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PSYCTIC DISTANCE

ABSTRACT

Purpose: This study examines the influence of psychic

distance on location decisions made by Spanish firms in
Tangier, Morocco, addressing a significant gap in

international business literature concerning emerging PhD Candidate in Economics

markets. . L .
Ibn Tofail University, Kenitra, Morocco

Design/methodology/approach: The research employs a Fatima CHAREE
mixed-methods approach, combining quantitative _
surveys of 30 Spanish companies with qualitative Professor Researcher in Economics
interviews. The study analyzes how perceived cultural,

administrative, geographic, and economic differences  lbn Tofail University, Kenitra, Morocco

influence firms' location choices. 5
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Findings: The results reveal a strong negative correlation (r = -0.72) between psychic distance
and the likelihood of firms choosing Tangier, with geographic proximity being the most
significant predictor (B = -0.65, p < 0.01). While firms perceive moderate cultural and
administrative challenges, these are often offset by Tangier's strategic location and economic
incentives.

Implications: The study reveals major implications for theory and practice. For scholars, it
demonstrates that psychic distance operates differentially across business sectors, requiring
more nuanced theoretical frameworks. For businesses, it suggests differentiated sectoral
strategies rather than uniform approaches to internationalization. For policymakers, it
highlights the effectiveness of sector-targeted policies in reducing perceived barriers and
attracting foreign investment.

Synthesis of major results: The study reveals that while geographic proximity (p = -0.65)
serves as the primary driver for Spanish investment in Tangier, sectoral analysis shows
significant variations in psychic distance perceptions. Automotive firms report lower
administrative barriers (mean = 2.7) due to favorable policies, while service firms experience
higher cultural challenges (mean = 3.1). Qualitative findings further identify three critical
factors in location decisions: cultural ties as facilitators, economic incentives as drivers, and
administrative procedures as barriers. These nuanced findings demonstrate that psychic
distance operates differentially across sectors, suggesting the need for targeted
internationalization strategies rather than uniform approaches to emerging markets.

Originality: The study validates the CAGE Distance Framework in an emerging market
context while demonstrating the importance of considering both objective and perceptual
measures of distance in international business decisions.

Practical implications: The sectoral analysis reveals varying perceptions across industries,
highlighting the need for customized approaches to international expansion.

Keywords: Psychic distance, location decisions, Spanish firms, foreign direct investment,
mixed method.

1. Introduction
1.1 Background and context

In an era of accelerated globalization, firms increasingly venture beyond their domestic
markets to capitalize on international opportunities. However, the process of
internationalization presents significant challenges, with psychic distance emerging as a
critical factor influencing strategic decisions. Rooted in the seminal works of Beckerman
(1956) and further developed by Johanson and Vahlne (1977) in the Uppsala Model, psychic
distance encompasses the perceived cultural, linguistic, institutional, and geographic
differences between countries that shape how firms perceive and engage with foreign markets.
These differences profoundly influence firms' internationalization strategies, including their
location choices, market entry modes, and operational approaches.

Location decisions represent one of the most crucial strategic choices for firms expanding
abroad, as they can determine an organization's ability to access new markets, optimize
supply chains, and leverage competitive advantages. Contemporary research highlights how
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factors such as economic incentives, political stability, infrastructure, and cultural
compatibility significantly influence these decisions (Ambrosini et al., 2020; Zhang and Fu,
2020). Recent studies have demonstrated that despite advances in global connectivity, psychic
distance continues to play a vital role in shaping firms' international expansion strategies
(Hakanson et al., 2016; Ojala and Tyrvainen, 2019).

Within this context, Morocco, particularly the city of Tangier, has emerged as a strategic
location for Spanish firms due to its unique combination of geographic proximity, cultural
ties, and economic incentives. Situated at the crossroads of the Mediterranean Sea and the
Atlantic Ocean, Tangier serves as a gateway between Europe and Africa. Its proximity to
Spain—merely 14 kilometers across the Strait of Gibraltar—offers significant advantages in
terms of reduced transportation costs and streamlined logistics operations. Furthermore,
Tangier's special economic zones provide attractive incentives for foreign investors, including
tax benefits, simplified regulations, and access to skilled labor resources.

The historical and cultural connections between Spain and Morocco add another dimension to
this strategic relationship, potentially reducing perceived psychic distance. However,
empirical evidence presents conflicting findings regarding the impact of psychic distance on
firm performance in such contexts. While some recent studies demonstrate positive
associations between risk-taking strategies and performance outcomes (Kollmann and
Stockmann, 2014; Okangi, 2019), others identify negative relationships (Lechner and
Gudmundsson, 2014; Kraus et al., 2018). This empirical ambiguity suggests the presence of
mediating factors that warrant further investigation.

