
1 
 

Institutional Voids and Innovation Governance: A Conceptual 

Exposition of the Open versus Closed Architecture Choice1 

 
Tahiru Azaaviele Liedong, University of Bath, UK 

Augustine Awuah Peprah, University of Professional Studies, Ghana 

Joseph Ebot Eyong, De Montfort University, UK 
 

  
 

Main message:  

The choice of open versus closed innovation is shaped by the interplay between firms’ 

analytical orientation and the institutional conditions within firms’ operating environments.   

 

Three additional sentences:  

 

Whereas there is a plethora of research about the antecedents of innovation performance, 

there is a lack of understanding about the factors affecting and influencing innovation 

governance.  

Regulatory, normative and cognitive institutional voids have differential impacts on the 

choice of open versus closed innovation. 

Firms’ analytical orientation, political connections and collaborating partners’ home country 

institutions moderate the effect of institutional voids on innovation governance 
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Introduction 

Innovation is widely recognised as a cornerstone for profitability and an important source of 

competitive advantage among firms in emerging and advanced economies (Hult et al., 2004; 

Hashi & Stojcic, 2013; Tsai & Yang, 2013; Wadho & Chaudhry, 2018). Due to this value-

creation potential, governments, practitioners, and scholars have increasingly shown interest 

not only in understanding what drives innovation but also how to stimulate and promote it. 

Scholarly research has revealed that innovation is impacted by a multitude of factors 

(Crossan & Apaydin, 2010; Smith et al., 2008) including access to capital (Stanko & Henard, 

2016; Mollick & Robb, 2016), managerial political and social connections (Li et al., 2018; 

Gao et al., 2017), government support (Szczygielski et al., 2017; Wang, 2018), and firms’ 

capabilities (Xie et al., 2018; Frambach & Schillewaert, 2002).  

While knowledge of these antecedents is useful, we note that extant innovation 

literature has, so far, overlooked two crucial issues. First, studies are dominantly focused on 

innovation performance, a construct often operationalized as the market value of new 

products (e.g. Foss et al., 2011; Li et al., 2018; Zhang et al., 2014). Hence, previous research 

seems to be overly concerned with the instrumentality of innovation, to the detriment of 

fostering a deeper understanding of innovation processes in general and innovation 

governance in particular. Whereas it is unequivocal that the locus, organization or design of 

innovation could be closed (i.e. firm only) or open (i.e. network) (Crossan & Apaydin, 2010), 

there is limited knowledge about the conditions or factors that influence firms’ choice 

between closed and open governance modes (Felin & Zenger, 2014; Almirall & Casadesus-

Masanell, 2010; Baldwin &von Hippel, 2011). This choice is fraught with trade-offs which 

have ramifications for competitive advantage (Chesbrough, 2003; von Hippel, 2005; Manzini 
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et al., 2017; Trott & Hartmann, 2009), and is thus a crucial one whose understanding has both 

theoretical and practical implications.  

Second, research has sparingly explored the impact of nation-level institutions on 

innovation performance and innovation governance. Review of the literature reveals that only 

a few studies have examined the antecedents of closed versus open innovation, with the 

determinants often clustering around problem complexity, managerial personalities and firm 

capabilities (e.g. Aylen, 2010; Felin & Zenger, 2014). Evidently, there is a paucity of 

conceptual theorization and empirical testing to push and extend innovation governance 

boundaries beyond internal organizational dynamics. This has fostered and accentuated an 

erroneous and implicit assumption that innovation is internally driven, and that the external 

environment plays a passive role in the process. In this respect, studies have ignored the 

centrality of national and institutional contexts. North (1990), for instance, argued that 

institutions dictate the business environments within which firms operate. Institutions also 

influence firms’ strategy (Oliver, 1991; Luo, 2004) and can thus shape firm innovation. This 

is particularly true in emerging countries which are fraught with institutional voids (Khanna 

et al., 2005).  

