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Literature review

For a long time most international business researchers assumed homogeneity within national borders. More and
more, international strategy is being considered at the subnational level. We review the current state of the
literature that adopts this more fine-grained, subnational geographic level of analysis as well as studies com-
bining multiple levels of geographic analysis. We consider the notion of the subnational region and provide an
overview of regional grouping schemes applied in research. Our integrative framework shows how in the sub-

national context (1) firm, industry and environmental characteristics, (2) influence strategy, location choice and
entry mode, and (3) the eventual consequences of firm decision-making. We synthesize prior work, address
unresolved issues, and provide recommendations for future research advancing research on different geographic

levels of analysis.

1. Introduction

On which geographic level of analysis do multinational enterprises
(MNEs) plan their international strategy? How do MNEs choose and
decide on where to invest internationally? Explaining international
strategies, the location choices and entry modes of MNEs as well as
their consequences are among the fundamental issues and questions
that define the field of international business and the contribution it
makes to both theory and practice of management. To answer these
questions, scholars have examined MNEs’ (degree of) international di-
versification (Lu, Liu, Filatotchev, & Wright, 2014; Ma, Ding, & Yuan,
2016), a variety of location factors ranging from market size to quality
of formal institutions to taxes and tariffs (Asmussen & Goerzen, 2013)
as well as institutional and cultural variables affecting entry mode
choice (Meyer & Nguyen, 2005; Slangen, 2016). We find that most
extant literature has adopted country as the primary geographic unit of
analysis (Asmussen, Nielsen, Goerzen, & Tegtmeier, 2018; Beugelsdijk,
McCann, & Mudambi, 2010; Dai, Eden, & Beamish, 2013). There are
many good reasons for taking a country-centric approach, e.g. history,
national government involvement in trade, impact of national institu-
tions on business strategy and decision making, and not least of all the
availability of country data (Beugelsdijk & Mudambi, 2013). The dif-
ficulty is that what we think we know about “country” is built on the
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untenable assumption of subnational spatial homogeneity. Consider the
following: In November 2013 Tesla opened its first wholly-owned
showroom in Beijing. Prospective buyers would have to put down a
$40,000 deposit to preorder a Model S that, with hefty taxes, would
come to between $146,000 and $200,000. In light of China’s 2017
country-level GDP per capita at PPP of just $16,700, Tesla’s decision to
enter the Chinese market seems foolhardy, that is if you look at the
national level. The story is different from a subnational perspective. The
Hurun Global Rich List shows that Beijing is the undisputed billionaire
capital of the world (Hurun, 2018), and Knight Frank’s (2019) City
Wealth Index puts Beijing at Number 3, just behind London and New
York.

Obviously, international business (IB) activities do not only occur at
the national level. They often take place at the intersection of different
locational levels within different geographic units. A number of authors
have argued that country is not the lowest relevant level of analysis for
location (Chidlow, Holmstrom-Lind, Holm, & Tallman, 2015), others
have reasoned that countries are not homogenous (Beugelsdijk,
Slangen, Maseland, & Onrust, 2014; Dow & Karunaratna, 2006;
Shenkar, 2001). Some find wide subnational variations within coun-
tries, e.g. in terms of culture (Beugelsdijk & Mudambi, 2013; Tse,
2010), institutions (Castellani, Giangaspero, & Zanfei, 2013), natural
resource endowments' and other geographic characteristics
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(Dellestrand & Kappen, 2012; Goerzen, Asmussen, & Nielsen, 2013;
Meyer & Nguyen, 2005; Sun, Peng, Lee, & Tan, 2015), and economics
(Beugelsdijk & Mudambi, 2013; Shi, Sun, & Peng, 2012; Shi, Sun,
Pinkham, & Peng, 2014). Such differences are especially marked in
large countries like the US and China where states or provinces are
sometimes as big as a number of whole countries (in terms of surface,
population, etc.) (Shaver & Flyer, 2000). The State of California has the
fifth largest economy in the world, topping the UK and following clo-
sely behind Germany on a nominal exchange rate basis (Economist,
2019). Similarly, as seen by the Tesla example, Chinese provinces are
quite heterogeneous. In fact, Shanghai’s GDP per capita equals that of
Saudi Arabia (at purchasing-power parity), but Guizhou, the poorest
province, has an income per head close to that of India. The Global
Cities Investment Monitor (2018) lists the top 35 cities attracting in-
ternational greenfield investments above the level that would be ex-
pected based on country GDP. In many cases there are more similarities
between regions across national borders than within regions of the
same country (Beamish & Lupton, 2016; Castellani et al., 2013).
Lenartowicz, Johnson, and White (2003) find greater cultural similarity
between Cartagena in Colombia and Caracas in Venezuela than within
Colombia itself. The research stream of which all this work is a part
adopts a more fine-grained geographic level of analysis, i.e. the sub-
national level, to investigate the effects of within-country differences
(e.g. Chan, Makino, & Isobe, 2010; Ma, Tong, & Fitza, 2013).

Of course MNEs need to consider the national level, but they need as
well to take into account the subnational environment. Effects that have
been attributed to the national level may in fact arise from a subna-
tional regional variation (Beamish & Lupton, 2016). Indeed, interna-
tional business outcomes are often the result of a complex combination
of responses to influences at different geographic levels of analysis
(Mudambi et al., 2018). This thinking is equally reflected in research in
Economic Geography (EG), “which suggest[s] that a simple host-home
country dichotomy becomes insufficient” (Mudambi et al., 2018; Fujita,
Krugman, & Venables, 2001; lammarino & McCann, 2013).

Given the importance of subnational level analysis both in scho-
larship and in practice (e.g. Global Cities Investment Monitor by KPMG
and Greater Paris Investment Agency (Beaudouin et al., 2018)), it is
striking that there has not yet been an in-depth survey of the growing
body of research using it. As a result it is unclear where we stand. The
contribution of this study is twofold: First, we take stock of what we
know about the specifics of the geographic level of analysis. We also
provide a review of advances in our understanding of the relevance of
subnational characteristics. Second, we address remaining gaps, and
provide an agenda for future research.

The remainder of the article is organized as follows. First, we outline
how we identified relevant literature, and how we then inductively
developed an integrative framework. Next, we review and synthesize
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past research that uses a subnational level of analysis, and outline its
crucial findings, contradictions, and gaps. Finally, based on the in-
tellectual map drawn from our review, we derive an extensive future
research agenda.

2. Methodology
2.1. Domain of the review and identification of the literature

The focus of this review is empirical and conceptual international
strategy research using a subnational level of analysis. As our chosen unit
of analysis is the firm and firm-activity, we do not consider research on
the internationalization of geographic regions themselves (i.e. regions
as the unit of analysis). We considered for inclusion in this review ar-
ticles published in top-tier peer-reviewed journals, reasoning that work
that appears in such journals can be considered validated knowledge
and most likely to have impact (Podsakoff, MacKenzie, Bachrach, &
Podsakoff, 2005; Tahai & Meyer, 1999). We identified 32 top-tier peer-
reviewed academic journals — 26 international business journals and six
economic geography journals — from among those listed and described
in articles on journal quality and rankings (Clarivate Analytics, 2017;
Kalaitzidakis, Mamuneas, & Stengos, 2003; Podsakoff et al., 2005;
SCImago, 2007; Tahai & Meyer, 1999), and based on our own reading
of the aim and scope of the respective journals.

