
COUNTRY-OF-ORIGIN AS A RESOURCE AND HOST COUNTRY INVESTMENT
We analyze how a firm’s country of origin affects its investments in a host country. Viewing the country of origin as a resource, we explain the advantage (disadvantage) of foreignness, i.e., the relative benefit (liability) a subsidiary of a foreign firm enjoys over domestic firms when its country of origin is liked (disliked) by individuals in the host country. We find that separating government-based from consumer-based advantage and disadvantage results in diverging predictions: whereas the government-based advantage induces the firm to invest more to benefit from incentives, the consumer-based advantage induces the firm to invest less to maintain foreignness; whereas the government-based disadvantage induces the firm to invest less to reduce risks, the consumer-based disadvantage induces the firm to invest more to localize.  
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“Let’s say you have three similar watches. One says ‘Made in Japan’ and sells for $100. Another says ‘Made in Switzerland’ and sells for $110. A third says ‘Made in Hong Kong’ and sells for $90. Which watch will consumers prefer? In Europe, between 75% and 95% of all consumers will prefer the Swiss watch – in spite of the 10% premium. In the United States, depending on which region you are talking about, between 51% and 75% of all consumers will prefer the Swiss watch.” (Taylor, 1993: 101). 

The country of origin of a product can provide it with an additional advantage, or disadvantage, depending on the valuation made by consumers. As the example shows, being made in Switzerland provides a watch with an advantage over similar watches made elsewhere, despite the higher price, while being made in Hong Kong provides a watch with a disadvantage in comparison to similar watches made elsewhere, despite the lower price. This idea, that the country of origin affects the marketing and sale of products, has been widely studied in international marketing (see reviews in Bilkey & Nes, 1982; Jaffe & Nebenzahl, 2001; Maheswaran & Chen, 2009; Peterson & Jolibert, 1995; Samiee, 1994; Saran & Gupta, 2012; Verlegh & Steenkamp, 1999). However, the country of origin can also affect other dimensions of the firm, for example becoming a liability that affects employees (Moeller et al., 2013; Newburry, Gardberg, & Belkin, 2006). 
Hence, in this theoretical paper we diverge from the usual focus on marketing or employees and instead we analyze how the country of origin of a firm affects its investments in a host country. To study this, we integrate ideas from the resource-based theory (RBT) and its analysis of competitive advantage informed by economics (see reviews in Barney & Arikan, 2001, and Barney, Ketchen, & Wright, 2011) with ideas from international marketing and its analysis of the country of origin informed by psychology (see a review in Maheswaran & Chen, 2009). This integration helps identify and extend some of the assumptions upon which arguments have been developed in both streams of research, contributing to a better understanding by using an interdisciplinary approach (Cheng et al., 2009).  
We propose to view a firm’s country of origin as a resource, that is, an asset tied semi-permanently to the firm (Teece, Pisano, & Shuen, 1997; Wernerfelt, 1984), and explain how the country of origin can generate a firm-level advantage (disadvantage) of foreignness, which we define as the relative benefit (liability) a subsidiary of a foreign firm enjoys over domestic firms when its country of origin is liked (disliked) by individuals in the host country. We propose a separation between government-based and consumer-based advantage and disadvantage of foreignness and explain how these affect investments in the host country, arguing that they yield competing predictions on the initial and subsequent investments. Specifically, we propose that whereas the government-based advantage of foreignness results in higher initial and subsequent investments to benefit from the incentives and subsidies provided by the government, the consumer-based advantage leads to lower investments to maintain the perception of foreignness among consumers. In contrast, we propose that whereas the government-based disadvantage of foreignness leads to lower investments to address the additional costs and risk, the consumer-based disadvantage leads to higher investments to localize operations and reduce the perception of foreignness among consumers. 

 These arguments provide depth to the country-of-origin literature in two ways. First, we bring the analysis of the impact of country-of-origin from its usual product-level to the firm-level. By treating the country of origin as a resource attached to the firm, we discuss the conditions under which it affects investments and not just the marketing of products, as done in most studies of the country of origin (Bilkey & Nes, 1982; Jaffe & Nebenzahl, 2001; Peterson & Jolibert, 1995; Samiee, 1994; Shimp, 1984). Second, we separate the valuations of consumers, who interact with the products of the firm, from valuations by government officials, who interact directly with the firm. This separation of actors is important because it generates conflicting and nuanced predictions on the initial and subsequent investment by foreign firms; one key contribution of the paper is the discussion of the interactions between government- and consumer-based valuations, which have been overlooked in previous research that has analyzed these separately. This complements other studies that have analyzed the country of origin as a liability of foreignness, as well as those that analyze the management of personnel (Moeller et al., 2013; Newburry, et al., 2006). Extending these, we consider the country of origin as a source of not only disadvantages but also advantages, and analyze their impact on investment in the host country. 
The rest of the theoretical paper is organized as follows. In the next section we review the theoretical bases of the arguments and briefly clarify relationships and differences with existing literature. We follow with an explanation of how the positive or negative valuations of the country of origin by consumers and government officials have separate impacts on the initial and subsequent investments in the host country. We then discuss how the interaction of these two types of valuations results in new and nuanced predictions on investments. We conclude with a discussion of how these arguments extend the literature. 
COUNTRY-OF-ORIGIN, GOVERNMENT-BASED AND CONSUMER-BASED ADVANTAGE AND DISADVANTAGE OF FOREIGNNESS, AND HOST COUNTRY INVESTMENT
Resource-Based Theory

