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Abstract
Foreignness has long been a central construct in international business
research, with research streams examining its conceptualizations,
manifestations, and consequences. Researchers started by taking foreignness
to be a liability, then later considered the possibility of its being an asset. A still
more recent view is that foreignness is an organizational identity that a firm can
purposefully manage. Broadly conceived, foreignness is an umbrella construct
that directly or tangentially covers research on country of origin, institutional
distance, firm-specific advantages, and the ownership–location–internalization
eclectic paradigm. We review the body of research on foreignness and track the
evolution of its four streams, liability of foreignness, asset of foreignness, drivers
of foreignness, and firm responses to foreignness. We call for a clearer
conceptualization and a sounder theoretical grounding of the foreignness
construct, more integration of the liability of foreignness and the asset of
foreignness research streams, greater attention to the multiple strategies firms
use to manage foreignness, and the extension of the field to less-explored
contexts such as emerging economies, digitalization, and de-globalization.
Journal of International Business Studies (2021).
https://doi.org/10.1057/s41267-021-00465-8
Keywords: liability of foreignness; asset of foreignness; MNE–host-country relations;
country-of-origin effects; institutional distance; subsidiary identity

The online version of this article is available Open Access

Received: 30 January 2020
Revised: 9 May 2021
Accepted: 3 June 2021

INTRODUCTION
Foreignness is inherent to multinational enterprises (MNEs): its
conceptualization, manifestations, and consequences are central to
international business (IB) research. A subset of the overall costs of
doing business abroad (Hymer, 1976) has been labeled the liability
of foreignness (LOF), which hinges primarily on the social,
relational, and institutional factors (Zaheer, 1995, 2002) that give
rise to unfamiliarity, discrimination, and relational hazards for
MNEs in their host countries (Eden & Miller, 2004). Since the
seminal work of Zaheer (1995), the rigor and legitimacy of research
on this topic has been enhanced by sizeable literature (for surveys
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see Luo & Mezias, 2002; Denk et al., 2012). Later
research shows that, besides a liability, foreignness
can be an asset (Kostova & Zaheer, 1999; Brannen,
2004; Sethi & Judge, 2009; Un, 2011; Mallon &
Fainshmidt, 2017). The asset of foreignness (AOF)
concept has provided a more balanced account of
the impact and outcomes of foreignness (Sethi &
Judge, 2009; Edman, 2016a; Mallon & Fainshmidt,
2017; Taussig, 2017; Siegel et al., 2019).
Nonetheless, concerns remain about the usefulness of the foreignness construct for theory building and testing in IB. For instance, is foreignness a
binary or a continuous variable? Is it an objective
country-pair level phenomenon (Zaheer, 1995;
Mezias, 2002a; Eden & Miller, 2004) or a mostly
subjective perception of a host country in the
minds of managers (Edman, 2016a; Pant &
Ramachandran, 2017)? Foreignness also has multiple manifestations which, we believe, can provide
fine-grained contextual qualifications of the construct and of its consequences (cf. Eden & Miller,
2004; Sethi & Judge, 2009; Ramachandran & Pant,
2010). Some research streams are specific, e.g., that
on the impact of MNE country of origin (Elango &
Sethi, 2007; Ramachandran & Pant, 2010) and that
on the institutional distance between MNE home
and host countries (Eden & Miller, 2004; Salomon
& Wu, 2012; Zhou & Guillén, 2015; Kostova et al.,
2019), while others are more general, e.g., the
ownership–location–internalization (OLI) paradigm (Dunning, 1980, 2000).
Due to differences in research objectives and
theoretical perspectives, the different research
streams have to a considerable extent been fragmented and incompatible, hindering conceptual
clarification and theoretical development in foreignness research. We aim to provide a critical
review of the various streams of foreignness
research in IB, highlight the theoretical tensions
and debates within each stream, and suggest
potential avenues for cross-fertilization and
integration.
Given that LOF research was the subject of a
special issue in the Journal of International Management in 2002 and then systematically reviewed a
decade later (Denk et al., 2012), we will keep our
review on LOF research succinct and devote more
attention to post-2012 publications. In our review
of AOF research, we build on Mallon and Fainschmidt’s (2017) discussion of the theoretical
grounding of AOF and examine its impact on
innovation, its joint effect with LOF, and how the
two can be simultaneously managed. We also
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compare and contrast prior research on drivers of
foreignness, i.e., country of origin and institutional
distance, with research on LOF and AOF, and
disentangle their multifaceted relationship. Finally,
we go beyond Denk et al. (2012) by including firmlevel responses to foreignness, such as offsetting it
with firm-specific advantages, mitigating it with
organizational learning, overcoming it with market
and non-market strategies, and managing it as
identity (Edman, 2016a). At the end of our review
of each stream, we summarize unresolved issues
that call for further research.

REVIEW PROCESS AND OVERALL FRAMEWORK
Review Process
Our review spans 25 years, from 1995 to 2019. We
chose 1995 in acknowledgement of the seminal
contribution of Zaheer (1995) in defining LOF. We
conducted a comprehensive search of articles published in nine leading management journals and
five top scholarly IB journals: Academy of Management Journal, Academy of Management Review, Administrative Science Quarterly, Management Science,
Organization Science, Strategic Management Journal,
Journal of International Business Studies, Journal of
Management, Journal of Management Studies, Global
Strategy Journal, Journal of World Business, International Business Review, Management International
Review, and Journal of International Management.
These 14 journals have frequently been included
in previous reviews of IB research (e.g., Luo et al.,
2019). We searched them using a series of keywords
including foreignness, liability/liabilities, liability
of foreignness, assets of foreignness, foreign companies, multinational, and multinational enterprise/multinational corporation (MNE/MNC). We
used the keywords and their combinations to
search article titles, abstracts, and keywords in the
ABI/Inform, EBSCO Premier Business, and Web of
Science databases. We then used a snowballing
approach in which we successively tracked relevant
articles cited in the retrieved papers on a rolling
basis. Following this procedure, we identified 155
articles. The ‘‘Appendix’’ provides a full list of
selected papers.
The majority of the articles (78%) were published
in IB-oriented journals, with Journal of International
Business Studies having the most (32), followed by
Journal of International Management (30), including
ten articles in the LOF special issue, and then by
Journal of World Business (20). While fewer articles
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on the topic have appeared in general management-oriented journals, Strategic Management Journal has published a good number (19). From 1995
to 2019, the number of articles published on
foreignness increased significantly, with two-thirds
(106/155) appearing in the most recent decade.

Review Structure
We organize our review around four major foreignness research streams: LOF, AOF, drivers of foreignness, and firm responses to foreignness. To some
extent, our classification of foreignness research
reflects the chronological evolution of the literature. It also allows us to pinpoint differences
between research streams and the extent of their
integration.
We first review the literature on LOF, which was
the focus of early research on foreignness (Hymer,
1976; Hennart, 1982; Zaheer, 1995) and which
continues to dominate the field (Zaheer & Mosakowski, 1997; Luo & Mezias, 2002; Johanson &
Vahlne, 2009; Denk et al., 2012; Wu & Salomon,
2017; Newenham-Kahindi & Stevens, 2018; Chen
et al., 2019). Later, attention was paid to the
advantages of foreignness (Brannen, 2004; Insch
& Miller, 2005; Sethi & Judge, 2009; Nachum, 2010;
Mallon & Fainshmidt, 2017; Taussig, 2017; Siegel
et al., 2019), countering and complementing that
on LOF. AOF is the second stream of research
reviewed in this paper.
While Zaheer (1995) treats LOF as something
which affects an MNE subsidiary in a particular
host country, other researchers focus on the impact
of the country of origin of its MNE parent (Elango
& Sethi, 2007; Ramachandran & Pant, 2010), on the
host-country factors that favor or disfavor an MNE
(Arikan & Shenker, 2013; Sharma, 2015), on the
institutional distance between an MNE’s home and
host countries (Eden & Miller, 2004; Zhou &
Guillén, 2015), and on MNE firm-specific advantages (Dunning, 1980, 2000). These streams of
research are closely linked to research on LOF and
AOF, but the connection needs to be more clearly
identified. Take institutional distance for example,
some studies treat it as a driver of LOF (Eden &
Miller, 2004; Insch & Miller, 2005), others as a
moderator of the impact of LOF (Añón Higón &
Manjón Antolı́n, 2012), and still others as a control
variable used when studying the impact of foreignness (Lindorfer et al., 2016; Tupper et al., 2018). As
with the rise of research on LOF, a growing number
of strategies have been identified to offset, mitigate,
overcome and reshape foreignness. The inter-
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connectedness among these strategies and their
connection with the core foreignness research are
yet to be clarified.
To ensure the clarity and parsimony of the
review, we categorize these different research
streams by their relation to foreignness construct:
drivers of foreignness vs. responses to foreignness.
The third area of foreignness research reviewed here
focuses on the drivers of foreignness, including
country of origin, host-country factors, and institutional distance. The fourth one focuses on how
firms manage foreignness, including the use of
firm-specific advantages to offset LOF, imitation
and innovation strategies to overcome it, organizational learning to mitigate it and identity management to strategically shape it.
Figure 1 highlights the core ideas behind the
research streams, the relationships between those
streams, the remaining issues and debates, and
avenues for future research. The balloon in the
center features the core concepts of LOF and AOF
which we see as two sides of the foreignness coin.
We use Yin and Yang to illustrate their interconnectedness. The left-hand box lists the research
streams centered on the drivers of foreignness.
They are mainly at the country level and include
country of origin, host-country factors, and home–
host-country distance. The arrow pointing to the
right illustrates that these factors may influence,
moderate, or qualify foreignness. The right-hand
box summarizes the literature on firm responses to
foreignness, with an arrow pointing to the left to
indicate how they can offset, overcome, and manage foreignness.

RESEARCH ON LIABILITIES OF FOREIGNNESS
From Costs of Doing Business Abroad to LOF
It is well documented in the IB literature that doing
business abroad incurs additional costs (Hymer,
1976; Dunning, 1977; Hennart, 1982). Hymer
(1976) takes a rather broad perspective on this
identifying two major types of costs. First, there are
the additional costs MNEs incur when operating
abroad compared to operating in their home
country (Buckley & Casson, 1998). Second, MNEs
have costs to which indigenous firms in a host
country are not subject.
Zaheer (1995; 342–343) introduced the term LOF
and defined it as ‘‘the costs of doing business
abroad that result in a competitive disadvantage for
an MNE subunit ...broadly defined as all additional
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Drivers

Responses

Foreignness is driven and qualified
by a host of contextual factors:
-country-of-origin
-host country factors
-institutional distance between home
and host countries.
Issues/Debates:

Issues/Debates:

The differences between
country/regional/industry effects

Imprecise definition and
measurement

The relationship between these
broadly-defined drivers and
foreignness:

Inconsistent findings on
the impact of foreignness

-antecedents, embodiments or
moderators?
Future Research:
Elaborating on the individual and
joint effects of the drivers of
foreignness
Examining new contextual drivers of
foreignness:

Unclear relationship
between LOF and AOF:
-mutually exclusive,
co-existing, or
transferable into
each other
over time?