We did a computerized keyword search of article abstracts and titles
using the Business Source Complete Database. We did not limit the search
to a specific time period. It yielded 1117 hits, originating from 1112
disjoint and potentially relevant articles. In the first round, we read the
abstract of each of those articles. This led us to remove from the po-
tential pool 992 articles that did not fall within the above-defined do-
main. Book reviews, editor notes, and other indirect research material
were excluded. Furthermore, we excluded articles dealing with, for
instance, national-level issues (e.g. Lai, Lin, & Lin, 2015) or taking a
regional instead of a firm unit of analysis (e.g. Burger, van der Knaap, &
Wall, 2013; Marcus, Kahraman, Su, & Fritzsche, 2019). In the second
round, we examined the theory and method sections of the remaining
120. This resulted in eliminating another 48, leaving 72. In the last
round, we looked at articles to which the authors of the clearly relevant
work repeatedly referred. This led us to add four articles that had not
been identified by the keyword search. The final sample encompasses
76 articles, 71 empirical and five conceptual studies. Of those, 62 focus
exclusively on the subnational level, while 14 combine different geo-
graphic levels of analysis, i.e. national as well as subnational. Table A1l
in the online appendix lists the journals in which the sample articles are
published, and indicates the respective number of articles per journal.
Fig. Al in the online appendix provides a time-based overview of the
number of studies included in the literature review.

Antecedents

Phenomena

Consequences

[A1] Firm
+ Organizational characteristics
» Organizational capabilities
« International experience

[A2] Industry
+ Agglomeration characteristics

* Industry characteristics [P4] FDI

[A3] General environment
* Location characteristics
(culture, institutions, etc.)
+ Population characteristics
« Distance vs. diversity

[P1] International strategy
[P2] Location choice

[P3] Entry Mode Decision

L [P5] International JV

[P6] International ex-
change / export

| [C1] Survival / longevity ‘

[C2] Organizational characteristics
+ Growth rate

| [C3] Organizational action ‘

[C4] Financial performance
+ Accounting based
performance
+ Market based performance
« Firmvs. subsidiary vs.
regional level performance

T

Subnational

National

— Directrelationship  ----p Moderated relationship

Fig. 1. Review framework.
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2.2. Development of the review framework

We inductively developed a review framework (see Fig. 1). Fol-
lowing previous reviews such as those of Hitt, Tihanyi, Miller, and
Connelly (2006); Hutzschenreuter and Kleindienst (2006) and
Schmeisser (2013), the basic framework consists of three main com-
ponents: Antecedents [A], Phenomena [P], and Consequences [C].

International strategy unfolds in, and is shaped by, a firm’s internal
and external environments. It is developed in the context of firm-level
antecedents [Al], such as organizational characteristics (e.g. Chadee,
Qiu, & Rose, 2003) and prior international experience (e.g. Nielsen,
Asmussen, & Weatherall, 2017). The industry context [A2], primarily
agglomeration factors (e.g. Chidlow, Salciuviene, & Young, 2009), also
has an important influence. Finally, strategy is affected by the general
environment [A3], i.e. location characteristics like culture, institutions,
geography and the economy. These factors apply to national and sub-
national geographic units of analysis. Differences in them lead to dif-
ferent international strategies, and they may also act as important
moderators of phenomenon-consequence relationships.

A firm’s international strategy [P1] is basically its plan for operating
in multiple locations across national borders, and the basis for deciding
where to locate which product(s) and value chain activities. A firm’s
strategy sets out its international business activity, i.e. doing business
across (national) borders in different locations. This includes the pro-
cess of expanding abroad, i.e. geographic diversification, inter-
nationalization, globalization, and multinationality. Thus, the pattern is
first, location choice [P2], i.e. where the firm will invest, followed by
entry mode decisions [P3], FDI (wholly-owned affiliates, international
joint ventures), contracts or exports. The mode of entry hinges on
whether the firm determines that it is better to export or to enter
contractual agreements, be it by non-equity or equity modes, such as
equity joint ventures and wholly owned subsidiaries (Pan & Tse, 2000),
depending on the need to provide incentives to local owners of com-
plementary inputs (Hennart, 2009). We include in our framework ex-
porting [P6], FDI [P4], and international joint ventures [P5]. Studies
that address FDI in general terms, that is that do not specify joint
venture or wholly-owned subsidiary, are listed under [P4], whereas
those that specifically consider joint ventures we list under [P5]. One of
the bold arrows in the framework indicates that joint ventures are a
special case of FDI.

An antecedent and a particular phenomenon influence economic
and non-economic consequences or outcomes. We differentiate between
non-economic outcomes: survival/longevity [C1], organizational char-
acteristics [C2], organizational action [C3], and economic con-
sequences which we summarize as financial performance [C4].
Survival/longevity is a consequence on its own (e.g. Ma & Delios,
2007). Organizational characteristics include, for example, a company’s
growth rate, while organizational action summarizes, for example,
companies’ organizational structures (e.g. Dellestrand & Kappen, 2012).
Mostly, consequences are investigated in terms of different performance
outcomes, such as accounting based (e.g. Li & Sun, 2017) or market
based performance (e.g. Ma, Tong et al., 2013). All of these components
and relationships are illustrated in Fig. 1.

The research we review falls into two categories within our frame-
work. The first set of studies address exclusively particular phenomena
[P1-6]. As they are concerned only with what we have categorized
inside one of the these boxes, we call them box-exploring studies. For
example, Jones and Wren (2015) look at FDI and only FDI [P4]. The
second set of studies explore one or more linkages between antecedents,
phenomena, and consequences, sometimes a direct relationship and
sometimes a moderating one. These we call linkage-exploring studies
and mostly they have to do with simple bivariate contingency re-
lationships. In sum, there are studies that consider only phenomena and
others that look at causes and consequences. Table A2 in the online
appendix shows which studies explore which boxes and linkages.

We provide an overview of the studies in tables found in the online
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appendix. Table A3 gives two or three content bullet-points for each of
the four conceptual studies. Table A4 lists the empirical studies. For
each we indicate whether the level of analysis is purely subnational or
is a subnational-national combination. We list also the regional
grouping scheme, i.e. administrative, cultural, economic, sample size
and method, industry, firm characteristics, firm home country, and
major research questions, i.e. box or linkage. Finally, the key findings
are presented.

In the following section we explain what subnational regions are,
and why they matter. Thereafter, we review the empirical studies —
single box ones, e.g. Wren & Jones, 2012 [P1], and those that fall into
different research streams, e.g. Scott (1998) [A3-P2]. Finally, we pro-
pose avenues for future research. We outline crucial findings, contra-
dictions, and gaps in the present literature and bring together what we
have learned so far from research on the subnational level.

3. Basic questions
3.1. What is a subnational region?

The term “region” is widely used in IB studies that consider a sub-
national geographic area, despite the ambiguity of the term and the lack
of consensus about how to operationalize it (Aguilera, Flores, & Vaaler,
2007; Arregle, Beamish, & Hébert, 2009; Banalieva & Dhanaraj, 2013).
There have been a number of attempts to form a definition, usually
referring to geographic space, such as a “fairly large area of a country”,
that shares definable characteristics, but without necessarily giving any
fixed boundary or exact limits (Flores, Aguilera, Mahdian, & Vaaler,
2013). In the studies we reviewed, a subnational region typically de-
scribes a space within a particular country, and is usually demarcated
by an administrative border, such as a federated state or a province, e.g.
the Polish province of Mazowieckie (Chidlow et al., 2015). Sometimes
the region is determined by policy, such as NUTS? in the European
Union (EU) or Metropolitan Statistical Areas (MSA) in the US.

In Table 1, we sort the studies in our sample by three of the di-
mensions of Ghemawat’s (2001) CAGE framework: cultural, adminis-
trative, and economic (Chidlow et al., 2015; for a review see Aguilera
et al. (2007)). We do not include the geographic dimension as we found
no geographic regional grouping scheme on the subnational level
among the articles in our sample.