We use the RBT as the theoretical basis for understanding the advantage and disadvantage of foreignness. The RBT builds on economics to view the firm as a bundle of resources that are used to generate products or services which serve the needs of customers in competition with the offers of other firms (Penrose, 1959). Resources are the tangible and intangible assets that are tied semi-permanently to a firm (Teece, Pisano, & Shuen, 1997; Wernerfelt, 1984). Among these, those resources that fulfill the VRIS conditions are considered to be the basis of a sustainable competitive advantage (Barney, 1991). Specifically, resources enable the firm to obtain a competitive advantage when they are Valuable, meaning that the can contribute towards the creation of value for customers, and when they are Rare, meaning that few competitors have them. This advantage is sustainable when, additionally, the resources are difficult to Imitate, meaning that competitors face limitations in their ability to copy them, and they are difficult to Substitute, meaning that competitors face limitations in their ability to find or use other resources to provide similar functionality. If the resources that form the basis of a competitive advantage can be imitated or substituted, they provide a temporary rather than a sustainable competitive advantage. 
Much of the RBT literature has focused on analyzing the conditions that enable the firm to sustain the competitive advantage (D’Aveni, Dagnino, & Smith, 2010), i.e., reduce imitation and substitution of resources by competitors. Thus, firms can use causal ambiguity, whereby it is unclear how the firm achieves its outcomes (Lippman & Rumelt, 1982); complexity, whereby it is difficult to observe from the outside how the firm undertakes its activities (Rivkin, 2000); the patent system, whereby the firm can use lawsuits to prevent competitors from imitating its actions (Levin et al., 1987); or path dependencies and time compression diseconomies, whereby competitors need a long time to develop the same resources (Dierickx & Cool, 1989), among other actions. 

In contrast, the RBT has paid less attention to the two other conditions of advantage, value and rareness, assuming that resources have these characteristics (Adner & Zemsky, 2006; Lepak, Smith, & Taylor, 2007). However, not all resources can serve as the basis of the competitive advantage of the firm; a resource is merely an asset that is tied semi-permanently to the firm (Teece, Pisano, & Shuen, 1997; Wernerfelt, 1984). Among the resources in the firm, some can be a source of advantage if they fulfill the previously mentioned conditions (Barney, 1991). However, some resources in the firm are neutral in regards to advantage (Montgomery, 1995), meaning that they neither provide an advantage nor provide a disadvantage. Finally, some other resources can even be a source of disadvantage (Leonard-Barton, 1992). This nuanced distinction among resources in terms of their relationship to advantage (Montgomery, 1995), seems somehow to have been forgotten in RBT studies, with many assuming that resources have to provide the firm with an advantage. 

Thus, we extend the RBT by focusing on value, and illustrate how a resource, in our case the country of origin, can help the firm achieve an advantage even when there is limited rarity and there is the possibility of imitation and substitution; we also illustrate how a resource can be a source of disadvantage. Moreover, we apply notions of perceptual value from psychology and explain how the value provided by a resource depends on individuals’ perceptions. 
Country-of-Origin 

The international marketing literature on country-of-origin has explained how the country of origin of a product, the “Made in Country X” label, affects its sales abroad (e.g., Bilkey & Nes, 1982; Jaffe & Nebenzahl, 2001; Maheswaran & Chen, 2009; Nagashima, 1970; Peterson & Jolibert, 1995). When the firm exports and sells abroad, the country of origin of the product gains relevance as it becomes part of the attributes of the product; it is a visible and easily identifiable attribute because regulations require products to indicate their country of origin. Some studies have argued that foreign products are at a disadvantage because consumers in host countries have nationalistic sentiments that induce them to prefer domestically-produced products over foreign ones with the same level of quality (e.g., Schooler, 1971; Shimp, 1984; Shimp & Sharma, 1987). However, other studies indicate that foreign products have an advantage because consumers prefer these over domestically-produced ones as they perceive them to be of higher quality, especially when they come from more advanced countries (e.g., Bailey & Gutierrez, 1997; Jaffe & Martinez, 1995; Schooler, 1965). 

These preferences of individuals are driven by the stereotypical image of the country of origin rather than by the particular attributes of the product (Han, 1989), and they reflect two drivers. First, the in- and out-group concepts discussed in psychology (e.g., Byrne, 1961; Brewer, 1979) in which individuals tend to prefer other individuals that are from their in-group and similar to them in some dimensions and dislike those that are different. As a result, they will tend to have a more favorable view of individuals in the in-group and a more unfavorable view of individuals in the out-group than an objective assessment would reveal, or a more favorable view of domestic products and a less favorable view of foreign ones (Klein, 2002). Second, they reflect the absolute and comparative advantage of countries, which goes back to studies of international trade (e.g. Porter, 1990; Smith, 1976; Ricardo, 1819) in which particular countries have an endowed or created comparative advantage over other countries in the creation of certain goods and services. The country of origin provides a halo effect on products, particularly when individuals are unfamiliar with them (Han, 1989). These valuations depend on perceptions among individuals of the attributes of foreign countries, which are generated not only independently by the individual but also influenced by others with whom the individual interacts (Swaminathan, Page, & Gurhan-Canli, 2007). 

We extend the analysis of country-of-origin from its usual realm in the study of products and marketing, and instead apply it to the level of investments by foreign firms in the host country. 

Types of Advantage and Disadvantage of Foreignness

We extend the literature by separating the government from consumers in their perceptions of foreign firms. This separation is important because there are significant differences in their behavior that result in competing predictions on foreign investments. Table 1 summarizes those differences. First, in terms of interactions, the government tends to interact directly with the firm and its managers, whereas consumers tend to interact with the products of the firm rather than with the company and its managers. Second, in terms of objectives, the government tends to consider the contribution of the firm to the country, as it has a broader objective of development when assessing foreign firms and their investments (Ramamurti, 2001). In contrast, consumers have a much narrower objective of consumption and they tend to assess foreign firms in terms of the personal value and standing among peers regarding their purchase and use of foreign products and services (Swaminathan, Page, & Gurhan-Canli, 2007). Third, in terms of power, the government tends to exhibit concentrated power, as it is able to coordinate actions and decisions via direct negotiation among politicians and thus can offer a unified point of interaction with the firm (Olson, 1993). In contrast, consumers have a dispersed power among many and suffer from coordination problems (Olson, 1971). Fourth, in terms of knowledge, the government has the ability to know the true country of origin of the foreign investor and its ultimate owner, because the foreign firm registers and/or applies for permission to operate in the country. In contrast, individuals rarely have such knowledge and they usually react to the perceived country of origin of the foreign company, rather than to its true country of origin, and they can be misled in their beliefs on the ultimate owner by using local companies or brands (Han & Terpstra, 1988). Fifth, in terms of decision-making, the government tends to have a more economic assessment of its relationship with the foreign investor, weighting the benefits and costs of having a foreign company operate in the country (Stopford & Wells, 1992; Ramamurti, 2001). In contrast, consumers tend to have a more emotional assessment of their relationship with the foreign firm (Maheswaran & Chen, 2006; Verlegh & Steenkamp, 1999), analyzing how they feel by purchasing the products of particular firms and how such purchases may be considered by their peers. 
*** Insert Table 1 about here ***

