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This paper reviews the literature on the effects of distance arising from country differ-
ences on outcomes at the firm and subsidiary level. It provides some clarity on what has
been learned so far about distance by answering four questions: Which distance? Why
does distance matter? What outcomes are affected by distance? and What aggravates
or alleviates the effects of distance? Based on the review of the literature, a set of future
research suggestions are developed, intended to direct attention to research questions
that the authors believe are among the most pressing questions in distance research and
that may have the potential to advance the field substantially.

Introduction

Have researchers conducting distance-related re-
search lost direction? There is no doubt that distance-
related research is one of the most important streams
within international business (IB) (Zaheer et al.
2012). As such, the concept of distance is certainly
among those that dictate the priorities and concerns,
and the theoretical advancement of the field. How-
ever, some scholars have argued that we are on the
wrong track (Shenkar 2012; Zaheer et al. 2012).

In the IB context, distance typically refers to the
extent of differences between country pairs. The un-
derlying assumption of distance-related research is
that these differences prevent or disturb the flows of
information between the firm and the market (Johan-
son and Wiedersheim-Paul 1975, p. 308). As such,
distance introduces friction (Shenkar et al. 2008)
and complexity (Vermeulen and Barkema 2002) to
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cross-border activities, increasing the challenges of
achieving and sustaining successful cross-border ac-
tivities. Indeed, the IB literature has investigated and
uncovered distinct effects of distance on a variety
of IB-related issues such as firms’ market selection,
firms’ entry mode choice decisions, international per-
formance, headquarter–subsidiary relations, or intra-
organizational knowledge exchange (Kirkman et al.
2006; Tihanyi et al. 2005).

Given that the concept of distance is of paramount
importance in IB, and in light of concern over the
state of distance-related research, it is striking that
there is no in-depth survey of that body of research.
We address this shortcoming with a review of the
work that has been done. While reviews dedicated
to a single dimension of distance, such as cultural
distance, or meta-analysis focusing on a limited set
of much researched relationships do exist (e.g. Kirk-
man et al. 2006; Tihanyi et al. 2005), the intended
contribution of this review is the holistic approach
to distance, which pursues two main goals: First, to
present a systematic evaluation of literature of var-
ious dimensions of distance and, second, to provide
an agenda for future research that is based on that
broader understanding of distance.
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The remainder of the paper is organized as follows.
In the next section, we define the domain of this re-
view and describe the approach we take to identify
the relevant literature. In the following sections, we
review past distance-related research by addressing
four crucial questions, namely: (1) Which distance?
(2) Why does distance matter? (3) What outcomes
are affected by distance? and (4) What aggravates or
alleviates the effect of distance? Finally, we provide
an agenda for future research based on what we be-
lieve to be the most pressing issues in distance-related
research.

Domain of the review and methodology

The domain of this review is research exploring the
effects of distance arising from country differences
on outcomes at firm and subsidiary level. We limited
this review to articles published in 23 top-tier peer-
reviewed academic journals (Podsakoff et al. 2005;
Tahai and Meyer 1999), as the work that appears in
them represents validated knowledge and has the most
impact. Table 1 lists the journals and indicates the
respective number of articles in the final sample.

Our computerized keyword search in article ab-
stracts and titles using the Business Source Com-
plete Database encompassed the period between 1977
and December 2014. We chose 1977 as Johnson and
Vahlne’s (1977) seminal article published that year
essentially broke ground for distance-related IB re-
search (Child et al. 2009).

This search yielded 996 potentially relevant arti-
cles. In the first round, we read the abstracts and
eliminated 661 articles that did not fall within the
above-defined domain. These were articles that deal,
for instance, with distance between individuals or
within a group of individuals. In the second round,
we examined the theory and method sections of the
remaining 335 articles to make sure that these articles
fall into the domain of this review. This inspection led
us to eliminate another 119 articles. The final sample
consists of 216 articles, made up of 160 large-scale
quantitative studies, 25 qualitative ones, and 31 that
advance theory. We provide more detailed informa-
tion on the sample in the Supporting Information.

Which distance?

Given four decades of distance-related research one
would expect a consensus on the conceptualiza-

tion of distance would have been reached. And yet,
there is still ambiguity (Ambos and Håkanson 2014;
Håkanson and Ambos 2010; Sousa and Bradley
2008). In fact, there is especially a lack of clarity
with regard to a) the dimensions of distance and b)
the measurement of distance.

Dimensions of distance

Building on the work of Johanson and Vahlne (1977),
Ghemawat (2001) reasoned that distance may origi-
nate from differences along cultural, administrative,
geographic and economic dimensions. Others have
taken a less holistic perspective, focusing on only
one specific dimension, most commonly on culture
(Hutzschenreuter and Voll 2008). However, persua-
sive critique by Shenkar (2001) and the lack of con-
sensus concerning the use of intrinsic characteristics
to proxy specific cultural distance dimensions (Hofst-
ede 2006, 2010; Tung and Verbeke 2010) undermine
the exclusive focus on cultural distance.

We reviewed the literature using Ghemawat’s
(2001) framework to get a more holistic view on how
the concept of distance was used in prior studies.
However, it is important to note at this point that
prior studies are not easily put into these four cate-
gories. While the majority of articles focus on cultural
distance, the bulk of the remaining articles analyzes
several dimensions of distance, mostly under the um-
brella term psychic distance. Thus, in the following
we group the articles along the following six distance
dimension, namely cultural, institutional, geographic,
economic, psychic and other distances.

Cultural distance. The four cultural attributes pro-
posed by Hofstede (1980) are used predominantly
in the literature (Sivakumar and Nakata 2001; Tung
and Verbeke 2010), although different conceptualiza-
tions of culture are available (e.g. House et al. 2004;
Schwartz 1994) and some, such as the GLOBE project
provide a current, thus arguably a more accurate or
refined approach to proxy culture (e.g. Hofstede and
Bond 1988; Tang and Koveos 2008).

Notwithstanding the critique by Shenkar (2001),
most authors employ the Kogut and Singh (KS)
(1988) index to transform Hofstede’s four cultural
values into cultural scores and to determine cultural
distance. Zaheer et al. (2012, p. 19) even point to an
increasing number of citations of the KS article and
see that as an indication of the continued application
of the KS index. They speculate that ‘while this evi-
dence may simply indicate that the warning has gone
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Table 1. Results of the abstract keyword search

Journal Keyword hits
Relevant hits after
first round

Relevant hits after
second round

Academy of Management Journal 21 8 8
Academy of Management Review 13 3 3
Administrative Science Quarterly 11 2 2
European Journal of Marketing 56 6 3
International Business Review 90 52 36
International Marketing Review 101 23 12
International Studies of Management and Organization 27 5 2
Journal of Global Marketing 21 5 3
Journal of International Business Studies 193 74 56
Journal of International Management 42 25 16
Journal of International Marketing 56 17 12
Journal of Management 18 5 3
Journal of Management Studies 39 13 8
Journal of Marketing 11 0 0
Journal of Marketing Management 14 7 6
Journal of Organizational Behavior 14 3 1
Journal of World Business 58 29 13
Management International Review 91 24 19
Management Science 26 2 2
Multinational Business Review 11 8 3
Organization Science 23 6 2
Organizational Behavior and Human Decision Processes 5 0 0
Strategic Management Journal 55 18 6

Total 996 335 216

Note: The search term was (Distance OR proximity OR difference OR similarity OR dissimilarity OR relatedness OR unrelatedness) AND
(interna* OR multina*). (*) was used as a variable allowing any ending like international, internationalization, or internationality. Time period
was January 1977–December 2014.

unheeded, we believe that many researchers are cog-
nizant of the limitations of distance constructs, yet
are unwilling to let them go because their usefulness
is so great’.

Not all authors use country-level variables. Instead,
some base their assessment on survey responses.
However, there is no commonly agreed procedure
for doing so, and the number and types of items
used to capture perceptions of cultural distance vary
greatly. Some authors have developed their own items
(e.g. Driscoll and Paliwoda 1997; Luo 2002; Solberg
2008), while others rely on previously published ones,
such as those of Simonin (1999), Mjoen and Tallman
(1997) and Boyacigiller (1990). However, this makes
it difficult to compare different studies and draw con-
clusions from them.