Emerging countries have higher growth rates than the rest of the world (Kothari et al., 

2013). They also receive large amounts of foreign direct investment (FDI). According to 

UNCTAD (2018), about half of the top 10 host countries for FDI flows in the world are 

emerging economies. In 2017, while FDI flows to developed economies fell sharply by 37%, 

FDI flows to developing economies remained unchanged. This attests to the attractiveness of 

emerging countries whose prominence for innovation research is two-fold. First, they have 

enormous business opportunities (Ferreira & Ferreira, 2018). They are also home to 

innovative and competitive companies that are not only locally and regionally formidable but 
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are also making substantial investments globally (Subramaniam et al., 2015). However, the 

literature has not rendered an adequate picture of what drives innovation and innovation 

governance among firms in emerging markets (Back et al., 2014). Second, emerging 

countries are ridden with institutional voids which pose significant challenges to innovation 

and shape innovation governance, but as argued earlier, neither these countries nor nation-

level institutions have received adequate attention in innovation research.  

In this paper, we address the issues above by drawing from neo-institutional theory to 

theorize how the choice of open versus closed innovation in emerging markets is affected by 

institutional voids. We leverage Scott (2001) to theorize how voids in the regulatory, 

cognitive and normative dimensions of firms’ institutional environments influence innovation 

governance. Doing this, we move away from an “aggregated” view of institutional voids to 

unpack the differential impact of three sets of voids. In this sense, our study provides finer-

grained analyses of how institutional conditions shape innovation processes. We also theorize 

how the effects of institutional voids are moderated by firms’ analytical orientation, i.e. the 

viewpoint firms adopt when they assess and evaluate strategic or operational issues. This 

contingent theorization captures how firms’ internal predispositions and analytical frames 

interact with external conditions to affect innovation design, and thus sheds more light on the 

dynamic consequences of institutional voids for innovation governance. Overall, our study 

contributes to an emerging body of research about governance issues within the context of 

innovation (Baldwin & von Hippel, 2011; Felin & Zenger, 2014; Veugelers & Cassiman, 

1999).  

The remainder of the paper is organized as follows. Next, we unpack institutional 

voids using Scott’s (2001) three dimensions of institutions. We also discuss innovation 

governance with specific regards to open versus closed innovation, and define analytical 
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orientation. After, we develop the propositions of the study and discuss their implications for 

theory. We conclude with directions for future research.            

Institutions and Institutional Voids 

Recent literature in strategy and international business has acknowledged the fundamental 

impact of macro-level institutions in emerging economies (Doh et al., 2017; Khanna & 

Palepu 1997, 2010; Mair et al., 2012). Institutions reflect the ‘‘rules of the game’’ (North, 

1990), serving as the basic framework which affects how organizations behave and conduct 

their operations.  Institutions, which can be both formal and informal, emanate from 

regulatory structures, laws, courts, governmental agencies, professions, cultural practices and 

societal norms and scripts (North 1991; Scott, 1995). They establish expectations that 

regulate acceptable actions and practices for firms (Meyer & Rowan, 1991), and constitute 

the basic logic by which rules, laws, and taken-for-granted behavioural expectations occur 

and are enacted (Zucker, 1977). Researchers have identified a myriad of dimensions of 

institutions and how these dimensions shape firms’ behaviours and decisions. Scott (1995) 

for example, suggested three fundamental pillars through which institutions function: 

regulative pillar, normative pillar and cognitive pillar.  

The regulative pillar of institutions guide behaviour of actors by means of rules, 

monitoring, and enforcement. These regulative mechanisms are primarily rooted in 

governmental legislation, industrial agreements and standards and they reflect demands of 

governments and regulatory bodies to conform to laws and other requirements (Bruton, 

Ahlstrom & Li, 2010; Scott 2007). The normative pillar signifies society’s values and norms 

that direct organizations and individual behaviour through social obligations and 

expectations (Scott, 2001). These values and norms shape behaviour by specifying what is 

appropriate and acceptable in social situations and define how things are to be done (Scott, 
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2007). Normative institutions exert influence on firms and individuals because of social 

pressures to conform. The final dimension of institutions is the cognitive pillar. This 

dimension guides behaviour based on instinctively and steadily constructed rules and 

meanings which limit beliefs and actions (Bruton et al, 2010). The cognitive pillar functions 

primarily at the individual level using culture and language (Scott, 2001) and other taken-for-

granted behaviours that are hardly thought of (DiMaggio & Powell 1991; Meyer & Rowan, 

1991). This pillar is increasingly imperative to strategy research concerning how societies 

accept firms/businesses and how entrepreneurs learn values and ethics. 

