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Distance is a central concept in the teaching of international business (IB). However, most
textbooks treat distance as static or slowly changing. We argue that distance is inherently
a dynamic construct, as highlighted by the impact of COVID-19 on international business
activities. Using the popular CAGE framework as a baseline, we illustrate the implications
of distance being dynamic by introducing likely effects of COVID-19 on distance, and by
discussing in depth barriers to the movement of people as an important aspect of
distance. We conclude with implications for the application of distance in corporate
decision making and international business teaching.

DISTANCE IN INTERNATIONAL BUSINESS

International business scholarship recognized distance as a
key construct influencing location choice, entry mode, and
post-entry strategy. The IB literature has explored many as-
pects of distance and their impacts on international busi-
ness (Kostova et al., 2020). Most textbooks and scholarly
studies analyse distance as slow changing or static. Others
assume that important aspects of distance are gradually di-
minishing due to technological progress and the liberaliza-
tion of trade and investment regimes. A popular approach
integrating much of this literature is the CAGE framework
initially proposed by Ghemawat (2001), whereby the multi-
ple aspects of distance are considered in four dimensions, as
described in Table 1. COVID-19 and policy responses to the
pandemic have disrupted many of these aspects, thus high-
lighting that distance is not stable."

The immediate (short run) effects of COVID-19 became
evident in Spring 2020 when governments reacted to the
spread of the virus. The effect on international business
were sharp: according to UNCTAD’s Global Investment
Trend Monitor, Foreign Direct Investment flows fell by 49%
in the first half of 2020, especially flows into Europe and
North America.

The longer run effects are harder to predict, and may in-
teract with pre-existing trends. Thus, the pandemic is like-
ly to accelerate the use of communication technologies, ro-
botics, and artificial intelligence, which would reduce dis-
tance for some types of cooperation and knowledge sharing
within and between organizations. For example, Brynjolfs-
son, Hui, & Liu (2018) show that speech recognition tech-
nology increased eBay sales in Latin America, one of the
many processes likely to be employed more intensively dur-
ing and after COVID-19. At the same time, the pandemic is
inducing policymakers to raise certain barriers to trade, in-
vestment, or the movement of people, be it to combat the
virus or to appease nationalist or populist political groups.

Table 1 provides a more systematic set of examples of

immediate effects of COVID-19 for each of the CAGE di-
mensions, along with predictions of possible longer-term
effects. It is clear that the short-run effects have been to in-
crease “distance.” In particular, cultural differences regard-
ing public health and vaccines; increased political distance;
increased restrictions on movements of people; and differ-
ential economic impacts of the pandemic work to increase
distance and therefore limit many aspects of international
business. The longer-term effects are uncertain and depend
on the persistence, and possible acceleration of short-run
effects, and the degree to which these can be offset, partic-
ularly by accelerated technological change.

Moreover, these effects can be interactive, so that even
incremental changes in one element of the CAGE may com-
bine with other elements with a resultant major effect on
international business. For example, if cultural norms to-
ward public health (such as resistance to vaccination) ex-
tend the pandemic and limit economic recovery in a coun-
try, that will likely affect economic distance (as some coun-
tries recover faster), and administrative distance (as restric-
tions on movements of people from those countries persist,
perhaps increasing political tensions between them). At the
same time, COVID-19 may accelerate the adoption of tech-
nologies, notably digital communications, and e-business
technologies, that reduce the costs of distance; for example
the dramatic increase in online learning at school and uni-
versities, introduced initially to facilitate education
through the pandemic has the potential to transform the
business model of education internationally.

To further illustrate our argument about the dynamic
and interactive nature of distance effects, we focus on a spe-
cific example of a sudden change brought about by the pan-
demic, namely the impact of travel restrictions on interna-
tional business.

THE CASE OF TRAVEL BARRIERS

Changes in administrative distance, such as rapidly im-

1 Ghemawat does not explicitly discuss whether the framework should be static or dynamic; however, the indicators he uses to proxy dis-

tance are mostly stable or slowly changing.
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Table 1: Likely Impact of COVID-19 on CAGE Dimensions of Distance

vaccination.

Distance Examples Short-Run Impact Possible Long-Run Impact

Cultural Attitudes towards Differences in attitudes to safety If vaccinations are resisted by a
(includes individual benefits standards likely affect the significant share of the population, “herd
differences in versus risk created persistence of the pandemic. Higher immunity” becomes difficult to achieve
informal for othersin the infection rates arising in and COVID-19 may persist in those
institutions, community. consequence likely deter inward countries, possibly resulting in further
such as Attitudes towards travel from countries with low travel and trade restrictions.

attitudes, public health infection rates. This would affect Students from China (a low infection
values and policies such as notably tourism and education country in summer 2020) are less likely
norms) social distancing and sectors. to go to countries with high infection

rates, such as the USA, with long-run
impact on human capital formation in
both countries.

