¥BBR

BRAZILIAN BUSINESS REVIEW

Institutional Distance, Regional Clusters and Performance
of Foreign Subsidiaries: Evidences from Brazil

Jonas Fernando Petry *
Universidade Federal do Amazonas - UEAM, Manans, Amazonas, Brazil
Mohamed Amal ¢
FURB/SC, Blumenan, Santa Catarina, Brazil
Dinor4 Eliete Flotiani ¥
Universidade do Vale do Itajai (UNIVALIL), Ifajai, Santa Catarina, Brazil

ABSTRACT

Institutional distance (ID) has come to be a key concept in understanding
the determinant factors of the performance of a multinational company’s
(MNC) subsidiaries in emerging economies. However, the results of
empirical studies are contradictory and inconclusive. The objective of
this study is to evaluate the effects of ID on the performance of foreign
firms’ subsidiaries and the extent to which these effects may be mediated
by locating these companies within regional clusters and by different
choices of entry mode. Through a regression analysis of a sample of 308
subsidiaries of foreign firms, results show that whereas ID is negatively
related with the firm’s performance, locations within clusters and access
to the resources afforded by economies of agglomeration have positive
effects on performance. Finally, the empirical evidence indicates that
access to the resources of industrial clusters moderates the effects of ID
on the performance, motivating MNCs to adopt overseas entry modes for
complete control.

Keywords: Institutional distance; Entry modes; Cluster resources; Performance
of subsidiaries.

1. INTRODUCTION

Multinational companies (MNCs), in their majority, generate more
volume of business abroad than in their country of origin. Therefore,
performance evaluation of subsidiaries abroad plays a fundamental
role in creating value (KRETSCHMER, 2008) and in the strategic
management for the MNC (HAMANN et al., 2013). Despite the
appeal and the various suggested evaluation approaches, research
on the performance of foreign subsidiaries of MNCs has produced
heterogeneous results ( HENNART; SLANGEN, 2014), which may have
been influenced by institutional factors (KRETSCHMER, 2008; LIU
et al., 2016). They impose on foreigners an environment of operation
of high political uncertainty, macroeconomic instability, dysfunctional
regulatory environments, and inefficient market institutions (LUIZ;
RUPLAL, 2013). In this article, we will describe this institutional
environment through the concept of ID, which measures regulatory,
normative, cognitive and cultural differences between the country of
origin and the host country of the MNC (KOSTOVA, 1997).
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Such an environment can subject multinationals to countless risks and challenges
that can adversely affect the survival and volume of their activities abroad (ZAHEER;
MOSAKOWSKI, 1997; SLANGEN; BEUGELSDIJK, 2010). Companies can respond to
this complex institutional environment in different ways. They can adjust or even change
their own international entry mode strategies when operating in host countries (ROOT,
1994).

On the other hand, MNCs can adopt a location-oriented strategy, establishing their
subsidiaries abroad within regional clusters (GHOSHAL; NOHRIA, 1989; ZAHEER, 1995)
for benefiting from access to spillovers (ZHANG; LI; LI, 2014), that is, relational-based
shared resources (BOSCHMA, 2005; LAZZERETTI; CAPONE, 2016; PRIM; AMAL,;
CARVALHO, 2016). The different externalities, or location resources, can contribute
to mitigating the effects of ID and provide incentives for entry modes based on wholly
owned subsidiaries (HOSPERS; BEUGELSDIJK, 2002) and, consequently, achieve better
performance. Therefore, we suggest that the greater the access to the location resources, the
greater the likelihood of developing knowledge skills to deal with the liability of foreignness
(LOF), reducing transaction costs and thus helping to mitigate the adverse effects of ID.
On the other hand, we understand that MNCs cannot always establish their subsidiaries
in a regional cluster. In this case, they can deal with foreign direct investment (FDI) by
choosing the entry mode for example.

In the light of institutional theory and the regional cluster, we propose to investigate
the following research questions: what are the effects of ID on the performance of foreign
subsidiaries? To what extent can such effects be moderated by the location of industrial
clusters and by the choice of entry mode?

Previous studies have highlighted the effects of ID on the performance of foreign
subsidiaries operating in developing countries (TANG; ROWE, 2012; AMBOS;
HAKANSON, 2014). However, most studies have focused on the scope of country
analysis, and less attention has been paid to understanding the impacts of ID in different
national regions. Thus, we propose the existence of a mechanism of interaction between
the national and subnational levels in terms of how foreign companies deal with ID. When
making the choice to locate the subsidiaries in a specific host country, MNCs are aware of
the constraints and related costs, and there is no set of strategies that can be developed to
mitigate such limitations. The decision to locate the subsidiary in a regional cluster can be
understood as a strategic response to the additional costs MNCs face at the national level.
This is particularly the case with large host economies, such as Brazil, where regional
differences in level of development and cultures are evident. A regional cluster is known
for the spatial concentration of companies. This environment allows foreign subsidiaries
to access agglomeration externalities and, consequently, provide the necessary resources to
mitigate the effects of institutional distance.