Institutional distance. Institutional distance was
introduced to the literature relatively late. This may
explain why there are few articles in our sample ex-
plicitly based on institutional theory. The core argu-
ment here is that cultural distance does not entirely
capture the complexity associated with cross-border

activities. Institutional distance encompasses differ-
ences in the regulatory, normative and cognitive pil-
lars of institutions (DiMaggio and Powell 1983; Scott
1995). The cultural dimension is captured to some
extent within the normative and cognitive pillars, or
what some researchers see as informal and formal in-
stitutions (e.g. Dikova et al. 2010; Schwens et al.
2011), with the informal part usually captured by
culture.

Across the articles, the number, the type and the
operationalizations of intrinsic characteristics used
to proxy institutional distance differ greatly. For in-
stance, regarding the measurement, some use the
World Bank’s governance indicators (Gallego and
Casillas 2014), others draw on the Economic Free-
dom Index (De Beule et al. 2014), yet others develop
their own items (Chiao et al. 2010). Moreover, differ-
ent authors have used identical measures for concep-
tually different intrinsic characteristics. This may be
a reflection of a lack of agreement on the conceptual-
ization of institutional distance. For example, Dikova
(2009) uses the term ‘formal institutional distance’ to
refer to differences in a country’s regulatory systems,
Malhotra et al. (2009) use instead ‘administrative
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distance’, and Pogrebnyakov and Maitland (2011)
‘regulatory quality’, and yet these authors all employ
the World Bank’s Governance Indicators (Kaufmann
et al. 2009). The concepts may not actually be dif-
ferent, but inconsistency in labeling constructs and
their respective measurements makes it difficult to
compare studies.

Geographic distance. The concept of geographic
distance dates back more than half a century (Becker-
man 1956), and is well established in the international
trade literature; yet few articles in our sample adopt it,
and those that do often look at it in combination with
other dimensions of distance (e.g. Makino and Tsang
2011). Geographic distance is also included in the
measure developed by Dow and Karunaratna (2006)
and Brewer (2007). Beckerman (1956, pp. 32–33) de-
tails a number of approaches to measure geographic
distance. Our analysis shows that the one based on
a great circle distance formula between capitals or
major cities has become the most prominent (e.g.
Campbell et al. 2012).

Economic distance. Few researchers rely on the
concept of economic distance. However, economic
factors are often incorporated in multidimensional
measures (e.g. Dow and Karunaratna 2006). A rea-
sonable explanation for not studying economic dis-
tance in isolation is that its effects are more ambigu-
ous than those of other distances, making it hard to
derive theoretically and test empirically a distinct ef-
fect. When economic distance is used, it is usually
captured as differences in per capita GDP (e.g. Mal-
hotra et al. 2009; Tsang and Yip 2007). However,
other factors have also been used to assess economic
distance. Brewer (2007), for instance, used the out-
ward and inward FDI stock to measure the economic
ties a given country has to the home country, and the
United Nations Human Development Index to esti-
mate the differences in the economic development.
Berry et al. (2010) complement GDP per capita with
imports and exports as well as inflation to determine
economic distance. Fang et al. (2013) use the Eco-
nomic Competitiveness Indices from the World Eco-
nomic Forum.

Psychic distance. Psychic distance is affected by
several of the aforementioned dimensions. Johanson
and Wiedersheim-Paul (1975, p. 308) originally de-
fined it as ‘factors preventing or disturbing the flow
of information between firms and the market. Ex-
amples of such are differences in language, culture,
political system, level of education, level of indus-

trial development, etc.’ However, to date there is still
no consensus on the number and the type of dimen-
sions to use in order to assess psychic distance. In
two recent articles, Dow and Karunaratna (2006) and
Brewer (2007) develop measures of psychic distance
based on a comprehensive set of country-level dimen-
sions and intrinsic characteristics. It is too early to say
how widely such a measure of psychic distance will
be adopted. However, Dow and colleagues as well as
some other researchers have taken an important step
in that direction in using it in subsequent articles (e.g.
Dow and Ferencikova 2010; Dow and Larimo 2009;
Griffith et al. 2014). We believe that this is an impor-
tant development and encourage researchers to rely
on such validated measures of psychic distance to ac-
count for the multidimensionality of psychic distance
in future studies.

Finally, there are some unconventional, other dis-
tances: Kourula (2010), introduced ‘civil society dis-
tance’, Chen (2003) ‘network distance’, Estrin et al.
(2009) ‘human resource distance’ and West and Gra-
ham (2004) ‘linguistic distance’. This pluralism high-
lights the difficulty of capturing the effects of distance
and shows how far we are from a common understand-
ing of distance – including what aspects of distance
matter most in IB.

Measurement of distance

Level of analysis. Strong disagreement exists re-
garding the appropriate level of analysis. Some ar-
gue that distance should be captured at the country
level, based on objective differences in country char-
acteristics (e.g. Berry et al. 2010; Kogut and Singh
1988). Though the majority of studies rely on ob-
jective country-level differences, some researchers
forcefully argue that distance should be captured on
an individual level as perceptions of differences in
country characteristics (e.g. Sousa and Bradley 2008;
Swift 1999). Proponents of the latter approach con-
tend that, as individuals are ultimately responsible
for key decisions, their perceptions of distance have
greater explanatory power than objective country dif-
ferences (e.g. Child et al. 2002; Sullivan and Bauer-
schmidt 1990). Indeed, the case research by O’Grady
and Lane (1996), for example, provides some initial
empirical support for the assumption that perceptions
of distance may differ from an objective assessment.

Though theoretical arguments favoring an
individual-level approach are persuasive, such an
approach to assessing distance may be difficult, if
not impossible. Perceptions are neither stable nor
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necessarily homogeneously held within the firm, and
even less across multiple firms and countries (Ellis
2008; Stöttinger and Schlegelmilch 1998). Hence,
conceptualization and measurement of perceived dis-
tance must be captured from the ‘right’ managers,
i.e. the ones directly involved in a given IB-related
decision, and also at the ‘right’ point in time: for in-
stance, shortly before a decision is made, otherwise it
is unclear ‘whether the “perceptions” influenced the
“decision” or whether the “post-decision experience”
influenced the “perceptions”’ (Dow and Karunaratna
2006, p. 580). The difficulty of ‘getting both right’
may explain why the individual-level approach has
been used in only 32 of the 160 large-scale quanti-
tative articles in our sample. Of these 32 studies, 30
studies used a post hoc measure of distance, whereas
two used perceptions of an independent panel (Ellis
2008; Håkanson and Ambos 2010). However no study
used an a priori measure.

An important step towards bridging the two dif-
ferent points of view has been made by Dow and
Karunaratna (2006). Essentially, they suggest a fun-
damental modification to the concept of distance
by distinguishing between psychic distance stimuli
(PDS) and perceived psychic distance (PPD). Psychic
distance stimuli are objective differences in coun-
try characteristics that are related – but distinct from
– PPD. Dow and colleagues (Dow and Karunaratna
2006; Dow and Larimo 2009) argue that PPD can be
seen as a function of PDS. Thus, PDS – such as dif-
ferences in culture – can be regarded as antecedents
of PPD (Håkanson and Ambos 2010). The underly-
ing powerful idea is that the difficulty of accurately
capturing perceptions may be mitigated if it is possi-
ble to identify and measure the antecedents of such
perceptions.

Given the novelty of this idea, research on the PDS–
PPD relationship is still rare. However, the studies of
Sousa and Bradley (2006) and Håkanson and Ambos
(2010) are noteworthy in their treatment of country-
level PDS. Both found a positive relationship be-
tween PDS and PPD. Related research has argued
that PPD may have organizational and individual an-
tecedents. However, organizational antecedents, such
as centralization of decision-making or international
scope, have not been found to be associated with
PPD (Evans et al. 2008; Sullivan and Bauerschmidt
1990). Similarly, Fletcher and Bohn (1998) proposed
demographic characteristics of managers to have an
influence on PPD. However, they found no significant
relationships.