Liabilities

Foreignness is a firm-specific attribute
which can be managed by:

LOF is a subset of the costs
of doing business abroad
with social, cognitive, and
institutional dimensions.

-offsetting LOF with FSAs
-imitation
-innovation
-host country experience and learning
-managing organizational identity

Foreignness
Assets
Foreignness could become
an asset and confer
advantages in addition to--or
in spite of-- LOF.

Future Research:
Refining the
degree/brand/
qualification of
foreignness

Issues/Debates:
The relationship between FSAs and AOF

Capturing the
dynamic nature of
foreignness

The transferability of FSAs across
countries

Assessing the
relationship
between LOF and
AOF and their joint
effect

-imitation or innovation?
-market or non-market strategies?

The choice of response strategies:

Future Research:
Integrating market and non-market
strategies
Examining the joint effect of multiple
strategies

-emerging economies

-digitalization
-de-globalization

Studying firm identity management at
both corporate and subsidiary levels
Note: LOF=Liability of foreignness, AOF=Asset of foreignness, FSA=Firm specific advantage

Figure 1 Overall framework for the review of foreignness research.

costs a firm operating in a market overseas incurs
that a local firm would not incur’’. While the
original conceptualization of the costs of doing
business abroad covers both the economic (spatial
and market) factors and social pressures, LOF tends
to place more emphasis on the impacts of sociopolitical factors (Zaheer, 2002; Eden & Miller, 2004) or
what Zaheer (2002) would label as structural/relational or institutional factors that affect MNEs’
access to and acceptance in a host country. She
specifically identifies four sets of costs: those associated with spatial distance such as travel and
transportation, those related to host-country unfamiliarity and lack of embeddedness, those arising
from discrimination by host-country actors (e.g.,
economic nationalism), and those due to constraints imposed by home-country policies (e.g.,
restrictions on high-technology sales to certain
countries imposed on US-owned MNEs).
Eden and Miller (2004) break LOF down into
three categories: unfamiliarity, discrimination, and
relational hazards, which clearly align with the
social, political, and institutional aspects of LOF. A
lack of legitimacy, coupled with information asymmetry and economic nationalism in host countries,
gives rise to a lack of trust in foreign firms and
sometimes discrimination against them (Baik et al.,
2013; Elango, 2009; Kim, 2019; Kim & Jensen,
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2014; Krug & Hegarty, 2001; Li, 2008; Li, Poppo, &
Zhou, 2008; Obadia, 2013; Wu & Salomon, 2017).

Theoretical Grounding of LOF
Which theories have been used to explain LOF? Of
the papers reviewed, 11% do not have a clear
theoretical underpinning while 13% use more than
one. Among the papers with at least one clear
theoretical perspective, institutional theory is the
most frequently used at 60%, followed by the
resource-based view 17%, MNE/transaction cost
theories 17%, and social network theories 5%.
Since 2010 (the end of review period of Denk
et al., 2012) there has been increased emphasis on
institutional and social network theories and a
decline in the use of resource-based view and
MNE/transaction cost theories.
Institutional theory suggests that institutional
norms vary from one country to another and are
often tacit in nature, making it difficult for foreign
subsidiaries to identify, understand, and implement them (Peng et al., 2008; Garcı́a-Garcı́a et al.,
2019). The institutional differences between home
and host countries usually results in an LOF
(Zaheer, 1995; Petersen & Pedersen, 2002; Eden &
Miller, 2004).
Following DiMaggio and Powell (1983), researchers have implicitly or explicitly seen interorganizational mimetic behavior as a way to overcome LOF
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(Bell et al., 2012; Salomon & Wu, 2012; Wu &
Salomon, 2016). A strong assumption underlying
this approach is that a larger distance between host
and home-country institutions results in a greater
LOF, and hence lower legitimacy and poorer
performance (Bae & Salomon, 2010; Kostova
et al., 2019). Some researchers have questioned
this assumption (Shenkar et al., 2008; Luo &
Shenkar, 2011) and taken a more agentic approach
while still using an institutional lens (Regnér &
Edman, 2014; Edman, 2016a; Newenham-Kahindi
& Stevens, 2018). This line of research emphasizes
that institutions are not static and should not be
taken for granted. Instead, MNEs could take a
proactive role and shape institutions (Phillips et al.,
2009; Cantwell et al., 2010; Caussat et al., 2019). It
has been documented that MNEs can escape from
the pressure to conform to (Kostova & Roth, 2002;
Luo et al., 2002), or even deviate from institutional
norms (Regnér & Edman, 2014; Fortwengel &
Jackson, 2016). Thus, MNE subsidiaries do not
always need to conform to be considered legitimate
(Edman, 2016a, 2016b).
According to MNE/transaction cost theories,
firms decide to expand abroad based on a systematic analysis of the costs and benefits associated
with internationalization (Hymer, 1976; Dunning,
1980; Hennart, 1982); and that the costs, or LOF,
will increase with cultural, economic, and geographic distance (Asmussen, 2009; Johanson &
Vahlne, 2009). The resource-based view suggests
that LOF arises from the difficulty of transferring
ownership advantages/resources to host countries
or from the lack of complementary resources there
(Cuervo-Cazurra et al., 2007). Beyond economic
calculations, sociological perspectives stress social
and relational context as a driver of LOF. The social
capital/network perspective emphasizes the lack of
embeddedness of foreign subsidiaries in local networks (Mezias, 2002a, 2002b; Johanson & Vahlne,
2009; Kim, 2019) and the need to develop ties with
host-country stakeholders to alleviate the relational
hazards of LOF (Rangan & Drummond, 2004; Li
et al., 2008; Guo et al., 2018; Valentino et al., 2018).

their host-country counterparts in the global banking industry (Miller & Parkhe, 2002), and are
deterred from entering the US by domestic banks
(Li, 2008); also, some foreign firms exit host
countries due to LOF (Hennart et al., 2002; Mata
& Freitas, 2012), face more US labor-related lawsuits
than US firms (Mezias, 2002b), have less access to
financial markets (Bell et al., 2012; Gu et al., 2019),
are less likely to be able to influence US decision
makers (Kim, 2019), and finally, have exit rates
higher than those of their local rivals (Zaheer &
Mosakowski, 1997; Mata & Alves, 2018).
However, the results of many studies appear
mixed, with a number of findings contradictory to
the predictions of LOF theories (Nachum, 2003;
Kronborg & Thomsen, 2009; Denk et al., 2012). For
instance, Mata and Portugal (2002) observe that,
among new Portuguese firms, there is little difference between foreign and domestic firms in survival rates and exit patterns. Nachum (2003)
reports that foreign banks in London do not suffer
from LOF, and in fact are more profitable, grow
faster, and survive longer than local banks. Kronborg and Thomsen (2009) find that foreign firms in
Denmark actually enjoy a survival premium over
local firms, at least when the density of foreign
firms is low in that country. Taken together, these
results point to the importance of clarifying the
theoretical mechanisms through which foreignness
works and of considering the potential advantages
of foreignness as well as other contextual factors
that qualify and moderate its effects (Luo & Mezias,
2002; Mezias, 2002a; Sethi & Judge, 2009; Edman,
2016a).
As the ‘‘Overcoming the liability of foreignness’’
title of Zaheer’s (1995) article indicates, while
foreignness is considered a burden, hindrance, or
disadvantage, MNEs can sometimes offset, reduce,
or overcome it (Eden & Miller, 2004; Elango, 2009;
Kim & Jensen, 2014; Wu & Salomon, 2016, 2017).
As such, the extent to which an MNE is aware of its
LOF, motivated to respond, and capable of overcoming it, will affect the relationship between LOF
and MNE performance.

Impact of LOF
Since Zaheer’s (1995) original empirical study,
other ones have found that LOF is likely to have a
negative impact on MNE performance. There is
evidence that foreign firms perform poorly compared to indigenous rivals in host countries (Zaheer, 1995; Buchner et al., 2018). For example,
foreign banks have lower X-efficiency compared to

Summary of LOF Research
Our review shows a literature with interesting yet
inconsistent findings. We believe that this has to do
with the very definition of foreignness. Is foreignness a yes-no binary variable, or are there different
degrees, brands, or manifestations of it? Is foreignness a country-pair level phenomenon (Zaheer,
1995; Mezias, 2002a; Eden & Miller, 2004) or a firm-
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level variable (Edman, 2016a; Pant & Ramachandran, 2017)? Previous research has tended to
feature a rather broad and somewhat varied definition of LOF (e.g., Sethi & Judge, 2009), which is
often undifferentiated from similar terms commonly used in the literature (Mallon & Fainshmidt,
2017).
In addition to lacking a precise definition, the
LOF construct is often poorly specified and operationalized. Although many studies use the concept
of foreignness in the development of a theoretical
framework, not all of them measure it directly.
Many of those which do use a foreign/local
dichotomy, that is, whether firms or individuals
operate in a foreign or a domestic country. There
are significant differences in the way foreignness as
a continuous variable has been measured, ranging
from the distance between home and host countries (geographic, political, economic, cultural, and
regulatory), to the density of foreign firms or the
amount of foreign direct investment (FDI) in a host
country. Moreover, probably due to data limitations, many studies simply use poor or declining
MNE performance as an indication of LOF, which is
potentially tautological. Such inconsistency in
measurement could be another reason for the
mixed findings obtained in empirical tests of LOF.
Besides measurement, there is considerable variation across studies in terms of data sources, time
spans, empirical settings, and methodologies used.
Although arguably this enhances the richness and
complexity of empirical tests, it also means that a
definitive picture continues to elude us. For example, foreignness is often taken to be invariant in
time, but as MNEs gain experience in a host
country, their LOF may decrease or indeed eventually disappear (Zaheer, 1995; Zaheer & Mosakowski,
1997; Delios & Beamish, 2001; Lu & Beamish,
2001, 2004; Gaur & Lu, 2007). Differences across
studies in the age and stage of foreign subsidiaries
sampled may also explain, at least in part, the
mixed findings on the impact of LOF.

