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Introduction
Companies cannot operate in emerging markets without 
encountering institutional voids, but once they identify the voids 
that will shape the environment for their businesses, they can 
find ways to overcome them. (Khanna & Palepu, 2010, p. 40)

International entry mode choices are most usefully and 
tractably viewed as a tradeoff between control and the cost of 
resource commitments, often under conditions of considerable 
risk and uncertainty. (Anderson & Gatignon, 1986, p. 3)

Key strategic decisions concerning a firm’s resource com-
mitment in a foreign market, that is, the extent to which a 
firm controls dedicated assets—physical, intellectual, or 
human—in the host country that cannot be redeployed to 
another country without costs (Anderson & Gatignon, 1986; 
Hill et al., 1990; Petersen & Pedersen, 1999), are known to 
be driven by various factors. These include reduction in 

investment risks, economies of scale, knowledge acquisi-
tion (Chen & Hu, 2002; Song, 2017), transaction cost reduc-
tion (Anderson & Gatignon, 1986; Elia et al., 2014; Hill 
et al., 1990; Stevens & Makarius, 2015), and the ultimate 
goal of opening up new revenue streams (Hitt et al., 2006). 
Within this literature, some authors have focused on the role 
of institutions in the host country as a factor that may con-
siderably influence entrant firms’ decisions about the 
amount of resources to move abroad (e.g., Wright et al., 
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2005). Institutions are “intermediaries [. . .] that insert them-
selves between a potential buyer and seller to bring these 
actors together and reduce transaction costs” (Khanna & 
Palepu, 2010, p. 54).1 These institutions play a central role 
in the market economy; they serve as the main pillars on 
which market mechanisms are supported (North, 1990). If 
institutions are weak or absent in the market, then institu-
tional voids are said to exist (Khanna & Palepu, 1997, 
2010). Khanna et al. (2005) explained that institutional 
voids are particularly evident in emerging economies, where 
the lack of market-supporting institutions is likely to 
increase transaction costs for entrant firms and severely 
constrain their ability to exploit the benefits of moving 
resources in these markets. Although institutional voids in 
emerging markets represent a peculiar challenge for poten-
tial entrants, the extant literature presents different and con-
trasting recommendations on the amount of resources a firm 
should commit when entering these markets (for a recent 
meta-analytic review, see Giachetti et al., 2019).

In this article, using the lens of institutional theory and 
transaction cost economics in international business (e.g., 
Brouthers & Brouthers, 2003; Gatignon & Anderson, 
1988; Yiu & Makino, 2002), we take the perspectives of 
firms entering an emerging market to analyze how institu-
tional voids in that market influence the resource commit-
ment of those firms. Consistent with the extant literature, 
we examine a firm’s resource commitment in a foreign 
country in terms of entry mode degree of control (Giachetti 
et al., 2019), that is, the extent to which a firm exercises 
control over its operations when entering a foreign coun-
try, which is intellectually rooted in the entry mode litera-
ture (Anderson & Gatignon, 1986; Hill et al., 1990; Isobe 
et al., 2000; Woodcock et al., 1994).

This article is motivated by several gaps in literature. 
First, despite the growing attention of literature on the 
institutional voids-resource commitment relationship, 
results are surprisingly mixed offering no clear consensus 
(see Table 1A in Appendix). Some authors theorized and 
found empirical support for a positive relationship between 
the level of institutional voids in the host country and the 
entrant firm’s entry mode degree of control (e.g., Chang 
et al., 2012; Luo, 2001). Other studies have shown that in 
the presence of institutional voids, firms prefer entry 
modes with a low degree of control (e.g., Álvarez & Marín, 
2010; Brouthers & Brouthers, 2003; Meyer et al., 2009; 
Sanchez-Peinado et al., 2007; Yiu & Makino, 2002). 
Finally, other authors found the relationship not to be sig-
nificant (Ang & Michailova, 2008; Elia et al., 2014). We 
propose and test a model aimed at finding an explanation 
for the contrasting theoretical arguments and results 
offered by the extant literature. To develop our theory, we 
build on transaction cost theorists’ observation that firms 
are exposed to two contrasting forces when entering 
emerging countries: the need to mitigate behavioral uncer-
tainty (arising from possible opportunistic behaviors of 
host country partners) by increasing control over foreign 

partners, and the need to mitigate environmental uncer-
tainty (resulting from the volatility of environmental con-
ditions in a host country) by reducing control over assets in 
a foreign country (Brouthers & Nakos, 2004; Giachetti 
et al., 2019; Pla-Barber et al., 2010). We argue that as insti-
tutional voids in a firm’s host country escalate from low to 
high, the firm sets out different priority actions to mitigate 
the two types of uncertainty, and this results in an inverted 
U-shaped relationship between institutional voids and 
entry mode degree of control.

Second, there is a dearth of empirical studies examining 
how firms entering an emerging market encounter institu-
tional voids differently, and how these voids influence the 
decisions about resource commitment. This gap is particu-
larly important because “different [firms] are not uniform 
in the ways in which they rely on market institutions, 
[meaning that] some [firms] are more institution-intensive 
than others” (Khanna & Palepu, 2010, p. 28). In fact, “insti-
tutions not only vary markedly between countries [. . .], but 
also within them” (Chan et al., 2010, p. 1228). In turn, the 
choice of different firms to enter the same emerging coun-
try may be conditioned differently by the extent to which 
institutional voids are embedded in their business environ-
ment (Hitt & Xu, 2016).

Third, from a methodological perspective, this article 
responds to a specific call in the international business lit-
erature to explore other ways of operationalizing the 
strength of market-supporting institutions (Garrido et al., 
2014; Orr & Scott, 2008). Previous empirical research has 
measured the strength of market-supporting institutions by 
combining various indicators related to a country’s eco-
nomic freedom and institutional development, collected 
from secondary sources (e.g., Meyer et al., 2009), like the 
World Bank, International Monetary Fund, and Heritage 
Foundation. However, these indicators offer an aggregate 
level of institutional development of a country and do not 
necessarily reflect the extent to which the management of 
an entrant firm perceives its business in the emerging mar-
ket to be affected by voids in the institutional environment 
(Orr & Scott, 2008). In fact,

such ratings usually fail to account for the fact that the levels 
of policy risk vary among different investors in a country, 
some of whom may adapt their business practices to local 
norms and lobby key policy makers better than others do. 
(Henisz & Zelner, 2010, p. 93)

The need to fully explicate the influence of individual 
actions and perceptions about the environment on firm 
strategy has been recently remarked also by authors in the 
micro-foundations of strategy literature (Felin & Foss, 
2005). In this article, by means of questionnaires, we 
develop a subjective measure of institutional voids based 
on CEOs’ perception about the degree to which weak mar-
ket-supporting institutions in the host country have ham-
pered the firm entry process.
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Theory background and hypothesis

Institutional voids in emerging markets and 
firms’ entry mode degree of control

Within the international business literature, authors have 
long examined the opportunities that firms based in devel-
oped economies may exploit by entering and then moving 
resources in developing countries (Khanna et al., 2005). 
Since the early 1990s, developing countries have been the 
engine of growth for products and services of most multi-
national companies (MNCs). Firms can reduce costs by 
locating manufacturing facilities in those areas, where 
manpower and trained managers are relatively inexpensive 
(Dagnino et al., 2019; Lampel & Giachetti, 2013). As for 
those developed country-based firms entering in develop-
ing countries with sales activities, successful ones have 
been those designing strategies for doing business that are 
different from those they use at home (Khanna & Palepu, 
1997). Those firms that took the trouble to understand the 
institutional differences between countries, and how to 
adapt the use of resources differently depending on the 
peculiarities of the host institutional environment, were the 
most successful (Meyer et al., 2009).