Reference point. Concepts of distance require at
least two entities (Deza and Deza 2006), otherwise
no assessment of distance can be made. Though triv-
ial, in an IB context it is not clear what these entities
are. Certainly, they can be countries. But the question
is which countries to choose as the reference point
to assess distance. The articles in our sample have
addressed this in different ways. Moreover, we see a
further distinction: reference point for the firm versus
reference point for a new investment.

In almost every article, the home country is the
reference point. The distance the firm faces in con-
ducting cross-border activities is equated with the
difference between the home country and the focal
foreign country. In some circumstances (e.g. domi-
nant headquarters, centralized decision-making and
early stages of firm internationalization), this may
indeed be the appropriate reference point, but in
others the neglect of idiosyncratic firm characteris-
tics that goes along with the home reference point
may seem to be an oversimplification (Tung and Ver-
beke 2010). Is it likely that the distance faced by
two firms from the same home country and entering
the same foreign country will always be identical?
Some authors express severe doubts and propose al-
ternative reference points. Chao and Kumar (2005),
Lavie and Miller (2008) and Madsen (2009) all sug-
gest that distance should not only be assessed in re-
lation to a firm’s home country, but relative to all
other countries in which the firm is active. Clark and
Pugh (2001), Gleason and Wiggenhorn (2007) and
Yamin and Golesorkhi (2010) assess distance in re-
lation to the home region or cluster. However, Baaij
and Slangen (2013) argue that firms have increas-
ingly disaggregated headquarters and, therefore, not
a single distance to the home country, but rather mul-
tiple distances to the countries in which the different
headquarters are located needs to be taken into con-
sideration when studying the headquarter–subsidiary
relationship. Hutzschenreuter and Voll (2008) intro-
duce the closest neighbor approach, which takes into
account a firm’s entire portfolio of countries. They
argue that the relevant distance is the one between the
focal country and the closest neighbor country within
the firm’s portfolio.

By starting a discussion on reference point se-
lection, these authors have taken the first step in
bringing about a more appropriate conceptualiza-
tion and assessment of distance. Researchers should
be strongly encouraged to think further on this
issue.

C© 2015 British Academy of Management and John Wiley & Sons Ltd.
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Usually, the country in which an investment takes
place is used as one of the two countries from which
to assess distance. Building on Barkema et al. (1996),
Hanvanich et al. (2003, p. 6) have reasoned that there
are times, such as when entering an international joint
venture (IJV), that firms face ‘double-layered accul-
turation, which is defined as a structure of IJV in
which there are both partner and location cultural
differences’. In such cases, there are possibly two
distances to be taken into account: one from the in-
vestor’s home country to the country where the IJV
is located, and one from there to the country of the
foreign partner if based in yet another country. Most
research to date does not account for this possibility,
usually considering the distance to the foreign market
in which the IJV is established. There are a few stud-
ies, however, that do focus on the distance between
IJV partners (Hsieh et al. 2010; Ng et al. 2007).

Evaluation of findings

This review of the literature reveals that, for decades,
IB researchers have continued to innovate on two
fronts, on the dimensions of distance and on the mea-
surement of distance. Without a doubt, the primary
focus has been, and remains, the cultural dimension
of distance (Tung and Verbeke 2010), and yet in-
creasingly, complementary dimensions of distance
are being explored (e.g. Dikova 2009; Estrin et al.
2009; Malhotra et al. 2009). This is encouraging,
as it is important that multiple dimensions are be-
ing considered. Approaching distance from different
perspectives will surely provide far more insight into
the distance phenomenon than focusing on a single
dimension such as culture. Perhaps even more impor-
tantly, the field of distance research has not only been
characterized by novel empirical contributions, but
also conceptual contributions. We laud the efforts of
Shenkar and colleagues (e.g. Luo and Shenkar 2011;
Shenkar et al. 2008), who in a series of articles have
re-conceptualized distance by switching to a friction
approach to cultural differences, introducing a com-
pletely new way of thinking. Also noteworthy is the
conceptual distinction between PDS and PPD pro-
posed by Dow and colleagues (Dow and Karunaratna
2006; Dow and Larimo 2009), which sheds new light
on the concept of distance and paves the way for fu-
ture research. Contributions like these guarantee the
development of the concept of distance.

This review of the literature has also revealed on-
going intense disagreement over a number of issues
(Håkanson and Ambos 2010; Harzing 2003; Shenkar

2001). Some may argue that this is a sign of a lack of
direction. We see it in a more positive light, a clear
sign of intellectual involvement in further developing
the concept of distance. After all, scholarly discussion
has always been the foundation on which theoretical
advances are built. However, we acknowledge that, in
reviewing the articles in our sample, we came across
several important issues that could indicate that the
concept of distance may indeed be without direction.

Most striking of all is that, after 40 years of
distance-related research, there is no consensus on the
definition of the distance concept. Core elements of
the concept, such as the level of analysis and definitive
reference points are still unresolved and, moreover,
with the exception of some notable contributions,
theories that might move us closer to resolving such
important issues remain scarce. No theoretical con-
tributions are missing, but a clear-cut answer to the
question: Which distance? Given that this essential
question remains unanswered, it is understandable
that some scholars claim that the concept of distance is
without direction (Shenkar 2012; Zaheer et al. 2012).

Why does distance matter?

After almost four decades of research, empirical re-
sults broadly highlight the negative effects of dis-
tance. Though some articles have found positive
effects of distance, it seems that the case for the nega-
tives is much stronger than the case for the positives.

Drawbacks of distance

The association of distance with drawbacks may have
its roots in the works of Hymer (1976) and Kindel-
berger (1969). Both stress the costs of foreign direct
investments and the liabilities of foreignness. Other
scholars, including Buckley and Casson (1976), Rug-
man (1980) and Hennart (1982), advanced the theory
of internalization, focusing on transaction costs in an
international context. Subsequent research has often
adopted a transaction cost perspective to explore the-
oretically the drawbacks of distance.

Essentially, transaction cost theory suggests that
firms weigh the costs of market transactions against
the costs of internalization (Coase 1937; Williamson
1979). Distance increases the costs of transporta-
tion, communication, coordination, integration and
monitoring (Tan and Mahoney 2006). Several re-
searchers have argued that, as distance increases,
the increased complexity of managing a dispersed

C© 2015 British Academy of Management and John Wiley & Sons Ltd.



Review of Distance 7

network will ultimately lead to higher management
costs (e.g. Hutzschenreuter and Voll 2008; Johanson
and Vahlne 2009). There are two important points
here. First, given the rational analytical approach
underlying transaction cost reasoning, it is striking
that the potential benefits of distance are largely ne-
glected. Second, while it is plausible that distance
may increase costs, the relationship does not need
to be linear. Indeed, in the case of communication,
coordination and monitoring, such an assumption
seems untenable.

Articles relying on behavioral theory also concen-
trate on the potential drawbacks of distance (Aharoni
1966; Cyert and March 1963). They argue that dif-
ferences between countries interfere with the flow
of information and limit the ability of managers to
learn about foreign countries (Johanson and Vahlne
1977; Johanson and Wiedersheim-Paul 1975). Hence,
their ability to identify opportunities and threats de-
creases as distance increases (Johanson and Vahlne
1990). Behavioral theorists conclude, first and fore-
most, that distance creates uncertainty (Makino and
Tsang 2011) and, as managers are often risk averse,
this is not desirable.

For proponents of the knowledge-based view of the
firm (Ghoshal 1987; Grant 1996), distance impedes
the capacity to absorb new knowledge and, even more
importantly, to impede application of already existing
knowledge (Szulanski 1996). Our sample includes ar-
ticles in which it is argued that distance complicates
the transferability of organizational practices (Kos-
tova 1999), competencies and capabilities (Li and
Guisinger 1992), innovation (Dellestrand and Kappen
2012) and technology (Cui et al. 2006). As Madhok
(1997, p. 47) put it, a firm’s knowledge is likely to ‘suf-
fer erosion of rent-generating properties, and conse-
quent value, due to weak transferability and imperfect
replicability in a new context [ . . . ], thus weakening
its competitive advantage’.