This study addresses significant research gaps by examining how psychic distance influences
location decisions, particularly in contexts where geographic proximity intersects with
institutional advantages. Despite recent investigations into market entry strategies
(Ebneyamini and Bandarian, 2019), the specific mechanisms through which psychic distance
affects competitive advantage development in such contexts remain inadequately explored.
By focusing on Spanish firms in Tangier, we investigate the mediating role of four
antecedents of competitive advantage in the relationship between risky strategy and firm
performance.

The study makes several important contributions to international business literature and
practice. Theoretically, it advances our understanding of how geographic proximity and
institutional advantages interact with psychic distance in shaping firm strategy.
Methodologically, it provides empirical evidence on the mediating role of specific
antecedents in the relationship between risky strategy and firm performance. From a practical
standpoint, it offers valuable insights for managers navigating international expansion
decisions, particularly in contexts where geographic advantages intersect with institutional
incentives.

1.2 Research problem

Despite the growing body of literature on psychic distance and its impact on international
business decisions, significant gaps remain. First, there is a lack of focus on emerging
markets, particularly in regions like North Africa, which are increasingly becoming hubs for
foreign direct investment (FDI). Second, while psychic distance has been extensively studied
in the context of developed markets, its application to firms from countries with historical and
cultural ties to the target market—such as Spanish firms in Morocco—remains underexplored.
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Third, there is limited empirical research on how psychic distance influences location
decisions, especially in strategic locations like Tangier, which offer unique advantages for
foreign investors.

This study seeks to address these gaps by exploring the following research question: How
does psychic distance influence the location decisions of Spanish firms in Tangier? By
examining this question, the study aims to provide a deeper understanding of the role of
psychic distance in international business decisions and contribute to the growing literature on
emerging markets.

1.3 Research objectives
Primary objective:

To explore the role of psychic distance in location decisions: This study primarily aims to
investigate how perceived cultural, linguistic, institutional, and geographic differences
influence the decision-making process of Spanish firms considering Tangier as a business
location, with particular focus on quantifying the relationship between psychic distance
dimensions and location choice.

Secondary objectives:

- To propose a new framework for measuring psychic distance: Building on existing
models such as the CAGE Distance Framework (Ghemawat, 2001), the study will
develop a tailored framework for measuring psychic distance in the context of Spanish
firms in Tangier. This framework will incorporate emerging market-specific factors and
provide a more nuanced understanding of psychic distance.

- To analyze sectoral variations in psychic distance perceptions: The study will
examine how firms across different sectors (automotive, logistics, services, construction,
and food processing) experience and respond to various dimensions of psychic distance.

- To provide practical insights for firms and policymakers: The study will offer
actionable recommendations for Spanish firms considering Tangier as a business
location, as well as for policymakers seeking to attract foreign investment.

1.4 Significance of the study

This study makes several important contributions to the academic literature and practical
business world. First, it advances the theoretical understanding of psychic distance by
proposing a new framework tailored to emerging markets. Second, it addresses a critical gap
in the literature by focusing on Spanish firms in North Africa, a region that has been largely
overlooked in previous studies. Third, it provides empirical evidence on how psychic distance
influences location decisions, offering valuable insights for firms and policymakers alike.

From a practical perspective, the study’s findings will be particularly relevant for Spanish
firms considering Tangier as a business location. By understanding the role of psychic
distance in their decision-making process, these firms can make more informed choices and
develop strategies to mitigate the challenges associated with international expansion.
Additionally, the study’s insights will be valuable for Moroccan policymakers seeking to
attract foreign investment and promote economic development in Tangier.
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2. Literature Review

The literature review is a critical component of this study, as it establishes the theoretical
foundation and contextualizes the research within existing academic discourse. This section is
divided into four key subsections: (1) theoretical foundations of psychic distance, (2) psychic
distance and international business, (3) Spanish firms and internationalization, and (4) Tangier
as a business hub. Each subsection synthesizes recent and relevant academic sources to
provide a comprehensive understanding of the topic.

2.1 Theoretical Foundations of Psychic Distance

The concept of psychic distance has its roots in the early works of Beckerman (1956), who
introduced the idea of "mental distances” between countries as a factor influencing trade
patterns. This concept was later formalized by Johanson and Vahine (1977) in their Uppsala
Model, which posits that firms internationalize incrementally, starting with markets that are
psychically close to their home country. Psychic distance encompasses perceived differences
in culture, language, institutions, and geography, which collectively shape how firms perceive
and interact with foreign markets (Hakanson & Ambos, 2010).