In fact, firms operating in foreign markets encounter 
different institutional environments that present more 
diverse challenges than in their home markets. Especially 
in the case of developed country-based firms operating in 
their home country or other developed countries, they rely 
on well-established market-supporting institutions such as 
specialized market intermediaries, regulatory systems, and 
contract-enforcing mechanisms (Khanna et al., 2005) to 
function. However, the story is very different when firms 
decide to enter into emerging markets. Unlike in devel-
oped countries, emerging markets lack some of these mar-
ket-supporting institutions, thus forcing foreign entrants to 
cope with institutional voids (Khanna & Palepu, 2010).

As noted by Khanna and Palepu (2010), firms operating 
in a given country are not uniform in the way they experi-
ence a country’s market-supporting institutions. For exam-
ple, a firm may find a lack of specialized intermediaries in 
the product market, whereas it may experience an abun-
dance of specialized intermediaries in the labor and capital 
markets. Another firm operating in the same country may 
instead encounter unreliable intermediaries in the labor 
and capital markets but highly efficient intermediaries in 
the product market. These differences in the way firms 
entering the same country experience institutional voids 
can be due, for example, to their different strategic choices, 
management skills, or business models. Hence, firms 
whose business relies heavily on the emerging country’s 
institutions are likely to face higher transaction costs and 
have less efficient operations, whereas firms that depend 
less on the emerging country’s institutions are less likely to 
be influenced by institutional voids and can better benefit 
from the advantages presented by the emerging country 

and convert them into more effective competitive strate-
gies to survive in such a turbulent and uncertain environ-
ment (Giachetti, 2016; Hoskisson et al., 2000). The extent 
to which a firm perceives its business to be dependent on a 
host country’s weak institutions may affect the resources 
the firm will put into action when entering that country.

Common entry strategies employed in foreign markets 
include wholly owned subsidiaries, joint ventures, fran-
chising and licensing, and exports (Anderson & Gatignon, 
1986; Hill et al., 1990; Johnson & Tellis, 2008), and these 
entry modes represent different levels of resource com-
mitment expressed in terms of control over foreign opera-
tions. Wholly owned subsidiaries have the highest 
resource commitment, followed by joint ventures, fran-
chising and licensing, and exports (Hill et al., 1990; 
Woodcock et al., 1994). In what follows, we examine how 
a firm’s decision to increase resource commitment in 
terms of control over its entry mode in an emerging mar-
ket changes depending on the level of institutional voids 
experienced by the firm in that market. Our argument is 
based on previous authors’ observation that firms are 
exposed to two simultaneous forces when entering emerg-
ing countries: the need to mitigate both behavioral and 
environmental uncertainty (Giachetti et al., 2019).

Moreover, as highlighted in the “Introduction” section, 
the theory and empirical analysis we present in the rest of 
this article are centered on managers’ perception of institu-
tional voids. In fact, firms within the same industry might 
respond differently to institutional voids they encounter in 
the same host country because of different “subjective” 
points of view of their top managers. Therefore, it is not 
the host country environment per se that affects managers’ 
entry decisions, but how each individual firm’s manage-
ment perceives these voids to constrain their strategic deci-
sions (Orr & Scott, 2008).

Behavioral and environmental uncertainty in 
emerging markets

Transaction cost scholars have identified two main types 
of uncertainty that generate transaction costs for firms 
entering foreign countries: behavioral and environmental 
uncertainty. Behavioral uncertainty is generated by the 
inability of a firm to predict the behavior of partners in a 
foreign country (Chiao et al., 2009; Gatignon & Anderson, 
1988). More specifically, it refers to the difficulties and 
risks a firm encounters in finding, negotiating, and moni-
toring partners, making it difficult to safeguard against 
opportunistic behaviors of local partners, like suppliers, 
distributors, competitors, consumers, and regulators. 
Opportunistic behaviors in the presence of institutional 
voids are driven by the information asymmetry between 
the entrant firm and partners in the host country (Meyer, 
2001). Environmental uncertainty, instead, refers to a 
firm’s inability to predict how the environment in which it 
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operates will change, and it often results from the volatility 
of environmental conditions in a host country (Anderson 
& Gatignon, 1986; H. Zhao et al., 2004). Recent literature 
reviews of entry mode studies (Giachetti et al., 2019) have 
observed that, despite institutional voids in a firm’s host 
country bring both behavioral and environmental uncer-
tainties (Khanna & Palepu, 2010), transaction cost theory 
offers different perspectives about the type of control a 
firm’s entry modes should have to cope with these uncer-
tainties. Authors suggest that in the presence of behavioral 
uncertainty, firms should use high-control entry modes to 
avoid foreign partners’ opportunism (Gatignon & 
Anderson, 1988), while in the presence of environmental 
uncertainty, firms should use low-control entry modes to 
retain the strategic flexibility necessary to rapidly with-
draw assets from the host country if the situation so dic-
tates (Brouthers & Nakos, 2004). We integrate these two 
perspectives by arguing that the extent to which managers 
of a firm decide to commit resources in emerging markets 
via entry mode control changes depending on the level of 
institutional voids (and then uncertainties), that is, low, 
moderate, and high, and managers perceive they will 
encounter (or are encountering) in those markets.

Entry mode degree of control from low to 
moderate levels of institutional voids

If market-supporting institutions in the firm’s host country 
are well developed, we should expect that, all other things 
being equal, the firm will not see high control over entry 
modes in the host country as a priority because it will feel 
comfortable with the institutions to market its products 
(Chang et al., 2012; Luo, 2001). In such a scenario, host 
country institutions act effectively as intermediaries 
between the entrant firm and its customers in the host 
country (Khanna & Palepu, 2010), and thus, the entrant 
firm will choose not to commit resources to substitute the 
functioning of host country institutions:

The more open a country’s economy, the more likely it is that 
global intermediaries will be allowed to operate there. 
Multinationals, therefore, will find it easier to function in 
markets that are more open because they can use the services 
of both the global and local intermediaries. (Khanna et al., 
2005, p. 67)

By choosing low-control entry modes, the entrant firm will 
have instead available resources to invest elsewhere, for 
example, in countries where greater control of host country 
partners is needed. In other words, an increasing commit-
ment of resources to support entry modes in countries with 
low levels of institutional voids is likely to be considered 
by the entrant as unappropriated because it would drain 
resources away from markets where it needed the most.