The result of these differences is a stark divergence in the influence that a positive or negative view of the firm’s country of origin by the government or consumers has on its investments. Figures 1 and 2 illustrate the theoretical frameworks we discuss in the following paragraphs. To facilitate the comparison of the predicted effects, we separate influences on the initial investment in the host country from influences on subsequent investments, and from influences on divestments, and including some representative examples from the press to illustrate the mechanisms. We first discuss the direct effect of the consumer-based and government-based valuations of the country of origin on investments (Figure 1); although some of these relationships have already been proposed and discussed previously, we need to restate them as they serve as the basis for understanding the effect of the interaction of consumer-based and government-based valuations of the country of origin on investments (Figure 2). Although the two figures could be merged into one, we present them separately to facilitate the illustration of the relationships we discuss. 
*** Insert Figure 1 and 2 about here ***

Before we continue with the explanation, we need to establish some theoretical boundaries of the analysis. First, we only focus on the advantage and disadvantage directly associated with the country of origin of the firm. We do not discuss other sources of advantages such as the all-important firm-level advantages (e.g., Buckley & Casson, 1976; Dunning, 1977; see Tallman & Yip, 2001, for a review) or liabilities (Johanson & Valhne, 2009; Nachum, 2010; Zaheer, 1995; see Eden & Miller, 2004 for a review) not directly related to the country of origin, nor do we study how the country of origin induces the firm to develop institutional resources it uses abroad later (Guillen & Garcia-Canal, 2008; Holburn & Zelner, 2010; Oliver, 1997; Peng, 2002). Second, we study the impact of country of origin on investments in the host country. Hence, we will not analyze the impact on marketing (see reviews in Bilkey & Nes, 1982; Jaffe & Nebenzahl, 2001; Peterson & Jolibert, 1995; Saran & Gupta, 2012; Verlegh & Steenkamp, 1999) or on employees (Moeller et al., 2013; Newburry et al., 2006). Third, we focus on the advantage and disadvantage of foreignness of subsidiaries that sell abroad. Subsidiaries that enter a country to obtain natural resources, factors of production, or strategic resources (Dunning, 1993) follow different mechanism, especially since these operations do not interact with consumers in the host country. Fourth, we analyze the advantage and disadvantage of foreignness in relationship to domestic companies, i.e., how the foreign nature of the firm affects its behavior. We do not study differences among subsidiaries coming from different countries (Klein, 2002). Fifth, we study the advantage and disadvantage of foreignness of the subsidiary operating in a country. We do not study the advantage or disadvantage of the MNE as a whole, which is derived from a dispersed network of subsidiaries (Ghoshal & Bartlett, 1990). Sixth, we discuss the advantage and disadvantage as polar extremes; in some cases the country of origin may have a neutral impact on advantage (Montgomery, 1995), in the sense that foreign and domestic companies are perceived and treated in equal ways, and thus no particular predictions can be generated regarding the impact of the country of origin as a resource on a firm’s investment.
The Impact of Consumer-Based Advantage and Disadvantage of Foreignness on Investment
Consumers’ interactions with foreign firms tend to be related to the consumption of products and services offered by the companies. Their objective is more centered on the satisfaction of their own needs, and they asses the foreign products and services and the firms that offer them on the basis of how well they satisfy these needs. This includes not only their individual preferences but also how the consumption of those products is perceived by their peers. Their stereotypes and biases about foreign countries in comparison to the home country (Maheswaran, 1994) influence their views of the foreign companies and their products. Consumers take the country of origin and their perceptions of it as a signal and the companies that come from those countries influence their views. These views are formed through their education and direct experience with the foreign countries as well as via the stereotypes prevalent in the country and the opinions of others (Maheswaran & Chen, 2009), and vary across consumers, with some having a positive view of foreign products and others having a negative view of foreign products (Holt, Quelch, & Taylor, 2004). Different from much of the literature on country of origin, we analyze the impact of the perception of consumers on a firm’s investments rather than on a firm’s marketing of products, modifying and extending previous arguments developed at the level of the product to discuss the influence at the level of investment. 
Consumer-Based Advantage of Foreignness. The consumer-based advantage of foreignness emerges when consumers prefer products and firms coming from foreign countries over domestic ones. Consumers prefer foreign products because of the implied connotations that the country of origin carries, such as higher technology, better design, or higher quality (Bilkey & Nes, 1982; Peterson & Jolibert, 1995; Maheswaran & Chen, 2009). However, just because the firm comes from a preferred foreign country does not mean that it will automatically enjoy an advantage of foreignness, because consumers have cognitive limitations that bias their perceptions of the country of origin of a brand (Samiee, Shimp, & Sharma, 2005). Additionally, there needs to be an alignment between the product of the firm and the industries that are perceived as being particularly advantageous in the country (Roth & Romeo, 1992). For example, firms from Germany and Japan tend to enjoy a strong advantage of foreignness when they are in mechanical and high-tech industries, while hand-made rugs coming from Iran are seen as superior. 

At entry, the foreign company facing a consumer-based advantage of foreignness is more likely to select the country for investment, but invest less than what the conditions would require, in order to maintain the claim of foreignness and thus benefit from the preference of consumers for foreign products. First, the consumer-based advantage of foreignness results in an increase in the demand for foreign products beyond what the intrinsic characteristics of the product would grant (Bilkey & Nes, 1982; Elliot & Cameron, 1994). This translates into a higher willingness to pay for the foreign product, which provides the foreign firm with the premium that can compensate for the initial costs of serving the host country. Or it can translate into a preference for the foreign products over domestic ones for the same price, which provides the foreign firm with an assured rather than potential market for its products. As a result, the foreign firm may choose to invest in countries in which either condition applies over those countries in which consumers do not provide it with an advantage of foreignness. 