Administrative

membership in

relationships)

National regulation

(includes requiring local
differences in production of
regulatory medicines and
institutions, medical equipment

and/or restricting

supranational the export of such
institutions products (UNCTAD,
and bilateral 2020).

political Increased

competition among
countries for access
to medical products
may increase the
importance of
political distance
and reduce trust in

Increases in administrative barriers
related to medical products reduce
trade in such products, and may
disrupt existing global value chains
(UNCTAD, 2020). Such barriers have
arisen, even between countries that
would normally be considered
politically similar, such as the EU.
Political tensions and lack of
intergovernmental trust arguably
inhibited information regarding the
pandemic, or its reception in other
countries, thus slowing down policy
responses to the pandemic.

Political affinity, even at sub-national
level, in some cases facilitated trade
in medical goods.

Trade barriers for medical products may
persist, may spill over to other sectors,
and trigger retaliatory policies by
(former) trade partners. At firm level,
more geographically restricted sourcing
likely reduces supply chain resilience
(Gereffi, 2020) but may also accelerate
the adoption of new technologies such
as robotics or artificial intelligence.

As bilateral agreements become more
important relative to multilateral
agreements, trust and familiarity with
the partner country’s political system
becomes more important, making
political distance more important.
Location decisions for foreign investors
become more complex.

distribution).

multilateral

institutions (like

WHO) to provide

solutions
Geographic Restrictions on Restrictions on travel immediately Many travel barriers are likely
(includes travel and affected tourism and education temporary, but lasting effects likely
physical movement of people related travel, but also trade in include increased familiarity with digital
distance and limit international goods depending on supplementary technologies that can substitute for
infrastructure transactions based services. In contrast, digital services travel, and reduced numbers of
facilitating on face to face grew, often as a substitute to other international students.
movement of interactions. forms.
goods and
people, such
as ports and
airports)
Economic The economic The recession reduces GDP and The differential economic impact is
(includes key impact of the trade, with deeper declines in likely to have a lasting effect and may
economic pandemic varies countries with prolonged spread of even widen as some countries, possibly
variables such across countries in COVID-19. While some argue that the poorest, will be slower to recover
as level of terms of, e.g., depth the least developed economies will and will be disadvantaged in accessing
development, of the recession and be the most strongly impacted, the vaccines if and when they become
size of the increase of relatively fast response of China and available (Reinhart & Reinhart, 2020).
economy inequality. the relatively slow response in the As economic distance changes, perhaps
(GDP), and US suggests the issue is more rapidly, location decisions become more
income complex. complex. Strength of health systems

becomes an important factor.

posed travel restrictions, affect international business in
different industries in profoundly different ways. At the
height of the pandemic in April 2020, flights were cancelled,
and travellers often had to undergo quarantine for the in-
cubation period of the virus (two weeks) before being able
to move freely in the country of arrival. However, travel re-
strictions between pairs of countries have taken many dif-
ferent forms and have varied greatly in severity and impact.
Looking forward, we suggest that at least in some countries,
some forms of travel restrictions will likely remain for much

longer. Examples include time-consuming health checks on
arrival, taxes on air travel (or price increases by airlines),
visa regulations, and temporary bans on travel from some
countries.

The impact of travel restrictions will primarily affect ser-
vices (defined in Table 2) and particular goods. The export
of standardized products such as raw materials or manufac-
tured goods require relatively little person-to-person inter-
actions in the exporting and importing country as, typically,
product specifications are clear and markets are transpar-
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Table 2: Impact of Travel Barriers on International Business, by Sector!

Impact of travel barriers (time to travel, costs of travel)

Examples
Goods with e Industrial engineer-
services ing

requirements

Engines for aircraft,
ships, or trains

Barriers to provision of supplementary/tied services may reduce goods exports.

Most other goods

Food products
Consumer durables
Standardized inter-
mediate goods

Little effect on existing trade relations Barriers to sales representatives
travelling likely to inhibit development of new export relations.

Services, Mode 1
(cross border
supply)

Digital services

Substitution of travel-dependent services likely to increase digital services, e.g.,
in education or consultancy.