However, as the level of institutional voids increases 
from low to moderate, managers’ perception of greater 
behavioral and environmental uncertainty also increases. 
Given the opposing prescriptions proposed by transaction 
cost scholars as to how to mitigate the two types of uncer-
tainty, in this scenario, we ask the following: will firms 
increase or decrease the level of control of their entry 
modes? In fact, although a perception of increasing envi-
ronmental uncertainty should lead managers to maintain 
low entry mode degree of control to retain flexibility in 
case of unexpected market changes, they will have to cope 
also with transaction costs associated with increasing 
behavioral uncertainty, which calls for greater control 
(Giachetti et al., 2019). We contend that until the level of 
institutional voids increases but remains moderate, the 
strategy of increasing control of entry mode choices is 
more likely. The reason is twofold. First, given the moder-
ate level of institutional voids, the entrant firm can rela-
tively easily scan the risk profile of the host country 
partners before increasing control over their assets, so that 
when increasing control it will take a relatively low risk of 
finding later hidden liabilities, hidden litigations, miscal-
culations in the evaluation of assets, or overstaffing hard to 
reduce in the short run (Henisz & Zelner, 2010; Tong et al., 
2008). This means that, since the entrant firm perceives as 
not particularly difficult the estimation of resources to 
invest to monitor host country partners, behavioral uncer-
tainty can be easily mitigated via higher control. Second, 
at moderate levels of institutional voids, the risks associ-
ated with unexpected changes in the environment, for 
example, sudden public policy interventions weakening 
the legal system and making bureaucratic procedures more 
complicated or ambiguous, are perceived as still reasona-
ble, thus not calling for high strategic flexibility (which is 
usually obtained through low-control entry modes; Henisz 
& Zelner, 2010). And this means there is no pressing need 
to reduce environmental uncertainty by means of lower 
entry mode degree of control. As a result, a greater control 
over foreign resources (e.g., partners in the host country) 
can be achieved at relatively low risk of having to redeploy 
later these resources elsewhere (e.g., because unexpected 
changes in the host country make it not worth to stay).

For example, Deng and Tita (2013) noted that in 2014, 
Whirlpool Corporation, one of the largest producers of 
white goods, overcame the transaction costs in China, 
mainly associated with monitoring local partners, by 
investing significant resources to acquire Hefei Sanyo, a 
Chinese competitor with a long experience in the con-
sumer appliances market. Similarly, Burkitt (2012) 
observed that PepsiCo in 2012 responded to the increasing 
difficulties in gathering information about Chinese con-
sumer preferences to develop products tailored to local 
taste by establishing its wholly owned subsidiary in 
Shanghai, focused on R&D and manufacturing activities. 
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According to Deng and Tita (2013) and Burkitt (2012), 
institutional voids appear to exist in the Chinese white 
goods and soft drink industries, but the voids were not per-
ceived as insurmountable, and what concerned managers 
was not unexpected changes in their business environ-
ment, but a greater control over people in charge of man-
aging their assets in China.

Therefore, for low levels of institutional voids, firms 
will choose low-control entry modes, but as institutional 
voids increase from low to moderate, the need to maintain 
low control to mitigate environmental uncertainty is out-
weighed by the priority to mitigate behavioral uncertainty, 
which leads firms to increase control of their entry modes.

Entry mode degree of control from moderate 
to high levels of institutional voids

Now, we ask whether and how firms will change their entry 
mode degree of control as institutional voids in the host 
country move from moderate to high. Also, in this case, we 
need to look at how managers’ perception of environmental 
and behavioral uncertainty is likely to influence their stra-
tegic choices. When the host country’s institutional envi-
ronment is particularly underdeveloped, the need to reduce 
entry mode degree of control may occur due to a perception 
of higher levels of environmental uncertainty, arising from 
the inability of a firm to predict future events (Álvarez & 
Marín, 2010; Brouthers & Brouthers, 2003; Morschett 
et al., 2010; Yiu & Makino, 2002; H. Zhao et al., 2004). For 
example, in business environments, where institutions are 
particularly weak, local authorities in the host country may 
suddenly create barriers to entry that restrict the entrant 
firm’s access to resources or impose restrictions on the for-
eign transfer of goods (Delios & Beamish, 1999). This cre-
ates a pressing need to maintain low entry mode degrees of 
control to benefit from strategic flexibility in a very unpre-
dictable business environment. As explicitly noted by some 
authors, “with high environmental uncertainty, companies 
may be better off selecting non-equity, low-investment 
entry modes” (Brouthers & Nakos, 2004, p. 234) because 
this choice “not only avoids resource commitment but frees 
entrants to change partners or renegotiate contract terms 
and working arrangements relatively easily as circum-
stances develop and change” (Anderson & Gatignon, 1986, 
p. 15). As also noted by Luo (2001) in his study of firms 
entering the Chinese market when environmental uncer-
tainty triggered by unpredictable governmental interven-
tions were high, “as entry mode decision is associated with 
risk-taking propensity and resource commitment, an MNE 
should structure it in such a way as to help accomplish its 
strategic goals without taking excessive risks” (p. 460).

As for behavioral uncertainty, in the presence of under-
developed institutions, it is often difficult for an entrant 

firm to evaluate the risk profile of its partner in the host 
country (e.g., in the case of joint ventures), as well as the 
costs and the time required to set up physical assets (e.g., 
in the case of a wholly owned subsidiary) aimed at substi-
tuting the work of foreign partners. As a result, the likeli-
hood of making a wrong investment decision when 
increasing control over foreign partners to better monitor 
their operations (and then reduce behavioral uncertainty) 
is particularly high. For example, in the Chinese heavy 
equipment industry, Caterpillar lost US$580 million in 
2012 after it carried out a set of investments to increase 
control over a Chinese construction equipment company 
that had fraudulently inflated its revenues (Areddy, 2013). 
In fact, the construction equipment manufacturing indus-
try in China has experienced decreasing domestic demand 
at the end of the 2000s that has generated lots of uncer-
tainty about the future of this sector. Low demand from the 
construction sector in the country has resulted in low prof-
its for major (often state-owned) companies and small 
players have incurred huge losses. Also, the competition in 
the market has been fierce which pushed the major manu-
facturers to lower prices of their equipment, and this forced 
many small competitors to either sell their business or liq-
uidate their activity altogether. However, the lack of “debt 
transparency” and the highly bureaucratic procedures to 
do business in this industry have resulted in high risk for 
foreign equipment manufactures which considered com-
mitting resources in the country. As noted by Khanna et al. 
(2005), when examining institutional voids in China in the 
2000s, “the [Chinese] government permits greenfield 
investments as well as acquisitions, [but in some indus-
tries] acquired companies are likely to have been state 
owned and may have hidden liabilities” (p. 11).