3.1.1. Cultural perspective

Following this approach, the world is divided into groups of sub-
national entities sharing a religion, a language, or more often, personal
attitudes, values and beliefs — or any other common socio-cultural traits
(Aguilera et al., 2007; Flores et al., 2013). Although cultural regional
schemes at the subnational level are rare, Lenartowicz and colleagues
(Lenartowicz & Roth, 2001; Lenartowicz, Johnson, & White, 2003)
examine the effects on business outcomes of within-country subcultures
in Latin America. Others measure subnational cultural heterogeneity,
i.e. ethnic, linguistic, and religious fractionalization or segregation
(Alesina, Devleeschauwer, Easterly, Kurlat, & Wacziarg, 2003; Alesina
& Zhuravskaya, 2011). The approach of Alesina and colleagues in their
2003 study results in national-level values of within-country cultural
diversity, but not subnational-level values. In a later study Alesina and
Zhuravskaya (2011) build a new dataset on the ethnic, linguistic, and
religious composition of subnational administrative regions for about
90 countries, which has been used by Beugelsdijk, Slangen, Maseland, &
Onrust, 2014. The World Value Survey (Inglehart, Basanez, & Moreno,

2NUTS is an acronym for Nomenclature of Units for Territorial Statistics
which indicates a hierarchical classification of administrative areas used by
Eurostat. In particular, NUTSO units correspond to countries, while NUTS1 re-
gions are areas derived from normative criteria grouping together so-called
basic areas (NUTS2 regions) (Basile et al., 2009).
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1998) provides data on culture for administrative subnational regions,
but only covers six of them (Andalusia, Basque Country, Communidad
Valencia, Galicia, Srpska Republic, Tambov). Researchers agree that
there is cultural variation within countries (Beugelsdijk & Mudambi,
2013; Tse, 2010).) and that this variance in turn influences business
results (Lenartowicz & Roth, 2001).

Only two of the studies in our sample draw on the cultural per-
spective to build subnational regions (Beugelsdijk, Slangen, Maseland,
& Onrust, 2014; Dow, Cuypers, & Ertug, 2016). Nonetheless, it makes
sense to do that when a region is more culturally homogeneous than the
country as a whole. Such regional classifications are valuable, however,
they are less helpful when the research undertaken focuses on inter-
national corporate strategy. As Rugman and Verbeke et al. (2007, p.
203) argue, cultural clusters, i.e. regions, are “an academic artifact,
intellectually appealing but relatively far removed from the practice of
international corporate strategy and geo-political reality” (Banalieva &
Dhanaraj, 2013). Though this was said in the context of supranational
regions, it is without doubt true for subnational regional grouping
schemes as well.

3.1.2. Economic perspective

Three studies in our sample, Chadee et al. (2003); Lei and Chen
(2011), and Lu & Ma, 2008, use economic criteria to build subnational
regions. They all investigate how a Chinese region’s level of economic
development, liberalization, marketization, and openness to FDI affects
the amount of FDI it receives. When the focus is on economic char-
acteristics influencing business phenomena, it is reasonable to form the
geographic units of analysis accordingly. However, as these economic
characteristics may change over time due to ongoing economic, poli-
tical and financial integration, as well as increased mobility of labor
within and across countries (Verbeke, Kano, & Yuan, 2016), the com-
position of the regions may need to change as well. In comparison,
categorizations based on culture are more stable over time (Aguilera
et al., 2007).

3.1.3. Administrative perspective

Forty-seven of the 56 empirical studies in our sample adopt an ad-
ministrative perspective that takes into account the first or second level
of administration or specifically designed statistical units in one or
more countries. Statistical units (NUTS, MSA, etc.) are used to compile
regional statistics. Subnational administrative regions are often de-
scribed or compared in terms of institutional characteristics. Thus, the
administrative boundaries of states or provinces, i.e. subnational re-
gions, coincide with their institutional boundaries (Chan et al., 2010) —
each administrative region having its more or less specific or differing
institutions. In some countries the institutional environment is hetero-
geneous (Zhang, Zhao, & Ge, 2016). For example, the World Bank
(2006) documents that the time needed by foreign firms to deal with
government authorities varies significantly from one Chinese city to
another (Li & Sun, 2017). However, there is no institutional perspective
towards building subnational regions.

3.1.4. Perspectives beyond individual CAGE dimensions

Four studies use regional schemes that combine two or more per-
spectives. Goerzen et al. (2013) define global cities based on three key
attributes: “high degree of interconnectedness to local and global
markets; a cosmopolitan environment; and high levels of advanced
producer services” (p. 430). Thus, this regional grouping scheme
combines cultural, administrative and economic perspectives (Blevins,
Moschieri, Pinkham, & Ragozzino, 2016; Goerzen et al., 2013). Other
authors use the more familiar criterion of metropolis to define their
subnational regions (Ma & Delios, 2007; Ma, Delios, & Lau, 2013).

3.1.5. Evaluation of findings
Our analysis reveals that there are substantial differences in the
grouping scheme(s) applied to build regions and that they can be traced
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back to research interests, theoretical perspectives, and empirical
methods. That said, among the three main grouping schemes, the ad-
ministrative regional one stands out. Just like nation states, subnational
administrative regions are constructs somewhat randomly defined
along political lines. Hence, the grouping logic only ensures that the
administration is homogeneous within the region. These national and
subnational level regions go hand in hand with and mirror different
institutions and/or institutional levels. As such, they are suitable to
represent institutional differences as well as to compare institutional
distances. However, it is crucial to understand that it does not make
sense to use subnational administrative regions for anything else than
for differences in institutions. Researchers should not make the false
assumption (again) to think that the homogeneity within such subna-
tional regions also includes factors such as culture, economy, etc. In
order to compare, for example, cultural and economic differences be-
tween subnational regions it is imperative to define subnational regions
according to the respective criteria. What needs to be ensured is a
consistency between the regional grouping scheme and the research
question at hand. Many studies do not explain the theoretical reasoning
behind the choice of a particular regional scheme, thereby undermining
its concept, construct, and measurement validity. In fact, there are
studies that do not even explicitly specify the regional scheme chosen
(e.g. Ma & Delios, 2010; Zhou, Li, & Tse, 2002). We hold that any
subnational region must be defined as a coherent part of a country (or
of more than one country) within which differences along a specific
characteristic, e.g. language, wealth, education, infrastructure, are
smaller than across regions. This definition is specific enough to de-
scribe subnational regions within a country as well as subnational re-
gions which combine parts of more than one country, an issue we come
back to in our suggestions for future research.

3.2. Why do subnational regions matter?

Of course, IB activities not only occur at the national level but also
at the interface of different locational levels and kinds of geographic
units. We do not suggest by any means that national-level research be
abandoned, but rather that it be complemented by subnational level
research.

The 2007 edition of OECD’s Regions at a Glance reports that in
2003, 38 % of the GDP of all the member countries put together was
concentrated in just 10 % of member country regions. The Global Cities
Investment Monitor (2018) found that the top 35 global cities attracted
nearly 45 % of the world’s total international investment. These sta-
tistics tell us that countries are not homogeneous (Beugelsdijk, Slangen,
Maseland, & Onrust, 2014; Dow & Karunaratna, 2006; Shenkar, 2001),
thus it is an error to overlook the importance of subnational regions
(Mataloni, 2011). In other words, the assumption of subnational spatial
homogeneity is unrealistic (Castellani et al., 2013) and often too coarse
of a geographic level of analysis (Goerzen et al., 2013). A more fine-
grained analysis of regional differences requires a more sophisticated
conceptualization of space than the country level (Beugelsdijk et al.,
2010; Dellestrand & Kappen, 2012; Monaghan, Gunnigle, & Lavelle,
2014; Zhou, Delios, & Yang, 2002). Furthermore, as we have shown,
there is often more similarity between regions located in different
countries than between regions in the same country (Beamish & Lupton,
2016; Castellani et al., 2013). A further example is that while the
average level of education of the labor force in China is much lower
than that in Australia, the level is similar when comparing the most
highly-educated regions of the two countries. One must conclude that
location choice based on national averages, i.e. on the assumption of
spatial homogeneity, will systematically result in a biased outcome. A
host country may appear to be “unattractive” based on national
averages, but there may be highly attractive regions within it. Country
is no longer the lowest relevant level of analysis for location (Chidlow
et al., 2015).