Benefits of distance

We find one legitimate benefit of distance in our sam-
ple, namely better decision-making. The argument in
favor of distance relates to the relationship between
distance and the quality of IB decisions. O’Grady
and Lane (1996) found evidence of what they label
‘psychic distance paradox’. They found that man-
agers who consider a foreign country to be similar to
their home country may be unobservant or inatten-
tive to crucial differences in country contexts. Thus,
a lack of distance, i.e. closeness, may entail problems

(Fenwick et al. 2003), simply because similarities be-
tween close countries are subject to overestimation
(Pedersen and Petersen 2004), and small but pivotal
differences tend to be ignored (Evans et al. 2008).
Building on this insight, Evans and Mavondo (2002)
argue that, when managers are responsible for an IB
decision involving very distant countries, they make
more of an effort to understand the foreign coun-
try. This dovetails with previous work showing that
greater distance encourages managers to learn and
adopt new routines (Ghoshal 1987; Morosini et al.
1998). Other articles show that greater distance in-
creases the comprehensiveness of market research
and planning (Evans and Mavondo 2002) and, in turn,
establishes a reliable basis for IB decisions involving
distant countries (Dikova 2009).

Evaluation of findings

Overall, this review of the literature reveals that there
is one compelling answer to the basic question of
‘Why does distance matter?’ Notwithstanding the dif-
ferent theoretical perspectives researchers have taken
over the last 40 years, the unifying conclusion is that
distance matters because it is associated with sub-
stantial drawbacks, be it, for example, the increase
in costs of communication, coordination and integra-
tion, the creation of uncertainty, or the complication
of intra-firm practices, competencies and capabilities.
However, while we found the basic reasoning that dis-
tance is associated with various drawbacks to be gen-
erally well developed, we also noticed that an in-depth
theoretical exploration of the causal mechanisms that
underlie the different dimensions of distance is yet
to be done (Zaheer et al. 2012). We will return to
this issue in more detail in our suggestions for future
research.

It is also noteworthy that we sporadically encoun-
tered articles arguing for different benefits of distance.
However, we believe that, on closer inspection, there
is only one legitimate benefit of distance in our sam-
ple, namely better decision-making. Other arguments
that have been put forth in the literature regarding the
benefits of distance, such as less competition or more
diversity, eventually refer to market characteristics
rather than to distance per se. However, less competi-
tion and more diversity may be found in more distant
markets as well as in less distant markets.1

1We are grateful to two anonymous reviewers for pointing
this out.
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What outcomes are affected by
distance?

Four main types of outcomes are affected by dis-
tance: market selection; entry mode; performance;
and knowledge transfer and interorganizational re-
lationships. We give an overview of the articles by
category in the Supporting Information, Appendices
S2, S3A, S3B, S4 and S5.

Market selection

Notwithstanding a few exceptions, the consistent
finding of studies in our sample is that – in accordance
with the Uppsala model – distance is negatively as-
sociated with the probability of market selection (e.g.
Berry et al. 2010) and the amount of FDI in the re-
spective country (e.g. Li and Guisinger 1992). While
there is some evidence for such an effect for dif-
ferent dimensions of distance (cultural, institutional,
geographic, economic and psychic), the majority of
studies provide support for a negative effect of cul-
tural distance. Among all dimensions of distance, cul-
tural distance may be considered as one of the greatest
sources of risk and uncertainty in the IB context, ow-
ing to its tacit nature (Håkanson and Ambos 2010). As
a result, firms may have less power to control or take
appropriate measures to offset the negative effects of
differences in values, norms and beliefs compared
with geographic or economic distance. However, de-
spite the number of studies demonstrating a negative
effect of cultural distance on market selection, there
is no study available simultaneously comparing the
direction and strength of different dimensions of dis-
tance on market selection. The study by Malhotra
et al. (2009), however, takes a first step forward in
this direction, finding the direction of the effect of
distance on market selection to differ, depending on
the dimension of distance under investigation.

Differences regarding the effect of distance on mar-
ket selection may, however, not only exist among dif-
ferent dimensions, but also within a particular di-
mension. For example, institutional distance consists
of several sub-dimensions, each of which may have
a differing effect on market selection. Pogrebnyakov
and Maitland (2011) predict a negative effect of cog-
nitive, regulative and normative distance on market
selection. While they found support for cognitive dis-
tance, they also found that normative distance was
positively associated with market selection and that
regulatory distance had no effect. These results high-

light the need for future studies to differentiate be-
tween both various dimensions, but also different at-
tributes within a single distance dimension.

The vast majority of studies in our sample relies
on a cross-sectional approach and investigates an ex-
pansion step in isolation. This is all the more surpris-
ing, given that each individual expansion step is part
of the firm’s internationalization process. However,
as Welch and Paavilainen-Mäntymäki (2014) in their
recent review and critique of existing research on the
internationalization process of the firm have argued,
a process approach to internationalization research
requires the combination of process data with pro-
cess theorizing. History matters (Sydow et al. 2009)
and prior market entry decisions may well have an
effect on the latter. At the same time, a process ap-
proach to market selection would enable researchers
to shed light on the speed of internationalization – a
topic that deserves significantly more research atten-
tion (for an excellent review of the relevant literature,
see Casillas and Acedo 2013). A noteworthy study
in this context taking both a process approach and
a speed perspective is the study by Hutzschenreuter
et al. (2011) showing that higher levels of accumu-
lated distance per time period slow down the expan-
sion rate in subsequent periods.

Entry mode

Studies in this research stream can be divided into
studies concerned with the effect of distance on (a)
the degree of equity, i.e. wholly owned vs joint ven-
ture, high vs low equity, and equity vs non-equity
investments and (b) the choice of the establishment,
i.e. greenfield versus acquisition.

The vast majority of articles shows that, as cul-
tural distance increases, firms favor low-commitment
over high-commitment entry modes. More specifi-
cally, as cultural distance increases firms tend to fa-
vor non-equity modes over equity modes (e.g. Arora
and Fosfuri 2000; Driscoll and Paliwoda 1997), joint
ventures over wholly owned subsidiaries (e.g. Dow
and Ferencikova 2010; Hennart and Larimo 1998),
and low-equity modes over high-equity modes (Mag-
nusson et al. 2008; Yamin and Golesorkhi 2010).

In spite of the vast majority of studies finding a
negative relationship, it is also noteworthy that some
studies found a positive one (e.g. Cho and Padman-
abhan 2005; Gooris and Peeters 2014), an inverted
U-shaped one (Wang and Schaan 2008) and no re-
lationship between cultural distance and degree of
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equity (e.g. Demirbag et al. 2009; Slangen and van
Tulder 2009).

Relatively few studies focus on institutional or
psychic distance, and their results are not clear-cut.
Rather, for example regarding institutional distance,
studies found a negative effect (e.g. Castellani et al.
2013; Xu et al. 2004) and others found a positive re-
lationship (e.g. Contractor et al. 2014; Schwens et al.
2011). Finally, only two studies are concerned with
the effect of geographic distance (Fladmoe-Lindquist
and Jacque 1995; Quer et al. 2007) – both finding a
negative relationship – but none regarding the impact
of economic distance on the degree of equity. In sum,
while there is broad support for the negative effect
of cultural distance on the degree of equity, definitely
more research is needed before we may be able to
draw conclusions on their distinct effect.

Concerning the choice of the establishment, no
clear conclusion can be drawn based on the results
from the articles in our sample. However, an inter-
esting study is the one by Arslan and Larimo (2011)
in which the authors found that formal institutional
distance is negatively related, whereas informal in-
stitutional distance is positively related to greenfield
investments. Again, this result indicates that different
dimensions of distance may have different effects.
As with market selection, to date there is a lack of
research not only regarding studies investigating the
different effects of dimensions other than cultural dis-
tance, but also regarding studies examining the drivers
of the different effects, that is, the individual attributes
of a particular distance on entry mode choice.

Performance

Articles in our sample focus predominantly on ei-
ther the performance of IJVs (e.g. Barkema and Ver-
meulen 1997; Pothukuchi et al. 2002) or overall firm
performance (e.g. Chao and Kumar 2010; Gómez-
Mejia and Palich 1997). A limited number of articles
also explore performance at the subsidiary level (e.g.
Dikova 2009; Vachani 2005).