Drawing on the arguments noted so far in this section, 
we contend that, although from low to moderate levels of 
institutional voids, firms are encouraged to adopt entry 
modes characterized by higher control mainly with the aim 
of mitigating behavioral uncertainty; at particularly high 
levels of institutional voids, the need for flexibility in the 
use of resources overrides that of control, that is, the costs 
of environmental uncertainty outweigh the priority to 
reduce behavioral uncertainty by means of greater control. 
Thus, we posit the following:

Hypothesis: There is an inverted U-shaped relationship 
between managerial perception of institutional voids 
experienced by a firm entering an emerging market and 
the firm’s entry mode degree of control in that emerging 
market.

Figure 1 summarizes and illustrates our research model 
on the relationship between institutional voids and entry 
mode degree of control.
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Methods

Setting and sample

The study employed Italian firms with sales activities in 
China since the turn of the century as an appropriate set-
ting to test the proposed hypothesis. This choice was 
informed by various reasons. First, China has exerted a 
pull on a progressively larger amount of foreign direct 
investment (FDI) since it opened its border to the outside 
world in 1979 (with the establishment of its special eco-
nomic zones) and turned out to be the second largest ben-
eficiary of FDI in the world following the United States at 
the early part of the 1990s. In 2001, China joined the World 
Trade Organization (WTO), which further liberalized its 
trading activities and partnership with foreign countries. 
This move to join the WTO resulted in a further increased 
trend in FDI, making China one of the investment front 
lines for foreign firms. Second, Italian firms since 2000 
have dramatically expanded their business operations in 
China either through FDI or through exports (Istituto 
Nazionale per il Commercio Estero (National Institute for 
Foreign Trade) [ICE], 2012), in this manner becoming 
chiefly reliant on the Chinese economy to foster their 
growth and remain competitive in the global arena (see the 
Appendix, Table 2A, for details about Italy’s FDI in China 
over the last decades). Finally, on one hand, China as an 
emerging market is characterized by institutional voids, 
creating daunting obstacles for companies that intend to or 

already operate in the Chinese markets (Khanna & Palepu, 
2010); on the other hand, entrant firms have been observed 
to experience different institutional voids in China since 
the beginning of the 2000s, leading to marked performance 
differences among foreign affiliates of MNC operating in 
different industries and subnational regions within the 
country (Chan et al., 2010). In the 2000s, the impact of 
institutional differences among industries and subnational 
regions within emerging markets like China on entrant 
firms’ strategy and performance has been shown to be 
greater than that in advanced economies, like the United 
States. In fact, soon after the WTO-mandated reforms con-
cluded, several foreign firms in China began to complain 
of an increase in discriminatory practices, more difficulty 
in getting licenses, a still ambiguous legal system, and 
complicated bureaucratic procedures (“China is Still Risky 
for Foreign Businesses,” 2013), signaling the presence of 
institutional voids in some business environments as par-
ticularly evident. This makes China an appropriate setting 
for understanding how the institutional environment has 
different impacts on strategic decisions of entrant firms.

A total list of 922 Italian companies conducting their 
business operations in China was obtained from the 
Chamber of Commerce and the Italian National Institute of 
Foreign Trade (Istituto Nazionale per il Commercio Estero, 
ICE). This list was made up of most or all Italian compa-
nies earning part of their total revenue from the Chinese 
market. All the CEOs of these companies were contacted 
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Figure 1. A model on the institutional voids–entry mode degree of control relationship.
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and asked to complete an anonymous, detailed question-
naire (in Italian) designed for studying various strategic 
issues, including those we investigate here. The question-
naire was designed in 2011 by the authors with the help of 
some market experts and CEOs with long experience in 
the Chinese market. A pilot test of the questionnaire was 
carried out, and the questionnaire was modified based on 
the feedback from the pilot test. The completed question-
naire was sent to the CEOs of all 922 firms at the end of 
2011 via email. Firms that did not reply to the initial 
request were contacted second time. A total of 140 (15.2%) 
usable questionnaires were received from the firms.

The base population of the survey was initially defined 
to include all Italian firms conducting their operations in 
China. However, we employed a subset of firms that 
entered China from 2001 onward for two main reasons. 
First, it was necessary to check for possible biases in the 
data as a result of referring to events too distant in the past 
(Meyer et al., 2009). Second, it was also important to 
ensure that the joining of WTO by China in 2001 did not 
affect the results because the accession to WTO liberalized 
China’s foreign trade policy and dismantled some barriers 
to foreign investments in various industries. Following 
these selection criteria, our final sample consisted of 90 
Italian firms operating in China.2

Measures

The dependent variable of the study is the firm’s resource 
commitment defined in terms of entry mode degree of con-
trol in China (EMDC). The level of institutional voids 
(INSTVOIDS) present in the firm’s industry within the 
Chinese market is the main independent variable.

Entry mode degree of control in the emerging market. Stud-
ies show that entry strategies can be classified based on the 
extent to which they allow the firm to exercise control over 
its operations in the foreign markets (Anderson & 
Gatignon, 1986). Consistent with empirical measures used 
in the literature (Giachetti, 2016; Johnson & Tellis, 2008), 
we employed a 4-point ordinal scale ranging from 0 to 3 to 
calibrate the entry mode strategies of varying degrees of 
control and resource commitment as follows: exports (0), 
franchises and licenses (1), joint ventures (2), and wholly 
owned subsidiaries (3). Because the firm may decide to 
enter a foreign market by any of these entry modes or a 
combination of these, and as the choice of the entry strat-
egy may change over time (Benito et al., 2011), we 
requested the respondent to indicate all the various entry 
mode(s) the firm has used in conducting business activities 
in China since the initial entry in 2001 till 2010.3 Finally, 
based on the 4-point scale, the average score of the various 
entry strategies was used to indicate the overall level of 
resource commitment by the firm over the considered time 

frame (2001–2010; see the Appendix, Table 3A, for details 
of items employed in measuring EMDC).