While the conduct of business in any given environment is known to be determined 

by the nature of institutions, Khanna and Palepu (1997; 2010) argue that some of these 

institutions can be entirely absent or underdeveloped, thus creating “institutional voids” 

which inhibit the effective and efficient functioning of economic markets. Institutional voids 

can characterize any economy but are most prevalent in emerging markets where they hamper 

the mechanisms that allow business partners (buyers and sellers) to interact, causing 

transaction costs of market activity to rise. These transaction costs do not only affect the 

relationship between the business partners, but they also diminish incentives for innovation 

and the leveraging of unique talent, knowledge and skills. Institutional voids may include 

poor enforcement of commercial laws, weak legal protection for property rights, inefficient 

market intermediaries and opaque legal systems (Khanna & Palepu 1997; Mahmood & 

Mitchell 2004). Many emerging markets suffer from unpredictable regulatory changes, 

government interference, political hazards such as political instability, widespread corruption, 

bureaucratic red tape, and ambiguous laws and rules (Luo & Tung 2007). Together, these 

institutional voids severely hamper important strategic actions of firms, such as how to 

innovate products and services in these markets. 
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Institutional voids, whether in the form of missing or malfunctioning institutions, may 

exist in regulatory, normative, cognitive institutions. Hence, institutional voids can be 

classified into regulatory voids, normative voids and cognitive voids. Regulatory voids define 

the lack of or underdevelopment of regulatory institutions which represent formally codified, 

enacted and enforced structure of laws and regulations in a society (DiMaggio & Powell, 

1983; Scott, 1995). Normative and cognitive voids, on the other hand, are principally 

associated with informal structures of institutions and they specify the absence or 

underdevelopment of normative and cognitive institutions (Doh et al., 2017). These voids 

emerge from the lack of standards and commercial agreements such as those developed and 

established by trade associations, professional bodies, business groups, as well as from weak 

aspirations and cognition among people. 

Strategic management and international business researchers have devoted sustained 

attention to examine how institutions impact firms, including entry mode decisions 

(Brouthers, 2002), treatment of business risks (Delios & Henisz, 2000; Stevens, Xie, & Peng, 

2015), CSR choices (Young & Makhija, 2014) and performance (Cuervo-Cazurra & Dau, 

2009). In contrast, little attention has been focussed on how institutional environments shape 

firms’ innovation and product architectural design decisions, despite the understanding of the 

influence of institutions on a firm’s ability to innovate being an essential issue for 

management scholars (Sorensen & Stuart 2000). Innovation occupies a dominant position 

among all organizational processes and outputs, not only because it is a prime means by 

which firms compete and grow, but also because it intensely affects social and economic 

evolution (Eisenhardt & Tabrizi 1995; Sorensen & Stuart 2000). Therefore, we seek to shed 

light on this gap by merging the institutional voids and innovation literature to explore the 

direct linkages between institutional voids and innovation.  
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Innovation Governance: Open versus Closed 

Innovation is not only considered as an important source of competitive advantage in a 

dynamic environment (Dess & Picken, 2000; Tushman & O’Reilly, 1996) but one of the 

most critical determinants of firm performance (Mone et al., 1998). According to Literature 

on innovation management, an important unresolved question is whether a firm adopts a 

closed innovation design or an open one (Almirall & Casadesus-Masanell, 2010; Felin & 

Zenger, 2014; Ili, Albers, & Miller, 2010). Scholars have approached this important question 

by pointing to the fundamental difference between open and closed innovation. The central 

idea of open innovation is that a single firm cannot innovate in isolation and therefore must 

engage with external partners to obtain ideas and resources (Chesbrough, 2003a; Laursen & 