RESEARCH ON ASSETS OF FOREIGNNESS
Although the literature on foreignness has often
emphasized liability, an increasing body of work
demonstrates the existence and impact of positive
aspects. This research stream argues that, in addition to or despite the effects of LOF, foreignness
may grant specific advantages to foreign firms
relative to local rivals or it may allow them to
offset the negative impact of LOF (e.g., Nachum,
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2003; Brannen, 2004; Kronborg & Thomsen, 2009;
Sethi & Judge, 2009; Mallon & Fainshmidt, 2017).
Thus, foreignness may be an asset. While the asset
of foreignness concept can be traced back to
Kindleberger’s (1969) observation that foreignness
can confer advantages to MNEs by enabling them
to access favorable treatment unavailable to local
firms (Mezias, 2002a), the debates on legitimacy
have contributed to the growth in the AOF research
(Kostova & Zaheer, 1999). More recently, Sethi and
Judge (2009) formally advance the AOF concept,
and Mallon and Fainshmidt (2017) discuss its
theoretical underpinnings.

Legitimacy as a Benefit of Foreignness
Although Zaheer (1995) begins by emphasizing the
liability aspects of foreignness, she also alludes to
the potential for AOF (Kostova & Zaheer, 1999). She
argues that one of the key aspects of foreignness is
legitimacy. Indeed, lack of legitimacy is often cited
as an attribute of LOF or as evidence of its presence.
However, foreign firms may actually possess more
legitimacy than local companies, some of which
may not be trusted by locals. Subsequent work by
Kostova and Roth (2002) contend that MNEs may
not need to conform to local institutions or be
isomorphic with local firms because their foreignness can act as a buffer, particularly when they are
powerful and thus less dependent on host
countries.
Building on this reasoning, Insch and Miller
(2005) expand on the concept of ‘‘benefit of
foreignness’’ and empirically examine favorable or
unfavorable perceptions of foreignness in different
host countries. They report that industrial buyers in
the US and Mexico have different perceptions of it;
it is a liability in the US but a benefit in Mexico.
There is also evidence that consumers in lessdeveloped countries tend to view companies from
more developed countries more favorably than
they do their local firms (Yildiz & Fey, 2012).
Similarly, in host countries where there is extensive
corruption, foreignness can have a positive effect.
Firms originating from countries that are perceived
to be less corrupt may be more trusted by local
partners than local firms, and this can give foreign
firms a competitive advantage (Calhoun, 2002).
AOF as a Benefit of Doing Business Abroad
On the conceptual front, Sethi and Judge (2009)
provide one of the earliest formal accounts of AOF.
Using the overarching terms costs of doing business
abroad and benefits of doing business abroad, they
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systematically compare and contrast the components of LOF and AOF. However, they do not
differentiate clearly between foreignness and firmspecific advantages, as their AOF list includes
incentives from host countries, brand image and superior proprietary technology, first-mover advantages, and
ability to influence the national legislation and policy of
the host country. While the first item on the list,
which would include preferential treatment by a
host-country government eager to bring in foreign
capital, or upgrade technology, or generate employment opportunities (Sethi & Judge, 2009; Yildiz &
Fey, 2012; Anderson & Sutherland, 2015), is
unequivocally an advantage that can be attributed
to foreignness, most of the other items are firmspecific attributes that do not necessarily relate to
foreignness per se but are nonetheless benefits of
doing business abroad.
In one of the earliest accounts of AOF, Brannen
(2004) shows that whether foreignness is a liability
or an asset depends on the host-country context
and how an MNE portrays itself. She shows that
Disney’s particular foreign image was a liability in
France when developing a theme park, but an asset
in Japan where the brand, in fact American culture
in general, is more favorably received.
As Sethi and Judge (2009) suggest, first-mover
advantage can also be an AOF for MNEs. In a study
of the health care industry in South Africa, Wöcke
and Moodley (2015) document that foreign firms
were typically the first movers, operating for almost
twice as long as local firms. Foreign firms often help
set the industry standard and thereby influence
host-country government policies, giving them an
advantage over local firms.
Kronborg and Thomsen (2009) show that foreign
firms in Denmark enjoy a survival premium,
although it does decline over time and disappears
entirely when the entry of more foreign firms
intensifies competition. Foreign firms are also
found to be more resilient than their local competitors during economic recessions (Varum &
Rocha, 2011). Likewise, foreign entrepreneurs may
enjoy advantages by leveraging their home-country
connections, which helps them build relationships
and gain legitimacy in host countries (Kulchina,
2017; Stoyanov et al., 2018).

Theoretical Grounding of AOF
Mallon and Fainshmidt (2017) start from the
fundamental question of why AOF exists and
attempt to consolidate the conceptual foundations
of AOF using the three theoretical perspectives that
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dominate research in the field, institutional theory,
the resource-based view, and transaction cost economics. In our review, institutional theory was
used in 42% of the studies, followed by MNE/transaction cost theories in 31%, and the resource-based
view in 23%.
With 97% of articles grounded in at least one
theoretical perspective, AOF research has a somewhat clearer theoretical focus than LOF research. As
AOF is a more recent theoretical development, that
high percentage shows that foreignness research
has advanced over time. AOF research also relies
less on the institutional perspective and more on
other theories as it focuses more on firms than on
their external environments. Despite these differences, LOF and AOF research share the same major
theoretical foundations, reflecting the intertwined
nature of these two research streams.
Peng and colleagues (2008), taking a broadly
interpreted institutional perspective, give the following examples of AOF: location advantages
(Dunning, 1980), greater survival rate (Li & Guisinger, 1991; Kronborg & Thomsen, 2009), positive
country-of-origin perceptions (Verlegh & Steenkamp, 1999), negative perceptions of local firms
(Kostova & Zaheer, 1999), positive attitude toward
foreign firms (Nachum, 2010; Newburry, Gardberg,
& Belkin, et al., 2006), and technological advances
in the home country of a foreign firm (Insch &
Miller, 2005). According to the resource-based
view, foreign firms derive competitive advantages
from their access to unique resources unavailable to
local firms (Nachum, 2003; Kronborg & Thomsen,
2009; Boehe, 2011; Demirbag et al., 2016) and from
tangible and intangible ownership advantages originating in their home countries (Dunning, 1980).
MNE/transaction cost theories stress internalization
advantages enjoyed (Dunning, 1980) and subsidies
and incentives received by MNEs (Sethi et al., 2002;
Sethi & Judge, 2009).
Edman (2016a) attempts to consolidate the different theoretical foundations of LOF and of AOF
by arguing that a firm’s foreignness is not just a
country-level imprint but also a firm-level identity
that can be purposefully managed. This identitybased framework represents the first attempt at
explaining how LOF and AOF can be actively
managed by MNEs.

Impact of AOF
As we wrote earlier, the impact of AOF is reflected
in higher foreign firm legitimacy (Kostova &
Zaheer, 1999; Insch & Miller, 2005), better brand
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image (Brannen, 2004), and greater survival rates
(Kronborg & Thomsen, 2009). Recent studies show
additional advantages to being foreign, including
access to unique talent pools (Yildiz & Fey, 2012;
Siegel et al., 2019), more adaptability to underdeveloped host-country institutional environments
(Cuervo-Cazurra & Genc, 2008), entrepreneurial
learning advantages (Zhou et al., 2010), and more
opportunities to leverage global reach and presence
(Taussig, 2017). And product innovation, a relatively new dependent variable in the foreignness
research (Un, 2011, 2016).
Un (2011) argues that an MNE subsidiary is likely
to be more innovative than its local rivals because it
has to compete vigorously with its peers operating
in other host countries to receive subsidies from its
parent for its innovative efforts. A second reason for
greater innovativeness is that a foreign subsidiary
often faces stronger pressure from host-country
customers who tend to have higher expectations of
foreign firms than local ones. Un (2016) further
examines the competitive disadvantage of a domestic firm vis-à-vis the subsidiary of a foreign MNE.
She argues that the employees of local firms are
usually more monocultural, and this limits their
ability to identify, transfer, and integrate the
diverse body of knowledge necessary for innovation. This study, along with that of Jiang and
Stening (2013), adds to the body of research that
views the liability of localness (LOL), a term coined
by Perez-Batres and Eden (2008), as an alternative
way to look at AOF.

Summary of the AOF Research
While AOF research has deepened our understanding of foreignness by showing its positive side, it
suffers from the same limitations as LOF research,
namely the lack of a precise definition and measurement. Despite the comprehensive treatment
offered by Sethi and Judge (2009) and Mallon and
Fainshmidt (2017), how AOF arises is not clearly
specified in empirical studies (Kronborg & Thomsen, 2009; Varum & Rocha, 2011). Further explanation is needed to differentiate similar but
different concepts in future studies. For instance,
does the fact that some firms derive advantages
from their foreignness automatically means that
local firms face a corresponding disadvantage
because of their localness (Perez-Batres & Eden,
2008)?
Another key issue is the relationship between
LOF and AOF. Are they always conceptualized and
compared on the same dimensions? Could an LOF
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change into an AOF or vice versa? Are they
mutually exclusive, or can they coexist? How do
they jointly affect MNE performance in a host
country? Integration of LOF and AOF research is
needed to address these questions. It is important
to consider the context, for instance the level of
economic development of host and home countries
(Pant & Ramachandran, 2012; Bhaumik et al.,
2016), because an MNE’s foreignness can be an
asset in one host country but a liability in another
(e.g., Brannen, 2004). In other words, foreignness
per se can be either a liability or asset, depending on
the context.
AOF research has also broadened the scope of
dependent variables used in foreignness research.
In addition to the usual variables, such as financial
performance or survival, AOF researchers have
examined the effect that foreignness has on MNE
innovation (e.g., Un, 2011). Future research could
look at the impact of foreignness on other MNE
decisions, such as location, speed, mode, and scale
of foreign market entry and at how LOF and AOF
jointly affect MNE host-country entries and exits
over time.