Institutional voids. To measure the extent to which institu-
tional voids within the Chinese market are embedded in the 
entrant firm’s business environment, the respondents were 
first asked to indicate on a 7-point Likert-type scale, rang-
ing from “almost nothing” to “a lot,” the degree to which 
they had perceived various institutional voids in their 
industry within the Chinese market since the firm entered 
the country (see the Supplemental Appendix, Table 3A). 
More specifically, we asked an overall judgment on the 
extent to which institutional voids had hampered the inter-
nationalization process of the firm in the Chinese market 
since its first entry. The nine items used were derived both 
from the literature (Khanna & Palepu, 1997, 2010) and in-
depth interviews with market experts during the question-
naire development and pilot test. Cronbach’s alpha 
computed on the 9-item scale was found to be above 0.70 
(Cronbach’s α = .72), suggesting that the scale is internally 
consistent (Nunnally, 1978). We also conducted a principal 
components analysis with Promax rotation on the 9 items 
of our INSTVOIDS variable, to assess whether factors 
emerged, and the variable discriminant and convergent 
validity. As shown in Table 1, the principal components 
analysis categorized the institutional voids items into three 
factors (with eigenvalues greater than 1), which we named 
voids in the product market, voids in the regulatory system, 
and voids in labor and capital markets, on the basis of factor 
loadings in absolute value greater than 0.4 (Nunnally, 
1978).4 Interestingly, these three factors are very similar to 
the macro-types of institutional voids described in the lit-
erature (Khanna et al., 2005). Convergent validity is estab-
lished if the average variance extracted (AVE) for the 
factors approaches or is greater than 0.5, and discriminant 
validity is also demonstrated if the variance extracted is 
greater than the corresponding squared correlation of the 
factors (Fornell & Larcker, 1981). We found all these con-
ditions to be satisfied. Consequently, the mean score of the 
9 items in Table 1 was used for the subsequent analysis, and 
we repeated the analysis as a robustness check with a meas-
ure of institutional voids per each of the three dimensions 
obtained from the principal components analysis.

Control variables. Our analysis also calls for controls. Firm 
size (SIZE) was controlled by the natural logarithm of the 
firm’s revenue (in 2010). Firm age (AGE) was captured as 
the natural logarithm of the number of years the firm has 
existed (Fernandez & Nieto, 2006). Experience in devel-
oping countries (EXPEDEVEL) was measured as the num-
ber of developing countries and emerging economies in 
which the firm has operated since its inception. Experience 
in the Chinese market (EXPECHINA) was measured as the 
natural logarithm of the number of years the firm has been 
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conducting its business in the Chinese market. Degree of 
family ownership (FAMOWN), usually quite high in Italian 
firms, was measured with an ordinal scale based on the 
proportion of the firm’s total shareholders’ equity con-
trolled by the founding family: <10% (1), between 10% 
and 30% (2), between 30% and 50% (3), between 50% and 
70% (4), and >70% (5). We also wanted to control for the 
size of a firm’s resource commitment to the Chinese mar-
ket, that is, the total value of resources invested in China. 
Although we do not have data on the amount of equity and 
assets invested in the Chinese operations, we partially cap-
tured the effect of this variable by asking respondents to 
indicate the number of employees directly paid by the firm 
in the Chinese market (EMPLCHINA). Moreover, to 
account for the elements of perceived attractiveness of the 
Chinese market (Elia et al., 2014), respondents were asked 
to indicate the degree to which each of the three following 
opportunities has encouraged the firm to operate in the 
Chinese market (based on a scale from 1 to 7, where 1 = not 
at all and 7 = very much): (1) market size (number of 
potential customers) (MARKET_OP), (2) low costs related 
to production factors (e.g., labor, plant, equipment, raw 
materials, etc.) (LOWCOST_OP), and (3) presence of on-
site advanced technology (TECH_OP). We wanted to 
account also for the fact that resource commitment deci-
sions may depend on existing resources available to the 
developed country-based firm at the parent group level. In 
fact, for a subsidiary of an MNC, the decision to commit 
resources may be easier because its superstructure (i.e., the 
parent group) can substitute for institutional voids (M. 
Zhao, 2006). We thus used a dummy GROUP that takes 
the value 1 if the firm belonged to a group and 0 otherwise 
(Giachetti, 2016). Competitive intensity in China (COMP-
INT) was accounted through a 2-item indicator. Specifi-
cally, respondents were asked to express a judgment about 

the number of their firm’s competitors in the Chinese mar-
ket (based on a scale from 1 to 7, where 1 = few competi-
tors and 7 = many competitors), and to express an opinion 
about the degree to which competitive strategies of com-
petitors in the Chinese market have threatened/are threat-
ening the firm’s performance (based on a scale from 1 to 7, 
where 1 = low threat and 7 = high threat). The items’ mean 
score was used for the subsequent analysis (Cronbach’s 
α = .79). We also included a set of 16 industry dummies 
that enabled us to capture any unobserved industry factors 
that influence the firm’s operations in China. The coding 
of the industries was done in accordance with the ATECO 
codes of economic activities.5 Finally, although after China 
joined the WTO in 2001 (the beginning of our observation 
period) its economy has seen an exponential increase of 
FDI inflows, we wanted to account for those industries for 
which the Chinese Government maintained some kind of 
FDI restrictions during our observation period. To under-
stand which firms in our sample operated in industries 
that, during the 2001 to 2010 time period, were restricted 
in terms of FDI inflows in China, we used both several 
secondary sources,6 like the China Releases New Foreign 
Investment Catalogue (which publishes the list of indus-
tries with restrictions), and in-depth interviews with mar-
ket experts the authors contacted during the questionnaire 
development. Among the 16 industry firms in our sample 
operated during the observation period, five were labeled 
under the “restricted” category in terms of FDI (meaning 
the governments imposed some form of restriction to FDI), 
while the remaining 11 were labeled under the “encour-
aged” category (meaning the governments did not impose 
some form of restriction to FDI).7 Overall, only seven of 
our sampled firms belonged to this category. We thus cre-
ated a dummy industry restricted (RESTRICTED) which 
took value equal to 1 for such firm-industry observations.

Table 1. Principal components analysis results for institutional voids items.

Institutional voids items Principal components analysis; Promax rotation loadings

Factor 1 (voids in the 
product market)

Factor 2 (voids in the 
regulatory system)

Factor 3 (voids in labor 
and capital markets)

Difficulty in obtaining adequate and reliable 
information on consumers and suppliers

0.86 0.07 −0.17

Difficulty in advertising products and services 0.79 −0.02 0.14
Lack of infrastructure to facilitate the relationship 
between the firm and its clients/suppliers

0.53 −0.01 0.26

Complicated or ambiguous bureaucratic procedures 0.10 0.87 −0.19
Ambiguous legal system 0.02 0.77 0.00
Underdeveloped payment systems −0.30 0.50 0.45
Low level of education infrastructures −0.02 −0.23 0.88
Distrust and lack of acceptance toward foreign 
firms/managers

0.21 0.05 0.56

Difficult access to financial resources and loans 0.23 0.23 0.44

N = 90. All items employed a 7-point Likert-type response scale.
Note: Institutional voids items with factor loadings in absolute value greater than 0.4 were considered and are reported in bold.
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It is worth noting that we took various strategies to avoid 
common method bias in our analysis. First, we used a proce-
dural remedy to separate our predictor and criterion variables 
psychologically (Podsakoff et al., 2003) by making sure that 
the groups of items from which we derived the variables were 
located in different sections of the questionnaire and were not 
connected or related to each other (Supplemental Table 3A). 
Second, we attempted to reduce common method bias by 
guaranteeing anonymity of the respondents (Podsakoff et al., 
2012). Third, after the survey was completed, we performed 
various in-depth interviews with some managers of the sam-
pled firms to check whether there was consistency with how 
they rated the items in the questionnaire; no inconsistency 
was found between the information gathered from the inter-
views and that collected in the questionnaires.