Again, culture is the most-researched distance di-
mension, and most of the studies find a negative rela-
tionship between cultural distance and performance
(e.g. Datta and Puia 1995; Meschi and Riccio 2008).
While there is a broad consensus on the negative ef-
fect of cultural distance on IJVs indicating that, when
sharing power, distance may act disruptively, there are
somewhat less clear results regarding implications for
subsidiary and multinational enterprise (MNE) per-
formance. Here, studies found the effect to be positive

(e.g. Morosini et al. 1998), inverted U-shaped (Wang
and Schaan 2008) or non-existent (e.g. Tihanyi et al.
2005). Only a few studies examine the performance
effects of alternative dimensions of distance. More
research is needed to shed light on the differences in
the effect of various distance dimensions on perfor-
mance. In this context, a recent article by Hutzschen-
reuter et al. (2014), which is among the first to
examine the performance effects of several dimen-
sions of distance, is noteworthy. The authors find that
not only cultural, but also governance and geographic
distances are negatively related to MNE performance.
Their results also suggest that distances that are less
predictable – such as governance or cultural distance
– may explain the greatest part of variation in MNE
performance.

Knowledge transfer and interorganizational
relationships

One research stream focuses on the role of distance in
knowledge transfer or more broadly on its role in in-
terorganizational relationships. Studies have explored
the effect of distance on reciprocity and trust in al-
liances (Kashlak et al. 1998; Luo 2002), cross-border
acquisition implementation (Reus 2012), acquisition
and joint venture integration processes (Brock 2005;
Hsieh et al. 2010; Uhlenbruck 2004) and decentral-
ization (Williams and van Triest 2009).

Results on the effect of distance on knowledge
transfer and interorganizational relationships have, by
and large, highlighted the negative effects of distance
(e.g. Dinur et al. 2009; Reus and Rottig 2009). In-
deed, only two studies found that cultural distance
had a positive effect either on knowledge transfer
(Sarala and Vaara 2010) or on the interorganiza-
tional relationship (Reus and Lamont 2009). Sartor
and Beamish (2014) found both positive and negative
relationships between different institutional distance
dimensions and organizational control. Finally, some
studies found no effect of cultural distance (e.g. Cui
et al. 2006; Park et al. 2012). Thus, it seems that, sim-
ilar to research addressing market selection, a clear
pattern emerges for the negative effect of distance – in
particular cultural distance – on knowledge transfer
and interorganizational relationships.

Again, the majority of studies focused on cultural
distance at the expense of other distance dimensions.
Therefore, there is great need for more research ex-
ploring the effects of various distance dimensions on
knowledge transfer and interorganizational relation-
ships.
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Evaluation of findings

Overall, research has provided strong evidence
that distance has a significant effect on firm- and
subsidiary-level outcomes, such as market selection,
entry mode, performance, and knowledge transfer
and interorganizational relationships. Notwithstand-
ing, the broad consensus of the negative effect of
distance on the aforementioned outcomes, this review
also revealed that, depending on the specific outcome
under investigation and/or the dimension of distance
under investigation, the results may at times not be
that clear-cut.

As we have acknowledged above, we believe that it
is important to consider multiple dimensions of dis-
tance. Indeed, we see no other way of reaching a more
holistic understanding of distance. It is evident that
different dimensions of distance are likely to have dif-
ferent effects on outcome variables and that different
distance dimensions are likely to interact in differ-
ent ways with contingency factors. However, to date,
such a differentiated perspective – which would, with-
out doubt, yield interesting and important insights
– is rarely taken. As a result, we have so far fore-
gone the possibility to obtain a fine-grained under-
standing of the effect of distance and have settled on
a rather undifferentiated and cultural-distance-driven
perspective on the distance phenomenon.

Finally, we have lauded the intensive scholarly dis-
cussion over the concept of distance above, but at
the same time we need to acknowledge that there is
a difference between uncovering flaws in the current
concepts of distance and proposing potential solutions
to them, and in seeking to apply the distance concept
empirically. In reaction to Shenkar’s (2001) critique
of the KS-index, Harzing (2003, p. 102) writes, ‘it is
clear that this index should never have achieved the
almost mythical and unassailable status it seems to
have’. In looking back at Shenkar (2001), Shenkar
(2012, p. 13) bemoans the disconnect between cri-
tique and empirical application: ‘Worse, in quite a
few instances, authors referenced the article Shenkar
(2001) to acknowledge that dealing with cultural dif-
ferences was challenging, promptly proceeding to
use the same measure I had argued against.’ Clearly,
scholars must be cognizant of the limitations of the
concept of culture, and other concepts as well, and
they must be willing to draw the appropriate conclu-
sions – otherwise, it is likely that the gap between con-
ceptual development and empirical application will
not close.

What aggravates or alleviates the effect
of distance?

Exploring moderation effects and thereby adopting a
more differentiated approach may yield a better un-
derstanding of the overall effect of different dimen-
sions of distance, because it would make it possible
to examine the impact of a specific distance dimen-
sion under a number of conditions and in a variety of
circumstances. Depending on the moderator, one dis-
tance dimension may have an effect different from
another dimension. Subsequently, we review stud-
ies that focus on moderation effects. Although, from
a methodological standpoint it does not make any
difference whether distance is the moderator or the
relationship between distance and an outcome is mod-
erated by another phenomenon, the underlying theo-
retical argumentations differ. Therefore, we divide the
subsequent section into (a) studies dealing with con-
tingency factors affecting the relationship between
distance and outcomes (20 studies) and (b) studies
employing distance as a moderator variable (22 stud-
ies) (see Supporting Information, Appendices S6 and
S7).

Factors moderating the distance–organizational
outcome relationship

Firm characteristics. Dikova (2009, p. 47) makes
a particularly convincing case for using firm char-
acteristics as potential moderators, and cautions that
‘when the effects of psychic distance stimuli on per-
formance are examined it is of utmost importance to
account for managerial or firm sensitivity to psychic
distance stimuli rather than examine direct effects of
psychic distance stimuli on performance’. Given the
focal role of experience and knowledge in the Upp-
sala model (Johanson and Vahlne 1977), it is not sur-
prising that firm experience is the key contingency
variable (for an excellent treatment of the conceptu-
alization of international experience, see Clarke et al.
2013). Authors explore different kinds of experience
influencing the effect of distance, but, by and large,
do not differentiate between the various dimensions
of distance. Cho and Padmanabhan (2005) distinguish
three experience types: general international experi-
ence; host-country-specific experience; and decision-
specific experience. They found that, while all three
types of experience attenuate negative effects of cul-
tural distance, the impact varies. Other studies show
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that firms’ local experiences (Dikova and Rao Sahib
2013; Estrin et al. 2009), their cluster or regional
experiences (Dow and Larimo 2009) or their multi-
nationality (Agarwal 1994) can influence the effect of
distance on outcomes at the firm and subsidiary lev-
els. Dikova et al. (2010) found that acquisition expe-
rience influences the impact of institutional distance,
and Lavie and Miller (2008) found that foreign part-
nering experience influences the impact of the overall
distance on various dimensions. Hutzschenreuter and
Horstkotte (2013) found that international experience
as well as shared team-specific experience of the top
management team attenuates the negative effect of
cultural distance on firm performance.

Together, these findings suggest that ‘distance may
pose a strong impediment to an inexperienced home
country firm in a host country, but not to an experi-
enced home country firm in the same country’ (Cho
and Padmanabhan 2005, p. 308). The results suggest
that it is cultural and institutional distance, in particu-
lar, that may cause disruption for inexperienced firms.
However, more studies focusing on different distance
dimensions are clearly needed before a clear pattern
of the effect of experience may emerge.

The duration of operations – which is closely re-
lated to the experience concept – is used in several
articles. Meschi and Riccio (2008) found that joint
venture longevity positively moderates the relation-
ship between cultural distance and joint venture per-
formance. Other studies focusing on the moderating
effect of time found similar effects (Dow and Larimo
2009; Robson et al. 2012). Though some researchers
do not explicitly examine the time–distance interac-
tion effect, they use dummy variables to show that the
effect of distance diminishes over time (e.g. Barkema
and Vermeulen 1997).