However, the consumer-based advantage of foreignness also means that consumers value the foreign nature of the product and are more willing to buy or pay a premium for the perceived foreignness of the product. This leads companies to reduce investments in host countries, by discouraging firms from investing in production facilities in the host country, even if this would lower transportation costs and reduce foreign exchange exposure. Producing in the host country would harm the perceived prestige of the foreignness of the product (Johansson & Nebenzahl, 1986), as the company will not be able to claim the product is made in the desirable foreign country, and reduce the perceived value in the minds of consumers as the products can no longer be considered foreign. Thus, although the company may invest in distribution retail operations to benefit from their preferences, it may also maintain the foreignness of the product by importing it, limiting investments in production in the country even if it is economical. These ideas support the following proposition: 

Proposition 1. Before entry, foreign firms that enjoy a consumer-based advantage of foreignness in a host country are more likely to invest in that host country than in others, but once they decide to enter, they are more likely to invest less in the country than the market conditions of the country would call for (e.g., import products and distribute them rather create production facilities in the host country), ceteris paribus.

After entry, the consumer-based advantage of foreignness will induce the firm to continue limiting the investments it does in the country to maintain the perception of foreignness. If the products are being successfully marketed in the country and there are opportunities for expansion, it can invest in additional distribution and retail operations to reach dispersed consumers. However, foreign companies will limit their investments, maintaining production in the foreign country to be able to sustain the mystique and the brand prestige of the foreign-made product (Johansson & Nebenzahl, 1986). This foreignness does not always mean that the product has to be produced in the home country if the transportation is uneconomical, but that production is done outside the host country to maintain the claim of being foreign. Thus, for example, in the US the word “imported” is prominently displayed on the labels of the Japanese beers Asahi and Sapporo, but they are brewed under license in Canada (Alexander, 2013). 

The foreign firm can also limit investments in the adaptation of the product to the conditions of the host country. This can help maintain the mystique and differentiation of the foreign product by being foreign not only in its manufacturing but also in its design and functionality. The foreign company can invest in the adaptation of minimal features to ensure that the product complies with local regulations and requirements, such as electric power, but such investments may not reach the point to which products are designed with the needs of host country consumers in mind. For example, the Spanish retailer Zara does not have the larger sized clothes preferred by Americans, and instead has slim fits that only sell well in the largest cities (Economist, 2012); the company was critiqued for not carrying sizes bigger than 8 (ABCNews, 2012). We summarize these ideas in the following proposition:

Proposition 2. After entry, foreign firms that enjoy a consumer-based advantage of foreignness in a host country are less likely to undertake additional investments in the country than the market conditions of the country would call for (e.g., provide limited adaptation of products, not invest in local production…), ceteris paribus. 

Consumer-Based Disadvantage of Foreignness. Some firms may face a consumer-based disadvantage of foreignness when consumers in a host country dislike the country of origin of the firm and its products. Consumers may dislike the country of origin for nationalistic reasons, viewing foreign products as harming the development of firms and the growth of employment in their own country (Shimp & Sharma, 1987; see a review in Shankarmahesh, 2006). Alternatively, they may have a negative view of the quality of products manufactured in the foreign country because they perceive the country as being less developed than their own (Maheswaran & Chen, 2009). The result of this consumer-based disadvantage of foreignness is that the company will not be able to sell the products at a price that reflects the actual quality, and would have to lower the price to entice consumers to purchase the product and compensate for the perception. In extreme cases, the firm may find that consumers are not willing to purchase the product regardless of the price level because of their apprehension regarding the country of origin.

At entry, when the firm faces a consumer-based disadvantage of foreignness it may not select the host country and may instead select other countries in which it does not face such disadvantage. The company may decide that a country with consumers who have a negative image of foreign products may not be a profitable market. The company may have to increase the quality of the product (Knight, 1999) or lower the price of the product significantly (Cui, Wajda, & Hu, 2012) to compensate for the negative perception of the country of origin, and it may reach the level at which the price does not cover the costs. Moreover, if the firm is aiming to build a premium global brand, pricing differently across markets may go counter to the global image of the firm and the high price image of the products (Samiee & Roth, 1992) and thus it may decide that it is better off foregoing the host country. 
Nevertheless, the firm may choose to enter if the country provides an attractive market with good prospects and the firm can compensate for the disadvantage of foreignness by undertaking additional investments that reduce the perception of foreignness. This can take the form of moving manufacturing to the host country, so the company can claim that its products are no longer foreign but rather they are locally-made. This local production can help the firm address nationalistic sentiments (Shimp & Sharma, 1987) and the firm can advertise its contributions to the local economy. For example, after the recall experienced by Toyota, the firm undertook a campaign in which it highlighted how many of its cars were produced in the USA. The firm can also acquire local companies and their brands rather than using its own brands to sell the products (Anand & Delios, 2002). This can help disguise the association between the foreign owner and the products sold, using the consumer goodwill accumulated by the local firm and brand. We summarize these ideas in the following proposition:

Proposition 3. Before entry, foreign firms that face a consumer-based disadvantage of foreignness in a host country are less likely to invest in that host country than in others, but if they decide to enter, they are more likely to invest more in the host country than the market conditions of the country would call for (e.g., acquire and use local brands rather than foreign brands, acquire local firms or develop local production rather than import and sell…), ceteris paribus.