Results

Test of the hypothesis

Table 2 reports the descriptive statistics and the correlation 
matrix for the variables included in the models. The cor-
relations among independent variables are relatively low, 
suggesting that multicollinearity should not be a problem 
in the models. This is confirmed by the variance inflation 
factor (VIF). In our models, VIF values were not higher 
than 1.85, thereby falling within the acceptable limit of 10 
(Chatterjee & Hadi, 2006).

Since our dependent variable is censored between 0 and 
3, we tested our hypothesis with a Tobit regression model 
(Wooldridge, 2002). Table 3 shows the results of Tobit 
regression models for the proposed inverted U-shaped 
relationship between institutional voids and EMDC. Model 
1 (Table 3) is an examination of control variables on 
EMDC. In Model 2 (Table 3), we show the result of the 
linear effect of institutional voids (INSTVOIDS) on EMDC 
(β = 0.443, p < .1). In Model 3 (Table 3), to test for our 
hypothesis, we add the squared term of institutional voids 
(INSTVOIDS_SQ). As shown in Model 3, there is a statisti-
cally significant, positive relationship between institu-
tional voids and EMDC (β = 4.170, p < .01) and a negative 
relationship between institutional voids squared and 
EMDC (β = −0.547, p < .01). Combining these relation-
ships denote an inverted U-shaped relationship between 
institutional voids and entry mode degree of control, 
thereby providing support for our hypothesis. It can be 
noticed from Table 3 that a comparison of the Pseudo R2 of 
Models 2 and 3 points out a significant positive change 
(ΔPseudo R2 = .036; F test for ΔPseudo R2 = 8.70, p < .01) 
upon the addition of the quadratic term of institutional 
voids. This gives an indication that Model 3 provides a 
better fit to the data than Model 2. To facilitate interpreta-
tion, the inverted U-shaped relationship between institu-
tional voids and entry mode degree of control we obtained 
is depicted in Figure 2, according to standard procedures 
(Dau et al., 2015). As can be noted in Figure 2, as T
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institutional voids move from low to moderate levels (i.e., 
from 1 to 4), firms, on average, increase their entry mode 
degree of control from 0 (i.e., export, or a mix of modes 
with very low levels of control) to slightly above 2 (i.e., 
joint venture, or a mix of modes with relatively high levels 
of control); while as institutional voids move from moder-
ate to high levels (i.e., from 4 to 7), firms, on average, 

decrease their entry mode degree of control from slightly 
above 2 to 0. However, it is worth noting that confidence 
intervals for very low and very high levels of institutional 
voids (i.e., 1, 6, and 7) include “0,” meaning for these val-
ues of our key regressor, it is uncertain whether the effect 
is as we predicted. One reason for explaining the low-pre-
cision effect on EMDC at very low levels of institutional 
voids could be the idea that institutions are “invisible” 
when markets are well developed (McMillan, 2007; so that 
entry modes are not the main strategic decision pursued by 
managers to deal with uncertainty (and, thus, the selection 
of the resource commitment will depend on other factors, 
different from institutional voids). One reason for explain-
ing the low-precision effect on EMDC at very high levels 
of institutional voids could be that, since in very uncertain 
environments firms often cannot easily and timely manage 
their resources (Hoskisson et al., 2000), high levels of both 
environmental and behavioral uncertainty might constrain 
an entrant firm’s ability, especially if it is small or medium 
in size, to respond to institutional voids in the host country 
with the intended entry decisions. However, for the remain-
ing range of values of the institutional voids variable (i.e., 
1.5–5.5), the plot of the relationship is clear as predicted.

Finally, it is worth noting that, despite our relatively 
small sample size and the fact that most of our control vari-
ables are not or are only marginally significant, our key 
regressors (i.e., INSTVOIDS and INSTVOIDS_SQ) are 
highly significant (with a p-value significance always at 
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Figure 2. Tobit regression: Relationship between institutional 
voids and entry mode degree of control (predictive margins).
Predictive margins with 95% confidence intervals are reported to show 
the precision of the relationship.

Table 4. Tobit regression: Relationship between the different types of institutional voids and entry mode degree of control into 
the emerging market.

Model 7 (voids in 
product market)

Model 8 (voids in labor 
and capital markets)

Model 9 (voids in 
regulatory system)

INSTVOIDS 1.954+ (0.993) 3.377*** (0.854) 1.488+ (0.758)
INSTVOIDS_SQ −0.336* (0.154) −0.422*** (0.122) −0.156 (0.096)
SIZE 0.138 (0.159) 0.090 (0.144) 0.180 (0.161)
AGE −0.787* (0.306) −0.587* (0.259) −0.602* (0.290)
FAMOWN 0.306 (0.189) 0.189 (0.171) 0.240 (0.191)
EXPEDEVEL −0.104 (0.180) −0.050 (0.162) −0.243 (0.179)
EXPECHINA 0.558 (0.404) 0.111 (0.364) 0.488 (0.402)
EMPLCHINA 0.001 (0.001) 0.001 (0.001) 0.001 (0.001)
MARKET_OP −0.151 (0.168) −0.334+ (0.173) −0.171 (0.170)
LOWCOST_OP 0.410** (0.136) 0.361** (0.127) 0.305* (0.137)
TECH_OP 0.340 (0.291) 0.234 (0.262) 0.284 (0.289)
GROUP 1.179* (0.587) 1.220* (0.544) 1.140+ (0.591)
COMPINT −0.001 (0.178) 0.031 (0.159) 0.081 (0.178)
RESTRICTED −0.550 (3.123) 0.224 (2.922) −2.222 (3.096)
Industry dummies Included Included Included
Constant −0.097 (3.525) −3.584 (3.218) −3.861 (3.762)
N 90 90 90
Pseudo R2 .190 .260 .188
χ2 51.683 70.779 51.394
p value .001 .000 .001

Standard errors in parentheses.
+p < .10, *p < .05, **p < .01, ***p < .001.
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least at 95% confidence intervals), pointing to the fact that 
the impact of the antecedents of resource commitment we 
have examined is not negligible.

Robustness checks

We took various steps to ensure that the results are robust. 
First, we reran the analysis with two different subsamples, 
one with firms that entered China from 2002 and one with 
firms that entered China from 2003, as indicated in Models 
4 and 5 (Table 3) for the Tobit regressions. In all these 
subsamples, the results remained consistent with the find-
ings obtained with the full sample.