Market characteristics. The two market character-
istics that have been explored have yielded mixed
results. Some found that market potential tends to
mitigate the effects of distance, for example, for mar-
ket selection (Malhotra et al. 2009; Rothaermel et al.
2006). Furthermore, Malhotra et al. (2009) found not
only differences in the relationship between various
distance dimensions and market entry, but also dif-
ferences in the impact of market potential on these
relationships. However, Agarwal’s (1994) study does
not reveal any moderating effect of market poten-
tial. A similar pattern emerges concerning country
risk. While some studies found a moderating ef-
fect of country risk, (Brouthers and Brouthers 2001;
Rothaermel et al. 2006), others fail to do so (Agar-

wal 1994; Dow and Larimo 2009; Meschi and Riccio
2008).

Distance as contingency factor

Distance has been used as a moderator of a num-
ber of different relationships, including that between
experience and subsidiary performance (Luo 1999),
experience and proprietary know-how (Schwens et al.
2011) and firm-specific resources and dynamic capa-
bilities (Brouthers et al. 2008). Others investigate the
moderating effect of distance on the relationship be-
tween complementary assets (Chiao et al. 2010) and
entry mode choices. In all these studies, distance was
indeed found to be a significant moderator of the main
relationship. In some articles, the authors explore the
interaction of distance and relationship characteris-
tics, such as communication and understandability
(Reus and Lamont 2009), trust (Luo 2002) and buyer
adaptation (Leonidou et al. 2011). Again, distance is
shown to be an important moderator to be considered
in IB research.

Evaluation of findings

In sum, this review reveals that there is value in focus-
ing on interaction effects, either with contingency fac-
tors affecting the relationship between distance and
outcomes or studies employing distance as a modera-
tor variable. After all, such a contingency perspective
is likely to yield a much finer grained and differenti-
ated picture, acknowledging that, for example, differ-
ences in firm and market characteristics have a distinct
effect on the relationship between distance and some
firm- or subsidiary-level outcome.

Notwithstanding that we have seen some research
exploring how contingency factors affect the relation-
ship between distance and outcomes, we believe that
there is a dire need for more research taking a differ-
entiated approach, examining contingencies on dif-
ferent dimensions of distance. Only in doing so, may
we be able to account for the fact that the effect of
contingencies may vary with the distance dimension
under investigation.

Similarly, we find that, despite its potential value,
there is only limited research on the moderating effect
of distance and – if available at all – it focuses mostly
on cultural distance. Hardly any research is avail-
able employing institutional, geographic or economic
distance as moderator. However, we believe that it is
important that future research explores whether and if
so, how, the moderation effect of a particular relation-
ship varies with the various dimensions of distance,

C© 2015 British Academy of Management and John Wiley & Sons Ltd.



12 T. Hutzschenreuter et al.

keeping in mind that distance is a multidimensional
phenomenon.

Suggestions for future research

Subsequently, we develop suggestions for future re-
search. The intention of these suggestions for future
research is to direct attention to research questions
that we believe are among the most pressing ques-
tions in distance research and may have the potential
to advance the field further, thereby providing dis-
tinct novel insights. A core aspect of the future re-
search suggestions is the reintegration of managers –
the persons ultimately responsible for IB decisions –
into distance research.

Exploiting the PDS–PPD distinction

Studies linking PDS to outcomes at firm and/or sub-
sidiary level exhibit – almost by definition – a medi-
ated design. Differences in PDS do not directly affect
IB decisions and outcomes, but influence PPD. Ac-
cordingly, it is imperative for the theoretical advance-
ment of the distance concept that additional research
be done on the link between PDS and PPD.

Influences on the PDS–PPD relationship. Follow-
ing the Carnegie School (March and Simon 1958) and
subsequent work on managerial and organizational
cognition (Daft and Weick 1984; Hambrick and Ma-
son 1984), a manager’s perceived distance may be in-
fluenced by that manager’s givens (Sousa and Bradley
2006). Though there are many aspects to be explored
against this backdrop, we believe that a promising one
is global mindset.

According to Levy et al. (2007, p. 244), global
mindset may be defined as givens ‘characterized by
an openness to and articulation of multiple cultural
and strategic realities on both global and local events,
and the cognitive ability to mediate and integrate
across this multiplicity’. This openness indicates a
non-prejudicial and non-judgmental perception and
evaluation of information (Levy et al. 2007). This
may help to reduce ambiguity and uncertainty in pro-
cessing information related to foreign countries. A
global mindset also indicates a willingness to look
outward, to be involved in the global environment
(Levy 2005). Managers who are more open-minded
in this way are more likely to be tolerant of differences
across countries (Sousa and Bradley 2006). Based on
the preceding insights, we call for research explor-

ing the effects of managers’ givens on the PDS–PPD
relationship. Promising research questions include:
How do managers’ idiosyncratic givens moderate the
relationship between PDS and PPD? To what extent
do givens that foster a global mindset make man-
agers more tolerant of objective differences across
countries?

Asymmetry in perceived distance. Until recently, the
symmetry issue was challenged using theoretical ar-
guments (Shenkar 2001). Though some research has
provided initial empirical evidence for asymmetry in
perceived distance (e.g. O’Grady and Lane 1996),
the study of Håkanson and Ambos (2010) is the first
to provide extensive data on the asymmetry issue.
The data reveal a pattern according to which the per-
ceived distance from managers located in developed
countries to developing countries was larger than vice
versa (Håkanson and Ambos 2010, Table 2). Accord-
ingly, one may argue that manager’s perception of
distance may be driven by the relative development
of the home country and the foreign country (Cuervo-
Cazurra and Genc 2011; Drogendijk and Holm 2012).
More prosperous countries may be considered stable
and relatively easy to understand. Accordingly, man-
agers accustomed to working in such a context may
feel uncertain about their ability to deal with contexts
characterized by low economic development and rel-
atively poor quality institutions. Their counterparts
in less developed countries, however, may not share
such reservations. Given the limited empirical data
on this issue, we can at the moment only specu-
late about the sources of the asymmetry. However,
based on the preceding insights, we propose future
research to address questions such as: Can the ex-
tent in socio-economic differences be linked directly
to the extent of asymmetry in PPD? What factors of
socio-economic development are most important in
explaining this asymmetry?

The PDS–PPD relationship across distance dimen-
sions. Håkanson and Ambos (2010) showed that
the PDS–PPD relationship varies across distance di-
mensions. Their data reveal that geographic distance
accounts for the largest share of the explained vari-
ance in PPD, while cultural distance and relative
governance quality are poor predictors of PPD. As
managers can easily assess geographic distance, they
may be particularly receptive to that distance dimen-
sion. Conversely, cultural distance and institutional
distance are more fuzzy, and managers may not be
aware of such differences. However, this does not
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diminish the importance of those distances in IB
decisions.

Managers use their cognitive map to cope with
the ambiguous, complex and munificent information
contexts in which they operate (Walsh 1995). Since
the cognitive map is built largely on past experi-
ences (Kiesler and Sproull 1982), geographic distance
will be more salient for managers than cultural or
institutional distance. This is important, as no action
takes place without being preceded by the allocation
of attention and interpretation of information (Daft
and Weick 1984). Based on these insights, we suggest
the following research questions to be addressed in
the future: (How) does managerial awareness of, and
familiarity with, differences across PDS vary? (To
what extent) does managerial awareness of, and famil-
iarity, with differences across PDS affect IB-related
decisions?

Substantiating the concept of distance

It is important that future research theoretically ex-
plores the causal mechanisms underlying the con-
cept of different dimensions of distance (Zaheer
et al. 2012). To date, the reasoning concerning causal
mechanisms has not been specific enough regarding
the dimensions of distance and the mechanisms that
influence distance. However, this may benefit dis-
tance research in at least two important ways: One, it
could lead, as Zaheer et al. (2012, p. 24) say, ‘toward
greater precision in theorizing about and measuring
distance’. Second, the door to new research possibil-
ities may open. We might, for example, be able to
identify mechanisms theoretically distinct from each
other, then include them in studies considering mul-
tiple distance factors simultaneously.