RESEARCH ON DRIVERS OF FOREIGNNESS
In the studies on LOF and AOF, foreignness is not
viewed by all scholars as a simple binary concept
but is qualified by and imbued with contextual
attributes of home and host countries/regions.
Three research streams have looked at the country-level drivers of foreignness, country of origin
(Peterson & Jolibert, 1995; Elango & Sethi, 2007),
host-country factors (Regnér & Edman, 2014; Taussig, 2017), and institutional distance (Eden &
Miller, 2004; Salomon & Wu, 2012; Zhou &
Guillén, 2015; Kostova et al., 2019). Two of the
three, country of origin and institutional distance,
were initially separate research streams, but are now
increasingly seen as different manifestations of
foreignness.
Country of Origin and Foreignness
Country-of-origin effects have long been of interest
to researchers in international marketing. Bilkey
and Nes (1982) suggest that they act as a cue to
host-country buyers who tend to link a stereotypical view of a country with the quality of the
products it manufactures. Porter’s (1990) treatment
of the competitive advantage of nations also
emphasizes a home-country’s imprint on the image
and competitiveness of its firms. Subsequent meta-
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analyses have confirmed the existence of a countryof-origin effect (Peterson & Jolibert, 1995) and its
relationship to country competitiveness (Verlegh &
Steenkamp, 1999).
In the IB literature, Sethi and Elango (1999) argue
that a country’s physical and human resources, as
well as its political and cultural institutions, can
provide its firms with competitive advantages.
Specifically, they cite three components of country
of origin: national government’s economic and
industrial policies, economic and physical
resources and industrial capabilities, and cultural
values and institutional norms.
Ramachandran and Pant (2010) suggest that an
MNE’s identity is shaped by home-country imprinting, which could lead to disadvantages in doing
business abroad. This has been called the liability of
origin. A liability of this kind can stem from the
macro context, such as a country’s economic and
institutional infrastructure, or from the micro
context, a firm’s structures, rules, and routines,
which are assumed to reflect home-country culture.
Moeller et al. (2013) systematically uncover a host
of country-of-origin factors that hinder the acceptance of foreign firms by host-country stakeholders
and then encourage foreign firms to develop
proactive strategies to address ‘‘negativism’’ in their
host countries.
It is important to recognize that the country-oforigin effect can be positive and thus contribute to
an MNE’s AOF. Eden and Miller (2004) argue that
foreignness can be an advantage, depending on the
country of origin. French wines, Swiss watches,
Cuban cigars, and Hollywood films do not enjoy
brand premiums because of their foreignness per se,
but because they originate in countries where those
products are known for uniqueness and quality. As
such, it is not foreignness per se in general, but
foreignness related to certain home countries,
which constitutes AOF originating from those
home countries (cf. Mata & Portugal, 2002; Moeller
et al., 2013).
It should be noted that the country-of-origin
effect could be either homogeneous at the country
level (Bilkey & Nes, 1982; Verlegh & Steenkamp,
1999) or varying by product categories (Josiassen
et al., 2013; Andéhn et al., 2016). On the one hand,
country-of-origin effects, whether positive or negative, can apply to many, or even all, of the
products and firms from a given country. A country
that is itself less competitive and more xenophobic
might take for granted that all of the firms based in
a more prestigious foreign country will produce
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better products than any local firms can. On the
other hand, the country-of-origin effect may only
apply to certain product categories. After all, just
because people tend to favor Cuban cigars does not
mean that they also prefer Cuban caviar.
On the topic of a home-country’s role in doing
business abroad, the policies and regulations of the
home country of MNEs could present incentives or
hindrances for their internationalization, even if
not necessarily related to foreignness per se. For
instance, they may prefer doing business abroad if
exports are encouraged by tax exemptions or other
policies (Sethi & Elango, 1999; Luo et al., 2010).
Moreover, the presence of institutional voids, such
as home-country corruption and bureaucracy, may
create incentives for emerging economy MNEs to
internationalize (Cuervo-Cazurra & Genc, 2008;
Stoian & Mohr, 2016). On the other hand, homecountry governments do sometimes impose restrictions on the internationalization of firms in certain
industries (Sofka & Zimmermann, 2008).
Country-of-origin research has several implications for foreignness research. First, country of
origin is not only an important source of LOF and
AOF but it is also a fresh perspective through which
to understand foreignness as it focuses on customer
perceptions. Second, the country-of-origin literature does not necessarily look on foreignness as a
liability, but also sees its possibility as a premium,
depending on the relative positions of two countries and specific characteristics of products.
Finally, country-of-origin research suggests that
firms can strategically manage foreignness. As the
globalization of value chain tends to hide the
country of origin, a firm can manage foreignness
by playing on terms such as ‘‘made in’’ and
‘‘assembled in’’ to selectively highlight a prestigious
location in the value chain. For instance, to project
a Californian image, Apple downplays the fact that
its iPhone is assembled in China.

Host-Country Factors and Foreignness
As the foreignness of MNEs is defined and interpreted by actors in a particular host country, it is
logical to take into consideration the characteristics
of that country. One of the earliest treatments of a
host country’s role can be found in the OLI
framework, one of the dominant paradigms in IB
(Dunning, 1980, 2000). The OLI paradigm suggests
that MNEs derive advantages from international
activities through the configuration of ownershipspecific advantages (O), location-bound endowments (L), and internalization advantages (I). The
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location factor is especially relevant to the study of
foreignness as it focuses on the particular endowments of a host country, its factor and product
markets, and its policies and regulations. The
extent to which MNEs can access these hostcountry-specific advantages depends, however, on
their transactional characteristics (Rugman & Verbeke, 1992; Hennart, 2009).
Xenophilia and xenophobia have important
ramifications for how the foreignness of MNEs is
perceived in a host country (Arikan & Shenkar,
2013; Sharma, 2015; Edman, 2016a). To mitigate
the negative impact of LOF, MNEs often choose to
enter xenophilic host countries where highly
trained employees are more willing to work for
foreign than for local firms and where they can
access land and other inputs on preferential terms.
In xenophobic host countries, a hostile or conservative attitude toward foreignness can increase the
level of LOF. In response to social pressure or
government policies, consumers may shun foreign
products (Shimp & Sharma, 1987; Balabanis &
Diamantopoulos, 2004; Sharma, 2015).
It is also interesting to note that the impact of
foreignness can be neutral or irrelevant under
certain host-country conditions. For instance, in
countries with many foreign firms, foreignness is
no longer an alien phenomenon or a substantive
source of either liability or asset (Nachum, 2003;
Goerzen et al., 2013).

Institutional Distance and Foreignness
The distance between an MNE’s home and host
countries often qualifies the nature and degree of
foreignness. Distance is a multidimensional construct which includes geographic (e.g., Buchner
et al., 2018), psychic (e.g., Johanson & Vahlne,
1977; O’Grady & Lane, 1996; Evans & Mavondo,
2002; Ellis, 2008), cultural (e.g., Kogut & Singh,
1988; Morosini et al., 1998; Brouthers & Brouthers,
2001; Shenkar, 2001; Tihanyi et al., 2005), and
institutional distance (e.g., Xu & Shenkar, 2002;
Eden & Miller, 2004; Berry et al., 2010; Gu & Lu,
2011). Ghemawat (2001) further proposes a CAGE
model that incorporates cultural, administrative,
geographic, and economic factors.
The type of distance most widely covered in the
literature – and most relevant to research on
foreignness – is institutional distance (Kostova
et al., 2019). Its relationship to foreignness is
multifaceted and complicated. Defined as the
degree of similarity between the institutional environments of two countries (Gaur & Lu, 2007),
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institutional distance is believed to be at the root of
LOF (Bae & Salomon, 2010) and its key driver (Eden
& Miller, 2004). Bell et al. (2012) argue that
institutional distance, information costs, unfamiliarity with the local environment, and cultural
distance are the four main sources of LOF. Research
also suggests that institutional distance reduces the
willingness and ability of firms to implement
certain LOF-reducing strategies, such as engaging
in CSR activities (Campbell et al., 2012). Institutional distance also interacts with firm factors.
Añón Higón and Manjón Antolı́n (2012) show that
it accentuates the negative impact of foreignness
on R&D productivity.
Institutional distance can be measured along
formal and informal dimensions, with the formal
ones including regulatory, political, and economic
institutions and the informal ones social, cultural,
and cognitive aspects (Bae & Salomon, 2010). These
dimensions are usually correlated, and their impact
on specific firm outcomes often not uniform (Bae &
Salomon, 2010; Buchner et al., 2018). Most studies
tend to focus on just one or two specific dimensions, and their measurement has been inconsistent, leading to mixed findings (Bae & Salomon,
2010).
Most studies of institutional distance use objective measures and overlook the role played by
managers (Zaheer et al., 2012; Maseland et al.,
2018) who make decisions on the basis of subjective rather than objective distance (Azar & Drogendijk, 2019). Evans and Mavondo (2002) and
O’Grady and Lane (1996) have pointed to a paradox related to distance: managers tend to underestimate distance to familiar countries. Recent
research points to a nonlinear impact of distance
when taking into account both firms’ anticipation
of and adaptation to institutional distance (Dinner
et al., 2019).
MNEs often make sequential entries, expanding
into new markets after accumulating experience in
other host countries. Such a pattern makes homecountry-based distance measures less accurate
(Nachum & Song, 2011; Zaheer et al., 2012).
Furthermore, some recent literature suggests considering distance at a subnational (Sofka & Zimmermann, 2008; Maggioni et al., 2019) or regional
level (Asmussen & Goerzen, 2013; Pla-Barber, Villar, & Madhok, 2018; Qian et al., 2013) rather than
at a country level, since institutions may differ
within a country (Arregle et al., 2016).
Research on distance has several implications for
foreignness research. The first is that distance is
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quantifiable. Hence, correlating foreignness with
the distance between home and host countries
enables us to measure it as a continuous variable.
Second, while most studies use the absolute difference between countries as a measure of distance,
positive and negative differences do not have the
same ramifications (Shenkar, 2001; Zaheer et al.,
2012). Given the same institutional distance, an
MNE based in a country with a higher level of
institutional development investing into one with
a lower level of institutional development may find
that foreignness is an asset, while it may be a
liability for a firm based in a country with less
developed institutions investing in one with more
developed institutions. This means that foreignness
can have both positive and negative effects. Perhaps it is the difference, rather than the distance,
that really matters (Maseland et al., 2018: 1160).
Moreover, institutional distance may not be
static since MNEs can shape institutions (Phillips
et al., 2009). This line of research is echoed in
recent work on foreignness that acknowledges the
proactive role of firms (e.g., Caussat et al., 2019;
Edelman, 2016a, 2016b; Regnér & Edman, 2014).
Research in this area shows that MNEs can take
advantage of variations in institutional strength,
thickness, and resources to overcome institutional
distance (Fortwengel, 2017), thus escaping from
institutional constraints (Fortwengel & Jackson,
2016).
Researchers have also acknowledged that distance can generate positive effects by increasing
team diversity (Stahl & Tung, 2015; Maseland et al.,
2018). For instance, distance can raise awareness of
the difference between host and home countries
and therefore help firms adapt, resulting in
improved performance (O’Grady & Lane, 1996;
Evans & Mavondo, 2002). This suggests that distance may be a potential asset for synergy, innovation, and learning, and hence a source of AOF
(Zaheer et al., 2012; Stahl et al., 2016).