Second, as for the EMDC variable, because we asked 
respondents to also indicate the mode initially used to 
enter the Chinese market, we reran the analysis presented 
in Model 3 by considering only this entry mode type.8 
Being in this case the dependent variable a categorical one, 
we used robust ordered logistic regression. As can be 
observed in Model 6 in Table 3, the results remained 
consistent.

Third, because the principal components analysis cate-
gorized the institutional voids items into three factors 
(Table 1), we repeated the regression analysis with three 
different measures of INSTVOIDS, with each measure 
computed as an average of the items referring to a given 
factor. As shown in Table 4, per each type of dependent 
variable, that is, entry mode degree of control (Models 
7–9), results remained consistent with our predictions in 
two of the three institutional voids dimensions.

Discussion

Implications for theory

This study builds on the institutional theory and transac-
tion cost theory in international business to examine the 
impact of institutional voids in an emerging market on 
entrant firms’ resource commitment. Specifically, the arti-
cle takes the perspective of firms coping with institutional 
voids when entering an emerging market. The literature to 
date has offered mixed results on the relationship between 
voids in the host country’s institutional environment and 
entrant firms’ resources commitment (as synthesized in 
Supplemental Table 1A). In this article, we have shown 
that the reason for these mixed results is that the relation-
ship is more complex than has been theoretically devel-
oped and empirically tested. More specifically, while we 
agree with the authors providing evidence for a positive 
relationship between the level of institutional voids and 
entrant firms’ resource commitment, we contend that 
beyond a certain level of institutional voids in the host 
country, the positive relationship no longer holds. This 
implies that above certain limits of institutional voids in a 
host country, firms no longer have the incentives to 

increase the control of their resources in the host country, 
but rather decrease control, indicating that at lower and 
higher levels of institutional voids, firms will show lower 
resource commitment than at moderate levels of institu-
tional voids.

This study complements the literature on the institu-
tional voids–resource commitment relationship by exam-
ining resource commitment in terms of a firm’s entry 
mode degree of control. The inverted U-shaped relation-
ship we present in our hypothesis is drawn from different 
theoretical mechanisms. We explain the relationship 
between institutional voids and entry mode degree of con-
trol by bridging the institution-based view of strategy 
with the transaction cost literature of entry mode choices, 
and we argue that as institutional voids increase, manag-
ers’ perceptions about uncertainty also change. In fact, 
although as institutional voids in the host country increase, 
they bring both behavioral and environmental uncertainty 
to the eyes of entrant firms; our theory suggests that from 
low to moderate levels of institutional voids, the firm pri-
ority is to mitigate behavioral uncertainty emanating from 
the inability of the firm to predict the behavior of partners 
in the host country, while from moderate to high levels of 
institutional voids, the firm priority is to mitigate environ-
mental uncertainty resulting from the firm’s inability to 
predict how the market in the host country will evolve. 
The result is that, although greater entry mode degree of 
control may help to reduce behavioral uncertainty, for 
high levels of institutional voids, the costs of environmen-
tal uncertainty will override the priority of greater control, 
calling for more strategic flexibility, which can be reached 
with lower control entry modes.

Another contribution of this article is related to the per-
spective we take about the host country institutional voids, 
both in terms of the level of analysis and empirical meas-
ures. In fact, while the literature on the role of the institu-
tional environment in international business is centered on 
comparing how countries differ in terms of country-level 
measures of institutional voids derived from secondary 
sources (Álvarez & Marín, 2010; Brouthers & Brouthers, 
2003; Chang et al., 2012; Meyer et al., 2009), we consider 
analyzing institutional voids from a CEO’s “subjective” 
point of view, by means of survey data on managers’ per-
ception of institutional voids in the host country. With this 
measure, we respond to a specific call in the international 
business literature to explore other ways of operationaliz-
ing market institutions (Garrido et al., 2014; Orr & Scott, 
2008), in particular, by means of measures that account for 
the fact that the level of development of a host country 
institutional environment may vary radically among dif-
ferent business environments in that host country (Henisz 
& Zelner, 2010; Khanna & Palepu, 2010). This measure 
allows us to capture the extent to which firms entering the 
same country actually perceive to be affected by voids in 
the institutional environment.
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Limitations and suggestions for further studies

This article has some limitations that could benefit from 
further research. First, our study is limited in the scope of 
its research design. Considering the diversity among 
emerging economies, it is important to broaden the scope 
of the study of strategies in these economies to account for 
country-specific factors that could affect a firm’s resource 
commitment to these emerging economies. However, our 
study focused only on a single country: we sampled Italian 
firms operating in China. For this reason, questions con-
cerning the generalizability of the findings to other emerg-
ing economies remain unanswered. We encourage further 
studies to consider extending our analysis into other 
emerging economies.

Second, this article does not take into account the influ-
ence of the home country institutional environment on the 
firm’s resource commitment. We believe that analyzing 
how both the home and host country institutions affect a 
firm’s entry strategy simultaneously will provide a deeper 
understanding and contribute significantly to the literature.

Third, although our questionnaire was directed to top 
management teams of the sampled firms, it was anony-
mous, and often we received the completed questionnaire 
via email by the administrative office of the company (and 
not by the manager who completed it), with no name indi-
cated. For this reason, we could not be certain of who com-
pleted the questionnaire and could not check when he or 
she joined the company (e.g., before or after the firm’s 
entry into China). Obviously, in case of changes in manage-
ment, the previous managers may not have perceived the 
institutional voids in the same way as the present managers. 
Although also previous entry mode studies have faced sim-
ilar potential problems of temporal correspondence between 
independent and dependent variables developed with sur-
vey data (Brouthers et al., 2008; Brouthers & Nakos, 2004), 
it is worth noting that, given the relatively small size of 
most of the firms in our sample (the average revenue in 
2010 was €20.7 million) and their high family control (on 
average, in 2010, the percentage of equity controlled by the 
founding family was between 50% and 70%; see Table 2), 
turnover among CEOs and top managers should not be par-
ticularly frequent among our sampled firms (Huson et al., 
2001). We hope future research will replicate our study by 
controlling for respondent-level characteristics, like years 
of tenure in the focal firm or possibly look for an alternative 
way to capture institutional voids.

Fourth, although our measure of entry mode degree of 
control based on different entry mode types was taken from 
the extant literature (e.g., Brouthers & Nakos, 2004; Johnson 
& Tellis, 2008), recent literature reviews of entry mode 
degree of control have noted that control can be measured 
also with the percentage of equity owned by the entrant 
firms in the host country (e.g., Giachetti et al., 2019). This 
latter operationalization can be useful to take into account 

the difference of degree of control between equity-based 
modes of the same type. However, since we do not have this 
information in our database, we hope future research will 
replicate our analysis with this alternative measure.