To date, distance research has typically addressed
one distance dimension at a time. However, differ-
ences exist across multiple dimensions of distance
simultaneously and, as such, may jointly affect IB de-
cisions. The complexity perspective taken by some
scholars (e.g. Hutzschenreuter and Voll 2008) pro-
vides a good example: Essentially, this perspective
recognizes that distance increases the complexity of
managing an MNE, but that each distinct dimension
of distance makes its contribution to the increase in
complexity. Complexity originates from the interac-
tion of multiple distance dimensions. Thus, focusing
on a single dimension alone is likely to underesti-
mate the true complexity of what is being faced.
Moreover, we concur with Peng and Pleggenkuhle-
Miles (2009, p. 55) that, given the existence of mul-

tiple distance dimensions, we need to explore fur-
ther which dimension has more explanatory power
in what context. Therefore, we believe that there
is value for future research exploring issues such
as: (To what extent) are the underlying mechanisms
of different distance dimensions distinct? How do
the effects of various distance dimensions interact
and what dimension is most meaningful in what
context?

Moving beyond the home country reference point

Recently, theoretical and empirical studies have ar-
gued for and applied reference points other than the
MNE’s home country (Tung and Verbeke 2010; Za-
heer et al. 2012). In fact, it seems that the reference
point may be an issue of measurement but, even more
importantly, a theoretical issue, and one that could po-
tentially substantially advance the conceptualization
of distance.

According to the resource-based view (RBV) in
strategy, firms are unique in that they possesses firm-
specific idiosyncratic resources (Wernerfelt 1984).
One could argue that MNEs possess idiosyncratic
resources that help them deal with distance. This no-
tion has two important implications, neither of which
is applicable in the case of a home-country refer-
ence point: first, the idiosyncratic resources of a firm
change over time; and second, the endowment of re-
sources differs across MNEs.

Petersen et al. (2008) proposed that distance in
general might take the form of a knowledge gap be-
tween an MNE’s stock of knowledge and the knowl-
edge needed in the foreign market. Such knowledge
perspective implies that several MNE characteristics
may be seen as resources to be used in dealing with
distance: characteristics such as having years of IB ex-
perience and business activities in multiple countries,
and a diversity of foreign markets in the firm portfolio
(Piscitello 2011; Zaheer and Hernandez 2011). What
is important is that they be at the same time idiosyn-
cratic to the respective MNE and time-variant.

We are not suggesting that IB research adopt the
RBV per se. Nor do we suggest that it is wrong to rely
on the home-country reference point. Rather, what
seems to be important is that research accounts for
the fact that MNEs are not homogeneous in their
ability to deal with distance in general and the in-
dividual dimensions of distance, in particular; either
across each other or over time. Clearly, the answer to
the question of what reference point is able best to de-
pict this is subject to further theoretical and empirical
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work. However, in addressing some of the aforemen-
tioned issues, future research may address questions
such as: What resources do MNEs possess that can
help them in dealing with distance, in general, and
different dimensions of distance, in particular? How
can a reference point adequately consider an MNE’s
resources that help dealing with distance?

Considering limitations and cognitive biases

The pivotal role played by managers has long been
recognized in distance-related research. Yet, man-
agers’ limitations and cognitive biases have been by
and large neglected. Nonetheless, we believe that it is
imperative that both be included in future research.

International business decisions tend to recur
over time. Behavioral learning theory has shown
that antecedent conditions affect decision-making.
When individuals perceive antecedent conditions to
be similar to prior decisions, they tend to gener-
alize at the expense of a careful analysis of the
situation, even though the similarity may only be
superficial (Novick 1988). Such an inappropriate gen-
eralization, however, is likely to lead to negative
outcomes (Haleblian and Finkelstein 1999; Novick
1988).

Moreover, behavioral learning theory also suggests
that the consequences of past behavior affect cur-
rent behavior (Ariely and Norton 2007). In essence,
it is argued that there is a tendency to persist in
behavior that leads to a positive outcome, whereas,
when behavior leads to a negative outcome, engag-
ing in that behavior diminishes. Accordingly, the
outcome of a specific IB decision alters the proba-
bility of that decision being applied again (Skinner
1950). A like decision that also results in a posi-
tive outcome builds momentum (Nevin and Grace
2000), and managers become increasingly resistant
to making a change in similar situations (Weiss and
Ilgen 1985). Considering managers’ limitations and
cognitive biases, future research may therefore ad-
dress the following research questions: (How) does
the similarity of countries with which the man-
ager is familiar affect the manager’s assessment of
distance? How can managers safeguard themselves
to generalize in making IB-related decisions? How
do the outcome of past IB decisions and similar-
ity between the focal country and past countries
interact?

This review suggests that distance-related research
is at a crossroads. We have seen substantial progress
over the past 40 years, but still a lot of open questions

regarding important conceptual issues in distance-
related research remain. We hope that our holistic
approach to reviewing the literature and our sug-
gestions for future research will lead to a more
thorough analysis of distance and help to over-
come the challenges that distance research currently
faces.
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Ambos, B. and Håkanson, L. (2014). The concept of distance
in international management research. Journal of Interna-
tional Management, 20, pp. 1–7.

Ariely, D. and Norton, M.I. (2007). How actions create – not
just reveal preferences. Trends in Cognitive Sciences, 12,
pp. 13–16.

Arora, A. and Fosfuri, A. (2000). Wholly owned subsidiary
versus technology licensing in the worldwide chemical
industry. Journal of International Business Studies, 31,
pp. 555–572.

Arslan, A. and Larimo, J. (2011). Greenfield investments or
acquisitions: impacts of institutional distance on establish-
ment mode choice of multinational enterprises in emerging
economies. Journal of Global Marketing, 24, pp. 345–356.

Barkema, H.G. and Vermeulen, F. (1997). What differences
in the cultural backgrounds of partners are detrimental
for international joint ventures? Journal of International
Business Studies, 28, pp. 845–864.

Barkema, H.G., Bell, J.H.J. and Pennings, J.M. (1996). For-
eign entry, cultural barriers, and learning. Strategic Man-
agement Journal, 17, pp. 151–166.

Beckerman, W. (1956). Distance and the pattern of intra-
European trade. Review of Economics and Statistics, 38,
pp. 31–40.

Berry, H., Guillen, M.F. and Zhou, N. (2010). An institu-
tional approach to cross-national distance. Journal of In-
ternational Business Studies, 41, pp. 1460–1480.

Boyacigiller, N. (1990). The role of expatriates in the man-
agement of interdependence, complexity and risk in multi-
national corporations. Journal of International Business
Studies, 21, pp. 357–381.

Brewer, P.A. (2007). Operationalizing psychic distance: a
revised approach. Journal of International Marketing, 15,
pp. 44–66.

Brock, D.M. (2005). Multinational acquisition integration:
the role of national culture in creating synergies. Interna-
tional Business Review, 14, pp. 269–288.

Brouthers, K.D. and Brouthers, L.E. (2001). Explaining the
national cultural distance paradox. Journal of Interna-
tional Business Studies, 32, pp. 177–189.

C© 2015 British Academy of Management and John Wiley & Sons Ltd.



Review of Distance 15

Brouthers, K.D., Brouthers, L.E. and Werner, S. (2008).
Resource-based advantages in an international context?
Journal of Management, 34, pp. 189–217.

Buckley, P. and Casson, M. (1976). The Future of the Multi-
national Enterprise. London: Holmes & Meier.

Baaij, M.G. and Slangen, A.H. L. (2013). The role of head-
quarters and subsidiary geographic distance in strategic
decisions by spatially disaggregated headquarters. Jour-
nal of International Business Studies, 44, pp. 941–952.

Campbell, J.T., Eden, L. and Miller, S.R. (2012). Multination-
als and corporate social responsibility in host countries:
does distance matter? Journal of International Business
Studies, 43, pp. 84–106.

Casillas, J.C. and Acedo, F.J. (2013). Speed in the interna-
tionalization process of the firm. International Journal of
Management Reviews, 15, pp. 15–29.