In this article, we intend to contribute to this debate in various ways: first, to examine the
mechanisms by which foreign subsidiaries can mitigate the effects of ID on performance.
Subsequently, we suggest that such mechanisms may be related to the entry mode or to the
location of the subsidiary in a regional cluster. Third, we consider that there is a process
of interaction between the two mechanisms in the formation of the relationship of ID &
performance. We test these propositions for the case of Brazil, for the regional dynamism,
as it presents a large economy and for being the fifth host economy of FDI flow (62 billion
USD in 2014) (UNCTAD, 2015), which makes this research adequate. Finally, we collected
data from a significant number of foreign subsidiaries operating in different regions of the
country.

In addition to the introduction, we divide this article into five more sections. We devote
section 2 to reviewing the literature and developing the hypotheses. In section 3 we present
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the methodological procedures. In section 4, we present and discuss the main results. Section
5 presents the considerations and limitations of the research, followed by references.

2. LITERATURE REVIEW AND HYPOTHESES

2.1. DETERMINANTS OF PERFORMANCE

A considerable volume of research on international business (IB) has focused on
assessing the performance determinants of MNCs subsidiaries (LARIMO; LE NGUYEN;
ALI, 2016). Most of the studies attempted to explain the relationship between the degree
of asset impairment and performance using a variety of theories and arguments applied
to certain types of subsidiaries strategies in the host country (FISCH, 2012). Two main
approaches support empirical studies on the performance of foreign subsidiaries. The first
one originated in the economic tradition, emphasizing the importance of external market
factors to determine the success of a company. The other approach is based on sociological
and behavioral paradigms and sees the organizational factors and the ability to adapt to the
environment as the main determinants of success (HANSEN; WERNERFELT, 1989).

However, the performance determinants from the two streams have produced ambiguous
results. In addition, there is no consensus on the conceptualization and measurement of
construct performance (ROSENBUSCH; RAUCH; BAUSCH, 2013). Empirically, the
construct is represented by the common variance of different dimensions (MILLER;
WASHBURN; GLICK, 2013), such as objective and subjective performance, or even using
different measures of performance due to the multidisciplinary perspective of the field of
IB research (LENZ, 1981). In view of the breadth and complexity of the theme, this study
delimits the concept of performance and circumscribes only the scope of the discussion in
the field of IBs and in matters of their subjective measurement.

2.2. INSTITUTIONAL DISTANCE AND PERFORMANCE

The idea of costs when doing business abroad is an established concept in IBs that stems
from the additional disadvantages supported by the MNCs in which local enterprises in a
host country do not incur (EDEN; MILLER, 2004). The concept of cost in IBs culminated
in a second concept due to the lack of familiarity with the environment, disseminated
by Zaheer (1995) as the LOF, which originates from limited local knowledge, the local
discriminatory attitudes of stakeholders and the management difficulties of organizations
whose subunits are separated by time and distance (NACHUM, 2014). This argument holds
that foreign subsidiaries must overcome the LOF to survive in a host country, adapting
their organizational practices to local norms to gain legitimacy (ROSENZWEIG; SINGH,
1991). The LOF requires management capacity from enterprises resulting from geographic
distance to mitigate the costs of unfamiliarity with economic policies, cultural differences,
institutional environment among other factors that bring additional costs in the host country
of the foreign subsidiaries (ZAHEER, 1995). Consequently, the subsidiaries of MNCs are
prone to meet the demands of the host country environment. In this regard, Kostova (1997)
developed an ID concept referring to measures of dissimilarity between the regulatory,
cognitive and normative institutions of the host countries and country of origin of the MNC.

Institutional theory provides a non-economic explanation of organizational behaviors
and strategies (SCOTT, 2014). Institutions regulate economic activities by defining the
rules of the game as a basis for production, exchange and distribution (YANG; SU, 2014).
The institutional environment is the main determinant of the structure and behavior of the
company (DIMAGGIO; POWELL, 1983), in which institutional forces are the social and
legal environments that affect the perceptions and decisions of decision makers (SCOTT,



2014). Thus, institutional theory provides valuable assumptions that allow theorizing
multiple levels of analysis and examining critical issues for MNCs in the international
market (KOSTOVA; ROTH; DACIN, 2008). Therefore, institutional theory is the basis of
ID for understanding the institutional environment as a determining factor in the structure
and performance of the subsidiary abroad (SCOTT, 2014).