Summary of Research on the Drivers
of Foreignness
In this field of research, foreignness has largely
been conceived as a country-pair-level construct.
That is, LOF and AOF have been seen as arising
from bilateral differences between home and host
countries (Brannen, 2004; Moeller et al, 2013) in
terms of the regions to which they belong, their
economic development status, and their competence in a certain sector/industry/trade (Miller &
Richards, 2002). As such, it is meaningful and
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indeed imperative to clearly specify contextual
factors when conceptualizing and operationalizing
foreignness. Specifically, whether foreignness is a
liability or an asset may depend on an MNE’s
country of origin regardless of its own (Eden &
Miller, 2004). Some less developed countries might
excel in certain industries due to unique historical
inheritance. Again, it may not be that being foreign
bestows an advantage, but instead coming from a
home country with particular competencies in
specific industries (Mata & Portugal, 2002; Moeller
et al., 2013). Prior research (particularly on LOF or
AOF) seems to have ignored the fact that it is a
particular brand or type of foreignness that really
matters.
The ways in which research on institutional
distance (as antecedent to, embodiment of, or
moderator of foreignness) could complement and
enhance research on LOF and AOF remains underexplored. This is a missed opportunity as the
concept of institutional distance not only provides
a more specific measure of the degree of foreignness, but also enriches its conceptualization by
incorporating its regulatory, political, economic,
social, cultural, and cognitive dimensions. Moreover, the institutional distance research to date
suggests that distance may not always be a disadvantage, as it can also provide opportunities for
innovation. This line of research could be particularly beneficial in advancing AOF theory.
The above summary implies that introducing a
greater country variety to the foreignness research
could be very important, as this would afford a
significant opportunity to examine how MNEs
from different home countries learn and adapt to
different host-country settings. Our review shows,
however, that to date research has focused on a
relatively small set of countries and regions (Oetzel
& Doh, 2009), with 47% of the empirical articles
focusing on European countries and 31% on the
US. African countries have received minimal attention, although parts of the continent are increasingly attracting MNEs from both developed and
developing countries (Newenham-Kahindi & Stevens, 2018). The lack of attention to developing
countries leaves a space for the further conceptualization of foreignness.

RESEARCH ON RESPONSES TO FOREIGNNESS
Following the hints of Hymer (1976) and Zaheer
(1995), the LOF research tends to look first at
whether or how MNEs rely on their firm-specific
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advantages arising from unique resources and
capabilities to compensate for or mitigate LOF
(Zaheer & Mosakowski, 1997; Nachum, 2003; Rangan & Drummond, 2004). After all, firm-specific
advantages are cited as the primary rationale for
MNEs doing business abroad, given the existence
and impact of LOF (Buckley & Casson, 1976; Caves
1971, 1996; Hymer, 1976; Zaheer, 1995). Firmspecific advantages might offset the negative
impact of LOF on MNE subsidiary performance,
but they do not directly reduce or minimize LOF per
se. Over time, MNEs have adopted a variety of
strategies to reduce LOF include learning – at MNE
level and subsidiary level, imitation, innovation,
and other market and non-market strategies.
Recent research perceives foreignness as a firm
identity and points to new strategies to manage it.
Below we look at five such strategies: (1) use of firmspecific advantages to offset it, (2) imitation and (3)
innovation to overcome it, and (4) organizational
learning and (5) identity shifting to manage it.

Firm-specific Advantages
Firm-specific advantages are not directly related to
a firm’s foreignness. They are, by definition, firmlevel factors so neither are they necessarily related
to the country of origin per se. We spell this out as
firm-specific advantages can confound the effects of
foreignness. Foreignness research in IB has taken
firm-specific advantages to be the most effective
defense against the negative impact of LOF on MNE
performance (Zaheer, 1995; Rugman & Verbeke,
2001; Denk et al., 2012; Hillemann & Gestrin,
2016).
Long before the resource-based view came to
prominence, the OLI Framework emphasized the
importance of ownership advantages. Ownershipbased, firm-specific advantages include human capital and organizational culture, patents and technical know-how, trademarks and brand images,
marketing prowess, and organizational routines
and competencies (Dunning, 1980, 2000; Singh &
Kundu, 2002) that allow MNEs to remain viable
despite the presence and impact of LOF in host
countries (Zaheer, 1995; Nachum, 2003; Rangan &
Drummond, 2004; Stoian & Mohr, 2016). In the
information age, an MNE may have to tap into an
even broader scope of factors to deal with its
foreignness. Specifically, ownership advantages
need to incorporate an MNE’s ability to acquire and
recombine knowledge from diverse sources; location
ones become increasingly clustered while remaining
interconnected, and internationalization ones go
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beyond internal facilities and traditional arm’s
length transactions to include network-based
ecosystems (Alcácer et al., 2016).
Obviously, OLI refers to the whole MNE, while
LOF and AOF look at MNE subsidiaries in given
host countries. As the parent-subsidiary relationship is an important factor when examining how a
subsidiary can reduce its LOF in a particular one,
the OLI literature now considers subsidiary-specific
advantages. Here, firm- and country-specific advantages combine to make the subsidiary a springboard
that takes on the role of a regional headquarter (PlaBarber et al., 2018; Villar et al., 2018).

Imitation
As the essence of foreignness is the unfamiliarity
with a host country due to the dissimilarity
between home and host countries (Kindleberger,
1969; Hymer, 1976; Brannen, 2004), an obvious
way of attempting to reduce LOF is to imitate
indigenous firms in an effort to create an isomorphic fit with the host country (Kostova & Zaheer,
1999; Eden & Miller, 2004; Salomon & Wu, 2012;
Wu & Salomon, 2016). A number of tools are
identified in the literature, such as local networking, input localization, and legitimacy improvement (Luo et al., 2002); bonding, signaling,
organizational isomorphism, and reputational
endorsements (Bell et al., 2012); and reassurance,
measurement, co-option, collective action, and
validation (Pant & Ramachandran, 2012).
Becoming embedded locally and gaining acceptance within the local business network are extremely challenging. An MNE might work towards
legitimization by recruiting locally (Mezias, 2002b;
Goodall & Roberts, 2003); by finding a way to tap
into host-country entrepreneurial and managerial
networks (Li et al., 2016; Kulchina, 2017; Guo et al.,
2018; Mata & Alves, 2018; Valentino et al., 2018);
by leveraging pre-existing geographic, colonial,
linguistic, or institutional ties between the home
and host country (Rangan & Drummond, 2004); or
by taking on local investors (Chittoor et al., 2015;
Jiménez et al., 2017).
Does imitation reduce LOF? Just as LOF is
dynamic and may diminish over time (Zaheer &
Mosakowski, 1997), so too may the imitation
strategy intended to mitigate it wane. Wu and
Salomon (2016) found that foreign banks operating
in the US initially benefit from an imitation
strategy, but that the effect diminishes over time.
Moreover, isomorphism is not always feasible – or
even desirable (Orr & Scott, 2008). It can be
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inconsistent with MNE home-country activities
and jeopardize global economies of scale (Kostova
& Zaheer, 1999), indeed it might reduce an MNE’s
uniqueness, possibly the very reason why it is
attractive to the host country in the first place
(Cuervo-Cazurra & Genc, 2008; Cantwell, et al.,
2010).

Innovation
Innovation in business practices has often been
seen as a way to overcome LOF. Firms can innovate
in three areas: the product market, the factor
market, and the non-market arena. Elango (2009)
found that to be accepted in a host country, foreign
firms need to be creative and to differentiate
themselves from local firms. This may account for
foreign firms in the US tending to have greater
product variety and to sell in more states than US
firms themselves do (cf. Garg & Delios, 2007).
Foreign firms may engage in other product market
adaptation practices as well, such as focusing on
niche markets or reconfiguring product portfolios
(Khan & Lew, 2018).
MNEs may also strategically manage their access
to factor markets to overcome LOF. One possibility
is to reduce dependence on local resources (Yildiz &
Fey, 2012). Factor market strategies can be a
valuable way to overcome LOF in capital markets
(Lindorfer et al., 2016). Foreign firms may co-locate
with other foreign firms to benefit from agglomerative economies and knowledge spillovers (Lamin
& Livanis, 2013). Other factor market strategies
include early entry and preemptive access to market resources (Hsu et al., 2017) and proactive
rhetoric strategies (Caussat et al., 2019).
In addition to this research on innovative market
strategies, there is a proliferation of studies on
overcoming LOF through non-market strategies
such as corporate social responsibility (CSR)
(Campbell et al., 2012; Maruyama & Wu, 2015;
Crilly et al., 2016; Del Bosco & Misani, 2016;
Mithani, 2017) and corporate political strategy
(Sojli & Tham, 2017; Wu & Salomon, 2017; Bucheli
& Salvaj, 2018; Kim, 2019; Kline & Brown, 2019).
Crilly et al. (2016) write that foreign firms can
minimize LOF by engaging in ‘‘do-good’’ CSR
activities, i.e., activities that generate positive
externalities, but that merely engaging in ‘‘do-noharm’’ CSR activities, i.e., activities that just seek to
attenuate negative externalities, is often taken
locally as a sign that a firm is not genuinely
motivated to reduce the negative impact of its
business activities, which may well increase LOF.
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Campbell and colleagues (2012), using a sample of
foreign banks in the US, found that the higher the
CAGE distance (Ghemawat, 2001) between the US
and the home country of the bank, the lower the
CSR engagement. MNEs can also reduce LOF
through philanthropy. In a study that looks at
philanthropic contributions following a natural
disaster in India, Mithani (2017) shows that MNEs
contributed more to relief than domestic firms did,
and it appears that the impact on performance was
stronger for MNEs than for domestic firms. In one
way or another, all of these studies highlight the
strategic role played by CSR in mitigating LOF.
Corporate political strategy can also reduce LOF.
Kline and Brown (2019) find that foreign franchisors have a greater propensity to lobby the US
government – and do it more intensely – than their
US counterparts, and Kim (2019) that foreign firms
obtained more US Department of Defense contracts
if they hired local professional lobbyists who are
trustworthy political insiders. Sojli and Tham
(2017) show that having politicians and other
politically connected individuals as shareholders
improves access to a host-country’s markets.
Bucheli and Salvaj (2018) issue a warning: overt
connections with highly visible local elites may
backfire, becoming a liability in the event of major
political changes.
An approach of straddling imitation and innovation has been used to lessen LOF through the cocreation of institutional logic by MNEs and their
local employees who act as key intermediaries
between the competing logics of MNEs and host
countries. The study of MNEs in sub-Saharan Africa
conducted by Newenham-Kahindi and Stevens
(2018) demonstrates that such practices have different degrees of success depending on their implementation. Siegel et al. (2019) document that
foreign MNEs in Korea have improved productivity
and profitability when they aggressively hire
women as managers. Firms following that strategy
can benefit from a largely untapped talent pool in
countries where women are largely excluded from
managerial positions, thus providing them with a
competitive advantage, increasing both legitimacy
and profit.