Castellani, D., Jimenez, A. and Zanfei, A. (2013). How re-
mote are R&D labs? Distance factors and international in-
novative activities. Journal of International Business Stud-
ies (pre-1986), 44, pp. 649–675.

Chao, M.C.-H. and Kumar, V. (2005). The impact of institu-
tional distance on the international diversity–performance
relationship. Journal of World Business, 45, pp. 93–103.

Chao, M.C.-H. and Kumar, V. (2010). The impact of institu-
tional distance on the international diversity–performance
relationship. Journal of World Business, 45, pp. 93–103.

Chen, T.-J. (2003). Network resources for internationaliza-
tion: the case of Taiwan’s electronics firms. Journal of
Management Studies, 40, pp. 1107–1130.

Chiao, Y.-C., Lo, F.-Y. and Yu, C.-M. (2010). Choosing be-
tween wholly-owned subsidiaries and joint ventures of
MNCs from an emerging market. International Market-
ing Review, 27, pp. 338–365.

Child, J., Ng, S.H. and Wong, C. (2002). Psychic distance
and internationalization: evidence from Hong Kong firms.
International Studies of Management & Organization, 32,
pp. 36–56.

Child, J., Rodrigues, S.B. and Frynas, J.G. (2009). Psychic
distance, its impact and coping modes. Management In-
ternational Review, 49, pp. 199–224.

Cho, K.R. and Padmanabhan, P. (2005). Revisiting the role
of cultural distance in MNC’s foreign ownership mode
choice: the moderating effect of experience attributes. In-
ternational Business Review, 14, pp. 307–324.

Clark, T. and Pugh, D.S. (2001). Foreign country priorities
in the internationalization process: a measure and an ex-
ploratory test on British firms. International Business Re-
view, 10, pp. 285–303.

Clarke, J.E., Tamaschke, R. and Liesch, P.W. (2013). Inter-
national experience in international business research: a
conceptualization and exploration of key themes. Inter-
national Journal of Management Reviews, 15, pp. 265–
279.

Coase, R.H. (1937). The nature of the firm. Economica, 4,
pp. 331–351.

Contractor, F.J., Lahiri, S., Elango, B. and Kundu, S.K.
(2014). Institutional, cultural and industry related deter-
minants of ownership choices in emerging market FDI
acquisitions. International Business Review, 23, pp. 931–
941.

Cuervo-Cazurra, A. and Genc, M.E. (2011). Obligating, pres-
suring, and supporting dimensions of the environment and
the non-market advantages of developing-country multi-
national companies. Journal of Management Studies, 48,
pp. 441–455.

Cui, A.S., Griffith, D.A., Cavusgil, S.T. and Dabic, M. (2006).
The influence of market and cultural environmental factors
on technology transfer between foreign MNCs and local
subsidiaries: a Croatian illustration. Journal of World Busi-
ness, 41, pp. 100–111.

Cyert, R.M. and March, J.G. (1963). A Behavioral Theory of
the Firm. Englewood Cliffs, NJ: Prentice-Hall.

Daft, R.L. and Weick, K.E. (1984). Toward a model of orga-
nizations as interpretation systems. Academy of Manage-
ment Review, 9, pp. 284–295.

Datta, D.K. and Puia, G. (1995). Cross-border acquisitions:
an examination of the influence of relatedness and cul-
tural fit on shareholder value creation in U.S. acquiring
firms. Management International Review, 35, pp. 337–
359.

De Beule, F., Elia, S. and Piscitello, L. (2014). Entry and
access to competencies abroad: emerging market firms
versus advanced market firms. Journal of International
Management, 20, pp. 137–152.

Dellestrand, H. and Kappen, P. (2012). The effects of spatial
and contextual factors on headquarters resource allocation
to MNE subsidiaries. Journal of International Business
Studies, 43, pp. 219–243.

Demirbag, M., Tatoglu, E. and Glaister, K.W. (2009). Equity-
based entry modes of emerging country multinationals:
lessons from Turkey. Journal of World Business, 44, pp.
445–462.

Deza, E. and Deza, M.M. (2006). Dictionary of Distances.
Oxford: Elsevier.

Dikova, D. (2009). Performance of foreign subsidiaries: does
psychic distance matter? International Business Review,
18, pp. 38–49.

Dikova, D. and Rao Sahib, P. (2013). Is cultural distance a
bane or a boon for cross-border acquisition performance?
Journal of World Business, 48, pp. 77–86.

Dikova, D., Sahib, P.R. and van Witteloostuijn, A. (2010).
Cross-border acquisition abandonment and completion:
the effect of institutional differences and organizational
learning in the international business service industry,
1981–2001. Journal of International Business Studies, 41,
pp. 223–245.

DiMaggio, P.J. and Powell, W.W. (1983). The iron cage revis-
ited: institutional isomorphism and collective rationality in
organizational fields. American Sociological Review, 48,
pp. 147–160.

C© 2015 British Academy of Management and John Wiley & Sons Ltd.



16 T. Hutzschenreuter et al.

Dinur, A., Hamilton, R.D. and Inkpen, A.C. (2009). Critical
context and international intrafirm best-practice transfers.
Journal of International Management, 15, pp. 432–446.

Dow, D. and Ferencikova, S. (2010). More than just national
cultural distance: testing new distance scales on FDI in
Slovakia. International Business Review, 19, pp. 46–58.

Dow, D. and Karunaratna, A. (2006). Developing a multidi-
mensional instrument to measure psychic distance stimuli.
Journal of International Business Studies, 37, pp. 578–
602.

Dow, D. and Larimo, J. (2009). Challenging the conceptu-
alization and measurement of distance and international
experience in entry mode choice research. Journal of In-
ternational Marketing, 17, pp. 74–98.

Driscoll, A.M. and Paliwoda, S.J. (1997). Dimensionalizing
international market entry mode choice. Journal of Mar-
keting Management, 13, pp. 57–87.

Drogendijk, R. and Holm, U. (2012). Cultural distance or
cultural positions? Analysing the effect of culture on the
HQ–subsidiary relationship. International Business Re-
view, 21, pp. 383–396.

Ellis, P.D. (2008). Does psychic distance moderate the market
size–entry sequence relationship? Journal of International
Business Studies, 39, pp. 351–369.

Estrin, S., Baghdasaryan, D., and Meyer, K.E. (2009). The
impact of institutional and human resource distance on in-
ternational entry strategies. Journal of Management Stud-
ies, 46, pp. 1171–1196.

Evans, J. and Mavondo, F.T. (2002). Psychic distance and
organizational performance: an empirical examination of
international retailing operations. Journal of International
Business Studies, 33, pp. 515–532.

Evans, J., Mavondo, F.T. and Bridson, K. (2008). Psychic dis-
tance: antecedents, retail strategy implications, and perfor-
mance. Journal of International Marketing, 16, pp. 32–63.

Fang, Y., Delios, A. and Beamish, P.W. (2013). An explo-
ration of multinational enterprise knowledge resources and
foreign subsidiary performance. Journal of World Busi-
ness, 48, pp. 30–38.

Fenwick, M., Edwards, R. and Buckley, P.J. (2003). Is cul-
tural similarity misleading? The experience of Australian
manufacturers in Britain. International Business Review,
12, pp. 297–309.

Fladmoe-Lindquist, K. and Jacque, L.L. (1995). Control
modes in international service operations: the propensity
to franchise. Management Science, 41, pp. 1238–1250.

Fletcher, R. and Bohn, J. (1998). The impact of psychic
distance on the internationalisation of the Australian Firm.
Journal of Global Marketing, 12, pp. 47–68.

Gallego, Á. and Casillas, J.C. (2014). Choice of markets for
initial export activities: differences between early and late
exporters. International Business Review, 23, pp. 1021–
1033.

Ghemawat, P. (2001). Distance still matters: the hard reality
of global expansion. Harvard Business Review, 79, pp.
137–147.

Ghoshal, S. (1987). Global strategy: an organizing frame-
work. Strategic Management Journal, 8, pp. 425–440.

Gleason, K.C. and Wiggenhorn, J. (2007). Born globals, the
choice of globalization strategy, and the market’s percep-
tion of performance. Journal of World Business, 42, pp.
322–335.
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