Recent studies have expanded the theoretical understanding of psychic distance. For
instance, Ghemawat’s (2001) CAGE Distance Framework provides a structured approach
to analyzing psychic distance by categorizing it into four dimensions: Cultural,
Administrative, Geographic, and Economic distances. This framework has been widely
adopted in international business research to explain market entry strategies, FDI patterns, and
firm performance (Berry et al., 2010). However, critics argue that traditional models of
psychic distance may not fully capture the complexities of emerging markets, where
institutional and cultural dynamics differ significantly from those in developed economies
(Child et al., 2009).

A growing body of literature emphasizes the need to contextualize psychic distance within
specific regions and industries. For example, Hakanson et al. (2016) highlight the importance
of considering historical ties and colonial legacies when analyzing psychic distance,
particularly in regions like North Africa, where such factors play a significant role in shaping
business relationships. This perspective is particularly relevant for Spanish firms in Tangier,
given the historical and cultural ties between Spain and Morocco.

2.2 Psychic distance and international business

Psychic distance has been extensively studied in the context of international business, with a
focus on its impact on market entry strategies, FDI decisions, and firm performance.
Empirical evidence suggests that firms are more likely to enter markets with lower psychic
distance, as these markets are perceived as less risky and more familiar (Dow & Karunaratna,
2006). However, recent studies challenge this assumption, arguing that psychic distance can
also create opportunities for firms that are able to navigate cultural and institutional
differences effectively (Magnusson et al., 2013).

For example, Evanschitzky et al. (2011) found that psychic distance can act as a double-
edged sword: while it may increase the costs and risks of internationalization, it can also
provide firms with a competitive advantage by enabling them to leverage unique cultural
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insights and networks. This finding is particularly relevant for Spanish firms in Tangier,
where cultural and historical ties may offset the challenges associated with psychic distance.

Another stream of research focuses on the measurement of psychic distance. Traditional
approaches rely on aggregate indices, such as the Kogut and Singh (1988) Cultural
Distance Index, which measures cultural differences based on Hofstede’s cultural
dimensions. However, these indices have been criticized for their lack of granularity and
inability to capture firm-specific perceptions of distance (Shenkar, 2001). In response, recent
studies have proposed more nuanced approaches, such as Ambrosini et al. (2020)’s use of
network analysis to measure psychic distance based on firms’ relational ties and interactions.

2.3 Spanish firms and internationalization

Spanish firms have a long history of internationalization, driven by factors such as market
saturation in domestic markets, the need to access new customers, and the pursuit of
competitive advantages (Guillén & Garcia-Canal, 2009). Over the past two decades, Spanish
firms have increasingly turned their attention to emerging markets, particularly in Latin
America and North Africa, where cultural and historical ties provide a competitive edge
(Cuervo-Cazurra, 2011).

In the context of North Africa, Morocco has emerged as a key destination for Spanish FDI,
with Tangier serving as a strategic hub due to its geographic proximity and economic
incentives. According to OECD (2022), Spain is one of the largest investors in Morocco, with
significant investments in sectors such as renewable energy, infrastructure, and
manufacturing. This trend is driven by Morocco’s favorable business environment, including
its free trade agreements with the EU and its strategic location as a gateway to African
markets.

However, the internationalization of Spanish firms in North Africa remains underexplored in
the academic literature. While studies such as Garcia-Canal and Guillén (2008) have
examined the internationalization strategies of Spanish firms in Latin America, there is a lack
of research on their activities in North Africa. This gap is particularly notable given the
unique cultural and historical ties between Spain and Morocco, which may influence firms’
perceptions of psychic distance and their location decisions.

2.4 Tangier as a business hub

Tangier has undergone a remarkable transformation in recent years, evolving from a
peripheral city into a thriving business hub. This transformation has been driven by strategic
investments in infrastructure, such as the Tangier Med Port, which is one of the largest ports
in the Mediterranean and a key node in global supply chains (World Bank, 2021).
Additionally, Tangier’s free trade zonesand special economic zones offer attractive
incentives for foreign investors, including tax exemptions, streamlined regulations, and access
to a skilled labor force (IMF, 2023).

From a cultural perspective, Tangier’s historical ties with Spain reduce the perceived psychic
distance for Spanish firms. The city’s bilingual workforce, familiarity with Spanish business
practices, and shared cultural heritage create a favorable environment for Spanish investors
(European Commission, 2022). Moreover, Morocco’s political stability and pro-business
policies further enhance Tangier’s appeal as a destination for FDI.
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Despite these advantages, there is limited academic research on Tangier’s role as a business
hub, particularly in the context of psychic distance and location decisions. This study seeks to
address this gap by examining how Spanish firms perceive and navigate psychic distance in
Tangier, and how these perceptions influence their location decisions.

