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A B S T R A C T   

Both business networks and institutional forces are relevant to firm internationalization but they 
have seldom been studied together. We investigate under what circumstances firms are more 
likely to adopt non-predictive strategy in light of the influence of the business networks, the 
institutional forces, and the home market background affecting their internationalization. Based 
on survey data from 758 small and medium-sized enterprises (SMEs) from Brazil, China, Poland, 
Italy, and Sweden, our results support the effects of formal institutional distance and cultural 
differences on the use of non-predictive strategies by SMEs in internationalization decisions, as 
well as the contingency effects of business network stability and of having an emerging market 
background. We integrate research on the liability of foreignness and the liability of outsidership 
and find that business network stability is critical. It does not moderate the relation between 
cultural difference and NPS adoption but attenuates the negative relation between institutional 
distance and NPS adoption, indicating that the liabilities of foreignness and outsidership play 
different roles in internationalization.   

1. Introduction 

A traditional way of understanding internationalization is to frame it as a process where firms tend to experience the liability of 
foreignness (Zaheer, 1995), a state of being which is caused by the institutional differences between the home market and the foreign 
market the firm is entering (e.g., Fuentelsaz et al., 2020; Pogrebnyakov and Maitland, 2011; Schwens et al., 2011). Where firms come 
from (i.e. emerging and developed economies) may shape how they react to such situations due to their experiences with institutional 
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challenges at home (Cuervo-Cazurra et al., 2018). More recently, scholars have suggested that it is the liability of network outsidership, 
rather than foreignness per se, that causes problems for internationalizing firms (Johanson and Vahlne, 2009). This view proposes that 
it is the business network’s characteristics and the (in)stability of interfirm relationships that dictates how firms experience uncertainty 
associated with internationalization (Bai and Johanson, 2018; Johanson and Johanson, 2021; Johanson and Vahlne, 1990; Vahlne 
et al., 2012). Although both lines of reasoning have provided useful insights into firm internationalization, their combined effect on 
firms’ decision behavior and strategy during internationalization has been rarely studied (Torkkeli et al., 2019; Zahra et al., 2018). 
Limited exceptions include Kalinic and Forza (2012), a qualitative investigation that does not distinguish specific institutional forces 
behind liability of foreignness, and Almodóvar and Rugman (2015), which focuses on performance instead of firm behavior. 

While institutional differences often create uncertainty for firms, business networks can work to reduce it by providing an essential 
stability (Johanson and Vahlne, 2009; Kamp, 2005; Street and Cameron, 2007). Of the many firm types, small and medium-sized 
enterprises (SMEs) should experience these effects to a larger extent since they rely heavily on networks to expand abroad (Chetty 
and Blankenburg Holm, 2000; Odlin and Benson-Rea, 2017; Schweizer, 2013) and tend to be more sensitive than large firms to 
institutional challenges (Schwens et al., 2011). Even though institutions and business networks are different, both of them have 
distinctive impacts on the extent to which firms pursue non-predictive strategies (NPS) in decision-making. NPS represents a broad 
approach to making decisions that is useful when uncertainties make prediction difficult, leading firms to focus on things they can 
control and contingencies they can leverage instead of investing in structured plans and goals (Wiltbank et al., 2006). Such a principle 
is a cornerstone of the increasingly popular effectuation theory, which Sarasvathy (2001) articulates as an explanation of entrepre-
neurial activity, but is also found behind other decision theories such as Hayes’ (1985) reverse planning and Kim and Mauborgne’s 
(1997) value creation curve (Wiltbank et al., 2006). It is mostly effectuation’s non-predictive nature that has made scholars propose it 
as a strategy that SMEs can adopt to cope with uncertainty during internationalization (c.f., Kalinic et al., 2014; Karami et al., 2020; 
Sarasvathy et al., 2014). Given effectuation’s reliance on an NPS logic (Karami et al., 2020) and the broader theoretical applications of 
NPS, we focus our discussion on NPS adoption, rather than effectuation, as a materialization of firms’ more general approach to the 
uncertainties of internationalization. 

In this paper, we investigate how business networks and institutional forces concurrently affect internationalization decision 
making under uncertainty. We look in particular at the experience of SMEs who adopt non-predictive strategies—instead of controlling 
the internationalization process by specifying plans to follow, these firms prefer to control the process by acting. Given the potential 
influence of the home market on how firms handle institutional-related uncertainty (Kostova et al., 2020), we differentiate between the 
experiences of developed and emerging market SMEs. Hence, our research question is: Under what circumstances are SMEs more likely to 
adopt non-predictive strategy, considering the influence of their business networks, the institutional forces they experience, and the home market 
background affecting their internationalization? 

We address our research question with survey data from 758 SMEs from Brazil, China, Poland, Italy, and Sweden, which offer 
considerable variance in the levels of foreign market uncertainty that these firms face (Reynolds et al., 2003). We compare firms from 
Brazil, China, and Poland, which represent important emerging markets from Latin America, Asia, and Central Europe4 (PwC, 2017), 
with firms from Italy and Sweden, which are traditional developed and mature markets (Ciravegna et al., 2014; Oparaocha, 2015). 
Considering that strategic foreign relationships can individually affect the way firms approach internationalization in general 
(Johanson and Vahlne, 2009), we also include information about each SME’s major host market for assessing the institutional forces 
that it experiences. Our analysis supports the effects of formal and informal institutions in terms of formal institutional distance and 
cultural differences (an informal institution) on the use of non-predictive strategies in internationalization decisions, besides con-
tingency effects of business network stability and the firm’s home market background. 

Our study specifies how institutional forces and business networks influence the adoption of NPS in internationalization decisions, 
and what contingency conditions may exist. In doing so, our study is one of the first that integrates research on institutional forces that 
are related to the liability of foreignness (Kostova et al., 2020; Zaheer, 1995), with insights from the literature on business networks 
that is related to the liability of outsidership (Johanson and Vahlne, 2009). Both theoretical concepts are assumed to cause uncertainty; 
by integrating them into a single study we can analyze their relevance and how they relate to each other in internationalization. We 
contend that the relationship between the two concepts, scrutinized in this current study, is an important contribution to interna-
tionalization theory. This represents a more comprehensive view of internationalization itself, including the importance of different 
aspects of the context in which firms make decisions. Additionally, our study extends the literature on international entrepreneurship 
(IE) by adding new insights into the discussion of liability of foreignness with the distinction between the formal institutions and the 
culture dimension that plague internationalization (Deng et al., 2018; Patel et al., 2018). Finally, it delivers a theoretical and empirical 
comparative analysis of SMEs from emerging and developed markets, which is not usually done in received literature (Kiss et al., 2012; 
Terjesen et al., 2016). 

After this introduction, we present our theoretical background and hypotheses. Methodological concerns come after that and are 
followed by results and discussion. The paper finishes with final remarks, contributions to theory and practice, and limitations. 

4 By the time of the data collection, Poland was still classified as an emerging market. 
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2. Theoretical background 

2.1. Institutions and institutional differences in internationalization 

Following institutional economics, institutions represent the rules of the game that shape human action and can be differentiated 
between formal and informal (North, 1990, 1991). While the former are expressed in mechanisms such as regulations, laws, and tariffs, 
the latter encompass the cultural norms, codes, and conventions shared by a social group. For firm internationalization, institutions 
emphasize problems that materialize, when firms cross geographic borders (Ghemawat, 2007; Peng et al., 2008), as differences in both 
formal and informal institutions between home and host markets affect the costs and uncertainties to which firms are subject abroad 
(Kostova et al., 2020). 

Formal institutions can be said to be poor when they are underdeveloped or absent (Ngobo and Fouda, 2012; Tonoyan et al., 2010). 
These situations give place to excessive bureaucracy, corruption, and weakly enforced contracts. When host markets’ formal in-
stitutions are worse than those in the home market, firms tend to see opportunities there as less attractive (Mingo et al., 2018). If formal 
institutions are stronger abroad, in turn, firms may face pressures for upgrading their resources and comply with local norms (Cuervo- 
Cazurra and Genc, 2011). Formal institutional distance between home and host markets is a product of several dimensions, including 
the extent to which each market is stable and efficient, whether they follow quality regulations and the rule of law, fight corruption, 
and protect their citizens’ freedom (Kostova et al., 2020). 