After entry, the company that faces a disadvantage of foreignness may choose to continue reducing the association with the foreign country, and thus limiting the negative impact of a consumer-based disadvantage of foreignness, by investing in the adaptation of products to the local market to be more locally responsive (Bartlett & Ghoshal, 1989; Johnson & Aruhthanes, 1995). The company can invest in deep and detailed market research to understand the views and preferences of local consumers. It can use this knowledge as a guide for its investments in local research and development to facilitate the adaptation of foreign products or the creation of new products for the conditions of the local market to reduce the perception of foreignness of the products. It can then invest in the redesign of the product and the reorganization of the production process to incorporate the changes, and in the creation of marketing campaigns that highlight the local content and local adaptation of the products. These ideas support the following proposition: 
Proposition 4. After entry, foreign firms that face a consumer-based disadvantage of foreignness in a host country are more likely to undertake additional investments in the country than the market conditions of the country would call for (e.g., undertake additional market research, local research and development, design, reorganization of production, local adaptation), ceteris paribus. 

In some rare cases, the consumer-based disadvantage of foreignness may take extreme forms that force the foreign firm to exit the country, because the firm suddenly does not have a market for its products or because its facilities and employees are subject to violence. Individual consumers do not have the power to force foreign firms out of the country as governments do by rescinding permits or imposing regulations. However, once dispersed consumers get organized, they can use this power to force the foreign firm to exit. Disagreements between the host and home country governments and/or perceived grievances to the host country may lead consumers to develop animosity and seek revenge on the foreign firms operating in the host country (Klein, Ettenson, & Morris, 1998; see a review in Riefler and Diamantopoulos, 2007). This consumer animosity against foreign firms can be stable, meaning that it has accumulated over time as the result of a series of events and is a long-lasting emotion, or can be situational, meaning that it is triggered by one particular event (Jung et al., 2002). Events trigger consumers to get organized and coordinate their actions, leading them to boycott the products of the firm, and thus forcing the foreign firm to consider exiting the country as it no longer has a source of revenue. For example, the products of the Danish dairy producer Arla were boycotted and the firm suffered massive losses in Middle Eastern countries after the publication of cartoons depicting the prophet Muhammad in a Danish newspaper, and the firm ended up closing a factory in Saudi Arabia (Knight, Mitchell, & Gao, 2009). Additionally, consumers may get organized and not just stop purchasing products, but even become violent against the facilities of the firm, resulting in the destruction of the products of the firm in retailers or of the facilities of the company, eventually forcing the firm to reconsider its operations in the host country. For example, the relocation of a Chinese oil rig to disputed waters near Vietnam led to violence and the destruction of Chinese-owned factories in Vietnam (Sevastopulo, Peel, & Grant, 2014). However, consumers react to the perceived country of origin of the firm rather than to the actual one (Samiee, Shimp, & Sharma, 2005), and thus it is companies coming from the perceived problematic country of origin that become harmed. As a result, for example, in May 1999, the bombing of the Chinese embassy in Belgrade by US planes sparked attacks on the Chinese franchises of the fast food restaurant Kentucky Fried Chicken but not of Pizza Hut, even though both were owned by the US firm Tricon. Managers of Tricon argued that maybe the Chinese viewed the Pizza Hut outlets as being Italian (Ruggless, 1999). These ideas lead to the following proposition:
Proposition 5. After entry, foreign firms that suffer a consumer-based disadvantage of foreignness in a host country are more likely to exit from that country as a result of external events (e.g., after political conflicts between the home and host country, violence…) than from other countries, ceteris paribus.

In sum, although the consumer-based advantage of foreignness may induce foreign firms to select the country over others, it will also lead them to invest less than the conditions of the country would dictate in order to be able to maintain the perception of foreignness of the products and the firm. In contrast, although the consumer-based disadvantage of foreignness discourages firms from selecting the country, in those cases in which they do decide to enter the country, they will tend to invest more than that the conditions of the country would necessitate to adapt and reduce the foreignness of the company in the minds of consumers. 

The Impact of Government-Based Advantage and Disadvantage of Foreignness on Investment
In contrast to consumers, the relationship between the host country government and the subsidiary of the foreign firm is one of mutual dependence, with the foreign firm bringing investment, employment, and capabilities to the host country and the host country providing access to the market and other resources (Lenway & Murtha, 1994; Ramamurti, 2001). The government’s development objective leads it to have a positive view of foreign companies setting up operations in the country, because they can help provide employment to citizens and bring technologies and financial investment to the country. However, in some cases governments have a negative view of foreign investors because of a perceived desire to maintain independence and protect local industry (Prebisch, 1959). As a result, the government-based advantage or disadvantage of foreignness varies across location, as well as across time with changes in the global environment and in governments (Ramamurti, 2001). Unlike the analysis of the impact of consumers’ perceptions we discussed before, the analysis of the impact of government officials’ perceptions on investments has been studied before; we nevertheless review it to provide a comprehensive framework and point of comparison. 
Government-Based Advantage of Foreignness. Governments tend to perceive foreign investors in a positive light because their investments bring not only additional funds to the country, but also employment for locals; new technological and organizational capabilities; and for companies that export, an increase in foreign exchange and an improved balance of payments (Stopford & Strange, 1992). These foreign capabilities can generate valuable spillovers to domestic firms via demonstration, training of local suppliers and distributors, and employee mobility (Blomstrom & Kokko, 1998). As a result, many governments have agencies devoted to attracting foreign investors (Wells & Wint, 1990).
At entry, the government’s preferential treatment of foreign firms over domestic ones will likely induce foreign firms to select the country for investment, and to invest more than the conditions of the country would call for thanks to the subsidization of costs. The government’s positive view of the benefits of foreign investors induces it to provide additional incentives to foreign firms that reduce their costs of establishment in the country in the form of direct subsidies as well as regulatory advantages (Huang, 2005). There are multiple ways in which governments provide preferential treatment to foreign firms, such as by subsidizing the cost of establishment in the country with, for example, tax holidays and lower taxes, grants and preferential loans, market preferences, infrastructure, monopoly rights… (Blomstrom & Kokko, 2003; Brewer & Young, 1997). These incentives lower the cost of establishing an operation in the country and thus make the country more attractive than alternative locations to the foreign firm (Brewer, 1992; Huang, 2003). Such benefits tend to be reserved for foreign investors, and not available to domestic firms, partly because governments see foreign companies as being more footloose in their selection of locations; before investing, foreign firms can select among a variety of locations and the provision of incentives may tip the cost-benefit decision in favor of one country over another (Helleiner, 1973). In contrast, domestic firms may not consider domestic investments as alternatives to foreign ones, because foreign investments entail additional costs over domestic ones (Eriksson et al., 1997). The subsidization of costs can lead the foreign firm to invest more, establishing a production operation instead of exporting from its home country (Chor, 2009; see a review in Greenaway & Kneller, 2007), or investing in excess capacity in the local operation and transforming it into an export platform from which it serves the host and other countries (Moran, 1998; see a review of export platforms in Ito, 2013). We summarize these ideas in the following proposition: 