Salter, 2006). In defining open innovation, Chesbrough (2003b: XXIV) contends that it ‘is a 

paradigm that assumes that firms can and should use external ideas as well as internal ideas, 

and internal and external paths to market, as firms look to advance their technology’. This 

implies that firms adopting an open innovation governance focus on ‘the use of purposive 

inflows and outflows of knowledge to accelerate internal innovation, and to expand the 

markets for external use of innovation, respectively’ (Chesbrough et al., 2006: 1). In contrast, 

closed innovation advances the argument that firms must generate their own innovative 

ideas, and develop, build, market, distribute, finance, and support their own innovation 

process (Chesbrough, 2003a). In closed innovation, the need for firms to look beyond their 

boundaries to create and adopt knowledge and learn from external parties is insignificant.  

While various factors have been identified as critical determinants of the innovation 

governance decision (Brouwer & Kleinknecht 199; Hult et al., 2004; Love & Roper 1999; 

Lee & Kim, 2009; Nelson, 1993), the influence of various institutional conditions in the 

firms’ business environment on this choice has received less attention. In other words, 
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innovation studies have not yet achieved a clear understanding of how innovation and 

architectural designs interact with the institutional environment (Chang et al. 2006). 

Therefore, it becomes very imperative to address the question of how the institutional 

environment shapes firms’ decisions to adopt open/closed innovation governance. 

Explicating Analytical Orientation  

Building on insights from the institutions-based (Peng, 2002; Banalieva et al., 2015), 

industry-based (Porter, 1979) and resource-based (Barney, 1991; Wernerfelt, 1984) views of 

strategy, which are collectively called the strategy tripod (Gao et al., 2010), we define 

analytical orientation as the perspectives, processes and practices that underpin the strategic 

choices and decisions a firm makes when dealing with business situations. It denotes the 

viewpoint firms adopt when they analyze strategic and operational issues, and reflects 

prevalent or encouraged behaviours, values and activities related to how firms generate 

business intelligence and respond to issues in their operating environments. As such, it is a 

core component of corporate culture and has implications for decision making. Consistent 

with the multidimensional nature of other business orientations such as market orientation 

(Narver and Slater, 1990), analytical orientation comprises three elements: issue framing, 

issues diagnosis, and issue resolution. 

 Issue framing concerns how firms identify and define the issues or problems they 

face. In line with rational normative models of strategic decision making (Hitt and Tyler, 

1991; Baron, 1985; Simon, 1960), issue framing is about whether firms resort to internal or 

external prompting to identify issues. In this sense, it is about whether business intelligence is 

internal or external of the firm. Issue diagnosis entails the extent to which a firm attributes 

the issues or problems it faces to internal or external sources and causes. To some extent, it 

reflects a firm’s blame culture (Lupton and Warren, 2018), which is impacted by 
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organizational, legal and social factors (Skarlicki et al., 2017) and particularly by the 

affirmation of self-concept which encourages the assignment of blame or failure to others 

(Crocker and Park, 2004). Therefore, issue diagnosis is concerned with whether firms 

disproportionately attribute issues or problems to inside or outside dynamics. Finally, issue 

resolution refers to the extent to which firms resolve issues using own or external resources 

and capabilities. It concerns firms’ locus of control and whether they believe they are self-

sufficient to address their own problems.  

---------------------------- 

Insert Figure 1 Here 

---------------------------- 

Applying analytical orientation, firms can be classified on an introspective-

extrospective continuum (see Figure 1). Introspective firms are inward-looking firms which 

mainly consider internal resources, capabilities and conditions when they analyze issues, 

whereas extrospective firms are outward looking firms that tend to dominantly consider 

external conditions, trends and developments when they make strategic decisions. 

Consequently, extrospective firms have a better understanding of their external environments, 

which they believe have a more prominent impact on their operations. In constrast, 

introspective firms have a better understanding of their internal environments, which they 

believe hold their key to prosperity. Summarily, introspection and extrospection have 

differential implications for firms’ sensing capabilities (Teece et al., 1997; Winter, 2003). 