Informal institutions represent unwritten cultural rules that differ between social groups and can substitute formal institutions 
when these are weak, like in the case of blat in Russia, guanxi in China, and jeitinho in Brazil (Contractor et al., 2019; Puffer et al., 2013). 
When home and host markets’ informal institutions reveal distinct cultural backgrounds, firms may have problems to understand the 
behavior and preferences of local customers and business partners (Hong and Lee, 2015; Malhotra et al., 2016). Informal institutions 
do not accept scales such as weak/strong; they do not show direction and can only differ across countries (Kostova et al., 2020). For 
such reason, we will always be referring to formal institutions when we talk in terms of institutional distance throughout our paper. 

Once home and host market institutions differ, the way firms react to such differences will likely depend on the capabilities they 
developed in their home markets. Following Cuervo-Cazurra et al. (2018), firms facing institutional challenges such as corruption at 
home may develop uncertainty management capabilities that help them deal with similar situations abroad. Guillén and García-Canal 
(2009) and Cuervo-Cazurra and Genc (2011) suggested that emerging and developed market firms tend to develop different sets of 
resources and capabilities, which may make them handle internationalization challenges differently. 

2.2. Business networks in internationalization 

The notion of business networks describes the organization of firms into systems of interconnected trust-based relationships that 
can both enable and constrain their international strategies (Hohenthal et al., 2014; Johanson and Mattsson, 1988; Street and 
Cameron, 2007). A business relationship is a specific governance mode, where at least two firms exchange products and services over a 
long period of time. When examined together, it becomes clear that these relationships are often interconnected, so exchanges in one of 
them are contingent upon exchanges in others (Håkansson and Snehota, 1989). Relationships can also stretch beyond national borders 
(Blankenburg Holm, 1995; Forsgren, 2016). As Yamin (2007, p. 137) points out, such boundaries “do not necessarily imply a punc-
tuation or discontinuity in network relationships.” Hence, one cannot talk about specific country networks but needs to see business 
networks as borderless (Johanson and Mattsson, 1988). 

Business networks and network relationships represent important sources of resources and knowledge about foreign markets, being 
critical for firm internationalization in general and particularly for SMEs (Chetty and Blankenburg Holm, 2000; Odlin and Benson-Rea, 
2017; Schweizer, 2013). One of the most important features of business networks is their stability (Håkansson and Snehota, 1995; 
Kamp, 2005; Vahlne et al., 2012), which results from the mutual relationship-specific investment firms make in them. Relationships in 
stable business networks thus have higher levels of trust, adaptation, and understanding between actors than those of unstable net-
works. When business networks are stable, their relationships tend to last long (Hohenthal et al., 2014; Inkpen and Tsang, 2005) and 
result in a better adjustment and information exchange between partners (Geersbro and Ritter, 2010). Business network stability has 
two main elements, the first being a temporal dimension, namely that relationships tend to exist for several years, and the second 
representing what happens in the relationships. While a relationship may look stable from the outside, it could be disrupted by the 
development of new products or new ways of production and distribution (Håkansson and Snehota, 1995). This leads to “adjustments 
within ongoing business relationships and overall stability of a network’s “deep structure”” (Kamp, 2005, p. 661). In other words, even 
if relationships are part of a stable configuration, their content may undergo extensive changes and development. 

Business networks must be stable to materialize their potential benefits, otherwise they can become sources of uncertainty 
themselves. In unstable networks, changing requirements and expectations of partners can cause relationship uncertainty, which is 
“uncertainty regarding the future behavior of the counterparts, and the future outcome of the present cooperation” (Eriksson and 
Sharma, 2003, p. 962). The creation or disruption of relationships in any part of the network can also make the whole network unstable 
due to interdependencies among network relationships (Halinen et al., 1999; Kamp, 2005). 

2.3. Decision-making in internationalization 

Internationalization research paradigms tend to treat the firm as a black box, without detailing the decisions that guide its 
internationalization efforts (Maitland and Sammartino, 2015). This is a limited approach, given that a reduced understanding of 
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decision-making in the context of firm internationalization causes “difficulties in delineating internationalization performance effects 
and the divergence between predicted and revealed internationalization choices” (Maitland and Sammartino, 2015, p. 2). Some in-
ternational business (IB) scholars have tried to address this limitation by drawing on conventional decision-making literature (e.g., 
Child and Hsieh, 2014; Deligianni et al., 2016), whereas others have turned to effectuation theory to explain the decisions that guide 
firm internationalization (e.g., Sarasvathy et al., 2014; Schweizer et al., 2010). While this latter approach is becoming increasingly 
popular (Grégoire and Cherchem, 2020; Karami et al., 2020), it is effectuation’s non-predictive nature, rather than its various prin-
ciples, that has prompted researchers to see it as a mechanism for understanding how firms handle internationalization under un-
certainty (c.f., Kalinic et al., 2014; Karami et al., 2020; Sarasvathy et al., 2014). 

NPS is considered to be an entrepreneurial approach to internationalization due to parallels with how entrepreneurs act under 
challenging conditions (Sarasvathy et al., 2014). Based on Wiltbank et al. (2006), it deviates from approaches based on planning (e.g., 
Ansoff, 1979) or adaptation (e.g., Mintzberg and Waters, 1985) by assuming that firms can have agency over constraints and op-
portunities in their market. NPS resembles strategy as a process (Santangelo and Meyer, 2011) or as improvisation (Nemkova et al., 
2015). It contends that surprising and unexpected—and sometimes unknowable—events can occur, thereby making it pointless trying 
to predict the future or to see prediction and its execution as two distinct phases. Instead, like in the case of improvisation, NPS views 
planning and execution as actions merged in time and taking place simultaneously. 

In practical terms, NPS can help firms navigate uncertainty thanks to the use of short-term experiments that allow them explore 
alternative decision routes with minimal resource commitment (Chandler et al., 2011; Frese et al., 2020). It may also include 
improvisation efforts (Alsos et al., 2020), representing creative actions that build new resource bases rather than simply repurposing 
existing frames of reference (Evers and O’Gorman, 2011; Weick, 1998). Such efforts trigger exploratory learning and capability 
building, implying co-creation involving external actors (Cunha et al., 1999; Miner et al., 2001). 

NPS thus implies being flexible and open to deviation from the original course of action, with commitment taking place sponta-
neously (Mauer et al., 2018). Such strategy leads the firm to be open-minded, searching in unconventional ways and thinking outside 
the box, and improvising solutions when opportunities and problems emerge. By deemphasizing efforts to anticipate the future, NPS 
focuses on what happens now, and on acting on existing resources and problems to create opportunities (Alsos et al., 2020). A strong 
reliance on NPS makes plans loosely defined and their relationship with action less rigid, welcoming deviations and creativity when 
acting. When facing unexpected problems in the foreign market, firms using NPS do not avoid them but instead improvise and use 
flexibility to identify business opportunities (Sarasvathy et al., 2014). Scholars have found that NPS seems to help SMEs approach 
markets where they lack local connections (Kalinic et al., 2014; Kujala and Törnroos, 2018) and enter multiple foreign markets rapidly 
(Chetty et al., 2015; Galkina and Chetty, 2015). 

3. Hypotheses development 

Our model (Fig. 1) examines NPS adoption in SMEs’ internationalization decisions as a product of institutional forces—given by 
formal institutional distance and cultural differences between home and host markets—and business network stability. We also ac-
count for how an emerging market background affects the way firms experience institutional forces. 

3.1. Effects of institutional forces on firm internationalization decision-making 

High distances separating the formal institutions of home and host markets may cause an uncertainty that prevents firms from 
developing their activities there, given the constraining effects of poorly understood laws and norms. Accordingly, regulations such as 
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Fig. 1. The proposed theoretical model.  
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property rights, taxation, and labor law affect firms’ ability to form and exploit opportunities abroad (Young et al., 2018). As Paul et al. 
(2017) put it, little understanding of the target market and its challenges is a major barrier to internationalization. 

The higher uncertainty in cross-border activities is likely to materialize when firms go from strong formal institutional environ-
ments to weak ones. In fact, the regulation in advanced markets can be expected to be better at promoting new business activities and 
foreign trade (Doh et al., 2004; Luthans et al., 2000). This means that well-regulated markets may give firms at least some certainty 
about the existence of mechanisms to ensure their foreign transactions, even if these firms do not fully understand them. Such in-
formation may provide enough stability to make firms dare to establish plans and long-term goals in the market, diminishing the need 
to improvise and employ creativity. 