Fifth, as for our measure of “perceived institutional 
voids since the firm’s entry into China,” we are aware that 
it is an attempt to capture management perceptions about 
voids that might have occurred a long time before the sur-
vey was conducted. Therefore, although our measure pre-
sents elements of novelty with respect to previous studies, 
on the other hand, it presents also some limitations that 
might bias its interpretation. Related to this point, it is 
interesting to note that the variables capturing a focal firm’ 
experience in China and in developing countries were 
never significant, while the variable “firm age” was always 
negative and significant; taken together, this means that 
older firms are not necessarily those that can get more 
experience and resources to enter countries with higher 
levels of resource commitment. Moreover, a firm age 
(experience) might affect the way a firm perceives voids in 
a target country. We hope future studies will propose a 
more precise indicator to measure a firm’s perception 
about institutional voids in the host country, may be 
weighting the firm perception for its experience in similar 
developing countries.

Finally, it is important to note that despite the quality 
of the institutional environment in the host country, a 
firm’s decision to commit resources in a foreign country 
may be induced by the potentially utilizable resources 
(slack resources) the firm has. These resources are 
deployed to build capabilities that make firms immune to 
some operational difficulties (such as those emanating 
from weak institutions in the host country; George, 2005). 
In our study, we are unable to account for how the slack 
resources a firm has influenced the firm’s decision to 
commit resources in foreign markets. We expect that 
future studies will find measures to capture the effect of 
this important variable.

Acknowledgment

We would like to thank Associate Editor José Pla-Barber and the 
two anonymous reviewers for their invaluable comments and 
guidance during the review process, which helped strengthen this 
article. We would also like to thank Elisabet Garrido, Daniele 
Cerrato and Alessandra Perri for their thoughtful feedback on 
earlier drafts of this paper.

Declaration of conflicting interests

The author(s) declared no potential conflicts of interest with 
respect to the research, authorship, and/or publication of this 
article.

Funding

The author(s) received no financial support for the research, 
authorship, and/or publication of this article.



Giachetti and Peprah 135

ORCID iD

Claudio Giachetti  https://orcid.org/0000-0002-4609-9750

Supplemental material

Supplemental material for this article is available online.

Notes

1. Examples of market institutions are banks, which allow 
firms to access financial resources and loans; market 
research firms, which offer firms information on competi-
tors, suppliers, and customers; and courts and arbitrators, 
which allow firms to resolve disputes regarding law and pri-
vate contracts.

2. Our sample size and response rate are consistent with those 
of other studies in the strategy literature (e.g., Demirbag 
et al., 2010; Newbert, 2008).

3. Also noted by Petersen and Pedersen (1999), resource com-
mitment, both in terms of entry mode degree of control, is 
not an instantaneous, one-off process and should instead 
be examined over time because a firm may cumulate a set 
of heterogeneous strategic actions that may consolidate its 
entry strategy years after the first entry.

4. We obtained very similar results by repeating the factor 
analysis using Varimax rotation instead of Promax, and by 
setting the factor loading threshold at 0.5 instead of 0.4.

5. ATECO codes of economic activities are developed by the 
Italian government statistical association Istituto nazionale di 
statistica (ISTAT), based on the Classification of Economic 
Activities provided by the European Community. Based on 
ATECO codes, 16 economic activities (i.e., industries) were 
identified among the 90 sampled firms: (1) machinery and 
electronic equipment, (2) textiles, garments, and other con-
sumer goods, (3) furnishings and other manufacturing equip-
ment, (4) wholesale trades, (5) management and marketing 
consulting, (6) utilities and other services, (7) information 
technology, (8) warehousing and other transportation sup-
port services, (9) accounting and legal services, (10) agricul-
ture and fisheries, (11) building materials and constructing, 
(12) food services, (13) housing and real estate, (14) insur-
ance, (15) other personal services, and (16) travel agency.

6. https://www.wilmerhale.com/en/insights/publications/
china-releases-new-foreign-investment-catalogue-
2011-edition-january-12-2012; http://diazreus.com/a-new-
breed-of-foreign-direct-investment-in-china-tourism/.

7. The industries labeled under the “restricted” category were 
utilities and other services, accounting and legal services, 
housing and real estate, insurance, and travel agency. To 
better understand whether the business of a sampled firm 
was restricted in China, in addition to looking at the broad 
industry categories, we went back to the specific products/
services offered by the sampled firms, which they listed in 
the questionnaire. This allowed us to make a more precise 
evaluation of each single case.

8. In eight of the 90 cases, firms entered with two entry mode 
types simultaneously. In these cases, we took the average of 
the two ordinal scales.
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Table 2A. Italy’s FDI positionsa into China (millions of Euro, 1991–2011).

Year 1991 1992 1993 1994 1995–99 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011

Euro M 26 40 51 70 N.A. 1233 1175 1017 1061 1185 1547 1778 2714 4214 4253 6174 8319

a “FDI positions” data indicate the levels of investment at a given point in time. Also referred to as “FDI stocks.”
Source: OECD (https://stats.oecd.org/).

Table 3A. Questionnaire details for dependent variable and key independent variables 
Question related to institutional voids in China: 
Among the factors listed below, indicate the degree to which they have hampered the internationalization process of the firm in the 
Chinese market (based on a scale from 1 to 7, where 1 = not at all and 7 = very much):

Institutional voids

Lack of infrastructure to facilitate the relationship between the firm and its clients, or between the firm and its suppliers (e.g., 
inefficient transportation infrastructures and logistics)
Difficulties in obtaining adequate and reliable information about the tastes and preferences of consumers, and the reliability of 
suppliers
Difficulties in advertising and effectively communicating products and services to potential consumers
Underdeveloped education infrastructures and the need for intensive training of Chinese employees
Distrust and lack of acceptance toward foreign firms and foreign managers on the Chinese market
Difficulties for foreign firms to access financial resources and loans
Underdeveloped payment systems (e.g., the use of the credit card is uncommon among end users, prevalence of cash as payment 
method) and consequent difficulties in completing transactions
Ambiguous legal system (e.g., in the fields of contractual agreements, protection of copyright, trademark registration, joint ventures, 
foreign firms, land use rights, protection of private property rights, protection of private sector, etc.)
Complicated or ambiguous bureaucratic procedures (e.g., for a firm registration, for the request of a permit, license, certification etc.)

Question related to the entry mode degree of control in China:  
Indicate the ways in which the firm has operated on the Chinese market until now (check the appropriate boxes):

Entry modes

Subsidiary on the Chinese market entirely controlled by the firm (entity resulting from the acquisition of an existing subject or from 
greenfield investment)
Subsidiary on the Chinese market only partially controlled by the firm (entity resulting from partial acquisition or joint venture)
Subsidiary on the Chinese market with which the firm has contractual relationships like franchising, licensing, or joint R&D
Export (direct and/or indirect)