Empirical studies have found mixed results. In essence, investigations analyzed the
differences of institutions between countries and employ objective or subjective measures
of performance. One of the main conceptual dilemmas of international management has
been the issue of ID that negatively influences the performance of the subsidiary (LU,
BEAMISH, 2001). This argument suggests that we test the following hypothesis:

H,: The greater the distance between countries, the greater the dissimilarity
between the institutions and, consequently, the lower the performance of the foreign
subsidiaries in the host country.

Even with controversial results, the effect of ID on the performance of subsidiaries abroad
is still a crucial issue in IBs. MNCs can adopt different strategies to deal with the additional
constraints and transaction costs they have to face when they enter emerging economies.
Usually, the decision on entry mode relates to the institutional differences between two
countries (BERRY; GUILLEN; ZHOU, 2010). The choice of entry mode is a response to
the implications of ID.

2.3. ENTRY MODE AND PERFORMANCE

International expansion in emerging markets requires consideration of the entry choice
adopted by MNCs. The entry mode is the organizational form adopted by the MNC to
enter a host country. It refers to the characteristics of an organization that identifies it as
a distinct unit (LI; YANG; YUE, 2007). It is the identity defined in terms of social codes
that specifies the ownership and control of an entity. Thus, the entry of MNCs into the host
country is based on the capital involved and the strategy adopted, which may be a jointly
controlled entry, through a joint venture, or the entry through full control of the subsidiary
via greenfield (LI et al., 2007).

The different types of entry modes (ownership and control) in international markets
relate to the ID between two countries (ZAHEER, 1995; LUIZ; RUPLAL, 2013). Thus,
choosing the entry mode requires careful analysis of the impact of institutions on the
grounds of differences between countries (KOSTOVA, 1999), which consequently entails
additional costs. Empirical research has shown that the choice of entry mode has critical
implications for the performance of subsidiaries. If the costs of doing business or the
effects of ID beyond the border are low, the MNC will adopt more representative capital
entry strategies (greenfield). However, if the distance between countries implies increases
in the monitoring of opportunistic behaviors, high costs of adaptation, among others, the
MNC will prefer an internal governance structure with less representative capital entry
strategies (joint venture) (ZHAO; LUO; SUH, 2004; LUIZ; RUPLAL, 2013). Thus, higher
performance targets may lead to the MNC assuming greater risk and, thus, greater resource
commitment in the entry mode strategy (SHRADER; OVIATT, MCDOUGALL, 2000).
Thus, the following hypotheses are established:

H,: Whole entry mode strategies tend to perform better in relation to joint venture
entries.

H: In the greenfield entry mode, subsidiaries’ performance is inferior than the joint
venture entry mode.
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Different studies have found strong associations between the entry mode and the
performance of foreign subsidiaries operating in developed and developing countries. In
large part, however, these relations reflect the institutional and cultural differences between
the country of origin and the host country of the subsidiary (LIAO, 2015). On the other
hand, the entry mode is a dimension that can ultimately be determined, by the institutional
regulatory system of the host country (SURDU; MELLAHI, 2016), or it may reflect the
company’s preference on how to manage its value-added activities in all countries (TOMIO;
AMAL, 2015). This may bias the relationship between ID and performance. We suggest that
locational choice at the subnational level can operate much more efficiently as a mechanism
to mitigate the adverse effects of ID on performance. In particular, we suggest introducing
the concept of regional clustering as a logic of localization for understanding how foreign
subsidiaries can handle ID.

2.4. CLUSTER RESOURCES

The idea of foreign subsidiaries in the host country embedded in social networks with
other actors can be seen as a strategic resource. Thus, the subsidiary may have access
to resources and capabilities outside the organization, such as capital, goods, services,
innovations, among many other resources and factors (ANDERSSON; FORSGREN;
HOLM, 2002). The insertion of foreign subsidiaries in a cluster in the host country starts
from the assumption of the relations developed in the interaction of companies (HOLM;
JOHANSON; THILENIUS, 2015). Resources refer to the informative or idea components
that are made available by the cluster, such as access to the pool of skilled labor, inputs,
specialized services and technology spillovers (MARSHALL, 1890). Porter (2009)
organized the keying ideas of cluster functions in which the actors in the cluster are not
necessarily just the companies. It is also made up of organizations and institutions that
include industries, government agencies (national and regional), among others, such as
universities or research institutions that compete, but also cooperate with each other.