In weaker institutional markets, firms used to stable formal rules at home cannot take this certainty for granted. Such markets are 
likely to feature more institutional voids (Khanna et al., 2005; Narula, 2012), which imply that foreign entrants may have no explicit 
rules to learn and follow. Additionally, although filling those voids is imperative, it often induces a dynamic of dramatic and unan-
ticipated change (Xu and Meyer, 2013). This prevents firms from making predictions and planning their local activities. Given the 
higher uncertainty when firms move to markets with weaker formal institutions, NPSs may become useful in pursuing opportunities by 
deemphasizing prediction and taking advantage of contingencies. Hence, we hypothesize: 

H1. The higher the institutional distance between SMEs’ home and host markets (that is, the stronger the formal institutions in SMEs’ 
home markets are in relation to those in their host markets), the higher will be the adoption of NPSs by these firms in internation-
alization decisions. 

Cultural differences can cause uncertainty that not only complicates understanding of customer needs in foreign markets, but also 
injects ambiguity and noise in communication (Malhotra et al., 2016). This implies additional costs to organize activities in the foreign 
market, given that cultural differences will make it difficult to process and assimilate information there. Cultural differences also 
compromise firms’ capacity to understand the behavior of foreign actors, resulting in problems to anticipate the outcome of the ex-
changes with these actors and higher exposure to opportunism (Hong and Lee, 2015). In a culturally familiar market, firms can be 
expected to experience fewer of such liabilities (Zaheer, 1995). 

By governing how economic actors communicate, culture influences, for instance, the extent to which they are open and share 
sensitive information. Cultural differences between the firm and local actors in the host market, therefore, affect both the quality of 
information exchanged and the new knowledge that may emerge from their interactions. When the information shared is poor and the 
counterpart is reluctant to share sensitive knowledge, uncertainty grows. In this sense, firms facing cultural differences may be likely to 
adopt NPSs. Such strategies allow them to let their activities progress as they interact in the host market and build a better under-
standing of local norms and informal rules gradually. In fact, culture-related uncertainty has been considered one of the major reasons 
for a gradualist internationalization (Malhotra et al., 2016). 

With planning, cultural differences may make firms victim of various biases that will harm their activities in the host market. 
Besides the possibility of erroneous inferences about causalities, firms can misapply their own experience and become blind to locally- 
relevant knowledge (Zeng et al., 2013). NPSs, conversely, allow firms to avoid embracing wrong assumptions about their local markets 
and stakeholders as it holds weak inferences about the nature of the environment (Wiltbank et al., 2006). By promoting non-systematic 
decisions based on experimentation and improvisation, NPSs similarly allow firms to remain open to developing empathy in relation to 
local stakeholders and seeing local interactions as opportunity material. From this, we hypothesize: 

H2. The higher the cultural differences between home and host markets, the higher will be the adoption of NPSs by SMEs in 
internationalization decisions. 

The use of institutional lenses in IB studies suggests that formal and informal institutions do not represent necessarily independent 
forces. More specifically, scholars have argued that informal institutions tend to evolve as a substitute for absent formal institutions, 
even though the former tends to be more ambiguous and tacit than the latter (Peng and Luo, 2000). It is thus recurrently suggested that, 
in the absence of appropriate formal institutions, firms may rely on informal norms and socially accepted behaviors when relating to 
each other (Contractor et al., 2019; Marquis and Raynard, 2015). This allows them to maintain business relationships and develop trust 
in each other even when there is no market rule to follow, effectively reducing the uncertainty that they experience abroad. 

However, firms may need to share some cultural background to be able to overcome institutional distance through informal norms 
(Puffer et al., 2013). It seems reasonable to expect that firms from similar informal institutional environments are more likely to 
understand social clues in the same way. One could thus consider that the effects of institutional distance in inducing NPS adoption are 
likely to be limited under low cultural differences between home and host markets. When such a distance is low, firms may not consider 
cultural differences a major problem since they can still rely on shared contractual bases to develop their planning efforts. The ex-
istence of both high institutional distances and high cultural differences complicates both understanding the formal rules of trade and 
the informal rules of social action in the host market, which creates a challenging scenario for structured firm action. In this sense, we 
believe that institutional distance and cultural differences interact positively in the determination of the adoption of NPS by SMEs. 
Hence: 

H3. There is a positive relationship between the interaction of institutional distance and cultural differences in the adoption of NPSs 
by SMEs in internationalization decisions. 
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3.2. The contingent role of the home market 

From inception, emerging market firms have to deal with weak or missing formal institutions, such as underdeveloped capital 
markets, ineffective contract enforcement, and government intervention (Hoskisson et al., 2000; Khanna and Palepu, 1997). These 
problems may lead them to develop unique capabilities before even going abroad, like learning to be flexible and improvising (Liu 
et al., 2013; Madhok and Keyhani, 2012), in order to overcome challenges that developed market firms may have never experienced 
(Cuervo-Cazurra and Genc, 2008). The lack of formal rules or the excess of bureaucracy at home makes these firms learn how to turn 
contingencies into opportunities and act in a non-predictive way as a survival strategy. 

Previous authors emphasize that the hazardous environment of emerging markets tends to equip incumbent firms with uncertainty 
management capabilities (Cuervo-Cazurra et al., 2018), in addition to special political and organizational ones (Cuervo-Cazurra and 
Genc, 2011; Guillén and García-Canal, 2009), which can be valuable to deal with bureaucracy, corruption, and incomplete governance 
systems abroad. This is true for both small and large firms (Ciravegna et al., 2014; Kiss et al., 2012). In this sense, firms from emerging 
markets may perceive institutional distance in relation to their host markets as situations that require the capabilities that they 
developed at home. Hence, we hypothesize: 

H4a. The positive relationship between institutional distance and the adoption of NPSs in internationalization decisions is stronger 
when SMEs come from emerging markets compared to developed markets. 

Comparatively, emerging market firms may not adopt NPSs to the same level that developed market firms do when facing cultural 
differences. Reasons for that derive from these firms’ unique experiences with informal institutions at home. Due to poor home market 
formal institutions, emerging market firms are used to seeing business activities as deeply intertwined with informal institutions, such 
as cultural artifacts. They grow learning not to expect much from formal institutions and rely instead on social norms such as favors 
even for routine activities (Bondeli et al., 2020; Puffer et al., 2013). Developed market firms do not have the same experience and 
hence are less likely to fully understand why, how, and when culture matters. 

Having such experience, emerging market firms may develop a solid understanding that leads them to perceive cultural differences 
as an issue requiring specific preparation in advance to any business decision. Firms from developed markets are less likely to have the 
same awareness, given that they are more familiar with doing business under clear and stable rules. They may know the importance of 
cultural issues, but they are less likely to understand the extent of the impact that culture idiosyncrasies may have on every aspect of 
business life. For instance, they may underestimate the importance of cultural adaptations of business practices and products, relying 
instead on their brands and firm-specific advantages to win customers. Cultural differences may thus be less related to NPS adoption for 
firms from emerging markets than when they come from developed markets. Therefore: 

H4b. The positive relationship between cultural differences and the adoption of NPSs in internationalization decisions is weaker 
when SMEs come from emerging markets compared to developed markets. 

3.3. The moderation of business network stability 

The problems of operating in a dissimilar institutional environment should be reduced when firms participate in stable business 
networks. In fact, uncertainty arising from institutional distance is related to difficulties in understanding regulations that differ from 
those known from home (and which may be incomplete or non-existing) (Paul et al., 2017; Young et al., 2018). When firms operate in 
stable networks, they may access sensitive and privileged information that reduces their market knowledge gap and helps in that 
challenge. 

Stable business networks are marked by strong inter-firm relationships, which configure channels for the circulation of sensitive 
information about opportunities in other parts of the network and other firms connected to it (Hohenthal et al., 2014; Johanson and 
Vahlne, 2009). One reason for that is the fact that, when relationships in a business network do not break frequently, the trust, 
adaptation, and understanding between network actors tend to be high (Geersbro and Ritter, 2010; Leonidou et al., 2006). Stability 
also makes network development less costly and promotes strategic information flows between the firms connected to the network 
(Johanson and Vahlne, 2009; Street and Cameron, 2007). Firms are likely to perceive such information as reliable because they come 
from partners in which they trust due to their accumulated history of interactions and mutual commitment. 

Strategic information that firms may get from network partners includes, for example, the experience of those that already operate 
in the considered market or that failed there and have lessons to share. Privileged access to such experiential knowledge may give firms 
more confidence about how to act in an environment that they do not understand. They may discover in advance problems to avoid and 
voids to explore in a context where rules are incomplete or absent. In short, they may dare to plan despite institutional distances. 
Hence: 

H5a. The higher the business network stability that SMEs experience, the weaker will be the relationship between institutional 
distance and the adoption of NPSs in internationalization decisions. 