Proposition 6. Before entry, foreign firms that enjoy a government-based advantage of foreignness in a host country are more likely to invest in that host country than in others, and once they decide to enter, they are more likely to invest more in the host country than the market conditions of the country would call for (e.g., production operations instead of only distribution, larger production capacity than what the market requires, production operations as an export platform rather than only to serve the local market…), ceteris paribus. 
After entry, the government-based advantage of foreignness can continue to provide an incentive for the firm to invest, and thus lead to higher investments than the country requires. In general, the firm’s ability to negotiate and obtain additional incentives and support from the government diminishes after the company invests and has assets committed in the country (Vernon, 1971, 1977). The reason is the foreign firm is no longer choosing among alternative locations, and its ability to credibly threaten to move is reduced unless it is willing to write off the investments. However, the government may provide additional subsidies to foreign investors to induce higher value-added investment in the country (Cantwell & Mudambi, 2000). Subsidies are likely to change in nature over time, because the government may be not only interested in investments but also in the upgrading of the host country operations to higher value activities. Thus, the government may provide incentives in the form of additional training of employees or targeted tax deductions for high value-added activities such as research and development, testing, or design (Guimon, 2009). These subsidies and incentives can induce managers of the firm to upgrade the mandate of the host country operation from serving the local market to acting as a center of excellence and serving other global operations of the multinational (Birkinshaw & Hood, 1998) or can induce the foreign company to upgrade the subsidiary to become a regional headquarters and manage not only subsidiaries in countries in the region, but also the intellectual property of the firm and the internal transfer pricing to benefit from lower taxes (Eden, 2009; Becker, Egger, & Merlo, 2008). These ideas lead to the following proposition: 
Proposition 7. After entry, foreign firms that enjoy a government-based advantage of foreignness in a host country are more likely to undertake additional investments in the country than the market conditions of the country would call for (e.g., higher mandate operations, high value-added activities (R&D, design, regional headquarters)), ceteris paribus.
Government-Based Disadvantage of Foreignness. However, not all governments support foreign firms; some governments actually discriminate against foreign firms and this results in a government-based disadvantage of foreignness. Some governments may dislike foreign firms because they perceive them as a threat to their sovereignty, with foreign firms undermining the ability of the government to exercise full control over economic decisions because these firms have the flexibility to shift production across countries in which they are present (Kobrin, 2001; Stopford & Strange, 1992). In other instances government officials may dislike foreign firms for ideological reasons, such as in countries that follow import substitutions policies that call for the substitution of imports and foreign-owned operations by domestic production and firms (Bruton, 1998) to reduce dependence on other countries and promote industrialization (Prebisch, 1959). 
At entry, foreign firms that face a disadvantage of foreignness may see the government establishing restrictions and controls on them, while domestic firms are less subject to such restrictions. These additional restrictions on foreign firms not only increase the costs of operating in the host country (Fitzpatrick, 1983; Kobrin, 1979), but may also alter the comparative advantage of the country in comparison to other locations. The government may even use regulation to prevent foreign firms from investing in particular industries while allowing domestic firms to do so. Although in some cases this may be driven by reasons of national security, in others it is driven by an ideology of promoting local firms and protecting them from foreign competition (Bruton, 1998) that has little to do with the strategic nature of the industry. For example, despite the liberalization drive that started in India in 1991, foreign supermarkets were still banned from serving consumers directly (Economist, 2011). As a result, the foreign firm may not invest in the country at all, even if there are good market opportunities, and may have to select other countries. 

Not all cases of the disadvantage of foreignness are this extreme, however. In many cases the disadvantage of foreignness takes milder forms, such as requiring foreign firms to establish joint ventures if they want to operate in the country, requiring majority domestic ownership of operations, requiring that nationals are a majority in boards of directors, restricting the employment of foreign nationals, requiring approval of investments that need to show economic benefits to the country… (Golub, 2003), which in effect limit the size of investments undertaken by foreign firms. Additionally, notwithstanding political strategies undertaken by the foreign firms to counter such constraints (Boddewyn, 1988; Encarnation, 1989), foreign firms that face a government-based disadvantage of foreignness may in some cases choose to limit their investments in the country and share the risk of investment with local entrepreneurs (Das & Teng, 2001; Kogut, 1988). These local entrepreneurs not only share the burden of investment, but may also act as tools for the foreign company to interact with the domestic government and ensure support for the partially foreign-owned operation (Hu, 1995). Whether it is because foreign companies are forced to use joint ventures, or because foreign companies choose to use them, the end result is a reduction in the amount of investment in the host country and a higher prevalence of joint ventures as the mode of operation. We summarize these ideas in the following propositions: 
Proposition 8. Before entry, foreign firms that face a government-based disadvantage of foreignness in a host country are less likely to invest in that host country than in other countries, and those that 

decide to enter are more likely to invest less in the country than the market conditions of the country would call for (e.g., smaller capacity than the market needs, non-production rather than production operations, use joint ventures rather than wholly owned operations…), ceteris paribus.