Clustering strategy is an effective offensive mitigation mechanism to overcome ID
(LUO; SHENKAR; NYAW, 2002). Subsidiaries benefit from knowledge externalities
(BOSCHMA, 2005); consequently, the effects of ID are mitigated, and the subsidiaries
will perform better. Thus, the cluster resource factors investigated were defined in terms of
institutional proximity (RINST), organizational proximity (RORG), cognitive proximity
(RCOG) and social proximity (RSOC), as follows: RINST are resources related to
the political framework; RORG are resources related to the proximity of the actors in
organizational terms; RCOG are resources related to the sharing by actors of a common
space of reference and knowledge; and RSOC are resources that are associated with
established social relationships between agents in the microenvironment (BOSCHMA,
2005). We, therefore, established the hypothesis that:

H : Greater access to cluster resources by foreign subsidiaries is positively related to
performance.

2.5. MODERATING EFFECTS

As highlighted by theory, ID has adverse effects on the performance of subsidiaries
operating in emerging economies. These effects reflect higher LOF faced by companies
and the high risks related to the uncertainties of operating in an environment of weak and
different institutions in relation to the culture of the host country.

The success of subsidiaries depends on how they can handle the costs arising from the
business environment. The success of subsidiaries depends on how they handle the costs
arising from the business environment, which, in turn, can gradually reduce the implications



of the distance between the country of origin and the host country of the subsidiaries.
However, we consider that such factors can hardly unravel the complex system of distance
management. We suggest, then, that the management of ID can occur through two specific
mechanisms: the choice of entry mode and local selection at the subnational level. Both
mechanisms can act individually but also interactively to manage the impacts of ID on the
performance of subsidiaries. The moderating role derives from the configuration and scope.

The entry mode can stimulate access to the specific knowledge through a learning process,
which can occur in case of cooperation or alliance with the local companies. In the case of a
higher ID between the country of origin and the host country, companies are more likely to
adopt joint ventures and acquisitions entry modes. This entry mode can mitigate the effect
of ID, providing learning opportunities and access to specific resources that are unique
to local businesses. Countries with weak institutional environments are characterized by
high asymmetry in access to information and high imperfection of the market. Therefore,
multinational enterprises, when operating through wholly owned subsidiaries and new
companies, may encounter barriers to access the necessary knowledge and the location of
limited resources to be able to compete in the host country. Thus, we formulate one more
hypothesis:

H5: The entry modes by Joint Venture and Acquisition have a positive moderating
effect on the relationship between Institutional Distance and Performance of foreign
subsidiaries.

MNC:s can also opt for a localization strategy to deal with the implications of ID. By
location strategy, we refer to the different location options at the subnational level. In addition
to the classic factors that may affect the location decision, companies may choose to locate
their branches in a region with high industrial agglomeration, or in a region with low or
no agglomeration economy. We propose that MNCs can better handle ID by locating their
subsidiaries in regions that can benefit from agglomeration economies through the different
externalities generated by an industrial cluster. The greater the level of agglomeration of a
region, the greater the possibility for the subsidiary to access the specific resources needed
to accelerate the learning process and mitigate the effects of ID.

ID is a concept that captures the transaction cost at the national level, and agglomeration
economies reflect the benefits of a proximity strategy. The MNC can replace the learning
process, which usually occurs by acquisition and joint ventures, by the high level of
immersion in regional clusters. Therefore, the mechanism of response to ID will occur
in terms of cooperation and interaction with companies and with institutions and social
networks derived from the geographical proximity of companies. We, therefore, have tested
the hypothesis that:

H P Greater access to cluster resources has a positive effect as an interaction factor
in the relationship between ID and the performance of foreign subsidiaries.

Finally, since we consider that the two mechanisms of entry mode of regional cluster can
act individually, and in an interactive way too, we will test the following hypothesis:

H7: The interaction between entry mode and access to regional cluster resources will
moderate the effects of ID on the performance of foreign subsidiaries.

Figure 1 presents the general picture of the hypotheses:
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Figure 1. Conceptual Model.

3. METHODOLOGY

3.1. SAMPLE DATA AND DESCRIPTION

The sample universe of foreign subsidiaries in Brazil consists of 14,419 companies
(BACEN, 2010). However, access to the name of the foreign subsidiaries that carry out
productive activity in Brazil is not available. The first phase involved the construction of
the framework using data gathered from the chambers of commerce of the main countries
with Brazil. The second phase comprised the subsidiaries of shipping companies listed in
Abeam. Finally, the subsidiaries of the listed oil and gas segments in the state of Rio de
Janeiro. This process resulted in a universe of two thousand foreign subsidiaries identified
in Brazil.