Business network stability may also help firms face fewer challenges when operating in a culturally dissimilar market. Besides 
difficulties to forecast customer tastes, operating in such a market usually implies communication problems and higher opportunism 
risks as firms relate to partners whose behavior they ignore (Hong and Lee, 2015; Malhotra et al., 2016). Uncertainty in such a context 
is not only related to the fact that the firm is operating in a foreign market, but is mostly caused by difficulties of assessing the 
credibility of partners with a distinct cultural background, relating to them, and understanding what to expect from their actions. This 
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fact is important to the extent that operations in stable business networks can create familiarity and accelerate relationship building 
with strange business actors. 

On the one hand, the information flows in the stable business network help firms know more about their host markets and about a 
potential new partner. This is possible because information flows beyond direct network relationships, so a firm can become aware of 
the reputation of third parties by learning from close partners (Hohenthal et al., 2014; Johanson and Vahlne, 2009). On the other hand, 
it is also important to account for the transitivity of trust in business networks: if a potential partner is trusted by one of the firm’s 
current partners, it is easier for the firm to trust and do business with that new company (Gulati, 1995; McEvily and Zaheer, 1999). This 
property creates structural embeddedness in business networks, which is “the extent to which a given pair of organizations shared 
common partners from past ties” (Gulati and Gargiulo, 1999, p. 1463). Once the barriers to connecting with the new partner are 
reduced, it may become an important ally in interpreting the culture of the local market and in making plans that fit local needs. 
Altogether: 

H5b. The higher the business network stability that SMEs experience, the weaker will be the relationship between cultural differ-
ences and the adoption of NPSs in internationalization decisions. 

4. Methodology 

4.1. Sampling and data collection 

We employ data surveyed from 758 manufacturing SMEs in Brazil (103 firms), China (198), Poland (140), Italy (154), and Sweden 
(163), complemented with secondary data to compute institutional differences experienced by each firm. With three important 
emerging countries and two traditional developed economies as home markets, and varying host markets, this sample benefits our 
discussion by promoting variance in the institutional forces that firms experience when going abroad, besides allowing us to verify the 
home market effects expressed in our moderation hypotheses (Beugelsdijk et al., 2018; Kostova et al., 2020). Samples with deliberately 
introduced heterogeneity can also enhance the validity and generalizability of studies (Reynolds et al., 2003). For the computation of 
institutional forces, we asked each firm to identify the host market responsible for most of its foreign sales. We focused on their major 
host countries for understanding that these markets are strategic for SMEs and that strategic foreign relationships affect the way firms 
approach internationalization in general (Johanson and Vahlne, 2009). 

The questionnaire was designed initially in English, then translated into Brazilian Portuguese, Chinese, Italian, Polish and Swedish, 
and finally reviewed by experienced native scholars not involved in this project. All the interviewers were native speakers. We also 
employed back translation to ensure equivalence of the survey questions across the countries. To control for the impact of multiple 
interviewers in multiple counties, we held a 3-hour group training session in each country that allowed interviewers to speak aloud the 
survey questions by following a homogeneous protocol established by the coordinator of the study. This ensured that the interviewers 
shared a common understanding of the survey questions and implemented the interviews uniformly. 

Data collection took place in China and Sweden in 2015, in Poland in 2016, and in Brazil and Italy between 2017 and 2018. We 
identified candidate firms in each country by using a combination of data sources. We followed the European Commission’s criterion 
for SMEs based on firm size (up to 250 employees) (European Commission, 2005), except in China where, following Chinese legislation 
regarding the definition of SMEs, we included firms with up to 300 people (Xiangfeng, 2008). We then screened this list of firms to 
identify those with independent operations and recent export activity, and approached participating firms for structured interviews. 
Interviews were conducted by phone or in person, by one of the researchers or interviewers, involving respondents with managerial 
roles in their firms. 

The survey in China focused on five major cities where private SMEs are dominant. Based on information from the Foreign Eco-
nomic Trade Commission of each city, the China Commodity Net database by MOFCOM, and customs authorities in each city, we 
identified 1288 SMEs, leading to eventual interviews with 228 firms (17.7% response rate). In Sweden, we focused on the mid-Swedish 
region, where manufacturing SMEs concentrate, and derived a list of 1251 SMEs from Business Sweden, from which we were able to 
interview 168 firms (13.4% response rate). In Poland, we identified 10 major cities and their surroundings, relying on information 
from the Polish Central Statistical Office and Market Research Company to identify 450 firms, and then subsequently interview 153 of 
them (34% response rate). In Brazil, information from the Center for Studies on Foreign Trade and the Brazilian Ministry of Industry, 

Table 1 
Sample profile (standard deviation in parenthesis).   

Brazil (n = 103) China (n = 198) Italy (n = 154) Poland (n = 140) Sweden (n = 163) 

Size (employees) 108.51 102.37 50.29 49.95 46.53 
(80.17) (86.74) (54.55) (49.65) (61.23) 

Age (years) 31.90 10.10 37.69 18.86 39.75 
(19.14) (6.45) (25.99) (11.01) (29.61) 

Time since first internationalization (years) 18.23 7.86 23.98 11.61 26.08 
(12.64) (5.36) (15.32) (7.37) (17.12) 

Respondents’ experience in the firm (years) 11.97 5.08 17.72 12.04 15.55 
(9.83) (3.57) (10.86) (7.10) (10.37) 

Internationalization level (% of total sales from abroad) 10.33 10.71 18.19 4.75 14.70 
(11.22) (13.91) (18.84) (7.42) (16.73)  
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Foreign Trade, and Services allowed us to identify 990 SMEs and carry out 111 interviews (11.2% response rate). As for Italy, we 
interviewed 185 firms among an initial sample of 5124 SMEs in the North and Central regions of the country (3.6% response rate). The 
variation in the response rate among countries can be justified based on differences in geographic scope and can still be considered 
adequate in an international research context (Harzing et al., 2013). 

There is no indication of non-respondent bias after performing t-tests to examine the differences between early and late respondents 
within the survey wave of each country group, across firm age and firm size (Armstrong and Overton, 1977). Since we needed host 
market information to compute institutional differences experienced by the firms, we excluded from our sample the questionnaires 
without such information, resulting in the sample presented in Table 1. Brazilian and Chinese SMEs are the largest firms in the sample, 
while the Polish and Chinese firms are particularly young and less experienced (Table 1). Chinese managers have less experience in 
their firms in comparison to managers in other countries. Such differences can be perceived as a reflex of country contexts, like in terms 
of population size (much larger for Brazil and China, which allows for larger firms) and the history of each country with foreign trade 
(China joined WTO later and Chinese SMEs have only recently been allowed to take part in international businesses). Therefore, we 
contend that the research design adheres to the sampling equivalence requirement by demonstrating coherent cross-country contexts. 

4.2. Construct operationalization 

Dependent variable. We developed items for measuring NPS based on the conceptualization provided by Wiltbank et al. (2006) and 
on research that has touched this subject. In line with Chandler et al. (2011) and Reymen et al. (2015), flexibility in handling non- 
anticipated opportunities and changing paths is a major manifestation of NPS, which follows our view on NPS and its components. 
Hence, we asked firms to what extent: (1) Entering foreign markets often means that we have to be flexible (NPS1). Because NPSs also entail 
creativity and purposeful creation of alternatives from available resources (Sarasvathy, 2001; Wiltbank et al., 2006), we also asked 
them to what extent: (2) Entering foreign markets often means that we have to go out of the box. Finally, improvisation contributes to 
seizing unexpected opportunities and creating new decision paths (Alsos et al., 2020; Evers and O’Gorman, 2011), so we asked to what 
extent: (3) Entering foreign markets often means that we improvised solutions to problems (NPS3). Answers were recorded on a 7-point scale 
ranging from Completely disagree (1) to Completely agree (7). 

Independent variables. We computed Institutional Distance (ID) using World Bank’s Worldwide Governance Indicators (Kaufmann 
et al., 2010): voice and accountability, political stability and absence of violence, government effectiveness, regulatory quality, rule of 
law, and control of corruption. These indicators are compiled by the World Bank for more than 200 countries, using information from a 
variety of sources, and have been largely used to assess the impact of formal institutions (Hernández and Nieto, 2015; Kostova et al., 
2020). Moreover, they correspond to our definition of institutional distance. Following previous research, we considered these in-
dicators as a single factor by processing them in a principal component analysis. After establishing the institutional development level 
of each firm’s home and major host markets, we evaluated the distance between them by subtracting IDhome-IDhost. We kept the signal 
of this operation (i.e., positive or negative), understanding that the challenges of internationalization depend not only on the absolute 
distance between home and host markets but also on the direction of expansion (Trąpczyński and Banalieva, 2016). 

