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Is there a liability of foreignness in ECCs sector? An empirical research of MNE ECCs 
in China  

Introduction  

The last two decades have witnessed a steady stream of IB research on how multinational 
corporations (MNEs) face cost and challenges in host country arising from the unfamiliarity 
of the environment including political, economic and cultural differences (Hymer, 1976; 
Kindleberger, 1969; Peng, et al., 2005; Feinberg and Gupta, 2009). Recently, the rapid 
development of information technology has led to the emergence of ECCs, organizations that 
were established with the primary intent of using the internet to conduct their business such 
as significant aspects of procurement, sales, production and operations. This excludes firms 
that were initially established in brick-and-mortar form and have since transferred some 
aspects of their business to the internet (Singh and Kundu, 2002). Owning to the unique 
characteristic of ECCs, many scholars argued that ECCs may experience liability of 
foreignness” to a lesser degree” ( Kotha, et al., 2001; Luo et al, 2005). Such assertation about 
ECCs provokes the question whether traditional internationalization rules still can be applied 
to the ECCs industry (Petersen et al, 2002)? Despite the increasing significance in the global 
competitive landscape of emerging economy multinational firms (e.g., Khanna & Palepu, 
2006; Mathews, 2006; Wright, Filatotchev, Hoskisson, & Peng, 2005), our theoretical 
understanding of what influence the performance consequences of ECCs’ international 
operation remains in infancy.  
 
Traditionally, there are three perspectives that address MNEs performance in the home 
country: an industry based view, resource based view and institutional view (Barney, 1991; 
Porter, 1980; Peng, 2004; Ricart, et al., 2004). As researchers increasingly probe into 
emerging economies whose institutional environment significantly different from those in 
developed economies, there is an increasing appreciation that institutional view plays a 
crucial role in shaping the strategy and performance of firms in emerging economies 
(Hoskisson, Eden, Lau, & Wright, 2000; Wright, Filatotchev, Hoskisson, & Peng, 2005).  
This paper will draw on the institutional view theory to explore and identify whether ECCs 
experience the liability of foreignness in emerging economy? If the answer is yes, what are 
the institutional factors influences ECCs performance in emerging economy.  
 
This study is of interest for both theory and practice. It sought to establish whether the 
institutional view theory is critical to the ECCs performance in emerging economy. And the 
study also has implications for the ECCs practitioners that who wish to expand/enter 
emerging economy.  
 
Literature review  
 
The liability of foreignness  
 
The idea that foreignness may be a liability stems from the work of Stephen Hymer (1976), 
who proposed that firms setting up operations abroad face certain unavoidable costs that 
firms operating in their own home environment do not—an assumption that has been largely 
unquestioned among researchers working on theories of the multinational enterprise (MNE). 
These costs of doing business abroad could arise from a number of sources, such as higher 
coordination costs, the foreign firm's unfamiliarity with the local culture and other aspects of 
the local market, a lack of information network, or political influence in the host country. 
Therefore, it was concluded that a foreign firm would be at slightly disadvantage in a new 



business environment (Zaheer, 1995; Zaheer and Mosakowski, 1997). For example, one of 
the challenges for MNES is dealing with its suppliers and even the government. Many 
researchers indicate that liability of foreigness has been the fundamental assumption driving 
theories of MNE (Buckley and Casson, 1976; Caves, 1982). Owning to the unique 
characteristic of ECCs, many scholars argued that internet firms may experience liability of 
foreignness” to a lesser degree” (p771) compared to traditional firms because they do not 
impose the logistics, transportation, cultural and regulatory demands associated with 
international commerce and foreign investment in physical goods and service (Kotha, 
Rindova, & Rothaermel, 2001). However, there are conflict arguments between the 
researchers. For example, Kim (2003) argued that psychic and cultural distance between 
different countries has major impact on internationalization of US internet portals. While 
liability of foreignness has received a great attention in industry such as banking, retailing 
(Miller and Parkhe, 2002),  empirical studies interesting in whether there is a liability of 
foreigness in ECCs sector has been surprisingly elusive.  
 