Bringing this into context, we advance that analytical capability affects how firms perceive, 

evaluate and adapt their innovation governance to external institutional voids. 
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Institutional voids and Innovation Governance 

In this section, we develop our conceptual model (Figure 2) to show the differential impact of 

regulatory, normative and cognitive voids on innovation governance and how this impact is 

contingent on firms’ analytical orientation.  

---------------------------- 

Insert Figure 2 Here 

---------------------------- 

Regulatory voids and open/close innovation 

Firms are embedded in regulatory environments (Zukin & DiMaggio 1990), hence their 

strategic decisions and actions reflect the extent to which they conform to the rules of their 

business contexts. The elements of the regulatory domain consist of laws and policies which 

do not only form and constitute the grounds of organizational and industry action but also 

create boundaries to ensure stability (North 1990, Scott & Meyer 1994; Williamson 1975, 

1991). In other words, the regulative domain of institutions provide support and establish the 

foundation for transactions in an economy, reduce business risks for both new or existing 

firms and facilitate entrepreneurs’ efforts to acquire resources (Busenitz et al. 2000). The 

absence or underdevelopment of these regulatory institutions does not only threaten the 

foundations for efficient and effective market transactions, but also significantly shapes 

firms’ decisions about innovation governance. 

In a business environment where regulatory voids are prevalent as in the case of many 

emerging economies, the risk of investment increases and firms’ motivation to embark on 

innovative initiatives reduces (Wu, 2013; Yi et al., 2013). More particularly, regulatory voids, 

which characterise inadequate enforceability of legal agreements, inefficient court systems, 

and weak protection of intellectual property rights, do not only inhibit innovation but they 

also force firms to internalize their knowledge-intensive activities and processes.  For 
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example, in an emerging economy where intellectual property laws are weak and court 

systems are inefficient to deter copyright infringement, imitation of proprietary knowledge 

becomes the order of the day, culminating in a poor return on innovation. Under such a 

condition, firms become more inclined towards close innovation as a means of keeping their 

intellectual assets in-house. 

On the contrary, in an economy where there are strong intellectual property protection 

mechanisms, firms are protected against expropriation, allowing them to openly and safely 

share and commercialize their innovative solutions by collaborating with other partners. In 

other words, a well-established and strong legal protection of intellectual property rights 

encourages firms to share and rely on external sources to establish their innovation process 

(Chesbrough & Bogers, 2014). Hence, we propose that:  

Proposition 1a: Under conditions of high regulatory voids, firms are more likely to 

choose closed innovation over open innovation 

Firms’ analytical orientation (i.e. introspective versus extrospective) matters when making 

key strategic decisions concerning their innovation governance and processes (Narver and 

Slater, 1990), especially when the firms operate in institutionally voided environments. As 

argued above, firms are more likely to adopt closed innovation over open innovation when 

the regulatory domain is weak or inefficient. This inclination toward closed innovation is 

stronger when the firms have an extrospective analytical perspective. Unlike introspective 

firms which are naturally inward-looking (i.e. they principally rely on internal resources, 

capabilities and conditions when analysing and making key decisions), extrospective firms 

are more outward looking and they tend to focus on external conditions, trends and 

developments when framing, diagnosing, and analysing strategic and operational issues.  This 
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orientation affords them the opportunity to have a deeper understanding of the impact of the 

external environments on their strategic decisions and operations. 

 Consequently, an extrospective firm will most likely examine how inefficient 

regulatory institutions will impact its decisions. For instance, in the case of weak and 

underdeveloped intellectual property laws and court systems in emerging economies, an 

extrospective firm will develop a clearer understanding and appreciation of the consequences 

of these institutional weaknesses. Having full knowledge about the effects of regulatory 

voids, (for example, possible eroding of the appropriable value of innovation, high 

transaction costs and greater uncertainty about the success of innovation), the extrospective 

firm will, therefore, see a stronger urgency for closed innovation. Hence, we argue and posit 

that: 

Proposition 1b: Under conditions of high regulatory voids, the preference of closed 

innovation to open innovation will be stronger among extrospective firms  

Cognitive voids and open/close innovation 

The strategic decisions of firms in both developed and emerging economies are influenced by 

the cognitive categories by which decision makers interpret and make sense of their business 

contexts (Singh et al. 1986; Haveman 1993). In other words, strategic decisions are largely 

limited by the cognitive mindsets of organizational decision makers. This implies that 

cognitive institutions significantly determine and influence firms’ innovation process 

(Mahmood & Rufin, 2005; Wang et al., 2015). These institutions are often seen as the taken 

for granted beliefs and shared mindsets inherent in the cultural values of society (Scott 2008). 