After entry, the disadvantage of foreignness can continue affecting foreign firms and limit their subsequent investments in the host country. The government may exclude foreign firms from the award of government contracts and grant such contracts to domestic firms instead (Branco, 1994) or may provide a price preferential to domestic companies (Trionfetti, 2000), in effect reducing the potential market for foreign firms and their ability to grow, particularly in industries dependent on government contracts such as infrastructure and utilities. The government may impose new regulations or taxes on foreign firms, but not on domestic companies, that discourage them from expanding operations. For example, in 2014 the Russian government undertook additional inspections of the US restaurant chain McDonald’s and closed some of the outlets for lack of compliance with regulations; this was viewed as being driven by retaliation against sanctions rather than by the need to ensure that the restaurants were sanitary (Matlack, 2014). An alternative way to discriminate against foreign firms is by ensuring that they comply with the rules and regulations but not enforcing such regulations on local players. For example, in the late 1990s, Coca-Cola in Brazil claimed that local soft drink makers evaded taxes, which was overlooked by the government and enabled them to charge lower prices than Coca-Cola could (Gertner, Gertner & Guthery, 2005). One outcome of such additional regulations or selective implementation of regulations is to increase the continued cost of operation of foreign firms in the host country. This discourages foreign firms from investing in their continued expansion as it may not be economical to operate with the increase in costs imposed by the government. This discussion leads to the following proposition: 

Proposition 9. After entry, foreign firms that face a government-based disadvantage of foreignness in a host country are less likely to undertake additional investments in the country than the market conditions of the country would call for (smaller operations, lower capacity…), ceteris paribus. 

In extreme instances of government-based disadvantage, the foreign firm may have to divest from the host country. In some cases, the government may impose discriminatory regulations against foreign firms (Spar, 2009), to the point of becoming so onerous that foreign firms may consider writing down the costs of the investments already made and exiting the country. Domestic firms are less likely to exit in the face of additional regulation as they may not be subject to the regulation. Even if they face new regulations, they do not have the same flexibility as foreign firms to move revenue-generating activities around countries unless they are multinationals (Kogut, 1985); even when domestic firms relocate headquarters to escape the home country they still maintain sizeable investments there (Barnard, 2014). In other cases, the government officials can take extreme positions in their dislike of foreign firms, and can force foreign firms out of the country by nationalizing their subsidiaries (Williams, 1975; Kobrin, 1985); this is more likely when governments have few checks and balances that prevent or delay the ability of politicians to implement extreme measures (Henisz, 2000). Although the emergence of multilateral institutions has altered the bargaining relationships between host governments and foreign firms, adding predictability to the outcomes (Ramamurti, 2001), while multinational firms can devise strategies for reducing the threat of nationalization (Moran, 1973), there is still the possibility of direct nationalization of the operations of foreign firms by host country governments. For example, in 2012 the Argentinean government nationalized the Argentinean YPF from the Spanish oil firm Repsol, even though it had privatized these same assets in the 1990s and sold its stake in YPF to Repsol (Bronstein, 2012). These explanations support the following proposition: 
Proposition 10. After entry, foreign firms that face a government-based disadvantage of foreignness in a host country are more likely to exit from that country as a result of external events (e.g., nationalization…) than from other countries, ceteris paribus.

In sum, the government-based advantage of foreignness tends to induce foreign firms to select that country over others and to invest more than the conditions of the country would dictate, because some of their costs of operation are subsidized by the host government. In contrast, the government-based disadvantage of foreignness tends to induce firms not to select the country and if they do choose it, to invest less than that the conditions of the country would require because they face higher costs and risks of operations. These predictions contrast with the analysis of the influence of consumers, in which there are diverging predictions on country selection and subsequent investment.  
The Impact of the Interaction between the Consumer-Based and Government-Based Advantage and Disadvantage of Foreignness on Firm Investment
Comparing the consumer- and government-based advantages and disadvantages, and the arguments that explain them, it is noticeable how they generate similar predictions on the selection of the country but competing predictions on the level of investments. Thus, both the government-based and the consumer-based advantages of foreignness lead firms to select the country for investment, while both disadvantages lead foreign firms to shun the country. However, after selection the predictions differ regarding the level of investment. Whereas the government-based advantage induces the firm to invest in the country more than what the conditions of the country would dictate to benefit from the incentives and subsidies for investment provided by the government, the consumer-based advantage leads the firm to have a smaller investment to maintain the foreignness of the products. Similarly, whereas the government-based disadvantage of foreignness induces the company to invest less in the country because it faces additional costs and risks, the consumer-based disadvantage of foreignness induces the company to undertake additional investments to localize the products sold. 
The interaction of these two effects into one analysis yields surprising combinations. Different from what one would commonly expect, the investment behavior that yields similar predictions is the one in which the government-based and consumer-based views of foreignness differ. We now discuss the interaction effects of these two factors, analyzing the impact of their alignment and misalignment on firm investment. This is a crucial novelty of the paper that has been missed in previous studies that have analyzed the government and consumer-based influences separately. 
Misalignment of government-based and consumer-based advantage and disadvantage of foreignness. On the one hand, in cases in which there is a misalignment of government-based and consumer-based advantage or disadvantage, initial and subsequent investments take similar directions, despite what one would expect from a misalignment on the valuation of foreignness. 

First, a firm that faces a government-based advantage of foreignness but a consumer-based disadvantage of foreignness would benefit from undertaking large initial and subsequent investments. The government-based advantage of foreignness means that the government is interested in attracting foreign firms to the country and thus willing to provide economic incentives in the form of subsidies, which not only reduce the costs of establishment but also induce the firm to operate at a larger scale than needed to serve the country. Moreover, the consumer-based disadvantage of foreignness induces the firm to also invest more in the host country to adapt and localize the operations and products to the requirements of local consumers and reduce their perceptions of the product’s foreignness by making it locally. We summarize these ideas in the following proposition: 

Proposition 11. Foreign firms that face a government-based advantage but a consumer-based disadvantage of foreignness in a host country are more likely to have larger initial investments and larger subsequent investments than the market conditions of the country would call for, ceteris paribus.

Second, when the firm faces a government-based disadvantage of foreignness and a consumer-based advantage of foreignness, it is better to undertake small initial and subsequent investments. Smaller initial investments enable the company to address the additional costs and risks that the government imposes, reducing the potential exposure to changes in policy and the risk of nationalization that a government-based disadvantage of foreignness can bring. Additionally, the consumer-based advantage of foreignness also induces the firm to undertake limited investments in the host country. As consumers have preferences for foreign products, the company will limit investments in the host country, importing products rather than producing them locally, and adapting them minimally to maintain their foreignness exclusivity and appeal among consumers. These arguments lead to the following proposition: 
Proposition 12. Foreign firms that face a government-based advantage but a consumer-based disadvantage of foreignness in a host country are more likely to have smaller initial investments and smaller subsequent investments than the conditions of the country would call for, ceteris paribus.