What we mean to say is that there are considerable subnational
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variations between regions within countries. We see in the studies we
reviewed differences in terms of culture (Beugelsdijk & Mudambi, 2013;
Tse, 2010), institutions (Castellani et al., 2013), natural resource en-
dowments and other geographic characteristics (Dellestrand & Kappen,
2012; Goerzen et al., 2013; Meyer & Nguyen, 2005; Sun et al., 2015), as
well as economic development (Beugelsdijk & Mudambi, 2013; Shi
et al., 2012, 2014). Such differences create challenges for foreign firms,
but also unique opportunities (Chan et al., 2010; Li & Sun, 2017). A
local culture may deviate — sometimes substantially — from the ‘national
average’. Subcultures, reflected in such things as local traditions and
even dialects, influence the behavior and business practices of local
actors (Beugelsdijk & Mudambi, 2013; Beugelsdijk, Slangen, Maseland,
& Onrust, 2014).

Just as institutions are not homogeneous across countries (Kostova,
Roth, & Dacin, 2008; Kostova & Zaheer, 1999), institutional conditions
vary across administrative regions within a country even though in
principle there is a unified political and economic system (Beugelsdijk
& Mudambi, 2013; Bu & Wagner, 2016; Chan et al., 2010; Li & Sun,
2017; Ma, Tong et al., 2013; Meyer & Nguyen, 2005). Within-country
variation may result from administrative decentralization, as regional
authorities set certain laws (e.g. in the USA) or interpret and decide
how to implement national-level rules and policies (Chan et al., 2010;
Meyer & Nguyen, 2005). There may also be differences in informal
institutions across regions because of variations in their normative or
cognitive aspects (Meyer & Nguyen, 2005; Nguyen, Le, & Bryant, 2013).
There are, for example, differences in taxation, e.g. between US States,
even within them: the State of Pennsylvania sales tax is 6 %, except
Allegheny County where it is 7 % and Philadelphia 8 % (Pennsylvania
Department of Revenue, 2019). Another example are special economic
zones within China (Meyer & Nguyen, 2005).

There are also large differences in economic conditions across
subnational regions. This has been shown in studies of industrial dis-
tricts — geographic clusters of firms in closely related industries
(Chidlow et al., 2015; Mataloni, 2011; Porter, 1998). In his work on
location and strategy, Porter (1990); Porter, 1994; Porter, 1998 sug-
gests that “the relevant economic area is smaller than the nation” and
that “the most decisive economic policy influences are often at the state
and local level” (Ma, Tong et al., 2013; Porter, 1994, p. 38). Differences
in market size and in factors of production are sources of comparative
advantage across subnational regions (Chan et al., 2010; Ma, Tong
et al., 2013).

MNEs can take advantage of these internal cultural, institutional
and economic differences (Beugelsdijk & Mudambi, 2013) by locating
in places where there is a good match between potential customers and
the firm’s product or service offerings. According to the Global Cities
Investment Monitor (2018) the top three investment criteria are (1)
political stability and juridical security, (2) infrastructure, and (3)
availability of skilled human resources.

In large countries, subnational units, such as provinces or states,
may be as large in area and population as entire smaller countries, and
quite distinct from one another as well (Shaver & Flyer, 2000). In large
emerging economies, like the four BRIC ones, the culture, local in-
stitutions, and economic conditions can vary significantly across re-
gions (Liu, Lu, & Chizema, 2014; Ma, Tong et al., 2013; Meyer &
Nguyen, 2005; Monaghan et al., 2014; Shi et al., 2012; Shi, Sun, Yan, &
Zhu, 2017; Zhou, Li et al., 2002). These differences can be the result of
uneven economic development and of successive waves of deregulation,
privatization, and decentralization. Regional governments play an im-
portant role in emerging economies. Although some countries, like
China and Korea, are nominally unitary states, they function in many
ways like federal states because of decentralization and histories of
regional autonomy and self-sufficiency (Li & Sun, 2017; Lu & Ma, 2008;
Ma et al., 2016). For example, certain regions might be designated open
areas, and within them foreign investors receive favorable treatment
(Zhou, Delios et al., 2002), while others may be far less open, with the
government maintaining control over local resource allocation and
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distributing them as they alone see fit (Ma & Delios, 2010). Such
within-country variations in economic and political institutions affect
the volume and entry modes of FDI inflows and more generally the
costs and profitability of doing business there (Chan et al., 2010; Li &
Sun, 2017; Meyer & Nguyen, 2005).

3.2.1. Evaluation of findings

Overall, our review of the literature reveals that there is one com-
pelling answer to the question, “Why do subnational regions matter?”
They matter because they differ from one another in culture, institu-
tions and level of economic development, especially in large and
emerging economies. One consequence is that international investment
as well as productivity, innovation and firm creation rates are con-
centrated in a few subnational regions and global cities (Beaudouin
et al., 2018; OECD, 2018).

4. Empirical insights
4.1. Linkage-exploring studies

4.1.1. Antecedents — phenomenon
Most studies at the subnational level investigate how firm, industry,
and environmental characteristics impact international strategies.

Subnational.. These studies can be divided into two groups: (1) location
choice and (2) institutional environment. Twenty-one of the 28 studies
addressing subnational location choice consider location within a single
host country (e.g. Chidlow et al. (2009), Poland, Wei, Liu, Parker, and
Vaidya (1999), China, and (Belderbos, Du, & Slangen, 2020), China). A
few consider location across several host countries (e.g. Basile,
Castellani, and Zanfei (2009), five EU countries, and Karreman,
Burger, and van Oort (2017), 26 European countries). The single-
country approach makes the assumption, explicitly or implicitly, that
firms choose regions within and not across countries. In other words,
that firms first choose a country and only then a region within that
country. Conversely, the across-country approach recognizes that
subnational regions within a country compete with each other and
with those in other countries (Basile et al., 2009).

Most of the studies in this stream consider developed countries,
especially European ones (Basile et al., 2009; Cantwell & Piscitello,
2002; Crescenzi, Pietrobelli, & Rabellotti, 2014; Jindra, Hassan, &
Cantner, 2016; Karreman, Burger, & van Oort, 2017; Schéffler, Hecht, &
Moritz, 2016; Villaverde & Maza, 2015). Europe, more specifically the
EU, has traditionally been one of the main recipients of FDI, especially
since the launching of the single market, the introduction of the Euro,
and the last two enlargements (Villaverde & Maza, 2015). Data is
readily available as Eurostat continually updates them. There are also
studies focusing on China, another main recipient of FDI (e.g. Chadee
et al., 2003; He & Yeung, 2011). Lei and Chen (2011) investigate how
Taiwanese firms choose between two broad regions, South China and
East China, as well as Vietnam.

The studies to which we refer above deal with the destination of
foreign investment (e.g. Bu & Wagner, 2016; Ramos & Ashby, 2013) or
establishment of subsidiaries (e.g. Chidlow et al., 2015). Others deal
with the location of host country headquarters, i.e. a special type of
headquarters and foreign subsidiary (Ma et al., 2013) or of particular
value chain stages (Crescenzi et al., 2014). A number of studies include
various subnational determinants of location choice (Jindra et al.,
2016), such as market attractiveness (e.g. regional GDP per capita),
economic infrastructure (e.g. roads and transportation costs), agglom-
eration effects (e.g. supporting and related industries), labor (e.g.
availability, quality and cost), government influence (e.g. autonomy
from central government), and trade openness (e.g. exports) (Basile
et al., 2009; Blanc-Brude, Cookson, Piesse, & Strange, 2014; Chidlow
et al., 2015; Villaverde & Maza, 2012). Other studies focus on one
specific determinant: investment promotion agencies (Anderson &
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Sutherland, 2015), environmental regulation (Bu & Wagner, 2016),
organized crime (Ramos & Ashby, 2013) and Chinese overseas com-
munities (Karreman et al., 2017). Several of them find that economic
potential and international trade, labor, government, and agglomera-
tion factors are important in attracting FDI (Cantwell & Piscitello, 2002;
Jindra et al., 2016; Villaverde & Maza, 2012; Wei, Liu, Parker, &
Vaidya, 1999), while market size and infrastructure quality are not
(Villaverde & Maza, 2012; Wei et al., 1999). More than anything, the
relevance and significance of a particular determinant depends on the
type of investment (Chidlow et al., 2009; Crescenzi et al., 2014).