When the cognitive dimension of the institution is underdeveloped, cognitive voids are said 

to exist. 
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 We argue that when the institutional environment in an emerging economy is 

characterised by high cognitive voids, firms with extrospective orientations are more likely to 

opt for closed innovation. For example, Herrington et al. (2017) observed that many 

emerging economies including South Africa continue to experience problems in their 

educational systems and this increasingly hampers entrepreneurial and innovative 

interventions. The lack of skills and absence of quality education in emerging countries 

represent important voids, which obstruct the entrepreneurs’ ability to grow and develop an 

innovative venture (Urban, 2013). Similarly, where an economy lacks skilled labour force 

and high-quality academic and professional institutions such as universities, innovation 

suffers. Under conditions of poor training and skill-sets among people as well as 

unprofessional attitude towards innovation and business, extrospective firms easily come to 

understand and appreciate the situation that suitable external partners for beneficial and 

successful open innovation are limited or unavailable. Hence, they do not see the benefits of 

open innovation, and will thus choose a closed system. We, therefore, argue that: 

Proposition 2a: Under conditions of high cognitive voids, extrospective firms are more 

likely to choose closed innovation over open innovation 

However, if cognitive voids continue to soar, for example, resulting in an extensive shortage 

of skilled, innovative and creative employees in an economy, firms may use collaborations 

with external partners to augment their innovation processes. Under such dire conditions, 

firms that are inward looking (i.e. more likely to naturally capitalize on internal resources and 

capabilities when dealing with issues) may realize that their internal approach to innovation 

will not be sufficient. Consequently, they will opt to tap ideas from outside, with limited 

appreciation of the wider cognitive gap around them, and hence open up their innovation. 

Research suggests that emerging market firms lack knowledge and capabilities to innovate, 
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and thus have to rely on external knowledge to improve their innovative capabilities (Li et al., 

2010). We contend that this will be true for introspective firms, which may believe that there 

is external knowledge to tap due to their lack of recognition of the scale of widespread 

knowledge deficiency within their contexts. We, therefore, propose that: 

Proposition 2b: Under conditions of high cognitive voids, introspective firms are more 

likely to choose open innovation over closed innovation  

Normative voids and open/close innovation 

Social norms, values and beliefs, to a very large extent, influence the behaviour of people in 

society (Busenitz et al., 2000; Scott, 2001). They are unquestionable assumptions that are 

shared and transmitted to provide the boundaries for human behaviour and endeavour 

(Stenholm et al., 2013). Collectively, these social values and beliefs constitute the normative 

domain of an institutional context. Due to the heterogeneity of culture and variations in what 

is an acceptable practice across different contexts, it is often controversial to argue about 

normative deficiencies and lapses. However, some norms are widely perceived to be 

negative. One of such norms is corruption. In regular parlance, corruption is mainly 

considered an element of the regulatory environment because it is propped up by inefficient 

formal institutions and weak rule of law, but there is also a growing understanding that 

corruption is a norm. In emerging and developing countries, especially in Africa, it has 

become a part of everyday life (Agbiboa, 2012; Mishra & Maiko, 2017; Smith, 2007; 

Liedong, 2017). In fact, some scholars contend that corruption has metamorphosed into an 

institution of its own (van den Bersselaar and Decker, 2011). Thus, it has become imperative 

to consider it as a normative void that holds back the progress of emerging countries (Lawal, 

2007; Mbaku, 2010; Zhang, 2018).  
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 Extant research shows that innovation is lower in highly corrupt emerging countries 