Host-Country Experience and Learning
Shortly after the introduction of LOF to the literature, Zaheer and Mosakowski (1997) identify the
dynamic nature of LOF in that, the extent of LOF
faced by foreign firms in the banking industry
diminishes over the 20-year span they studied.
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They argue that this is because foreign firms
become more skilled at dealing with the negative
consequences of foreignness, presumably through
learning (Delios & Beamish, 2001; Henisz & Delios,
2001; Petersen & Pedersen, 2002; Gaur & Lu, 2007)
and adaptation (Kostova & Roth, 2002; Campbell
et al., 2012).
It is clear that learning is an essential element in
the adaptation process (Petersen & Pedersen, 2002).
CEOs and top management teams with members
who have international education and foreign
professional experience have a higher degree of
tolerance for foreignness (Chittoor et al., 2015;
Pisani et al., 2018; Rickley, 2019). Perhaps more
importantly, as MNEs accumulate market knowledge about local customers, suppliers, and institutions, they become more familiar with hostcountry intricacies and feel more at ease (Zaheer
& Mosakowski, 1997; Mezias, 2002b; Miller & Eden,
2006; Barnard, 2010; Wu & Salomon, 2016). Thus,
LOF can be reduced as MNEs accumulate experience in foreign countries (Mezias et al., 2002) and
build networks in them (Bucheli & Salvaj, 2018). A
disadvantage can even become an advantage with
the accumulation of international experience
(Demirbag et al., 2016).
Moreover, MNE subsidiaries can leverage not
only host-country experience but also experience
gained from other countries (Regnér & Edman,
2014; Rickley & Karim, 2018). Wu and Salomon
(2017) find that MNEs with third-country experience face fewer regulatory sanctions in a host
country, while Perkins (2014) shows that prior
regulatory experience in similar environments can
significantly enhance their survival in host countries. Kim et al. (2012) further demonstrate that a
subsidiary’s experience may benefit not only itself,
but sibling subsidiaries and the MNE as a whole.

Foreignness as Firm Identity
One of the most recent advances in foreignness
research is the identity-based framework (Edman,
2016a, 2016b). Essentially foreignness is seen as an
organizational identity that can be managed. An
MNE subsidiary is not a ‘‘specimen’’ that embodies
or exemplifies its home country, thus conceptualizing foreignness as a country phenomenon is an
oversimplification (cf. Zaheer, 2002). Edman
(2016a: 675) sees ‘‘foreignness as an organizational
identity, characterized by distinct internal and
external attributes’’ and contends that MNE subsidiaries can manage their degree of foreignness,
that is, their dissimilarity to local firms (Brannen,
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2004). For Edman (2016a), foreign identities have
attributes that are cognitive (foreign assumptions,
mindsets, and interpretive frames) and structural
(foreign languages, managerial cultures, formal
systems, and programs), as well as external network
positions (embeddedness and number of relationships), and an image (alien and outsider status). By
attenuating or accentuating those, MNE subsidiaries can affect how country-level contextual
factors create advantages or liabilities. Properly
managed, foreignness may facilitate innovation,
increase access to unique human capital, open new
market segments, capture host-country consumer
preferences, and unlock governmental support. By
treating foreignness as a firm-level variable with
different dimensions, the identity-based framework
not only brings attention back to the foreignness
construct, but also has the potential to offer a single
consistent explanation for both LOF and AOF.
In advancing the identity-based framework,
Edman (2016a) proposes that MNE subsidiaries
often assume ‘‘minority identities’’ as their logics
are likely to deviate from the dominant logics of
host countries. He argues that minority identities
are not necessarily illegitimate; subsidiaries with
such identities can subsist as divergent and legitimate actors. In an empirical study of the Japanese
loan syndication business in the 1990s, Edman
(2016b) demonstrates that MNE subsidiaries can
cultivate a minority identity so as to create or
sustain market niches that deviate from the dominant logic of the industry (Kostova & Roth, 2002;
Luo et al., 2002). That is, minority identities are not
always forced upon peripheral firms, such as MNE
subsidiaries, but can instead be purposeful choices
made by them. The broad implication of this line of
reasoning is that MNE subsidiaries can simultaneously attend to both LOF and AOF and not be
confined by the pressure to conform isomorphically. In a similar vein, Shi and Hoskisson (2012)
argue that MNEs can create advantages from their
foreignness and exploit the benefits of ‘‘creative
institutional deviance’’ to foster innovation. Regnér
and Edman (2014) find that foreignness can be
mobilized to challenge prevailing institutions and
help build new markets.
The most recent contribution to subsidiary identity management comes from Pant and Ramachandran (2017). Following up on their earlier account
of foreignness as an organizational identity in the
context of emerging-economy MNEs (Ramachandran & Pant, 2010; Pant & Ramachandran, 2012),
they examine how Hindustan Unilever (an Indian
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subsidiary of the Anglo-Dutch MNE Unilever)
manages the paradox of identity duality in India.
They contend that such firms need to balance the
contradictory and interdependent characteristics of
the ‘‘global’’ and ‘‘local’’ identities to simultaneously satisfy the institutional demands of the
parent firm and of the host country. They show
that subsidiary managers sustain a dynamic balance
by resorting to two modes of identity management,
logic ordering (privileging one identity over the
other) and logic bridging (attempting integration).

Summary of Research on the Responses
to Foreignness
Several issues emerge when examining firm
responses to foreignness. Foreignness should be
distinguished from firm-level traits, i.e., firm-specific advantages, although it has often been said that
such advantages are the primary weapon available
to MNEs attempting to offset LOF (Buckley &
Casson, 1976; Caves, 1971; Hymer, 1976; Zaheer,
1995). However great such advantages may be, this
does not mean that they automatically qualify as
AOF, but are rather used by MNEs to better respond
to LOF. Foreignness is also different from other
sources of advantage accessible to MNEs operating
in a given host country. For instance, there might
be specific location-based advantages associated
with operating in certain host countries (Dunning,
1980). However, such advantages or benefits (e.g.,
low-cost labor or materials) are compared primarily
to those available to MNEs in their home countries
or elsewhere, rather than to those available to their
indigenous rivals. Overall, in order to tease out the
firm-specific effect of MNEs, researchers need to
clearly differentiate firm-specific advantages from
those arising from LOF and AOF (cf. Sethi & Judge,
2009).
Furthermore, firm-specific advantages can only
offset LOF if they are internationally transferable.
Not only might firm-specific advantages be difficult
to transfer, they may even become disadvantages
when transferred across borders (Cuervo-Cazurra,
et al., 2007). It is therefore important to differentiate location- and non-location-bound firm-specific advantages when attempting to determine their
effects on foreignness (Iurkov & Benito, 2018). A
similar issue arises with experience. Misapplication
of experience, that is attempting to apply experience unrelated to the focal host-country’s environment, would, in fact, increase the chance of failure
(Perkins, 2014). This further attests to the importance of host-country-specific learning. Time plays
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an important role in experience The accumulation
of relevant experience takes time, time to increase
local embeddedness (Zaheer, 1995), to reduce
information asymmetry, and to alleviate unfamiliarity hazards (Tupper et al., 2018). While the
specific time signature of an MNE’s operation in a
host-country needs to be considered, the relevance
of experience should be distinguished from the
simple passage of time that alleviates the unfamiliarity hazard.
Scholars have explored a variety of strategies to
overcome LOF, ranging from imitation to innovation through market and non-market strategies.
However, most studies tend to focus on a single
strategy in tracking how MNEs mitigate LOF, such
as firm-specific advantages, CSR, networking, and
so on, leaving unanswered questions like whether
innovation is more effective than imitation in
mitigating LOF and when a firm should adopt
innovative rather than imitative strategies. Only a
few studies consider multiple strategies. One such
study is conducted by Regnér and Edman (2014),
who consider innovation, arbitrage, circumvention, and adaptation as four types of strategies
foreign subsidiaries can use to deal with LOF. They
argue that innovation strategies will be more
effective when the local institutional environment
is ambiguous and when a foreign subsidiary can
transfer resources from diverse institutional settings. Such an approach would help enhance our
understanding of the strategic choices made by
MNEs to overcome LOF.
Finally, more attention paid to subsidiary-level
characteristics may fill in the blanks (Caussat et al.,
2019). Is foreignness a subjective perception or an
objective reality? The organizational identity perspective implies that foreignness is in the eyes of
the local stakeholders. As such, subsidiaries should
strategically shape their foreignness so that LOF can
be mitigated or even reshaped (Edman, 2016a).