The sample is non-probabilistic of transversal application and comprised 333 executives
of foreign subsidiaries. Twenty-five questionnaires were not completed correctly and were
excluded, thus, resulting in 308 subsidiaries that comprise the total sample. 52.3% of the
subsidiaries entered the country by the end of the 20th century. A Since 2001, a new FDI
inflow is recorded, 47.7% of the sample, which characterizes FDI in Brazil as an activity
on the rise. The average age of executives is 37.39 years, with the majority (97.1%) of
Brazilian nationality. About 54% of the subsidiaries entered the country by joint venture
(168 subsidiaries) - of these, 56.09% (83) are inserted in a cluster - and 45.5% by greenfield
(140); 65 subsidiaries that entered through greenfield are inserted in a cluster. Germany,
Italy, France, Switzerland, USA, Japan, Spain, Denmark, Great Britain, Belgium and
Portugal account for 90.3% of the investigated subsidiaries (278). Austria, Netherlands,
Israel, Chile, China, Finland, Norway, New Zealand, Sweden, South Africa, Australia,
Canada, Colombia, India, Ireland, Iceland, Mexico and Senegal represent 9.7% (30). Of
the total subsidiaries, 200 are from the industry sector and 108 from the service sector. The
average experience of subsidiaries in Brazil is 21.33 years, which characterizes a sample
with vast experience distributed in 15 Brazilian states.



3.2. VARIABLES

DEPENDENT VARIABLE

The performance of subsidiaries abroad has been discussed in management and
IBs literature with two different approaches. The first evaluates the implications of the
performance of the MNC intangible asset perspective. The second approach focuses
on the longevity of overseas subsidiaries. This perspective focuses on the argument for
overcoming the competitive disadvantages of ID in relation to its counterpart (HANSEN;
WERNERFELT, 1989). Nevertheless, the literature presents contradictory and inconclusive
statements and results. On the one hand, research that advocates the standardization of
evaluation, and on the other hand, arguments in the differentiation of the performance
according to the context in the scope of the subsidiary contemplating contingent and
institutional factors of the host country (KRETSCHMER, 2008). In view of the breadth
and complexity of the theme, this investigation delimits only the scope of the perceptive
perspective of the subjective performance of the subsidiaries in the host country.

Subjective measures may contain subjective information on financial performance.
Thus, we measured the performance construct as a dependent variable through subjective
perception that employed satisfaction scales with sales, market share, growth expectations,
and satisfaction with profit. The performance construct was adapted from Rosenbusch et
al., (2013).

INDEPENDENT VARIABLES

We based the questionnaire on empirical and theoretical studies. The entry mode used
nominal variables with binary coding (0 = greenfield and wholly owned subsidiary; 1 =
joint venture and acquisition), adapted from Zhao, Luo & Suh (2004). We adapted the DI
construct (consisting of 6 questions) from Qian, Li & Rugman (2013). To measure the
construct of cluster resources, we used 5 dimensions: institutional proximity (RC INST - 6
questions), organizational proximity (RC_ORG - 4 questions), cognitive proximity (RC
COG - 5 questions), social proximity (RC_SOC - 5 questions) and geographical proximity
(RC_GEO - 4 questions), which were adapted from the theoretical study by Boschma
(2005). The operationalization of the variables is represented in Table 1.

Table 1. Operation of variables.

Dimension Variable Operationalization Author
Cognitive . .
Insticutional Seven-point agreement scale (anging
Distan Normative from 1 = totally disagree 7 = totally QIAN; LI; RUGMAN(2013)
stance agrec)
Regulatory

Institutional proximity

Organizational proximity
Cluster
Resources

Cognitive proximity Distance in km BOSCHMA (2005)
Social proximity

Geographical proximity

ZHAO; LUO; SUH, (2004);
Entry Modes Establishment and ownership mode Nominal/dichotomous scale DIKOVA; WITTELOOSTUIJN
(2007)
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ID is determined according to the cognitive, normative and regulatory dimensions
that involve the following approaches: (i) cost of spatial distance, including transport,
coordination and administration; (ii) position of the subsidiary in the cluster and its links
with local agents; (iii) costs associated with the country’s lack of knowledge and skills; (iv)
costs associated with cognitive, normative and regulatory diversities.