These studies also find that foreign affiliates in Europe are often
concentrated in or around a country’s economic core, usually the ca-
pital (Basile et al., 2009; Jindra et al., 2016). Basile et al. (2009) find
that investors, especially European ones, see the EU as a well-integrated
area in which country boundaries do not particularly matter. In China
FDI is concentrated in coastal areas. Though FDI has flown into every
province, autonomous region or central municipality, relative values in
inland areas are still not significant (Wei et al., 1999).

While many of the location choice studies in the subnational stream
are rather a-theoretical, more than half of them do frame their research
by referring to theories such as institutional theory (Blanc-Brude et al.,
2014), the resource-based view (Bu & Wagner, 2016; Lei & Chen,
2011), internationalization theory (e.g. Jindra et al., 2016), OLI (Hong,
2007) and FDI or location theory (Villaverde & Maza, 2015; Wei et al.,
1999). Still, they do not integrate the subnational level of analysis
within these theories.

A second group of studies focus on the subnational institutional en-
vironment and its impact on international strategy. While a traditional
inquiry in the Economic Geography literature (Coughlin, Terza, &
Arromdee, 1991), it has only recently appeared in IB (Chan et al., 2010;
Meyer & Nguyen, 2005; Shi et al., 2012), the majority of research on
subnational institutions in IB having focused on emerging economies
(Monaghan et al., 2014; Shi et al., 2017).

In contrast to the studies discussed earlier, these are mainly set in a
single emerging economy. This is due to large and decentralized
emerging economies being characterized by uneven institutional de-
velopment across subnational regions (Ma et al., 2016). Many studies
have focused on China with its large number of subnational units
(provinces) with diverse institutions. In addition, China has high levels
of both inward and outward FDI (Liu et al., 2014; Ma & Delios, 2010;
Shi et al., 2012). Vietnam has also been studied, particularly its sub-
national institutions (Meyer & Nguyen, 2005). Some researchers have
shown that subnational regions in advanced countries also feature
differing institutions making them viable research contexts as well (see
for example Monaghan et al. (2014) for Ireland, and Santangelo, Meyer,
and Jindra (2016) for the Czech Republic, Hungary, Poland and Ro-
mania).

Almost all of these studies, whether set in emerging or developed
economies, use institutional theory or the institution-based view
(North, 1990, 2005; Peng, 2001, 2003). In so doing, they derive or
integrate the subnational geographic level of analysis from their theo-
retical considerations or integrate them respectively. On the other hand
Liu et al. (2014) integrate institutional theory with agency theory to
examine the impact of top-executive compensation and regional in-
stitutions on Chinese outward FDI. Monaghan et al. (2014) build on the
revised Uppsala internationalization process model (Johanson &
Vahlne, 2009; Vahlne & Johanson, 2013) and look at the impact of
endogenous subnational institutions on the internationalization pro-
cess. The growing integration of Economic Geography with IB research
has put emphasis on the subnational unit of analysis as the most
proximate local environment for the MNE subsidiary.

Subnational institutions are operationalized in different ways.
Studies where China is the home or host country usually measure them
by the province-level index of marketization (Deng, Jean, & Sinkovics,
2018; Li, Xia, Shapiro, & Lin, 2018; Liu et al., 2014; Lu, Song, & Shan,
2018; Ma et al., 2016; Shi et al., 2012, 2017; Stallkamp, Pinkham,
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Schotter, & Buchel, 2018; Sun et al., 2015; Yang, 2018) developed by
the National Economic Research Institute (NERI) of China and the
China Reform Foundation (Fan, Wang, & Zhu, 2010). This index is an
official and comprehensive measure of China’s provincial institutional
environment.® Other studies use accessibility of scarce resources and
influence of incumbent SOEs as institutional variables (Meyer &
Nguyen, 2005) or an index drawn from QoG EU regional database de-
veloped at Sweden’s University of Gothenburg to measure the quality of
subnational institutions (Santangelo, Meyer, & Jindra, 2016).

These subnational institutional environments are expected to affect
firm behavior and strategic choice whether it is a foreign firm in a host
country (Ma & Delios, 2010; Meyer & Nguyen, 2005; Santangelo et al.,
2016; Shi et al., 2012) or an internationalizing one in its home country
(Liu et al., 2014; Ma et al., 2016; Shi et al., 2017; Sun et al., 2015).
Foreign firms locate in subnational regions where institutions are most
conducive to their type of business operation and where institutional
barriers least inhibit their access to local resources (Meyer & Nguyen,
2005), with subnational institutions affecting location choice (Meyer &
Nguyen, 2005), entry mode (Meyer & Nguyen, 2005; Shi et al., 2012)
and outsourcing of R&D activities (Santangelo et al., 2016). Most stu-
dies show that favorable subnational institutions facilitate the foreign
direct investments of home country firms (Liu et al., 2014; Ma et al.,
2016; Sun et al., 2015) while poor ones hamper it (Sun et al., 2015).
This can be summarized in the “fostering” view, which suggests a fa-
cilitating role of advanced subnational institutions that promotes firms’
outward internationalization (Sun et al., 2015; Wan & Hoskisson,
2003). In contrast, Shi et al. (2017) find that institutional fragility,
which arises when different institutional dimensions are not progres-
sing at the same pace thus creating internal friction and conflict, is
favorable to outward FDI. This supports the “escape” hypothesis which
argues that outward FDI from emerging economies is undertaken in
part to escape an adverse home country environment (Sun et al., 2015;
Witt & Lewin, 2007).

Multi-level. Multi-level studies combine the subnational and national
levels of analysis — with one exception, Blevins et al. (2016), who
combine subnational and supranational levels in investigating how the
choice firms make between an acquisition and a joint venture (Hennart
& Reddy, 1997) depends on subnational (global cities) and
supranational location (EU vs. non-EU) and is affected by European
institutional integration (supranational). As in the studies on the
subnational level, multi-level studies focus on how location choice is
affected by different antecedents (Jiang, Holburn, & Beamish, 2016;
Mataloni, 2011; Nielsen et al., 2017) and how subnational level — and
here also supranational institutions such as the EU — affect the degree of
internationalization, location choice and entry mode (Arregle, Miller,
Hitt, & Beamish, 2016; Arregle, Miller, Hitt, & Beamish, 2013; Blevins
et al., 2016; Zhang et al., 2016). In addition, Dow et al. (2016) discuss
how between-country distance and within- country diversity impact the
equity share taken in acquisitions. These multi-level studies confirm
what subnational level studies have found - subnational regions do
affect international strategies. In addition, they extend the respective
research stream by teasing out the degree to which geographic levels
affect phenomena. Furthermore, studies including multiple geographic
levels of analysis do also investigate within country diversity (in
comparison to between-country distance); an area of research where
we could not identify pure subnational-level studies. In the following,
we discuss and compare the findings of each sub-research stream.

A few studies attempt to model location choice as a two-stage or

3 The index of marketization captures five developments: (1) government and
market forces, (2) development of non-SOEs, (3) development of commodity
markets, (4) development of factor markets, and (5) development of market
intermediaries and of a legal environment (Liu et al., 2014; Shi et al., 2012). Liu
et al. (2014); Shi et al. (2012).
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even a multi-stage process, i.e. some consider the national and the
subnational levels (Mataloni, 2011; Villaverde & Maza, 2012), others
link the national, subnational and supranational levels (Fallon & Cook,
2010). Mataloni (2011) finds that firms do not attempt to consider
multiple countries and regions simultaneously, but make their evalua-
tions sequentially, first selecting a country based on factors such as
familiarity, i.e. having previously invested in that country, then in a
second step, selecting a region. At the regional level, locational attri-
butes such as a skilled workforce, industrial agglomeration, or extensive
transportation infrastructure, will trump factor prices, like access to
low-cost labor.* The Nielsen et al. (2017) literature review on MNE
location choice also found few studies that examined both between-
country and within-country variation simultaneously. The drivers vary
greatly between the two levels; for instance informal institutions (e.g.,
cultural distance) may play an important part in choice of country, but
at the subnational level the deciding factor may be local formal policies
aimed at attracting FDI or infrastructure like seaports or airports. Thus,
multi-level location choice studies provide a more comprehensive pic-
ture than single-country subnational level ones, but both make the as-
sumption that location choice is a sequential, or hierarchical stage
process. On one hand this is consistent with the assumption that firms
are reluctant — or incapable - of considering a large number of locations
simultaneously; on the other hand it assumes that firms base their
choice of country on nation-wide averages. In other words, they assume
within-country homogeneity. Nonetheless, in a second step they choose
a subnational location based on the differences between locations, thus
rejecting the assumption of spatial homogeneity. This said, it would
make more sense for firms to consider several subnational regions in
parallel, especially where countries are tightly integrated, as is the case
in the European Union.