 
Institutional view  
 
The institutional view has been a pivotal theoretical lens and significant paradigm to 
understand organizational phenomena in emerging economies and international business in 
general (Peng, Wang, & Jiang, 2008; Luo and Tung, 2007). North (1990: 3) specifies that 
institutions are ‘‘the rules of the game in a society or, more formally, are the humanly devised 
constraints that shape human interaction. Similarly, Scott (1995: 33) defines institutions as 
‘‘regulative, normative, and cognitive structures and activities that provide stability and 
meaning to social behavior’’ A central tenet of the institution-based view is that formal 
institutions (laws and regulations), informal institutions (norms, values, and beliefs), and 
changes in these institutions over time shape firm behavior and performance in a society 
(North 1990; Peng et al., 2008; Scott, 1995; Wan & Hoskisson, 2003). Ingram and Silverman 
(2002: 20) recently recognized the strategic importance of an institution-based view. in 
international business and strategy, and went on to argue that 
 
“Institutions directly determine what arrows a firm has in its quiver as it struggles to 
formulate and implement strategy, and to create competitive advantage. y Hence, an 
understanding of institutional change, and the ways that firms can influence such change, 
becomes central to the study and practice of strategy.”  
 
The institution-based view focuses its attention on institutional conditions within countries 
(North, 1990; Peng et al., 2008). Given that firms are embedded in, and influenced by, their 
formal and informal institutions, these institutions not only drive the level of market 
competition but also influence the types of resources that firms are encouraged to develop 
(Khanna & Palepu, 1997; Peng, 2003; Porter, 1990). Given the development of new 
institutional view throughout the social sciences in recent decades, the proposition that 
institutions matter is hardly novel or controversial, what is interesting is how institutions 
matter in MNE ECCs sector.  
 
 
Research method  
The purpose of this paper is to extend existing theory, as Locke (2001) states, by making it 
“more dense by filling in what has been left out-that is by extending and refining its existing 
categories and relationships” (p. 103). Due to the absence of any previous systematic research 



in this area, we regarded it as essential to adopt a qualitative and inductive approach to our 
inquiry. In order to examine the research question, multiple case studies was adopted in order 
to give us the opportunity to triangulate the information we were collecting ( Eisenhardt, 
1989; Miles and Huberman, 1994). Such a qualitative methodology allows researchers to 
extend existing theory and build new theoretical explanations for observed phenomena (Lee, 
1999). We adopted a purpose sampling method ( Eisenhardt, 1989; Miles and Huberman, 
1994). The foreign ECCs such as Google, Yahoo, Amazon, eBay and Groupon were our US-
based case studies. However, as Google and eBay no longer have physical operations in 
China, former employees of these firms were contacted. All 26 participants were agreed to be 
interviewed. They were Directors and Senior Managers, usually one level subordinate to the 
CEO, and were playing important roles in their company and  knowledgeable of the their 
respective firms’ business.  

In addition to the interview data, we also collected archival data in the form of published 
news and articles as well as leading academic research journal articles, published in Chinese 
or English. The purpose of obtaining these data is primarily to develop a broad understanding 
of the key issues and challenges affecting foreign internet company’s performance, and 
gather additional information about our sample.  
 
 
Potential contribution, limitation and further research  
Our study makes three major contributions to the literature. First, we will build contribution 
of Zaheer (1995) and Zaheer and Mosakowski (1997) by uncovering evidence of a liability of 
foreignness in a firm level analysis. Second, we will provide empirical evidence of 
advantages and disadvantages derived from an ECC home country environment (Porter, 
1990). We hope this paper will contribute to the on-going yet still inconclusive dialogues 
among researchers and practitioners in the area of ECCs internalization.  
 
The findings should be interpreted with caution for several reasons. The restrictive nature of 
our sample, focusing on only 5 US ECCs can introduce unknown selection biases that restrict 
the generalizability of our finding. However, we wish to note that we were limited by the 
number of US ECCs undertaking internationalization in China, and this restricts our ability to 
increase the same size easily. In addition, it should be noted that the setting of our empirical 
study was only conducted in China. It raised the open question of how to generalize these 
findings while removing the country settings. Future research should investigate the ECCs 
sectors in other transition economies and emerging markets in evaluating if the findings of 
this study are replicated in other countries.  
 
 The rapid diffusion of the ECCs in an international context provides a fertile research 
domain to develop new theoretical framework and test extant theories of internationalization 
in new contexts. Research questions such as what are the conditions enabling the harmonious 
adaptation and co-evolution of MNE ECCs with their institutional environment and policy 
context could be possible areas that generate further understanding. 
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