AVENUES FOR FUTURE RESEARCH
Building on our review of the four major streams of
research under the overarching foreignness construct, we now discuss the potential synergy
between them. In doing so, we hope to identify
the themes and patterns that link these streams
together to inform future research. We also try to
pinpoint promising new trends and opportunities
emerging in more recent years, which we believe
are likely to influence further work on foreignness.
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Conceptualization and Specification
of Foreignness
Foreignness has often been treated in the literature
as a binary concept and been measured using a
foreign–local dichotomy. More recent studies have
incorporated other factors to measure its impact,
institutional distance for example. LOF or AOF
typically arise from bilateral relationships between
home and host countries and are further influenced
by the specific regions in which they are located,
and by differences between them in terms of levels
of economic development and sectoral competencies (Miller & Richards, 2002; Brannen, 2004;
Moeller et al., 2013). Therefore, we call for refinement of the conceptualization of foreignness as a
multidimensional construct that can vary across
contexts and time, that is, both the home country
and the host country and their attendant multilevel factors should all be considered. Zhou and
Guillén (2016) is a good example of this approach.
They offer a multidimensional definition of LOF
grounded firmly in one of IB’s dominant paradigms, OLI (Dunning, 1980). They aim to bridge
the literature on LOF and cross-national distance.
The liability of outsidership (Johanson & Vahlne,
2009; Lu et al., 2018; Chen et al., 2019), liability of
regional foreignness (Rugman & Verbeke, 2007;
Asmussen, 2009), liability of origin (Ramachandran
& Pant, 2010), and liability of home base (Zhou &
Guillén, 2015) approaches are also commendable
efforts to refine and extend the foreignness
construct.
Future research could build on the attempts
already made to articulate the degree and scope of
foreignness and to specify its layers of components.
We see a need for more exacting research on the
impact of country-of-origin traits (Moeller et al.,
2013), region-specific and sector-specific traits (Asmussen & Goerzen, 2013), and the advantages and
disadvantages extended to specific foreign firms in
a host county (Zhou & Guillén, 2015). Such an
approach would avoid the pitfall of treating LOF
and AOF as undifferentiated wholesale concepts
and in doing so, we believe, lead to a better
understanding of who is affected by foreignness –
all foreign firms, foreign firms from certain regions
or in certain industries, or foreign firms hailing
from countries at a given level of economic
development.
The new conceptualization of foreignness we
envision would also capture its dynamic nature.
LOF and AOF rise and fall with changes in perceptions and attitudes within a host country as time
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passes or more widely as critical global events
change people’s perceptions of particular countries.
Further, LOF may reduce as MNEs accumulate
experience in local markets (Mezias et al., 2002;
Lu & Beamish, 2004), become embedded in local
networks (Bucheli & Salvaj, 2018; Lu et al., 2018),
or add value to local investors (Bell et al., 2012;
Tupper et al., 2018). Indeed, not only might LOF be
reduced, but it might become an AOF. The last
context we list above, benefiting local investors, is a
case in point. A foreign firm may experience an LOF
when first listing in a foreign country, but as locals
benefit from their investment in shares of the
foreign firm, the listing may become an AOF (Bell
et al., 2012; Tupper et al., 2018).
Foreignness may also increase or decrease with
institutional changes in either the host or the home
country. AOF might be very high initially, for
instance when a host country is eager to attract
foreign investment for its superior technology or
advanced management techniques, or even more
broadly when a host country is dependent on
foreign firms for its economic prosperity (Sethi
et al., 2002), but such AOF may dissipate over time.
Finally, social and economic changes can affect
host-country attitude toward foreign firms, engendering a change in LOF and AOF. For example,
actors in host countries who believe that local firms
engage in corrupt practices will be more likely to
trust foreign firms from countries with better
reputations for honesty. When that is the case,
‘‘honest country’’ MNE subsidiaries instantly
acquire a legitimacy-related AOF (Kostova & Zaheer, 1999). MNEs may eventually lose that advantage either if local practices improve or if there is a
scandal in the home country.
Taken together, foreignness is not a binary
concept. As we have said, it varies with contexts
and over time. Thus, foreignness needs to be
explored at different levels and across different
streams. In addition to examining foreignness at
the regional, country, industry, firm, and expatriate
levels, future research could creatively weave and
integrate the various aspects and perspectives of the
multiple streams of foreignness research. Such
cross-fertilization would better capture the many
aspects of foreignness. For instance, it would be
interesting to jointly examine LOF and AOF (Sethi
& Judge, 2009; Edman, 2016a; Pant & Ramachandran, 2017), home and host-country factors (Miller
& Richards, 2002), local and global factors (Taussig,
2017), firm-level and country-level factors (Edman,
2016a, 2016b; Zhou & Guillén, 2016), market and
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non-market factors (Mithani, 2017; Kim, 2019;
Siegel et al., 2019), and different kinds of foreign
MNEs in the same host country (Cuervo-Cazurra &
Genc, 2008; Denk et al., 2012). Some may find it
puzzling that MNEs can in the same host country
both face LOF and enjoy AOF, but once one
appreciates that foreignness is a multifaceted phenomenon, it is no longer a paradox. After all, the
challenges faced by firms are rarely unidimensional, but often characterized by contradictions,
conflicts, and significant tensions. As such, the
paradoxical perspective on managerial research
(Smith & Lewis, 2011) promises to be useful in
tackling complex research problems, as demonstrated in Pant and Ramachandran’s (2017) account
of how an MNE subsidiary is able to manage dual
identities over time, either sequentially or
simultaneously.

Integration of LOF and AOF
Seeing foreignness as a dynamic concept can help
researchers reconcile the dichotomy between LOF
and AOF. It also helps in addressing LOF-AOF
interrelatedness. In certain circumstances LOF and
AOF are mirror images of each other, although they
are at opposite ends of the same spectrum. At times,
an MNE is able to turn an LOF into an AOF. We see
that with Japanese automobile manufacturing
MNEs: the industry-wide brand image in the US
was a liability in the 1970s, but became an advantage in the 1990s.
One can also think of LOF and AOF as having
their own distinct domains. Following this line of
thinking, an LOF might be reduced to zero but
never become an AOF, an AOF dwindle to zero but
never become an LOF. This approach suggests that
some aspects of MNEs’ foreignness can be only a
liability but not an asset, and vice versa. For
example, some host countries make demands on
MNEs that they do not make on local firms, e.g.,
stricter environmental standards for international
mining companies than their local counterparts. If
such demands, or even unspecified expectations,
are not met, MNEs face an LOF (e.g., Mezias, 2002b;
Miller & Parkhe, 2002; Miller & Richards, 2002), but
at the same time, meeting them, or even going
beyond them, may not yield any AOF, as it will
simply be taken for granted. The best for which an
MNE can hope is to achieve zero LOF. On the other
hand, an MNE may not need to do anything at all
to benefit from the AOF that being from a ‘‘reputable’’ host country may engender (Kostova &
Zaheer, 1999). The worst-case scenario for such an
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MNE is that it will eventually lose the AOF if local
firms improve their reputations. Even then the AOF
would not become a liability, as it is relatively
unlikely that trust once extended, especially if the
firm has lived up to the expectation of honest
business practices, would fall below that of local
rivals within a reasonable time frame.
LOF and AOF can also coexist and have joint
effects on the behaviors and decisions of a foreign
firm and its host-country stakeholders. Foreignness
can result in LOF and AOF at the same time, albeit
in different domains and with different stakeholders. How does an MNE manage that? Jiang and
Stening’s (2013) study of foreign firms in China
shows that it is possible for them to be subject to an
LOF and benefit from an AOF at the same time.
Similarly, Nachum (2003) argues that foreign banks
in London can concurrently have LOF and AOF. In
the same vein, Edman (2016a) uses identity theory
to integrate LOF and AOF and contends that MNEs
can manage both simultaneously. Such integrative
accounts of the effects of LOF and AOF help us
understand the impact of foreignness on the performance of MNE subsidiaries.
Finally, it is important to examine the effect of
contextual factors, e.g., the level of economic
development of host and home countries, when
examining the antecedents, mechanisms, and consequences of LOF and AOF (Pant & Ramachandran,
2012; Bhaumik et al., 2016). Can an MNE’s foreignness be an asset in one host country and a
liability in another (e.g., Brannen, 2004)? Can it be
neither asset nor liability in some host countries?
Inquiries addressing these important questions will
further enhance our understanding of the effect of
foreignness as a whole.

Incorporation of New Contexts in Foreignness
Research
Whether foreignness is a liability or asset to an
MNE largely depends on the country, industry, and
other contextual factors. The emerging-economy
setting can provide fertile ground for theory building and testing and for integrating the foreignness
research streams (cf. Cuervo-Cazurra & Genc, 2008;
Zhou & Guillén, 2016; Newenham-Kahindi &
Stevens, 2018). We encourage researchers to systematically compare and contrast LOF and AOF as
they impact MNEs from the emerging and developed economies (Pant & Ramachandran, 2012;
Bhaumik et al., 2016). Do MNEs from emerging
economies moving into developed ones face more
LOF than MNEs from developed countries? Will
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MNEs moving in the reverse direction enjoy more
AOF? Will firms gain more AOF in an emerging
economy than their compatriots from other emerging economies operating in the same country?
Yang and Meyer’s (2020) study of how foreign
and local firms compete in emerging economies is
interesting in that it simultaneously examines both
LOF and LOL (Yang & Meyer, 2020). It shows that
the liability of foreignness results in weaker government ties for MNEs’ subsidiaries. In contrast, the
liability of localness results in weaker technological
capabilities of domestic firms. Cuervo-Cazurra and
Genc (2008) directly compare developing and
developed country MNEs investing in host countries with poor regulatory quality and less control
of corruption. They find that despite the competitive disadvantages faced by developing country
MNEs vis-à-vis their counterparts from developed
countries, they can still outperform them because
they are more used to operating in such conditions.
Future research should follow their lead and further
this line of research to answer the above questions
and help substantiate the effects of the different
degrees and manifestations of foreignness and its
region, country, and firm effects.
The digital transformation of business and the
rise of i-business also provide fruitful contexts for
further research on foreignness. Digitalization
reduces transaction costs and redefines firm boundaries (Chen & Kamal, 2016) and hence affects both
the antecedents of foreignness and the ability to
manage it. We believe that examining the extent
and type of foreignness faced by digital MNEs and
their strategies in managing it would further the
field. Chen and colleagues (2019) have already
made a start by extending the liability of outsidership logic to the study of i-business. Marano et al.
(2020) have conducted a comparative case study of
the sharing economy pioneers Uber and Airbnb,
and proposed the term ‘‘liability of disruption’’ to
capture how the two have dealt with internationalization. Clearly, how foreignness is perceived and
used in the digital economy holds great promise for
advancing theory and practice.
We would also like to see further research on the
relationship between foreignness and technology,
innovation, and entrepreneurship (e.g., Un,
2011, 2016; Joardar & Wu, 2017; Kulchina, 2017;
Mata & Alves, 2018). Do new ventures in the digital
economy incur more LOF than established MNEs in
the traditional economy or vice versa? Does the
technological level of an MNE’s home-country
affect LOF and AOF in host countries (Mata &
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Portugal, 2002)? We would expect research on high
technology and entrepreneurial firms (Zhou et al.,
2010; Iurkov & Benito, 2018; Khan & Lew, 2018) to
yield interesting theoretical contributions as well.
The ‘‘anti-globalization’’ movement (Meyer,
2017) and de-globalization trends (Bello, 2008) also
provide promising avenues for foreignness
research. The rise in nationalism we have witnessed
in many countries has surely increased the impact
of foreignness. The complexities of the foreignness
phenomenon may mean greater polarization
between LOF and AOF. Even in the most nationalistic countries, firms from some foreign countries
are more acceptable than firms from others, and
those deemed more acceptable will enjoy an AOF.
Moreover, the de-globalization trend presents
opportunities for research on ‘‘glocalization’’
(Gould & Grein, 2009) and semi-globalization
(Ghemawat, 2003), which are meaningful
approaches to balancing LOF and AOF. For
instance, one might ask what the assets and
liabilities of glocalization and semi-globalization
are. How do firms simultaneously manage their
local and global identities? How can the liabilities
and assets of home-country origin, those of multinationality, and of globalization, and of foreignness be differentiated?