Whereas location choice studies focus on subnational regions and on
firm and environmental factors, institutional environment studies focus
on a single environmental factor: institutions. To determine how they
affect business activity, subnational institutional environments are in-
vestigated together with national level variables as antecedents of lo-
cation choice (Nielsen et al., 2017), entry mode (Blevins et al., 2016), or
political tactics (Zhang et al., 2016). On the subnational level institu-
tions are again measured with the marketization index. Zhang et al.
(2016) combine this subnational institutional measure with the na-
tional level measure of cultural distance between host and home
countries. Like purely subnational level studies, these multi-level stu-
dies are based on institutional theory and the institution-based view.
They find that country-level and region-level institutional factors affect
corporate political strategies to different degrees and in different ways,
thereby highlighting the complex institutional environments in which
MNEs operate.

A final group of studies focusing on distance and diversity at the
national and subnational levels investigates the role within-country
cultural diversity plays in international management decisions
(Beugelsdijk, Slangen, Maseland, & Onrust, 2014; Dow et al., 2016;
Slangen, 2016). National distance and subnational diversity measures
of culture, language and religion can be broadly grouped together
under culture. While Beugelsdijk, Slangen, Maseland, & Onrust, 2014
find evidence that mean-based indices of cultural differences over-
estimate the limiting effect of home-host cultural differences on foreign
operations, Dow et al. (2016) find two distinct within-country cultural

4 An additional interesting finding of Mataloni’s (2011) study refers to the
national level and grouping of countries. The differences in the results including
and excluding China suggest that combinations of countries with highly de-
veloped economies and countries with economies in transition may not be
plausible choice sets for MNEs. It may be that certain less-quantifiable char-
acteristics of economies in transition (such as government regulation and cor-
ruption) are so different from those in highly developed economies that mul-
tinationals do not consider investments in these two types of economies to be
substitutes (Mataloni, 2011).
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diversity effects, one negative and the other positive. Diversity within a
target country has a negative impact because it seems to be yet another
source of behavioral uncertainty and information asymmetry. Diversity
within the acquirer’s own country may, on the other hand, lead to a
higher awareness of the kinds of challenges to be faced not only because
of cultural distance between home and abroad, but also because of
diversity in the target country. Slangen (2016) distinguishes between
target-country cultural variation (i.e. within-country diversity) and
target-region cultural variation (i.e. regional diversity) when in-
vestigating foreign entry mode decisions. Using data from Alesina et al.
(2003) (like Beugelsdijk, Slangen, Maseland, & Onrust, 2014 and
Alesina and Zhuravskaya (2011), Slangen finds that the effects of these
two classes of cultural variation differ significantly. Target-region cul-
tural variation has a significantly positive effect on the probability of JV
entries, whereas target-country cultural variation has an insignificant
one. Together, these articles take research on the impact of culture a
step further by highlighting the importance of subnational cultural
variation. In so doing, they address the decade-old criticism that the
cultural distance concept assumes spatial homogeneity (Shenkar,
2001).

Evaluation of findings. Our review shows the considerable interest in
location choice at different geographic levels of analysis and the impact
of institutional environments on international strategy. Indeed, most
studies that focus on the subnational level fall into these categories.
Although we have found no evidence that IB and EG scholars have
worked in interdisciplinary teams, their efforts to investigate
subnational location decisions and their determinants run in parallel.

While many studies on subnational location decisions look at a
single country, those that consider subnational regions across countries
are more realistic, particularly in the case of well-integrated areas such
as the EU. Multi-level studies give a more complete picture of the lo-
cation decision making process. Firms not only decide in which sub-
national region of a country to locate, they either decide between
subnational regions across different countries, or decide first on a
specific country and then on a certain subnational region within it. In
that case, they use different decision making criteria at the country
level than at the subnational level (Nielsen et al., 2017). Some studies
specifically investigate the impact of the subnational institutional en-
vironment, for the most part looking at large, emerging economies like
China. Here again multi-level studies add value by considering the
complex intermingling of different institutional environments. As of yet
there is no major, or even dominating theory. Studies that include a
theoretical perspective tend to use it for location choice, but do not
attempt to adapt it to a given geographic level of analysis — i.e. the
subnational level. Albeit that some subnational studies focus on the
institutional environment; they mainly integrate the subnational level
of analysis into the institutional-based view or institutional theory.

4.1.2. Antecedents — consequences

Only a few studies investigate the impact of the subnational en-
vironment on performance (Beugelsdijk, Slangen, Maseland, & Onrust,
2014; Li & Sun, 2017; Ma, Tong et al., 2013; Yi, Wang, & Kafouros,
2013).

Subnational. Whereas Yi et al. (2013) use subnational effects as a
moderating variable, Li and Sun (2017) and Ma, Tong et al. (2013)
include these effects among others as antecedents of foreign firm and
subsidiary performance. These studies take an institution-based view
under which subnational institutional differences provide firms with
opportunities and challenges which result in performance differences.
As emerging economies have unique institutional characteristics, the
institution-based view has become an important perspective in this
context and accordingly been used in all the studies in this research
stream in combination with the resource-based view (Li & Sun, 2017;
Ma, Tong et al., 2013; Yi et al., 2013). The subnational geographic level
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of analysis is part of the theoretical argumentation or is derived
therefrom. All of these subnational studies are conducted in the
Chinese context — either at province (Ma, Tong et al., 2013; Yi et al.,
2013) or city level (Li & Sun, 2017; Li, Zhang, & Sun, 2018). Ma, Tong
et al. (2013) and Li and Sun (2017) find that the impact of subnational
institutions on subsidiary performance is statistically significant (they
explain 3.09 % of its variance), and their interactions with industry,
corporate parent, and home-country effects are also statistically
significant and economically important (Ma, Tong et al., 2013). They
do not, however, specify what subnational region effects are or how
they are measured. Yi et al. (2013) find that subnational institutional
factors, i.e. marketization, positively moderate the impact of innovative
capabilities on export performance.

Multi-level. Beugelsdijk, Slangen, Maseland, & Onrust, 2014 combine
the subnational, here in terms of within country cultural diversity, and
the national level. It is the only study in this research stream that
follows a multi-level approach. Cultural distance is a considerable
source of challenges and costs for foreign subsidiaries and is usually
measured by the average difference in national culture between that of
the host and that of the home country of the subsidiary’s parent.
Beugelsdijk, Slangen, Maseland, & Onrust, 2014 challenge this
assumption of subnational cultural homogeneity by introducing intra-
host country cultural variation. They argue that foreign firms are likely
to limit the cultural distance they face by targeting host-country
customer segments that are culturally closer to them. As a result, the
actual cultural distance experienced by firms is generally not the
distance to the host population’s mean values, but instead the
substantially smaller distance to the targeted segment’s mean values.
Indeed, the evidence indicates that cultural distance measures yield
overestimates of the negative impact of home-host country cultural
difference on foreign subsidiary operations. We echo the call of
Beugelsdijk, Slangen, Maseland, & Onrust, 2014 for future studies to
explore how measuring cultural differences at the country level may
distort their real impact.