Services, Mode 2
(consumption
abroad)

Tourism
Education

Barriers to clients reaching service providers likely to reduce tourism and
international students.

Services, Mode 3
(intra-firm
exchanges)

Banks, insurance, fi-
nancial and business
professional services

Reduced movement of people likely to change headquarters/subsidiaries
relationships, possibility towards more autonomy, but with ambiguous effect on
volume of services provided.

Services, Mode 4

Consultants

Barriers to service providers reaching clients likely to reduce service exports.

(presence of a e Construction

natural person)

1, Services MODES are based on WTO/GATS; https://www.wto.org/english/tratop_e/serv_e/gatsqa_e.htm. See also Coté, Estrin, & Shapiro (2020)

ent. Thus, existing business relationships will likely not be
substantially affected, though the establishment of new re-
lationships will likely be inhibited by company representa-
tives being unable to travel. In contrast, customized prod-
ucts, especially in business-to-business markets, are traded
in smaller volumes and usually require personal interaction
at the sale, delivery, or operation stage. For example, com-
plex products need explanation; engineers may need to en-
gage with their counterparts to customize products; and af-
ter-sales services may have to be delivered on site. Without
the effective provision of the service, the value of the good
would be reduced.

Travel barriers are of special concern to service indus-
tries, which are of increasing importance in the global econ-
omy notwithstanding their comparative neglect by IB schol-
ars (e.g., Coté, Estrin, & Shapiro, 2020). However, the im-
pact varies by the type of service as suggested in Table 2,
with the largest negative short-run impact occurring where
the consumer travels across the border. Examples include
education and tourism. Other services that typically have
relied on travel, and that will be affected in the short-run,
include those services delivered through a physical pres-
ence (such as consulting) and those delivered within multi-
national enterprises such as financial or professional ser-
vice providers, including engineers, accountants, and
lawyers. In contrast cross-border digital services are not im-
peded to the same extent by physical distance and may in
fact in some circumstance be facilitated by it.

The long-run effects of administrative barriers to travel
depend on the degree to which novel forms of virtual com-
munication may not only substitute for some activities tra-
ditionally done face to face, but also reduce the minimum
scale for establishing an operation, and hence facilitate in-

creases in the geographic scope of operations. Services in-
volving information or digital data transfers are likely to in-
crease during and after the pandemic, and will affect oth-
er services. Even services typically consumed abroad and
therefore reliant on travel, such as education, will likely see
an increase in digital and virtual delivery.

Even the relationships between headquarters and sub-
sidiaries are likely to change. Travel restrictions limit visits
by senior management from head office, which in turn is
likely to slow the establishment of new subsidiaries, inhibit
joint venture negotiations, and reduce the effectiveness of
social mechanisms of governance of subsidiaries. In the
longer run, these executive travels may be substituted by
virtual communications that will in turn possibly alter the
nature of subsidiary-headquarters relations. The net im-
pact of issues such as subsidiary autonomy, however, de-
pends on how the technology is deployed: easy availability
of detailed performance data can be used for more central-
ized monitoring, or for empowering more localized decision
marking.

CONCLUSIONS

Distance is a dynamic concept, and ought to be treated as
such in teaching international business. As we have illus-
trated, the COVID-19 pandemic had an immediate effect on
several aspects of distance, and is likely to trigger longer-
run effects that are subject to substantial uncertainty. The
combination of COVID-19 related policies with an already
underlying trend toward growing national protectionist
policies may change the future of globalization such that
distance becomes both more important and less pre-
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dictable.

If distance is to be treated as a dynamic construct in IB
strategy and teaching, then its application must incorporate
both current and possible future assessments for each as-
pect of distance, and their possible interaction. Since dis-
tance is sensitive to circumstances, frameworks to analyse
it should contain appropriate risk mitigation strategies.
Multinational firms ought explicitly to consider the possible
future path of distance patterns, and the sensitivity of dis-
tance to major global risks including national security,
global warming and future pandemics in their strategy de-
velopment. Moreover, country relationships previously
characterized by low levels of distance may abruptly
change; consider the possible contrasting effects of Brexit
on Anglo-German and Anglo-Australian business relations.
Relatively warm economic diplomacy relationships can also
rapidly cool as in the international business links between
China on the one hand, and the US or Australia on the
other. Firms therefore need to become increasingly cog-
niscent of current diplomatic realities. Going forward, the
analysis of distance needs to incorporate risks and risk mit-
igation strategies, such as the creation of buffer stocks and
the pursuit of geographic diversification, to address situa-
tions where previously low levels of distance suddenly in-
crease.
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