For Cultural Differences (CD), we departed from the idea that informal or cultural institutions usually stretch beyond single country 
borders (Hong and Lee, 2015) and their comparison does not admit directionality (Kostova et al., 2020). Hence, we adopted the 
cultural cluster classification that Ronen and Shenkar (1985, 2013) built as a synthesis of cross-cultural studies and work-related 
attitudes and values. Their cluster structure groups 70 countries into three nested layers comprising 11 global clusters, 21 regional 
clusters, and 38 local clusters. Because we had to consider countries not originally present in their study, and because most of their 
local clusters consisted of single countries, we used only the regional and global levels of their classification. When we had to consider a 
country outside this classification, we referred to studies such as Gupta et al. (2002) and Hong and Lee (2015), which build on the work 
of Ronen and Shenkar and classified slightly different sets of countries. In this sense, we constructed a variable that reflects increasing 
cultural differences based on the cluster classification of the home country and the major host country: it is equal to 0 when these 
countries belong to the same regional cluster; 0.5 when they appear in different regional clusters within the same global cluster; and 
0.75 when they occupy different global clusters. The 0.5 and 0.75 thresholds were used by Ronen and Shenkar (2013) to segregate 
regional and global clusters according to their similarity levels. 

Moderator variables. We assessed business network stability (BNS) with a multi-item construct that reflects how stable a network is. 
We considered that stable networks tend to exhibit trust-based and long-lasting interfirm relationships (Hohenthal et al., 2014; Inkpen 
and Tsang, 2005; Koka et al., 2006), on both the supplying and selling sides. Based on our conceptualization of business network 
stability, we thus asked the firms whether or not in their markets: (1) The relationships with the customers tend to exist for several years 
(BNS1) and (2) The relationships with the suppliers tend to exist for several years (BNS2). We also considered that long-term relationships 
might be a necessary but not a sufficient feature of stable networks (Eriksson and Sharma, 2003; Ford and Mouzas, 2010). Hence, we 
also captured the stability of the firms’ networks in more general terms by asking firms whether in their networks: (3) Stability is typical 
for relationships between firms (BNS3). Answers were recorded on a 7-point scale ranging from Completely disagree (1) to Completely 
agree (7). 

To compare emerging and developed market firms, we built a variable (EM) that is equal to 1 when the home country is an 
emerging market and 0 otherwise. 

Control variables. We controlled our analysis for firm age (AGE, in years) and size (SIZE, in number of employees), which may imply 
differences in firms’ organizational and environmental characteristics (Wiklund and Shepherd, 2005). We also controlled for re-
spondents’ firm experience (RESPEXP, in years), which may lead to distinct risk attitudes and openness to new information (Hsu et al., 
2013), and for the level of firm internationalization (INTLEVEL, given by the share of foreign sales per total sales), which may indicate 
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the relevance of foreign market uncertainty for firms’ operations. Finally, we also controlled for the time passed since the first 
internationalization (FIRSTINT, in years), which can be perceived as an indication of experience accumulated in foreign markets 
(Eriksson et al., 2000; Hutzschenreuter et al., 2007). 

4.3. Tests for validity, reliability, multicollinearity, and measurement invariance 

We examined the survey data in a confirmatory factor analysis (CFA) in Amos, obtaining a good fit for the 2-factor model (CFI =
1.000; RMSEA = 0.005; SRMR = 0.0135; χ2 (df) = 8.143 (df = 8), p = 0.420). The CFA produced positive and significant item loadings, 
almost all of which larger than the cut-off value of 0.7 (Table 2). We used the values of the factors computed by Amos as the values for 
the NPS and BNS constructs in the regression. 

One exceptive item appeared in each construct, but we kept them given that some authors still consider acceptable standardized 
loading of about 0.6 (Hair et al., 2014), and because the constructs’ validity and reliability were satisfactory. In fact, both constructs 
feature Cronbach’s Alpha and construct reliability (CR) above 0.7, and average variance extracted (AVE) above 0.5. Since each 
constructs’ AVE is much larger than their squared correlation, which is equal to 0.023, discriminant validity is similarly deemed 
satisfactory. We also found no evidence of multicollinearity, given that the correlations between the major variables in our model are 
all below 0.5 (Table 3) and all variance inflation factors (VIF) remained below the recommended value of 5 (largest VIF = 3.991). 

Finally, we tested measurement invariance to ensure consistency of the surveyed items across country groups (Steenkamp and 
Baumgartner, 1998). We compared standardized item loadings across countries with bootstrapping, which is a “unique and effective 
method for testing the stability and replicability of results” (Guthrie, 2001, p. 15). Bootstrapping is a non-parametric technique that 
assesses a parameter’s distribution with multiple random samples taken with replacement from the original sample. Using 95% bias- 
corrected confidence intervals based on 5000 bootstrap samples, and employing Bonferroni correction to control for overall Type I 
error (Hair et al., 2014), we found no invariance concerns in our data. 

4.4. Data analysis 

We tested our hypotheses with a multiple regression analysis in SPSS. The standardized residuals of 24 observations (3.17% of the 
sample) exceeded 2.0, making them potential outliers. However, we retained these observations because the largest Cook’s distance 
among them was equal to 0.024, which is inferior to 1 and hence suggests a limited influence on the model (Cohen et al., 2003). 
Moreover, analyses of histograms, P-P plots, and scatterplots of standardized residuals indicated acceptable adequacy for the as-
sumptions of normality, linearity, and homoscedasticity, while the values of the Durbin-Watson test are close to 2, suggesting that 
autocorrelation is not a major concern (Field, 2013). 

5. Results 

We ran a baseline model with the control variables only (model 1 in Table 4), later including the independent variables (model 2) 
and the interaction effects (models 3 and 4). This process improved the baseline regression, with Model 4 exhibiting R2 = 0.283. In the 
final model, only H4b and H5b are nonsignificant. The coefficient of ID is significant but opposite to that expected in H1, reporting a 
negative relationship between ID and NPS (β = − 0.449, p < 0.001). Ceteris paribus, a one standard deviation increase of ID directly 
decreases NPS by 0.53 (− 0.449 × 1.17), a 14.4% decrease in the average NPS in our sample (3.65). This is comparable to the change in 
institutional distance experienced by a Chinese firm going into Spain instead of the United States (U.S.), or by a Swedish firm entering 
the U.S. instead of Denmark. H2 seems to be supported in model 4 by a positive and significant sign of CD (β = 0.096, p < 0.05), 
meaning that one standard deviation increase of CD could increase NPS by 0.7% or 0.02 (0,096 × 0.26). This is close to the difference 
between having the home and host markets in different regional clusters (like China and Japan) and having them in different global 
clusters (like China and the U.S.). This result deserves further attention since it does not show a significant coefficient in model 2; we 
return to this issue in our robustness tests section. 

H3 is supported by a positive and significant interaction of ID and CD (β = 0.149, p < 0.001), which is illustrated in Fig. 2. Despite 
the opposite sign of ID, both its moderation by EM (β = 0.303, p < 0.001) and BNS (β = − 0.075, p < 0.05) are significant and produce 
essentially the effects that we anticipated: the moderation of EM induces more NPS for the same level of ID when EM = 1, as in H4a; the 
moderation of BNS induces less NPS for the same level of ID, as in H5a. Figs. 3 and 4 demonstrate these effects. 

Table 2 
Reliability and convergent validity.  

Construct/items Standardized loadings Cronbach’s Alpha CR AVE 

Non-predictive strategy (NPS)   0.793  0.808  0.592 
NPS1  0.725    
NPS2  0.947    
NPS3  0.595    

Business Network Stability (BNS)   0.768  0.774  0.535 
BNS1  0.812    
BNS2  0.738    
BNS3  0.634     
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Table 3 
Means, standard deviations, and correlations among the variables.  