Evaluation of findings. The very few studies that fall into this research
stream confirm the importance of considering subnational regions and
consistently show that subnational institutions have a significant
impact on performance (subsidiary performance, foreign firm
performance, export performance).

4.1.3. Phenomenon — consequences

Studies on the phenomenon-consequences relationship mostly in-
vestigate financial performance effects (e.g. Chan et al., 2010; Lu & Ma,
2008; Nguyen et al., 2013). Few studies consider survival/longevity or
organizational action as consequences (e.g. Dellestrand & Kappen,
2012; Ma & Delios, 2007).

Subnational. Research on the internationalization-performance
relationship tends not to invoke a subnational level of analysis (Lu &
Ma, 2008). Subnational-level studies have investigated the relationship
between performance and international joint ventures (Lu & Ma, 2008),
export strategy (Nguyen et al., 2013), and FDI (Ma & Delios, 2007;
Zhou, Li et al., 2002), mostly in an emerging economy context.

There is subnational institutional variation within both home and
host countries (Chan et al., 2010; Nguyen et al., 2013). This is espe-
cially true in emerging economies because the process of economic
transition has been more spatially uneven, and regions are more cul-
turally and ethnically diverse than is generally the case in developed
countries (Chan et al., 2010; Lu & Ma, 2008; Ma & Delios, 2007). For
example, some emerging economies, like China and India, offer dif-
ferent forms of preferential treatment to foreign firms that locate in
particular regions (Chan et al., 2010; Lu & Ma, 2008). Zhou, Li et al.
(2002) find that domestic firms located in regions that attract more FDI
and have a longer history of being host to FDI, tend to have higher
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productivity. Lu & Ma, 2008 distinguish between Chinese regions open
to FDIL, i.e. special economic zones, and those where FDI is restricted.
They find in the latter case it pays for the local joint venture partner to
be affiliated with a regional business group. Thus, within-country re-
gional institutional differences create unique opportunities, as well as
challenges, for foreign subsidiaries and these affect their performance
(Chan et al., 2010). Most of these studies focus on institutional distance,
i.e. the institution-based view and institutional theory (Chan et al.,
2010; Lu & Ma, 2008; Nguyen et al., 2013).

Some studies look at survival rates, which are lower in politically-
oriented subnational environments as well as in subnational conflict
zones, where the exposure to geographically defined threats is greater
(Dai et al., 2013; Ma & Delios, 2007). Dai et al. (2013) use a modified
version of the OLI framework, where “ownership” and “internalization”
are merged into an “organization” component and location is split into
“place” and “space” (Beugelsdijk et al., 2010).

Multi-level. Liu, Wang, and Wei’s (2009) study is the sole example of
phenomenon-consequences research using a multi-level approach. It
looks for evidence of productivity spillovers via vertical linkages in
Chinese manufacturing at both the national and regional levels. They
find evidence of them at both. They also find weak evidence of
spillovers via horizontal linkages at the regional level.

Evaluation of findings. Studies in this stream, which have mostly focused
on financial performance, show that institutional conditions at the
subnational level of emerging economies, affect financial performance
and survival (Chan et al., 2010; Lu & Ma, 2008; Ma & Delios, 2007).

4.2. Box-exploring studies

Only four studies focus on the distribution of international business
activity across subnational regions.

4.2.1. Subnational

Two studies, Wren & Jones, 2012 and Jones and Wren (2015), in-
vestigate the distribution of FDI across British subnational regions.
Wren & Jones, 2012 find that manufacturing FDI converges over time
on certain locations, in contrast to service FDI. In Jones and Wren
(2015) they show that these two types of FDI are driven by different
factors and hence take on different location patterns.

4.2.2. Multi-level

Two box-exploring studies take into account multiple geographic
levels of analysis by investigating how geographical diversification at
one level of analysis impacts that of another.

Lu et al. (2014) examine the impact of domestic diversification by
emerging market firms on their international diversification. Using the
knowledge-based view, they hypothesize and find that domestic re-
gional and industrial diversification positively impact international
diversification (Lu et al., 2014).

4.2.3. Evaluation of findings

There are very few box-exploring studies on the subnational level,
and few that bring together multiple geographic levels of analysis.
Looking at the interplay of geographic diversification at different geo-
graphic levels of analysis helps in getting the bigger picture. The pro-
cess of internationalization, as well as the geographic distribution of
international business activity, takes place on different geographic le-
vels which affect one another.

5. Suggestions for future research
Much to our surprise — and contrary to what various calls for re-

search might imply, we found a substantial body of literature on the
subnational level of research. There certainly is no lack of future
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research opportunities. We have identified some of these at different
geographic levels of analysis — at the subnational and at multiple levels.
We first discuss research opportunities across streams and perspectives,
and then those within each individual research stream and box.

5.1. Research opportunities across streams

5.1.1. Conceptual/theory-building

Despite what we write above, there are few conceptual studies
concerned with the subnational level of analysis (Beugelsdijk &
Mudambi, 2013; Buckley & Ghauri, 2004; Chabowski, Hult, Kiyak, &
Mena, 2010). Primarily they argue for including the subnational level of
analysis, adding it to the national one, believing that there is real value
in IB-EG cross-fertilization. These papers have been well received and
are often cited, but remain at the level of broad commentaries. There is
little theory-building on the subnational level of analysis in empirical
studies. The studies use various approaches to cover a broad range of IB
topics with various approaches. The studies are rather set up / focus on
a certain topic, which is transferred to or supplemented by the subna-
tional level. Analyzing these studies with a focus on the geographical
level of analysis, it seems there is uncontrolled growth and no structural
approach yet addressing this research stream. Overall, it seems that the
IB field has moved directly to quantitative empirical studies, not de-
voting sufficient attention to the conceptual idea of different geo-
graphic levels of analysis. Put differently, there is a lack of research on
the conceptual advancement of subnational level research and more is
needed to advance this important stream of research. Nonetheless, we
believe this is a promising avenue for further research.

Combining IB and EG would, we think, contribute to better theory-
building. Quite a few of the studies combining these two fields actually
concentrate on one or the other. IB and EG have different traditions and
strengths. IB scholars have a good understanding of the economic or-
ganization of a geographically dispersed enterprise (Cantwell, 2009).
They have been focusing on the O (ownership) and I (internalization)
dimensions of Dunning’s (1998) OLI paradigm. In EG the main interest
is on the L (location) dimension of the paradigm. The EG perspective
thus can help IB scholars redirect research towards location, i.e. spatial
variation within countries. For example, country averages do not de-
scribe employees hired by foreign investors, nor customers. Ap-
proaching international strategy from this perspective points to a fertile
area within which both IB and EG could jointly develop a more holistic
understanding of economic activity dispersed across space (Beugelsdijk
& Mudambi, 2013; Buckley & Ghauri, 2004).

5.1.2. Region schemes

Despite the many options for subnational region building, re-
searchers have concentrated on administrative regional grouping
schemes and thus prolonged their pattern of thinking in administrative
boundaries from the national to the subnational level. Just as national
borders are manmade and politically determined, subnational admin-
istrative units are primary political jurisdictions with often arbitrary
boundaries (Blanc-Brude et al., 2014). This way of building regions
might be inappropriate and lead to erroneous conclusions when the
research question has to do with culture and cultural units. Further-
more, in most studies, the choice of regional grouping scheme is not
based on theory, and researchers do not directly discuss the reasoning
behind the specific subnational grouping they use (Aguilera et al.,
2007). This opens up avenues for future research.

First, researchers should make use of the different possibilities in
building regions (see Table 1). For instance, administrative regions are
losing relevance with rising technological complexity. Firms and their
networks often cross their borders (Beugelsdijk & Mudambi, 2013).
Here the “relational turn” literature in EG (Dicken & Malmberg, 2001;
Henderson, Dicken, Hess, Coe, & Yeung, 2002), where geographers
study the symbiotic relationship between firms and their regional en-
vironment, might provide fruitful input.
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Second, in addition to applying different regional grouping schemes
in different studies, it would be beneficial to use different schemes in a
single study and to then compare how different regional categorizations
impact results. We see a need for a more systematic use of regions in IB
research. Interesting questions in this area have already been posed by
Aguilera et al. (2007, p. 210): “Can the same regional categorization be
used systematically across research projects? Are different regional
categorizations likely to offer different insights and conclusions?”

