.512*** 

 (-33.83) (-31.01) (-33.80) (-33.54) (-30.44) (-27.03) (-26.68) 

Firm sizeit-1 0.315*** 0.321*** 0.323*** 0.259*** 0.205*** 0.224*** 0.167*** 
 (18.99) (19.04) (19.05) (15.17) (11.67) (12.45) (9.13) 

Firm global footprintit-1 0.064*** 0.067*** 0.047*** 0.058*** 0.057*** 0.051*** 0.055*** 
 (32.38) (32.07) (17.40) (29.41) (27.36) (15.90) (24.92) 

Firm performanceit-1 0.00399 -0.196 -0.246 -0.0997 -0.0415 -0.384** -0.295* 

 (0.03) (-1.27) (-1.61) (-0.68) (-0.27) (-2.40) (-1.87) 
Firm ageit-1 0.0005 0.0002 -0.002*** 0.0004 -0.001 -0.002*** -0.001** 

 (0.83) (0.39) (-2.94) (0.06) (-1.15) (-3.47) (-2.02) 

Yearly dummies Included Included Included Included Included Included Included 

        

Constant (mean) -4.321*** -4.138*** -3.817*** -4.317*** -3.035*** -2.744*** -2.992*** 

 (-15.30) (-14.62) (-13.31) (-15.28) (-10.88) (-9.63) (-10.59) 
Constant (variance) -0.200** -0.184** -0.180** -0.207*** -0.354*** -0.325*** -0.335*** 

 (-2.52) (-2.32) (-2.27) (-2.59) (-4.32) (-3.95) (-4.07) 

N 99,197 99,197 99,197 99,197 99,197 99,197 99,197 

Log likelihood -12,848.70 -12,605.36 -12,773.78 -12,733.21 -12,120.89 -11,822.73 -11,756.90 
AIC  25,757.42  25,274.72  25,611.56  25,530.43  24,305.79  23,717.46 23,585.8 

BIC  26,042.56  25,578.88  25,915.72  25,834.58  24,609.94  24,059.63  23,927.97 

  * p < 0.10, ** p < 0.05, *** p < 0.01; a These variables are log-transformed. 
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Figure 1. The moderating effect of institutional quality at home 

 

 
Figure 2. The moderating effect of foreign experience with low-institutional 

quality 
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Figure 3. The moderating effect of agglomeration of competitors 
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