Variable Mean S.D. (1) (2) (3) (4) (5) (6) (7) (8) (9) (10) 

(1) NPS  3.65  1.35  1.00          
(2) BNS  4.87  0.89  − 0.15**  1.00         
(3) ID  − 0.32  1.17  − 0.33**  0.06  1.00        
(4) CD  0.60  0.26  0.11**  − 0.05  − 0.03  1.00       
(5) AGE  26.66  23.56  − 0.18**  0.13**  0.29**  − 0.09*  1.00      
(6) FIRSTINT  17.16  14.29  − 0.20**  0.17**  0.29**  − 0.05  0.72**  1.00     
(7) SIZE  70.94  73.68  0.21**  0.04  − 0.17**  0.08*  0.07  0.08*  1.00    
(8) RESPEXP  12.12  9.71  − 0.19**  0.07  0.25**  − 0.07*  0.34**  0.45**  − 0.15**  1.00   
(9) INTLEVEL  11.94  15.13  − 0.05  0.08*  0.08*  0.04  0.25**  0.33**  0.22**  0.08*  1.00  
(10) EM  0.58  0.49  0.44**  − 0.09*  − 0.44**  0.13**  − 0.44**  − 0.47**  0.26**  − 0.39**  − 0.25**  1.00  

* p < 0.05. 
** p < 0.01 (level of confidence, two-tailed tests). 
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Besides that, we found positive and significant effects on NPS adoption related to both firm size (β = 0.083, p < 0.05) and emerging 
market as a home country (β = 0.330, p < 0.001), in addition to negative effects associated with business network stability (β =
− 0.092, p < 0.01). The direct effects of EM and BNS were not originally hypothesized but entered the regression because of their 
interactions with the independent terms. BNS’ effect size is larger than that of CD, with one standard deviation increase in BNS directly 
decreasing NPS by 0.08 (− 0.092 × 0.89), everything else constant. This means a 2.24% decrease in NPS for a 18.3% increase in the 
average BNS in our sample (4.87). We interpret these results together with our major findings in the next section. 

Table 4 
Results of the hierarchical regression analysis (n = 758).   

Variable Non-predictive strategy VIF 

Model 1 Model 2 Model 3 Model 4 

Control variables AGE − 0.073 
(0.143) 

0.030 
(0.516) 

0.014 
(0.755) 

0.023 
(0.611)  

2.169 

FIRSTINT − 0.124 
(0.022) 

− 0.011 
(0.831) 

− 0.001 
(0.982) 

− 0.012 
(0.808)  

2.538 

SIZE 0.214 
(0.000) 

0.075 
(0.035) 

0.081 
(0.022) 

0.083 
(0.018)  

1.260 

RESPEXP − 0.081 
(0.040) 

− 0.002 
(0.958) 

− 0.020 
(0.582) 

− 0.013 
(0.715)  

1.376 

INTLEVEL − 0.026 
(0.485) 

0.043 
(0.220) 

0.047 
(0.177) 

0.043 
(0.215)  

1.232 

Direct effects EM  0.353 
(0.000) 

0.312 
(0.000) 

0.330 
(0.000)  

1.865 

ID  − 0.162 
(0.000) 

− 0.344 
(0.000) 

− 0.449 
(0.000)  

3.991 

CD  0.051 
(0.116) 

0.111 
(0.006) 

0.096 
(0.018)  

1.701 

BNS  − 0.114 
(0.000) 

− 0.100 
(0.002) 

− 0.092 
(0.005)  

1.080 

Interaction effects EM*ID   0.227 
(0.000) 

0.303 
(0.000)  

3.211 

EM*CD   − 0.035 
(0.390) 

0.013 
(0.757)  

1.864 

BNS*ID   − 0.068 
(0.038) 

− 0.075 
(0.022)  

1.092 

BNS*CD   − 0.004 
(0.913) 

− 0.022 
(0.500)  

1.110 

ID*CD    0.149 
(0.000)  

1.724 

Model fit statistics R2 0.099 0.242 0.271 0.283  
Adjusted R2 0.093 0.233 0.258 0.270  
F-value 16.566 

(0.000) 
26.540 
(0.000) 

21.228 
(0.000) 

20.988 
(0.000)  

Durbin–Watson    1.754  

Note: standardized coefficients; significance levels in parenthesis. 

Fig. 2. Interaction of ID and CD.  
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5.1. Robustness tests 

To test the robustness of our results, we compared our main results with those for subsamples limited to small firms and medium- 
sized firms (Table 5). Such a comparison is relevant since effectuation-related research has attached the idea of non-predictive strategy 
mainly to small, early-stage firms (An et al., 2020). We used 50 people as a firm size threshold for small firms (European Commission, 
2005). Our analysis shows that the groups of small firms and medium-sized firms produce similar results for some of our hypothesized 
effects but do not seem to share the same drivers for NPS adoption. Accordingly, results for small firms do not include the moderation 
of ID by BNS (H5a). Among medium-sized firms, both the effect of CD on NPS (H2) and the interaction between ID and CD (H3) are not 
significant. The analysis of intermediate models without interaction terms shows that the direct effect of CD is consistently significant 
for small firms but not for medium-sized firms, which we understand that helps explain the inconsistent significance of this term 
observed in our results for the full sample. We do not report those intermediate models here to for length reasons but they are available 
from the authors upon request. Finally, firm size is only significantly related to NPS for medium-sized firms. 

The overall picture indicates that medium-sized firms seem to have fewer drivers for NPS adoption than small firms, with nearly 
half of such drivers associated with negative coefficients—that is, they operate in a direction that reduces NPS adoption. This outcome 
is consistent with the entrepreneurial nature of NPS and suggests some important limitations to the external validity of our results. 
While we comment on these limitations at appropriate points in the following discussion, to keep our analysis broad we focus on the 
results that we obtained from the full sample. We return to these considerations in the limitations section. 

Besides subsample tests, we ran alternative model specifications using data from the Global Competitiveness Report (GCR) and 
Economic Freedom Index (EFI) replacing the World Governance Indicators (WGI) in the operationalization of institutional distance 
(Kostova et al., 2020). The hypothesized direct and indirect effects of institutional distance could be verified with at least one of these 
data sources, with the exception of the interaction between institutional distance and cultural differences. Nevertheless, following 
Andersson et al. (2014), tests of the differential validity of the interaction effects yielded support in our original model for the 

Fig. 3. Moderation of ID by EM.  

Fig. 4. Moderation of ID by BNS.  
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moderation of ID by both EM (z = 3.375; p = 0.000) and BNS (z = 3.533, p = 0.000), as well as for the interaction between ID and CD 
(z = 2.147, p = 0.016). Considering these results, and acknowledging that GCR, EFI, and WGI data are not perfect substitutes for each 
another (Beugelsdijk et al., 2018; Kostova et al., 2020), we understand that the tests performed provide support for the effects in our 
model involving institutional distance (and also cultural differences in the case of the last term). We were not able to test alternative 
proxies for cultural differences because this is a measure of cultural clustering, not cultural distance (like measurements based on 
Hofstede and GLOBE data). Studies defining country clusters based on GLOBE data do not show enough coverage of our sample to 
allow for proper tests (Dorfman et al., 2012; House et al., 2004). We return to this issue in the limitations section. 

6. Discussion 

According to our analyses, cultural differences seem to induce NPS adoption but institutional distance has an opposite influence. 
Such results can be understood by looking at the nature of formal institutions and culture or into potential differences in the type of 
uncertainty that each one materializes for internationalization. In the first perspective, it may be worth remembering that formal 
institutional forces are relatively explicit, while cultural influences are tacit and difficult to codify. Formal institutional changes can be 
abrupt and sudden but tend to follow expectations set by governments, whereas culture is more stable over time but evolves in a rather 
non-predictable manner. To this extent, the negative effect of ID on NPS may indicate that, when firms experience institutional dis-
tance, they are likely to turn to predictions and plans to act. It could be the case that the formality and codifiability of regulations 
convey an impression that they are transparent and, thereby, easier to incorporate in predictions. The opposite situation applies to 
cultural differences, whose abstract character may stimulate firms to apply NPS in light of the fewer bases for structured action. 

Conversely, one may consider that institutional distance and cultural differences do not materialize uncertainties that equally 
motivate an entrepreneurial behavior in internationalization, as we assumed at first. Since some researchers perceive uncertainty as 
opportunity material, whereas others see it as a constraint on forward internationalization (Liesch et al., 2011; Magnani and Zucchella, 
2019), our results may suggest that institutional forces offer both types of uncertainty. Cultural differences would materialize 
opportunity-inducing uncertainties, for its positive relation with NPS, whereas the negative sign of formal institutional distances could 
mean a constraining effect. 

Although cultural differences can complicate information flows and expose firms to opportunism (Hong and Lee, 2015; Malhotra 

Table 5 
Comparison of results for subsamples based on firm size.   