Third, ideally the introduction of a larger variety of regional
grouping schemes in IB would go hand in hand with a more theoreti-
cally based application of them. So far, the definition and oper-
ationalization of a region in the IB literature has been ambiguous and
inconsistent. All regional grouping schemes are constructed and none
gives a complete picture of a region. They are based on a particular
criterion, be it cultural, administrative, geographic or economic
(Arregle et al., 2009; Verbeke et al., 2016). This again underlines the
importance of explaining why a particular regional grouping scheme, or
schemes, are chosen.

Finally, subnational regions can also be conceived across countries.
In these cases the term subnational is used in a broader sense referring
to regions that are smaller than a country, but encompassing parts of
two or more countries with characteristics that diverge from the na-
tional average, e.g. Tyrol which spans Austria and Italy, and the Basque
region that includes parts of Spain and France. To the best of our
knowledge there has been no research on this type of subnational re-
gion, we suspect in part because data on them would be difficult to
obtain.

5.1.3. Geographic coverage

Most research to date has focused on subnational regions of single
large European countries, of the USA, and of China. Future research
might consider looking at subnational regions in multiple countries,
perhaps comparing two countries within a certain supranational region,
or even multiple countries on a global scale. Furthermore, researchers
should look at subnational variation in emerging economies other than
China, with an eye to substantial within-country variation, e.g. the
other BRIC countries of Brazil, India and Russia, as well as in countries
like Indonesia and Turkey (Lu et al., 2014; Shi et al., 2012). More
studies are needed to investigate the idiosyncrasies of location choice
within smaller developed countries, such as the Scandinavian ones and
Switzerland, and within smaller developing economies like Malaysia,
Vietnam, the Philippines and Morocco. This would increase the validity
of findings on the determinants of MNE location choice (Nielsen et al.,
2017).

5.1.4. Multi-level analysis

Few studies take a multi-level approach and include both the sub-
national and the national level. Yet multi-level studies are especially
important for research on different geographic levels of analysis. For
example, a multiplicity of institutions at multiple levels impact a firm’s
international strategy. These institutions in part complement each
other, but may also exert conflicting pressures. Future research could
employ multi-level empirical techniques to further explore the re-
lationships between institutions at the subnational and national level
and their interplay (Santangelo et al., 2016).

Multi-level modelling can simultaneously test hypotheses at several
levels of analysis, e.g. the subnational and national. It can control for
confounding effects at one level, e.g. the national, while testing hy-
potheses at other levels, e.g. the subnational. This kind of approach
allows for increased precision in quantitative IB research (Peterson,
Arregle, & Martin, 2012). It helps in seeing the differential impact of
different geographic levels on international strategy. We would like to
see future research clearly tease out regional from country-level effects.
Many studies reviewed here have reported and discussed regional ef-
fects without controls for country-level effects. However, it is important
to avoid confounding regional effects with effects that operate at other
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levels of analysis, such as differences in cultural values, political sys-
tems or language (Aguilera et al., 2007).

Using multi-level models holds the promise of significantly im-
proving the specification of IB models and empirical estimates (Arregle
et al.,, 2009). It is possible that several effects currently ascribed to
country factors may in fact be due to local ones. Further, different levels
may evolve differently and at different rates (Cantwell, Dunning, &
Lundan, 2010). Since MNEs co-evolve with local environments, such
multi-level analysis has important dynamic aspects as well.

5.1.5. Data availability

One limitation of current studies is the paucity of comparable data
on subnational regions over a sufficiently long time span (Crescenzi
et al., 2014). This has led researchers to concentrate on subnational
regions of just a single country, or in a few cases a limited number of
countries. This single country, or narrow regional focus relies on a small
number of data sources, like those produced by national statistics of-
fices, and this means data not usually comparable across countries.
Only Eurostat and the OECD database Regions at a Glance offer sub-
national data on multiple countries. We second the suggestion of
Nielsen et al. (2017, p. 76) and “encourage future researchers to team
up with local scholars (and organizations) in the home and host
countries they study in order to help collect and validate local data”.

5.2. Research opportunities within each stream

5.2.1. Antecedents-phenomenon

The antecedents-phenomenon stream has so far concentrated on
location choice and the institutional environment impacting interna-
tional strategy. We believe that researchers looking at the location
choice of firms should do away with the simplifying assumption of a
generic multiple, usually two-stage, sequential choice process, and ex-
amine instead the entire decision process. The key question is “How do
firms choose regions?” The choice needs to be seen in a bigger context
than at present. Most research has made the implicit assumption that
firms choose regions within and not across countries. Although in
reality, subnational regions, even cities, compete with each other to
attract FDI — within and across national boundaries, especially in
highly-integrated areas such as the EU. In addition, it makes sense to
bring together different geographic levels of analysis in a multi-level
study in order to get a more complete picture of a firm’s location de-
cision process. The results of more realistic research of this kind is likely
to be more helpful to practitioners.

We would also like to see longitudinal studies, given that the in-
stitutional environments of countries as well as those of subnational
regions change over time, and this impacts the international activities
of firms as well as their performance.

5.2.2. Antecedents-consequences

This research stream has so far attracted the least attention. We
need more research on the effect of subnational location on organiza-
tional outcomes such as organizational structure and growth rates, and
learning and operating efficiency. Just as it makes a difference if a firm
has already gained experience in other countries when further inter-
nationalizing, we suspect that it makes a difference whether it has
gained experience from diversifying within its home country. The as-
sumption is that a firm that is active in different subnational regions of
its home country can learn from experience with domestic subnational
heterogeneity and apply that when going abroad. For example, the ef-
fect on survival may be different between firms active in a single sub-
national region and those that have already expanded domestically
across subnational regions. This is an interesting area for future re-
search, as IB scholars typically study firms that operate multiple units
within the same country (Beugelsdijk & Mudambi, 2013).
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5.2.3. Phenomenon-consequences

Given that there is spatial heterogeneity within countries, one might
inquire about the impact of locating in a certain subnational region on
firm performance, or on firm survival. Does the breadth and depth of
within country-diversification matter? We believe that it would be in-
teresting to investigate how MNEs grow across different subnational
regions within a country. How do firms launch their products and
services? The assumption, which still needs to be tested, is that this is
dependent on which subnational region they start from.

6. Conclusion

We began with the observation that for a long time in IB research
geographic location effects have, for all intents and purposes, been
synonymous with “country” ones. Nevertheless, there is a surprisingly
large body of literature that either explicitly or implicitly adopts a
subnational perspective. We review 62 articles, published for the most
part in IB journals, some in EG journals. These articles provide an
overview of the state of the literature that uses a finer-grained geo-
graphic level of analysis. While we have focused on IB publications, we
are nonetheless confident that our analysis will be of value not only to
IB scholars, but to regional science and international trade theory
scholars as well (Beugelsdijk et al., 2010).

The subnational-effect research stream is rather young. The first
article we were able to identify appeared in 1997, and thereafter there
were just one or two a year — if any at all — until 2009. Since then the
number has been slowly growing. There are reasons for this. As we have
said, country-level data is more readily available than regional. On top
of that, having to take into account multiple geographic levels un-
doubtedly increases analytical complexity. Nonetheless, subnational-
level and combined national and subnational-level analysis can ensure
a more realistic picture and provide a deeper understanding of inter-
national strategy than national-level analysis alone could ever provide.

For these reasons, we call for more research taking a multi-level
approach, believing that there is real promise in teasing apart regional
and country effects, and call also for future research that investigates
the subnational level separately. Reviews such as the one we have
conducted, and suggestions for research based on the progress already
made enable researchers to build further. We look forward to an even
better understanding of international strategy on the different geo-
graphic levels of analysis and their interplay.
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