Alignment of government-based and consumer-based advantage and disadvantage of foreignness. On the other hand, in cases when there is an alignment of government-based and consumer-based advantages and disadvantages, initial and subsequent investments take diverging directions. 
First, when the company encounters a government-based and also a consumer-based advantage of foreignness, its investment strategy may need to evolve over time. At entry it may undertake a large initial investment to benefit from the incentives and subsidies provided by the government to reduce the costs of operation that accompany the government-based advantage of foreignness. The firm may invest in the host country to the level at which it can benefit from tax advantages or subsidized facilities. However, to address the consumer-based advantage and the associated consumer preference for foreign products, it may undertake smaller subsequent investments that limit the localization and adaptation of the products to the conditions of the local market to keep the foreign appeal. Hence, we propose the following: 

Proposition 13. Foreign firms that face a government-based and consumer-based advantage of foreignness in a host country are more likely to have larger initial investments and smaller subsequent investments than the conditions of the country would call for, ceteris paribus.

Second, when the company faces a government-based and also a consumer-based disadvantage of foreignness, its investment strategy also varies across time but in the reverse form. It can start with a small initial investment to deal with the additional costs and risks inherent in the government-based disadvantage of foreignness and limit its exposure to the host country and the dislike of the government toward foreign firms. Later, as it gains experience dealing with the host country government, it may consider undertaking larger investments to adapt the products to the preferences of local consumers and even consider producing in the host country to reduce their concerns about the foreignness of the product. These ideas are summarized in the following proposition: 

Proposition 14. Foreign firms that face a government-based and consumer-based disadvantage of foreignness in a host country are more likely to have smaller initial investments and larger subsequent investments than the conditions of the country would call for, ceteris paribus.
CONCLUSIONS
In this paper we provide a nuanced understanding of how the country of origin of a firm affects its investments in a host country, integrating insights from the RBT and the country-of-origin literature. Different from other studies that have tended to study the influence of government-based and consumer-based assessments of the country of origin separately, we connect these two and analyze both the advantage and disadvantage associated with their valuations of the foreign country.  This integration helps not only to advance both areas of inquiry but also to generate new insights that could not have been established with only one approach. 
First, the integration of ideas contributes to a better understanding of the country-of-origin literature of international marketing. Viewing the country-of-origin as a resource helps extend the realm of analysis of the literature from the marketing of products and services (Bilkey & Nes, 1982; Maheswaran & Chen, 2009) to the investments in the host country. The paper highlights how the country of origin can provide an advantage and disadvantage at the same time, as consumers and government officials may have different perceptions of the value of the foreign country and thus react differently to the foreign nature of the firm. Moreover, their distinct perceptions may result in competing influences on the firm and resulting dynamics in the firm’s investments in the host country which cannot be identified in separate analyses of the government or consumers as has been done previously. 
Second, the integration provides a nuanced understanding of the sustainability of the advantage of the firm. The study highlights how the same resource, the country of origin in our case, can become a source of advantage or disadvantage across time. This temporary nature of the advantage is not based on the ability of competitors to overcome barriers that limit the imitation or substitution of the resource, which has been the focus on most studies (e.g., Dierickx & Cool, 1989; Lippman & Rumelt, 1982; Peteraf & Bergen, 2003; Rivkin, 2000). Instead, it is based on how individuals grant value to the resource. Value is an area of the VRIS framework that has received little attention (Adner & Zemsky, 2006; Lepak, Smith, & Taylor, 2007) and this paper highlights its importance. Rather than being an intrinsic characteristic of a resource, value is determined by the perceptions of individuals outside the firm, in our case consumers and government officials. 
The theoretical paper has some boundary conditions that we established to make the analysis manageable, and which can be relaxed in future research. First, the proposed arguments are ceteris paribus firm advantages. Future studies can analyze how firms with particular characteristics address these influences differently and undertake different investments. Moreover, we did not discuss how the advantage and disadvantage may vary by industry, and thus the alignment between the country of origin and the industry of the firm supports or detracts from the advantage and disadvantage. Second, we focused on the impact of the government and consumers’ view of the country of origin on investments, complementing studies that have discussed the view of employees (Moeller et al., 2013; Newburry et al., 2006). Future studies can analyze the influence of the views of other stakeholders (e.g., suppliers, investors…) on other firm behavior (e.g., technology development, finance, logistics…). Third, we focused on firms that enter a country to sell and thus for whom the view of consumers is important. Future studies can analyze how other entry motives, such as access to natural resources or better inputs, modify the impact of the view of the country of origin on investments and other firm behavior. Fourth, we compared foreign firms to domestic ones and did not discuss differences across perceptions of various foreign countries. Future studies can compare how different assessments of the country of origin provide a differing advantage or disadvantage. Finally, for simplification we focused on the country of origin of the firm. Future studies can analyze firms that have multiple countries of origin, or that create products from a diversity of countries, and how the mix of countries alters the assessment by individuals in the host country. In all these cases that future studies can analyze, the diverging views of consumers and the government, or other stakeholders that can be added to the analysis, is likely to lead to interesting and nuanced insights on the impact of the country of origin on firm behavior. 
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Table 1. Differences between government and consumers in their relationship with foreign firms
	
	Government
	Consumers

	Interaction
	Directly with the firm and its managers
	Directly with products and services

	Objective
	Development of the country
	Consumption and status 

	Power 
	Concentrated and coordinated
	Dispersed and uncoordinated

	Knowledge
	True foreign origin of firm
	Perceived foreign origin of firm

	Decision-making
	Economic, assessment of benefits and costs
	Emotional, assessment of feelings


Figure 1. Theoretical framework, direct effects

[image: image1]
Figure 2. Theoretical framework, joint effects
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