Cluster resources are determined from institutional, organizational, cognitive, social,
and geographical proximity. RC_INST are associated with other forms of proximity, such
as public or private support institutions (BOSCHMA, 2005; KNOBEN; OERLEMANS,
2006). RC_ORG are associated with shared relationships in an organizational arrangement
(BALLAND; DE VAAN; BOSCHMA, 2013). RC_COG are based on the sharing of
knowledge and competence bases (BOSCHMA; FRENKEN, 2010; MOLINA-MORALES
et al., 2014). RC SOC are based on the relationships of trust between the actors
(BOSCHMA; FRENKEN, 2010). RC_GEO are related to the spatial distance between the
actors (BOSCHMA, 2005; LAZZERETTI; CAPONE, 2016). The entry mode into the host
country refers to the establishment strategies (greenfield or acquisition) and ownership of
the subsidiaries (joint venture or wholly-owned).

CONTROL VARIABLE

We employed two control variables to discard alternative explanations between relations
of interest: the subsidiary sector and experience in the host country. The objective is to
exclude certain alternative reasons. The industry was based on the classification of the
Global Industry Classification Standard (GICS). This classification was measured as a
dichotomous variable: the industry sector = 0 and the services sector = 1. We measured the
experience by the total years of operation of the subsidiary in Brazil.

MODERATING VARIABLES

In this study, we used two moderation variables independently (HAIR et al., 2009).
In a nutshell: Cluster resources and entry modes. For the final model, we used the two
moderation variables simultaneously in the relationship between ID and performance.

We investigated and tested theoretical relationships under multivariate analysis based on
the multiple linear regression technique. For this purpose, the following steps were satisfied
after the descriptive analysis: (i) exploratory factor analysis (EFA); (ii) multiple linear
regression (MLR); (iii) normality; (iv) linearity; (v) multicollinearity; (vi) homoscedasticity;
and (vii) autocorrelation (HAIR et al., 2009). We analyzed the data with the SPSS software
23.0 according to the following equation:

Vi = Po + 1P + B2X2i + B3X3z + B VI.Mod ...+ B,X,1 + &

4. RESULTS AND DISCUSSION

Table 2 shows the correlation matrix. The results show low risk of multicollinearity.

We performed the normality test in the distribution of the dependent variable with the
Kolmogorov-Smirnov test (K-S). The model presents a mean of 3.855, standard deviation
1.1381, K-S 0.074 and Sig. 0.000, indicating that the distribution is normal. The linearity
test is represented by Pearson’s R. This discussion is in the Regression Table 3, along
with the multicollinearity test (VIF) and the autocorrelation test represented by the Durbin-
Watson test. We observed that the values meet the recommendation by Hair et al., (2009).
We performed the residue homoscedasticity test through Levene’s test (HAIR et al., 2009).
We found only one indicator with non-homogeneous variance (RCOG - Lev. 1.580, Sig.



Table 2. Correlation Matrix.

1D UNEMPL RC_INST RC_ORG RC_COG RC_SOC ENTRY_M
ID 1.000 - - - - -
UNEMPL -0.133 1.000 - - - -
RC_INST 0.043 0.179* 1.000 - - - -
RC_ORG -0.230* 0.279* 0.460* 1.000 - -
RC_COG -0.066 0.230* 0.495* 0.477* 1.000 - -
RC_SOC 0.181* 0.016 0.319* 0.276* 0.376* 1.000
ENTRY_M 0.059 -0.092 -0.105 -0.146 -0.069 0.061 1.000

0.044), which would lead to the rejection of the null hypothesis of equality of variance.
The other variables (ID - Lev. 0.552, Sig. 0.972; RINST Lev. 0.807, Sig. 0.692; RORG -
Lev. 1.256, Sig. 0.205; RSOC - Lev. 1.504, Sig. 0.087; ENTRY - Lev. 0.939, Sig. 0.930)
presented p-value above 5%, therefore, we do not reject the hypothesis of equality of
variances.

MODEL ESTIMATES AND DISCUSSION

Table 3 presents the Durbin Watson test analysis, and reference values above 2 are
recommended (HAIR et al., 2009). The linearity test is represented by R2, and R2 is desired
from 3.08% to 5.54%. We note that the values are below the desired values. The collinearity
statistic is represented by VIF, and reference values < 5. Thus, the necessary assumptions
for the realization of MLRs were met, assuming that the assumptions were not violated.

The results obtained in model 1 of Table 3 reveal that the relation of the ID in the
performance is statistically significant (Sig.0.020< 0.05). This means that the negative
relationship with the performance of the subsidiaries is determined by the measures of
dissimilarity between the institutions of the host countries and country of origin of the
MNC. The result corroborates the idea that the greater the distance between countries, the
worse the performance results (ZAHEER; MOSAKOWSKI, 1997). Liu et al., (2016) found
similar results by among others. Thus, hypothesis H| is confirmed.