(Paunov, 2016) because these countries lack institutions to reliably and impartially protect 

firms from infringements (Anokhin & Schulze, 2009). Innovation is an expensive venture for 

which high rates of return are expected. When corrupt norms allow widespread imitation and 

counterfeiting, and make it difficult to seek redress for violations of copyrights or patents, 

firms lose the motivation to innovate. Particularly, they lose the motivation to open up their 

innovation, mainly because of the risk of divulging secrets or espionage of intellectual capital 

(Manzini et al., 2017). This averse attitude towards open innovation governance will be 

stronger for extrospective firms. These firms have a deeper sense of appreciation of 

normative hazards in their domains, and thus have a better understanding of the implications 

of widespread corruption for their ability to obtain compensation for intellectual property 

violations.   

Further, emerging markets are characterised by high levels of collectivism.  

Collectivist societies or cultures are associated with low entrepreneurship and low risk-taking 

tendencies (Mueller & Thomas, 2001; Stenholm et al., 2013). This would seem to suggest 

that innovation will be lower in emerging countries due to the prevalence of norms that 

encourage collective distribution of rewards over individual effort (Dickson & Weaver, 

2008). As collectivist societies do not place significant emphasis on “self”, they do little to 

groom members to have an internal locus of control, or socialize members to be self-reliant 

and self-confident. Consequently, even if innovation is opened up for external participation, 

there will be a shortage or absence of potential partners, a situation well understood by 

extrospective firms. Therefore, we propose that:     

Proposition 3a: Under conditions of high normative voids, extrospective firms are 

more likely to choose closed innovation over open innovation 
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Corruption is an additional tax for firms; it increases the cost of doing business in emerging 

countries (Fisman & Svensson, 2007). Introspective firms may thus see pervasive corruption 

as a resource leakage that harms their innovative efforts and may adopt an open governance 

system to share the costs of monitoring and seeking redress with other partners. Using 

collaborations and alliances, they can pull resources together for addressing the norms and 

practices that inhibit their innovation programs. This is particularly true in developing 

countries where singular actions are woefully inadequate to withstand the strong tide of 

bribery and corruption. In these contexts, collective actions stand better chances of providing 

a cushion for the shocks of pervasive corrupt norms (Liedong, 2017). Therefore, we propose 

that:   

Proposition 3b: Under conditions of high normative voids, introspective firms are more 

likely to choose open innovation over closed innovation 

Discussion and Conclusion 

This paper theorizes the determinants of innovation governance in emerging markets, with a 

specific treatise of how institutional voids affect the choice of open versus closed innovation 

architectures as well as how this choice is impacted by firms’ analytical orientation. Overall, 

we differentiate between voids using Scott’s (2001) dimensions of institutional domains and 

contend that various types of institutional voids and firms’ analytical frames have differential 

impacts on innovation governance. While our general postulation is that introspective firms 

are likely to choose open governance in the face of institutional voids, we do not suggest a 

static position. Instead, we expect fluidity in analytical orientation, in the sense that 

introspective firms could change their approach over time when they realize the 

ineffectiveness of open innovation in the midst of institutional voids. Therefore, in the long 

run, there is a high chance that most firms in emerging markets will do closed innovation, 
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mainly as the supporting conditions for an open architecture do not exist. We make this 

argument based on the assumption that firms in emerging markets will only collaborate with 

partners within their own institutional contexts. This raises two important caveats.  

 First, firms in emerging countries may collaborate with partners and knowledge 

holders in advanced or developed countries (Bernard & Jensen, 1999; Audretsch & Feldman, 

1996) where there is strong regulation of firm behaviour and where copyrights and 

intellectual property are better protected. As these partners do not share the same institutional 

domains as emerging market firms, they may be imprinted with best practices from their 

home markets and may not be susceptible to the influences of voids in emerging markets. 

This suggests that when emerging market firms partner with foreign firms from institutionally 

strong countries, open innovation governance is feasible for both introspective and 

extrospective firms.  

