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Abstract
This paper identifies the role of institutions when considering the foreign market entry as a global strategy of expanding firms. When developing a global strategy, different institutional environments have an impact on the decision making. Thus, companies adjust to the relevant institutional environment to become competitive in the international markets. First, the paper analyzes the role of institutions in foreign market entry consideration. Secondly, the paper analyzes the role of culture in shaping institutions, and lastly, the barriers to international market entry are analyzed in the context of weak institutions where Indonesia is evaluated as an example. 










Introduction
With the rapid growth in economies and the advent of globalization, firms face some challenges concerning the entry into the particular foreign market. There are different strategies for entry into foreign markets used by various firms. The primary considerations in expanding a business to foreign markets are the capabilities and the internal resources factor. They are in no doubt crucial. However, before making decisions on the foreign markets, putting into consideration, the institutions of the foreign market is also important. Strong institutions have proven to have a positive impact on international business strategy. Institutions have a significant influence on how international trade policies are implemented and executed (Peng, Li Sun, Pinkham & Chen, 2009). 
Institutions significantly shape company’s strategies on the global market as stated by Wright, Filatotchev, Hoskisson & Peng (2005). They vary from country to country and thereby the need to consider a country’s institution framework before making a foreign investment decision. Tonoyan, Strohmeyer, Habib and Perlitz (2010) define institutions as formally accepted or written rules and regulations implemented for the smooth running of the economy of a given country in its legal setup. Seyoum (2009, p. 166) also states that the World Bank’s definition of institutions as the formal and informal set of regulations that governs the actions of organizations and individuals and the overall interaction of the participants in the process of development. Institutions are categorized into formal and informal institutions. Legal institutions include business regulations, property rights, investment laws, judiciary system among others. Informal institutions include cultures, norms and ethics.  

Role of Institution on Foreign Market Consideration
Effective institutions cut the cost of investment. For instance, corruption increases the cost of investment in a country where it is practiced. Therefore, a strong institution streamlines the procedure for doing business in domestic and foreign markets and provides the solution in case of disputes. Strong judiciary systems boost the confidence in investors as solving a conflict between the traders can be settled in a fair manner. Political stability also plays a vital role while doing business. Thus, a democratic political institution is stronger than authoritarian institutions. Thus, investors prefer investing in politically stable countries since they have confidence in the security of their investment. 
Institutions have a crucial role in markets in supporting the functioning mechanism of markets to ensure that individual investors and firms can participate in making transactions with minimal risks and without incurring undue costs (Peng, 2009). Institutional arrangements are considered to be strong when they support free exchange and support efficient market mechanism. On the other hand, institutions are termed as weak when they undermine markets or fail to ensure efficient markets. According to MacMillan (2007), the strength of institutions in developed economies and their role are almost invisible. However, weakness in the institutions of emerging economies is highly ‘conspicuous.’ Institutions play a crucial function in providing information about business partners. Thus, they ensure that there are no information asymmetries in the market. Thus, an institution saves individual investors and firms the cost of gathering the required information and thereby lowers the cost doing business. 
Another important role of institutions is the property rights protection. The institutions protect the private property of firms and individuals. According to Mokyr (1990), private property should be protected to ensure sustainable economic growth. The countries with strong institutions protect the property rights of investors and thus encourage investments in the country. On the contrary, those countries with weak institutions do not protect the property rights in a significant manner and investors would avoid such countries when making investment decisions. The property rights include; ownership, intellectual property, enforcement of contract among others. The developed economies are usually characterized by strong institutions where the court system and the government guarantees the rule of law and thereby punish unlawful doings (MacMillan, 2007)
There are different institutional cultures from one country to another. However, since the goal of firms is to minimize uncertainty when considering the foreign market, it is crucial for firms to analyze the institutional structure of a country of interest. Emerging economies are believed to have weaker structures compared to developed economies. Thus, investors analyzes whether they can cope with the institutional structures of either economy. However, an investor whose country has weaker institutional structures adapts quickly to a foreign market with weak institutions. 
Institutions and Culture
A nations’ culture is one of the factors that firms put into consideration when doing business across borders (Leung et al., 2005). Thus, the concept of culture is of significant concern on international strategy. The concept of culture can be measured be evaluated independently in a given country, and it is correlated with the institutional environment. The culture in of a nation shows the values of a society that translates to norms for behavior. Therefore, the norms of behavior have an influence on the strength of an institution. According to Oliver (1997), the strategic plans of firms are affected by both the host country institutional environment as well as that of a foreign country. 
Slow economic growth is associated with institutional, government and organizational failures among others. For instance, the economically stagnating countries are characterized by corrupt leaders, inadequate law enforcement, and incompetent politicians, among others. Thus, the culture of a given country has a strong influence on their institution's strengths. Culture has a significant relationship between the behaviors of individuals as stated by Greif (1994).
Political institutions play an important role in the decision to invest in a foreign country. Investors value those political institutions that are based on beliefs and values that are supported by the majority of the population. Corruption is a norm in some political institutions and investors avoid such institutions as the uncertainty of business success becomes high (Greif, 1994).  Thus, the culture of democracy makes institutions strong and boosts the domestic and foreign confidence in investing in a country. Further, authoritarian political institutions are sources of political stalemate that usually results in revolution and political instability and investors might be discouraged to invest in such countries for fear of losing life and property.. 
Culturally distant markets are a challenge for foreign investors. According to Oliver (1997), institutional environments in most developing countries do not value fair competition that developed markets. Therefore, potential investors from developed markets find it a challenge to adapt to such environment. 
Barriers to Entry – Weak Institutions
Manifestations of weak institutions include corruption, political instability, increase in the gap between the rich and the poor and corrupt judiciary among others. Indonesia is one of the countries that had weak institutions. The government of Indonesia reverted to public sector economy after the growth in revenue generated from oil (Rodrick-Jones & Thee, 2004). The country institutional systems assumed bureaucratic capitalism where the influential public figures controlled the lucrative offices for personal gains. As a result, private sector resources became misallocated, and the private investment deteriorated. The financial institutions were regulated on the loan ceiling, and potential investors could not access enough funding from the banks. Further, the judicial system collapsed in the country since the judges were manipulated and were exposed to political pressures (Rodrick-Jones & Thee, 2004). 
The weakness in the private and public institutions in Indonesia discouraged investment in the country by both the domestic and foreign investors, hence the gross domestic product reduced significantly during that era (Rodrick-Jones & Thee, 2004)
In conclusion, institutions have an influence on global strategies among investors. Therefore, investors should conduct analysis to identify the institutional frameworks that best suits them. Political stability, independent judicial systems, democratic leadership, law and order enforcement among others are signs of institutional strengths.
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