Juxtaposition of Different Strategies in Managing
Foreignness
As our review shows, much research has been done
on the drivers of foreignness, but what is more
relevant to firms is how to manage it. Recent
research argues that foreignness is not a fixed
attribute of MNEs; rather, it varies with hostcountry perceptions and attitudes. This suggests
that MNEs or foreign subsidiaries can selectively
accentuate or attenuate the internal (cognitive,
structural, and cultural) and external (network and
image) attributes of their identities to enhance the
positives and reduce the negatives associated with
their foreignness (Edman, 2016b). By exploring the
cultural norms and cognitive patterns of hostcountry stakeholders, we can also better articulate
the micro-foundations of foreignness. As MNEs can
showcase, accentuate, and even manipulate certain
aspects of their foreignness at the same time as they
downplay, neutralize, or even hide other aspects, in
order to enhance their AOF and mitigate their LOF,
it is imperative to look further at how such
strategies can be jointly applied.
We have seen in recent years a plethora of studies
on how to mitigate foreignness through the use of
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non-market strategies such as CSR (Maruyama &
Wu, 2015; Crilly et al., 2016; Mithani, 2017) and
corporate political strategy (Wu & Salomon, 2017;
Bucheli & Salvaj, 2018; Kim, 2019; Kline & Brown,
2019). Future research could examine multiple
types of firm strategies at the same time in order
to better understand how MNEs of different origins
choose between them and the effectiveness of those
strategies in various contexts. For example, how do
MNEs choose between market-based (e.g., forming
alliances with local firms or joining local trade
associations) and non-market strategies (e.g.,
engaging in CSR or corporate political strategies)?
Are local learning and firm identity management
complements or substitutes? As foreignness is a
social and institutional phenomenon with significant economic implications, research that explores
the joint effects of market and non-market strategies is especially germane and salient at a time of
global volatility, rising nationalism, ethnic conflicts, trade protections, and pandemics.

CONCLUSION
Since its inception, LOF has attracted considerable
interest. Today there is an impressive body of
theoretical and empirical research that examines
the nature and effects of foreignness, as a liability/
disadvantage and/or an asset/advantage, in a variety of contexts. Many interesting insights have
already emerged, and the enthusiasm and commitment of scholars continues unabated. In this
review, we have tracked the evolution of the four
major streams of foreignness research – LOF, AOF,
the drivers of foreignness, and firm responses to it –
and considered their respective interactions and
integration. In taking stock of current foreignness
research, we have analyzed the relationship
between LOF and AOF and a number of related IB
topics, from OLI to firm-specific advantages, from
country of origin to institutional distance, and
from country-level attributes to organizational
identity.
While research on foreignness has improved our
understanding of a particular set of challenges
faced by MNEs and how they might respond to
them, our review shows that there is still much that
remains to be done to boost the theoretical value of
foreignness research and realize its full potential
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within the IB field. We call for more theory
building on foreignness and better ways to operationalize it. There is a need to further integrate
multiple theoretical perspectives to capture more
fully the complexity of foreignness, and indeed its
richness, and also to adopt a greater range of
methodologies, especially more dynamic ones, to
study the drivers, manifestations, and consequences of foreignness in contexts that are both
theoretically
interesting
and
practically
meaningful.

ACKNOWLEDGEMENTS
The authors are listed in alphabetical order, with equal
authorship and contribution. We would like to express
our sincere gratitude to the Editor Becky Reuber and
three anonymous reviewers for their valuable guidance
and insightful advice which helped vastly in the
development of this work. We thank Jue Gao, Xiaoyan
Sun, Miao Wang, and Xiangting Wu for their research
assistance. This research was supported by the
National Natural Science Foundation of China
(72091310): Research on the Theory and Strategy of
Innovation-Driven
International
Corporate
Entrepreneurship (72091314).
OPEN ACCESS
This article is licensed under a Creative Commons
Attribution 4.0 International License, which permits
use, sharing, adaptation, distribution and reproduction in any medium or format, as long as you give
appropriate credit to the original author(s) and the
source, provide a link to the Creative Commons
licence, and indicate if changes were made. The
images or other third party material in this article are
included in the article’s Creative Commons licence,
unless indicated otherwise in a credit line to the
material. If material is not included in the article’s
Creative Commons licence and your intended use is
not permitted by statutory regulation or exceeds the
permitted use, you will need to obtain permission
directly from the copyright holder. To view a copy of
this licence, visit http://creativecommons.org/licenses/
by/4.0/.

Journal of International Business Studies

Foreignness research in international business

Jane W. Lu et al.

REFERENCES
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Villar, C., Dası́, À., & Botella-Andreu, A. 2018. Subsidiary-specific
advantages for inter-regional expansion: The role of intermediate units. International Business Review, 27(2): 328–338.
Wang, P. 2017. Syndication and foreignness: Venture capital
investments in emerging and developed markets. Journal of
International Management, 23(1): 1–15.
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Builds on the LOF concept and the institutional perspective to show how equity
listings and subsidiary formations in the host market are linked
Argues that MNEs offer an opportunity to examine the role of society in the
management of multiple institutional logics
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The impact of regulative voids on outward foreign direct investment varies with the
ownership advantages of local firms
Domestic firms suffer a liability of localness or a competitive disadvantage in product
innovation relative to subsidiaries of foreign firms
Foreign firms from institutionally distant home countries benefit initially from
selecting an isomorphism strategy. However, the benefits diminish with experience
Identifies product adaptation cost, discrimination cost, governance cost, and
appropriation hazard as important sources of the difficulties that multinationals face
Location-bound advantage is positively related – and local density negatively related
– to foreign subsidiary performance
Higher levels of host-country corruption are associated with greater probabilities of
failure of public–private infrastructure projects
Foreignness has a curvilinear relationship with entrepreneurial performance
Having foreign entrepreneurs significantly improve firm performance because of
their access to unique resources, their higher work incentives, and superior
management skills acquired at home
Offers a theoretical integration of AOF, coalescing insights from institutional theory,
the resource-based view, and transaction cost economics
The performance gains of post-disaster philanthropy were stronger for MNEs than
for domestic firms
MNE subsidiary managers may use logic ordering and logic bridging to navigate
identity duality over time
Foreign political connections create large firm value and improve access to foreign
markets
Foreignness can be a liability for accessing local resources but an asset for accessing
global ones
Foreign firms are more likely to syndicate, compared with domestic ones, when focal
investments are less mature, or when local markets are riskier and less capitalized
Explores the regulatory liabilities that foreign firms face and how host-country
institutions generate specific liabilities
Managers are more likely to resign if their firm is acquired by one based in an
emerging economy than by one from their home country or a Western developed
country
Conducts a historical analysis of MNE strategies of creating connections with a host
country’s elite as a way to legitimize their operations in contexts characterized by
long-term political, social, and economic changes
Cross-border investments significantly underperform compared with equivalent
domestic investments
Emerging economy MNEs are deterred by distance and weak intellectual property
protection and attracted to countries with a large market size and a large diaspora of
fellow nationals
Guanxi, an informal process used to build trust between individuals, can reduce
uncertainty around contract enforcement in China
Predicts a nonlinear relationship between domestic alliance network embeddedness
and MNE geographic scope
The entrepreneurial orientations of founders and their network development
capabilities (sensing), specialized product focus and niche market development
(seizing), and transformation and renewal capabilities (reconfiguration) are the key
capabilities that enhance the post-entry survival of international new ventures
Firms founded by immigrants have a lower survival rate than those founded by locals
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MNEs can overcome LOF by co-creating new institutional logics rather than
conforming to existing ones
Proposes a model of co-parenting characterized by the sharing of parenting roles
and distribution of responsibilities between headquarter and springboard
subsidiaries
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As institutional distance increases, firm-specific advantages from multinationality,
regional agglomeration, and host-country experience substitute for the host market
insight of local CEOs
Foreign entrepreneurs capitalize on their ethnic identity to gain skills and capabilities
that enable them to operate in a new and strange environment
Shows that capital market LOF for initial public offering firms diminishes after one
year and turns into capital market AOF after three years
Acquired subsidiaries are more directly involved in business relationships, whereas
greenfield subsidiaries pay more attention to social relationships before building
business networks
Explores the distinctive deployment of resources and capabilities by springboard
subsidiaries to develop an intermediate role within MNEs
Explores how French multinational banks respond to LOF challenges in India using
rhetoric proactive strategies
While emerging market MNEs adopt relatively balanced effectual-causal actions to
mitigate the liability of multinationality, they are more effectual than causal in
mitigating LOF and liabilities of origin
Uses an institution-based approach to propose that increases in international
dispersion lead to profitability downturns
Extends LOF to capital markets and finds that institutional distance increases the cost
of debt and frequency of foreign bond issuance helps to mitigate LOF
Hiring outside lobbyists helps foreign MNEs get US defense contracts
Foreign franchise systems were significantly more likely to lobby U.S. federal
government agencies than were domestic firms
Acquirers can reduce their risk by trading internal and deal-level risk factors
(information asymmetry and moral hazard) against external and country-level risk
factors (LOF and double-layered acculturation)
Foreign investors choose locations with specific labor standards for reputational and
operating reasons
Proposes equity ownership as a form of connection between home-country firms
and diaspora members
The variety and specificity of previous educational and professional international
experiences of managers helps them manage the LOF arising from institutional
distance
Demonstrates that differences in language and relational social capital reduce
auditor compliance with standards
Multinationals can improve the profitability and productivity of their subsidiaries by
aggressively hiring excluded groups, such as women in Korea
Certification is an effective strategy to improve the profitability of foreign firms in
emerging markets
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