Table 3. Regression Results.

Variable Model 1 Model 2 Model 3 Model 4 Model 5 Model 6

B B B B (Sig) B (Sig) B (Sig)
1D -0.133* - - -0.097 (0.112)* -0,452 (0,000)* -0.441 (0.000)*
CLUSTER RESOURCE - 0.245° - - - -
ENTRY MODE - - -0.092* - - -
Moderator 1: (ID X Entry) - - - 0.097 (0.111)" - -
Moderator 2: (ID X Cluster Resources) - - - - 0.373 (0.001)" -
Moderator 3: [(ID X Cluster Resources) + b
ID X entry mode)] - - - - 0.357 (0.001)

Contr_Sector - - - - - _

Contr_Experience - - - - - -

R? 0.014 0.057 0.005 0.019 0.048 0.044
ANOVA 0.020* 0.000*** 0.109 0.019* 0.000*** 0.000***
DWW 1.964 2.107 1.971 1.967 2.062 2.054
VIF 1.000 1.000 1.000 1.157 3.777 3.947
VIF® - - - 1.157 3.777 3.947

Note: *p < 0.05; **p < 0.01; **» < 0.001; ****p» < 0.10.
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The control variables sector and experience did not present statistical significance in the
relations established in the investigation. Access to the externalities of a cluster facilitates
the activity of the subsidiaries as they are incorporated into the cluster. Thus, the greater
the access to resources, the smaller the effects of DI and the better the performance results.
These findings corroborate the research by Zaheer and Mosakowski (1997). The logic of
subsidiaries clustering has already been researched by Diez-Vial (2011) in a developed
economy in the southwest of Spain, and the results confirm a positive relation with the
performance. In emerging markets, Meyer et al.(2009) found that the entry strategy
adopted by the MNC is directly influenced by the institutions of the host country and by
the availability of local resources. Although the study deals with an emerging country, the
results of access to cluster resources we did not investigate in relation to performance.

Model 2 of Table 3 confirms hypotheses H, and H, This shows that greater access to
cluster resources by subsidiaries is positively related to performance. In addition, model
5 of the same Table, analyzing an interaction relation, reveals positive effect of cluster
resources on the relationship between ID and performance. The perspective of non-efficiency
of subsidiaries in the host country may have the detrimental effects of ID moderated by
cluster resources, consequently, better performance by benefiting from cluster externalities
(BOSCHMA, 2005). We verified, according to the sample, that cluster resources have a
mitigating effect on the relation of ID on performance. We also emphasize that ID is better
perceived through the interaction factor of cluster resources.

The entry mode is related to the impact of the institutions of the host country. Thus,
the literature generally recommends that the greater the distance between countries, the
preferential entry mode strategy is of lower capital representation. Empirical studies have
focused their research on developed economies and have divergent results. The research
by Mayer et al. (2009) in emerging markets also relates to the impact of institutions and
the availability of resources; however, the entry modes follow most of the empirical results
that analyzed the institutional framework. When the institutional framework is weak, the
entry mode through joint venture is the preferential one to provide access to the market.
The results of models 3 and 4 of Table 3 show an inverse relationship. The results, even
though they were not statistically significant, reveal that modes of entry with less capital
representation imply worse performance than those of the subsidiaries that entered through
greenfield. Similar results were found in Thailand, in which the greenfield business venture
tends to have a performance profile superior to that of the business ventures via a joint
venture (SIRIPAISALPIPAT; HOSHINO, 2000).

The interaction effect of the entry mode on the ID relation in the performance did not
present statistical significance; however, it reveals that ID has a negative moderating effect
on performance, i.e., the entry mode via greenfield tends to have superior interaction in the
relationship between ID and performance when compared to a joint venture. Therefore,
hypothesis H, was confirmed, and hypotheses H, and H, were not.

The model with two interaction variables in the relationship between ID and performance
is represented in model 6 of Table 3. We did not find studies that tested the model. The
results show that the model is statistically significant. However, the findings reinforce that
MNCs, when accessing cluster resources, will minimize the effects of ID and will adopt
greenfield entry strategies as a way to guarantee better performance. Access to cluster
resources can overcome weaknesses in the institutional framework and MNC exposure to
the enormous challenges of managing an acquired or shared business. Thus, H. is confirmed
by the information provided by the sample data.