Variable Non-predictive strategy 

Full sample (n = 758) Small firms (n = 434) Medium-sized firms (n = 324) 

Control variables AGE 0.023 0.081 − 0.121 
(0.611) (0.166) (0.127) 

FIRSTINT − 0.012 − 0.076 0.147 
(0.808) (0.212) (0.103) 

SIZE 0.083 0.047 0.115 
(0.018) (0.299) (0.025) 

RESPEXP − 0.013 − 0.008 − 0.012 
(0.715) (0.880) (0.824) 

INTLEVEL 0.043 0.076 − 0.011 
(0.215) (0.087) (0.844) 

Direct effects EM 0.330 0.328 0.331 
(0.000) (0.000) (0.000) 

ID − 0.449 − 0.410 − 0.486 
(0.000) (0.000) (0.000) 

CD 0.096 0.103 0.075 
(0.018) (0.046) (0.324) 

BNS − 0.092 − 0.136 − 0.025 
(0.005) (0.002) (0.631) 

Interaction effects EM*ID 0.303 0.259 0.350 
(0.000) (0.000) (0.001) 

EM*CD 0.013 0.030 − 0.041 
(0.757) (0.568) (0.621) 

BNS*ID − 0.075 − 0.065 − 0.109 
(0.022) (0.146) (0.030) 

BNS*CD − 0.022 − 0.025 − 0.032 
(0.500) (0.568) (0.569) 

ID*CD 0.149 0.174 0.096 
(0.000) (0.002) (0.139) 

Model fit statistics R2 0.283 0.284 0.266 
Adjusted R2 0.270 0.261 0.232 
F-value 20.988 11.896 7.987 

(0.000) (0.000) (0.000) 
Durbin–Watson 1.754 1.705 1.777 

Note: standardized coefficients; significance levels in parenthesis. 
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et al., 2016), they offer firms the possibility of expanding their offers in unpredicted ways by embracing markets that may not fit their 
typical customer profile. Accordingly, culturally distinct markets are likely to require products and services that would not be 
developed if the firm only served markets with a similar cultural background. This is hard to plan in advance, requiring entrepreneurial 
and experimental behavior from the firm. Therefore, it makes sense to consider the uncertainties stemming from cultural differences as 
opportunity material. 

Instead of focusing on how institutional distance may make prediction difficult, as we did, one could consider that it relates to rules 
that may tell whether or not a firm is authorized to operate in a given market. Under this perspective, such a distance looks like a source 
of uncertainty that is more a constraint than opportunity material. As we computed it, ID is higher when firms enter markets worse 
regulated than their homes, with more incomplete or missing rules. Entering such markets could thus imply a threshold cost for 
internationalization (Eden and Miller, 2001; Zaheer, 1995): instead of acting without planning and incurring legal sanctions, firms 
facing high institutional distance may need to put effort into collecting information about their host locations and understanding what 
is allowed there, what is forbidden, and what is gray area. At the very least, this information may make firms aware of the scope of the 
challenge to which they will be exposed. 

The nature of the uncertainties stemming from issues with formal institutions and culture may be described in the way our results 
were split between small firms and medium-sized firms. While institutional distance negatively affected both groups, reducing NPS 
adoption in decision-making across the board, cultural differences only seemed to foster NPS among small firms. Small firms, because 
of their reduced size and associated liabilities, may be more inclined than medium firms to act with opportunity-inducing un-
certainties. It also seems reasonable to assume that medium firms have more formal and structured decision-making processes than 
smaller enterprises, which may affect the former group’s ability to seize opportunities derived from cultural differences. Institutional 
distance, with its overall constraining effect on internationalization, combines with different elements in each firm size group: for small 
firms it positively interacts with cultural differences to become additional opportunity material, while for medium firms it negatively 
interacts with the stability of business networks, thus further reducing their NPS adoption. Because they have larger business networks 
than small firms, medium-sized firms may be more likely to experience the kind of effects that we consider interact with the uncer-
tainty related to formal institutions. 

Another evidence that issues with formal institutions and culture may represent uncertainties of different nature comes from the 
moderation hypotheses. While the negative effect of ID on NPS adoption in decision-making can be moderated by home market and 
business network stability, the positive effect of cultural distance seems unaffected by such constraints. This result can be considered 
coherent with the application of NPS, which implies making choices based on the available alternatives and ignoring external limi-
tations (Wiltbank et al., 2006). If NPS is associated with perceiving cultural differences as opportunity material, it makes sense that the 
firm’s country background and its business network do not matter for firm action. The way firms handle institutional distance, 
associated with perceived constraint on entrepreneurial action, depends instead on whether they have an emerging market back-
ground and the level of stability in the business networks. 

As indicated in our analysis, the effect of business network stability on the adoption of NPS suggests that business networks not only 
represent a relevant contingency on firm behavior but also affect it directly. Our subsample analysis indicates that this is especially true 
for small firms, which are likely to be dependent on their business networks for obtaining strategic resources and expanding abroad. 
This direct effect is a negative one, suggesting that a lack of business network stability can induce firms to adopt NPS in decision- 
making but its excess can reduce NPS adoption. Such a result is consistent with the idea that business networks may provide firms 
with feelings of safety and stability when running their foreign operations (Vahlne et al., 2012). In an extreme situation, business 
networks with relationships that are too strong and stable may lock firms in and compromise their ability to access information from 
outside the network (Gargiulo and Ertug, 2006; Uzzi, 1997). As Smith-Doerr and Powell (2004) put it, “the ties that bind can also 
become the ties that blind” (p. 30). 

Altogether, our results support the understanding that business networks offer firms a tool to work around the institutional 
challenges of internationalization. The uncertainty-reducing role of business network stability displays a direct effect on NPS adoption 
that seems specifically relevant for small firms, and an indirect effect that appears particularly valid for medium-sized firms (see 
Table 5). Thus, while the liability of foreignness can be viewed as an antecedent to uncertainty, the managerial tool to handle this 
problem is rooted in the way the firm acts in the business network—by embarking on relationship-specific investments in the foreign 
market that lead to stability. This study thereby confirms both the liability of foreignness and the liability of outsidership as highly 
relevant aspects of internationalization. 

Considering the direct effect of a firm’s origin in an emerging market (EM) on NPS adoption, it suggests that emerging market firms 
are more likely than developed market firms to adopt NPS simply because of their emerging market origin. In fact, we suggested in the 
discussion of H4a that emerging market firms may learn to act in a non-predictive way as a survival strategy. Our results support such a 
view. 

The positive effect of firm size on NPS adoption in decision-making, as indicated in our main results and reinforced by our analysis 
of subsamples, can be understood if we consider that larger SMEs are more likely to have greater resource pools to commit to NPS, as 
well as the focus of these strategies on leveraging existing means (Wiltbank et al., 2006). Smaller-sized SMEs may be constrained in 
such a way that they may need to first enlarge their resource bases if they want to have NPS as an option for internationalization 
decisions. 

7. Final remarks 

In this study, we sought to clarify under what circumstances SMEs are more likely to adopt non-predictive strategy, considering 
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their business networks, the institutional forces they experience, and their home market background. This combination of business 
networks and institutional lenses led to results that offer both theoretical and practical contributions. 

7.1. Theoretical contributions 

This study is one of the first to integrate research on institutional forces, related to the liability of foreignness (Kostova et al., 2020; 
Zaheer, 1995), with insights from the literature on business networks, related to the liability of outsidership (Johanson and Vahlne, 
2009). In doing so, our theoretical contributions are fourfold. 

Firstly, we specify how institutional forces and business networks influence NPS adoption in decisions under uncertainty, and what 
contingency conditions may exist. Specifically, while the strategy and entrepreneurship literature generally accepts that uncertainty 
plays a central role in making NPS a relevant option for firms (Wiltbank et al., 2006), some studies have framed this choice as a direct 
product of external uncertainty (e.g., Kujala and Törnroos, 2018; Sarasvathy et al., 2014). In line with most IB work (Beugelsdijk et al., 
2018), our study initially perceived formal institutional distance and cultural differences as a critical source of uncertainty in inter-
nationalization and adoption of NPS, but cultural difference influences NPS adoption in one direction while institutional distance 
influences NPS adoption in the opposite direction. Thus, the determinism of uncertainty suggested by existing IB research in the 
adoption of NPS is an oversimplification. It is not enough to know that uncertainty matters; it is the specific type of uncertainty and its 
institutional context that matters. More importantly, we suggest that not only institutional distance and cultural differences between 
home and host markets are sources of different uncertainty types, influencing NPS adoption differently, but this also involves different 
effects on the role of business networks in which the firm participates, which leads to the second theoretical contribution. 