 Second, firms in emerging markets try to overcome institutional voids by developing 

ties to politicians (Liedong et al., 2017; White et al., 2015). These ties serve as substitutes for 

weak market supporting institutions (Xin & Pearce, 1996; Acquaah, 2007; Peng & Luo, 

2000), and they play important roles in innovation. First, through political connections, firms 

get subsidies, preferential access to finance and tax rebates (Khwaja & Mian, 2005; Saeed et 

al., 2015; Tao et al., 2017; Cumming et al., 2016) to support their innovation programs. 

Second, political connections help firms to overcome regulatory and normative voids such as 

red tape and corruption (Liedong & Frynas, 2017) and thus create an enabling environment 

for innovation. Third, politicians can connect firms to public research institutions and 

entrepreneurial hubs capable of generating novel knowledge and contributing to innovation 

(Shu et al., 2012; Gao et al., 2017). Therefore, if a politically connected firm wants to pursue 

closed governance, it can obtain the necessary resources and support from the government. 
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Similarly, if a politically connected firm wants to use an open architecture for its innovation, 

politicians can discretionarily apply the law to provide the protection it needs for its 

intellectual assets. They can also facilitate the firm’s collaborations with resourceful local or 

foreign partners. This suggests that when firms are politically connected in emerging markets, 

analytical orientations and institutional voids do not matter much, as they can pursue any 

form of innovation governance – open or closed. 

This paper contributes to the literature by exploring macro-institutions, which are 

often ignored in contemporary discourses on innovation. First, as we move away from an 

“aggregated” view of institutional voids to unpack the differential impact of three types of 

voids, our study provides theoretical premises for new thinking and finer-grained analyses of 

how institutional conditions shape innovation governance in non-advanced contexts that are 

often void of the necessary macro-level institutional mechanisms that facilitate innovation. 

We transcend simplistic rhetoric by drawing on Scott’s (2001) institutional dimensions to 

unbundle the concept of “institutional voids” (Khanna et al., 2005) into it's regulatory, 

cognitive and normative elements, and theorizing how each affects the choice of innovation 

governance. In this sense, our study addresses the role of national contexts in innovation and 

contributes to an emerging body of research about innovation governance and architecture 

(Baldwin & von Hippel, 2011; Felin & Zenger, 2014; Veugelers & Cassiman, 1999).       

Second, we theorize how the effects of institutional voids are moderated by firms’ 

analytical orientation, i.e. the viewpoint firms adopt when they assess and evaluate strategic 

or operational issues. This contingent theorization captures how firms’ internal 

predispositions and analytical frames interact with external conditions to affect innovation 

design, and thus sheds more light on the dynamic consequences of institutional voids for 

innovation governance, and particularly on the role of internal capabilities and external 
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conditions in how firms perceive their institutional domains and how they govern their 

innovation.   

 In addition to theoretical contributions, we hope to motivate future research on this 

important topic of innovation governance. Moving forward, we encourage researchers to 

empirically test our conceptual model to ascertain its strengths and possibly generate insights 

for refinement. We also encourage researchers to investigate the dynamic effect of 

institutional voids on innovation governance in emerging markets, taking into account the 

role of social capital and network ties. Our understanding is that these ties have implications 

for innovation performance (e.g. Shu et al., 2012; Gao et al., 2017; Wu, 2011), but we do not 

yet understand how they affect innovation governance. It will therefore be insightful to 

examine how network ties moderate the effect of institutional voids on innovation processes 

in emerging markets. Further, research could explore other moderating factors, such as 

strategic orientations and industry regulation (highly versus weakly regulated).    

Altogether, our study fosters a deeper understanding of innovation processes in 

general and innovation governance in particular. Considering how crucial the choice of open 

versus closed innovation is, this paper is important because it sheds light on the antecedents 

of innovation governance decisions (Felin & Zenger, 2014; Almirall & Casadesus-Masanell, 

2010; Baldwin & von Hippel, 2011). Focusing on institutional conditions, we render a good 

picture of what drives innovation governance in emerging markets where some of the world’s 

most competitive and innovative firms are domiciled (Subramaniam et al., 2015) but also 

where there is inadequate innovation research (Back et al., 2014).   
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