The perspective of the choice of the entry mode as a way to mitigate the effects of
ID is contradicted in this research. The results show that the choice of the entry mode is
not enough to soften the effects of ID. The answer is in the proximity of the companies
and in the access of the context of externalities of the business environment. Access to



cluster resources contributes to overcoming the fragility of the institutional framework
and encourages MNCs to adopt an entry mode with full control of their subsidiaries. This
result represents a rupture in the empirical studies, which suggests that in weak institutional
frameworks MNCs adopt entries through joint venture (ZHAO; LUO; SUH, 2004; LUIZ;
RUPLAL, 2013). The result presents a new answer for most existing literature, in particular,
that access to clusters resources in an emerging market minimizes the effects of ID and
encourages MNCs to adopt strategies for full control of their subsidiaries.

The findings contradict some studies (MEYER et al., 2009, among others), but broaden
the discussion on the behavior of MNCs in emerging economies. ID is no longer seen as
a constraint, since the entry strategy reveals that in emerging economies such as Brazil,
MNCs, when accessing cluster resources, adopt greenfield entry strategies as a form of
protection and assurance by the institutional context in the host country.

ADDITIONAL ANALYSIS AND ROBUSTNESS

To examine the results in more depth, we performed some additional tests and robustness
tests. First, the theoretical part of the research is concentrated on ID diversities as a source
of greater complexity in the performance of foreign subsidiaries, therefore, ID acts as a
negative factor in the relationship with performance. Therefore, the perception of ID by the
foreign subsidiaries that adopted the greenfield entry mode in Brazil ($-0.104 is not the same
as the companies that entered via joint ventures (-0.154") or via business acquisition. The
different perceptions of ID for different entry modes in the host country show us that foreign
subsidiaries deal with additional costs according to perceived institutional difference. In
other words, the LOF and institutional contexts that foreign subsidiaries find can increase
transaction costs and even make activities in the host country unfeasible (BUCKLEY, 2002;
ENDO; OZAKI; ANDO, 2014).

If we analyze the perception of the ID of the foreign subsidiaries that are inserted in a
cluster (B 0.053) and companies that are not in industrial proximities (f-0.261, p <0.001)
and do not benefit from cluster externalities, we will see that the results corroborate the
idea of additional costs that result in competitive disadvantage for the MNCs in subsidiaries
(ZAHEER, 1995; HALASZOVICH; LUNDAN, 2016). These costs are due to the
institutional differences between countries with higher costs of adaptation and monitoring
(LU; BEAMISH, 2001). Therefore, the MNC will prefer less representative entry modes of
capital as a joint venture entry (ZHAO; LUO; SUH, 2004).

5. FINAL CONSIDERATIONS

Our research aimed to investigate the moderating effects of cluster resources and the
strategies of the entry modes on the relation of ID on the performance of the foreign
subsidiaries in Brazil. Theoretical relationships were analyzed and tested under multiple
regression. The results show that ID is statistically significant in relation to performance,
and their perception reveals that even with extensive experience in the host country,
ID continues to have a negative relationship. However, if we add interaction factors in
the relationship between ID and performance, the effect of ID is mitigated. Thus, weak
institutional frameworks require interaction factors so that ID can be attenuated and present
a positive relationship in performance.

Access to proximity resources resulting from a cluster suggests important changes to the
view that ID can be managed by the strategies of entry into a host country. Although the
study provided an initial investigation, it should be noted that more research needs to be
done to analyze the entry strategy with wholly owned subsidiaries. Future research need to
explore the specific advantages of the MNC and the specific advantages of the host country,
which was a limitation of this study. The results require further research to corroborate the
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findings. This study represents the first attempt to examine the moderating effects of cluster
resources and entry modes in the relationship of ID with the performance of subsidiaries.
We hope that other studies will examine the same interactions in the relationship so that the
results broaden the discussion including different emerging countries.

In addition to the contextual efforts presented, the findings reinforce the idea that
public policies need to create mechanisms to promote and strengthen clusters. Promoting
and strengthening clusters can be an effective way to attract more FDIs and improve the
country’s economic performance. This means that strengthened clusters will attract more
FDI because they present prudential mechanisms to control the effects of ID.

The results refer to two important theoretical implications. First, in countries with
fragile institutional environments, the choice of subnational location and the entry mode
via greenfield are associated with accessing the externalities of an existing cluster. Thus,
it is contrary to the idea that in institutional environments with a high dissociative degree
MNCs adopt strategies of lower asset impairment, as entry via joint venture. Second, in
institutional environments of developing economies, it is not always possible to affirm that
ID decreases with time; there is a need for an interaction factor (clusters resources) in the
relationship so that we can better understand the effects of ID.
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