Consequently, secondly, based on our findings that business network stability attenuates the relation between institutional distance 
and NPS adoption, but does not moderate the relation between cultural difference and NPS adoption, we add nuanced understanding 
on the interaction between liability of foreignness and liability of outsidership. Studies on business networks accept a positive effect of 
business network stability on the reduction of uncertainty (Eriksson and Sharma, 2003), but this effect differs depending on whether 
the uncertainty is associated with institutional distance or cultural differences. Formal institutions constrain internationalization and 
seem to lead to predictive decisions, which are positively moderated by business network stability. Thus, business network stability 
makes information valid over time and thereby form additional planning support. When cultural differences are the source of 
opportunity-inducing uncertainty, business network instability ceases to moderate the willingness to adopt NPS. Moreover, we suggest 
that business network stability operates directly on NPS adoption for small firms but only works for medium-sized firms when it is 
combined with uncertainty stemming from formal institutions, indicating that firms of different sizes relate differently to networks and 
their uncertainty. Institutions and business networks relate to each other during internationalization. This is a major contribution to 
internationalization theory, linking to each other two of its key assumptions —the liability of foreignness and the liability of 
outsidership. 

In addition to that, and thirdly, our study contributes to the literature on international entrepreneurship (IE) by adding insights into 
the discussion of institutional forces with the distinction between the formal institutions and the culture dimension that plague 
internationalization (Deng et al., 2018; Patel et al., 2018). Specifically, IE literature suggests that ventures tend to be more flexible for 
pursuing a rather broad internationalization scope so they can embrace opportunities on a global scale (Autio, 2017; Cavusgil and 
Knight, 2015). Few studies recognize the role of these firms’ institutional distant and culturally different markets in understanding the 
associated uncertainties and costs of internationalization (Zahra et al., 2018), and how these factors influence entrepreneurial de-
cisions. By identifying the distinct effect of institutional distance and cultural differences on the adoption of NPS in decision-making, 
while accounting for business network and home market effects, our study contributes to extend this research stream. 

Finally, and fourthly, our study extends received literature that tends to focus on SMEs in either developed or emerging markets 
alone (Kiss et al., 2012; Terjesen et al., 2016). By doing so, our study highlights that the institutional profile of different home markets 
(that is, developed and emerging) is associated with NPS adoption and the way of handling cross-border uncertainty. Given that both 
handling uncertainty and managing under its influence constitute core aspects of internationalization theories (Liesch et al., 2011; 
Vahlne et al., 2017), we contend that different theoretical treatments may be necessary to understand the international activities of 
emerging market SMEs. This does not necessarily mean that novel theories are required for these firms, only that emerging market 
SMEs could be used to challenge and extend existing internationalization paradigms. 

7.2. Managerial implications 

Our results also present some important practical implications. The first of them is the attention that we give to the fact that foreign 
market uncertainty is a complex phenomenon, with not-so-obvious outcomes. By highlighting the fact that uncertainties related to 
formal and informal institutions may induce or require different kinds of responses from firms, our investigation motivates managers to 
reflect upon the nature of the foreign markets they are entering and their ways of dealing with them. Finding out which type of distance 
or difference (that is, formal institutions or culture) dominates can give the firm a competitive advantage as it can pursue the most 
relevant strategy for the market. Cultural distance welcomes NPS adoption in decision making and institutional distance seems to be 
rather approached by planning. These planning activities are moderated by the characteristics of the SMEs’ business networks. 

In addition to that, our results can prove important to managers when they interact with foreign firms at home (i.e., in the 
managers’ home market). In fact, the market that is home for a firm is a source of uncertainty for foreigners. Depending on whether 
those foreign firms’ home market is emerging or developed, and better or worse regulated, and depending on the stability of those 
firms’ business networks, their adoption of NPS can be partially explained by results such as ours. Hence, our study may help managers 
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understand the behavior of foreign partners who come to their country, which may be conducive to building more empathy and 
establishing better relationships with them. This may lead to better business opportunities both at home and abroad. 

Our study further indicates that the character of the business network can be a leverage to handle the uncertainty caused by formal 
institutional distance and cultural differences. This implies that developing and maintaining relationships is a tool to reduce uncer-
tainty, as they tend to be stable and predictable, and also a source of knowledge. Consequently, firms need to strive to take up a position 
in networks that are stable and characterized by mutual exchange of knowledge. 

Finally, our findings also hint that SMEs may tend to follow a structured planning approach when handling institutional distances. 
However, some SMEs are tightly bound by resource constraints and may not be able to engage in these costly activities. This may lead 
to a reduction of their inclination to internationalization and the potential to miss foreign business opportunities. Consequently, home 
and host country governments should play a role in helping SMEs, particularly those from emerging markets, to explore opportunities 
from institutionally distant markets with specific internationalization aid and assistance programs. 

7.3. Limitations and future research 

Besides the paths outlined in our contributions, scholars may want to explore the limitations of this study in future research. First, 
although our investigation addresses internationalization decisions and NPS adoption as a result of business networks and institutional 
forces that face SMEs, its performance implications remain unclear. Literature has provided mixed evidence, indicating that the 
benefits of NPS seem to be highly dependent on the type of decision or the stage of the international expansion (Karami et al., 2020). By 
investigating whether and how NPS may contribute to SMEs’ performance under uncertainty in internationalization, future studies 
might deliver important theoretical and practical contributions. 

Second, the increasing attention to NPS as the predominant approach to coping with uncertainty in SME internationalization 
motivated its selection as the focus of our discussion. Yet, future studies could deliver broader explanations by considering alternative 
parallel approaches to dealing with foreign market uncertainty and figure out the most relevant ones in specific settings. In fact, there 
are authors who consider that even planning efforts can be valuable to firms even under conditions of high uncertainty, when pre-
diction is rather difficult (Chetty et al., 2015; Goll and Rasheed, 1997; Priem et al., 1995). Third, our difficulties in finding a good 
alternative proxy for cultural differences demonstrate the need for further studies on the multi-layered nature of country classification. 
Although the usual interpretation of cultural differences in International Business refers to the idea of distance between home and host 
countries, modern phenomena such as deglobalization and regionalization ask for understanding variations at levels of analysis other 
than the country (Mudambi et al., 2018; Witt, 2019). We thus maintain that our results provide interesting insights that need to be 
explored once proper alternative proxies are available. Fourth, we examine mainly two-way interactions involving business network 
stability and institutional-related uncertainties but, since such uncertainties coexist, there should be room for inquiring into a three- 
way interaction involving all of those forces. Additional tests did not show support for such an interaction in our data but we un-
derstand that this is an interesting possibility that deserves further attention. 

Additionally, we used each firm’s major host market as the reference point for estimating the formal and informal institutional 
forces relevant to SME internationalization, while business network stability and NPS were studied on a general level. We thereby 
assumed that the culture and institutions in the major host market represented those in all of the international markets where the firm 
was operating. As this study focuses on SMEs, the majority of whom are new to foreign markets and relatively immature, it is likely that 
what “often” characterizes their business networks and strategies in foreign markets in general is valid also in the major host market. 
Also, we tried to overcome this limitation by controlling our results for the time since first internationalization as a proxy for expe-
rience accumulated in foreign markets (Eriksson et al., 2000; Hutzschenreuter et al., 2007). However, the results based on this 
assumption indicate that future research is needed. 

A similar observation can be made about our general focus on manufacturing firms, which helps us narrow our discussion down to a 
particular kind of industry but does not allow the particularities of its subsectors to be perceived. Future research could be conducted 
with specific information about previous market entries and detailed industry information to close these gaps. Also, although our study 
hints at promising directions in the understanding of the internationalization decisions of emerging and developed market SMEs, it is 
important to acknowledge that country-specific issues may affect our results. We understand that some of these issues are already 
accounted for in our operationalization of formal institutional uncertainty, which takes the home market as its reference. Yet, addi-
tional research is needed to specify which influences on internationalization decision-making come from the emerging market nature 
of the home country and which come from the individual country under focus. 

Finally, our comparison of subsamples provided insights into how small firms and medium-sized firms may have distinct drivers for 
NPS adoption, limiting the validity of some of our hypotheses to specific firm groups. These results should be further explored as a way 
to better understand how firms of different sizes relate to external uncertainty and make decisions. Results of this investigation may 
help close the gap between studies focusing on either conventional firms or smaller, entrepreneurial ones. 
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