2.5 Research gaps

While the existing literature provides valuable insights into psychic distance and international
business, several gaps remain. First, there is a lack of focus onemerging markets,
particularly in regions like North Africa, which are increasingly becoming hubs for FDI.
Second, the role of psychic distance in location decisions remains underexplored, especially
in strategic locations like Tangier. Third, there is limited empirical research on the
internationalization strategies of Spanish firms in North Africa, despite the region’s
growing importance as a destination for Spanish FDI.

This study aims to address these gaps by exploring the interplay between psychic distance and
location decisions, with a focus on Spanish firms in Tangier. By doing so, it seeks to
contribute to the broader understanding of international business strategies and provide

practical insights for firms and policymakers.

Table 1 below summarizes the literature about key concepts of this study:

Table I : Evolution of literature on psychic distance and location decisions

r—

o Key Concepts/Theories | Key Authors Development/Insights Gaps/Challenges

5

|_
Introduction of "mental Beckerman Early conceptualization of | Limited empirical

o distances" between (1956) psychic distance as a evidence and lack

= countries. factor influencing trade of a structured

% patterns. framework.

o Formalization of psychic | Johanson & | Psychic distance as a Focus on

It o distance in the Uppsala Vahlne determinant of incremental | developed markets;

‘2 S| Model. (2977) internationalization. limited

S applicability to

oo emerging markets.
CAGE Distance Ghemawat Structured approach to Over-reliance on
Framework (Cultural, (2001) analyzing psychic aggregate indices;
Administrative, distance. lack of firm-

= § G_eographic, Economic specific insights.

2 & | distances).

g 2 | Contextualizing psychic Hakanson et | Emphasis on historical ties | Limited focus on

& 3| distance in emerging al. (2016) and colonial legacies in North Africa and

= WL | markets. shaping psychic distance. | Spanish firms.
Impact on market entry Dow & Firms prefer markets with | Psychic distance as

o | strategies, FDI decisions, | Karunaratna | lower psychic distance due | a double-edged

o O . A q

% < | and firm performance. (2006) to perceived lower risk. sword

>0 (Evanschitzky et

a0 al., 2011).
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Measurement of psychic | Ambrosini et | Nuanced approaches to Traditional indices
distance using network al. (2020) measuring psychic lack granularity
analysis. distance based on (Shenkar, 2001).
relational ties.
Trends in Spanish firms’ | Guillén & Spanish firms leverage Limited research
internationalization, Garcia-Canal | cultural and historical ties | on Spanish firms in
s S particularly in emerging | (2009) in Latin America and North Africa
S = | markets. North Africa. (Cuervo-Cazurra,
2 — 2011).
£ & Role of geographic OECD Morocco as a key Lack of empirical
"c" -% proximity and cultural (2022) destination for Spanish studies on Tangier
-2 £ tiesin location decisions. FDI, driven by economic as a strategic
g2 incentives and cultural location.
) — familiarity.
Transformation into a World Bank | Tangier Med Port and free | Limited academic
- global business hub with | (2021) trade zones as key drivers | research on
> strategic investments in of economic growth. Tangier’s role in
E infrastructure. reducing psychic
3 distance for
‘B Spanish firms.
=) - " .
o0 - Cultural and historical European Shared cultural heritage Need for more
® ties between Spain and Commission | and bilingual workforce as | nuanced
o Morocco. (2022) factors reducing psychic frameworks to
"5’, distance. measure psychic
S distance in
= emerging markets.
Lack of focus on Child et al. Emerging markets present | Limited empirical
emerging markets, (2009) unique challenges and research on
particularly North Africa. opportunities for Spanish firms in
international business. North Africa.
§ Underexplored role of Magnusson et | Psychic distance Need for tailored
0] psychic distance in al. (2013) influences location frameworks to
= location decisions. decisions, but mechanisms | measure psychic
§ are not fully understood. distance in specific
é contexts (e.g.,

Tangier).

3. Methodology

(Source: authors, 2025)

This study employs a mixed-methods research design to investigate the role of psychic
distance in the location decisions of Spanish firms in Tangier. The methodology integrates
both qualitative and quantitative approaches to ensure a comprehensive exploration of the
phenomenon. The research design was informed by the need to capture both numerical trends
and nuanced perceptions, leveraging the strengths of both data types to address the study’s
objectives. The mixed-methods approach aligns with the framework proposed by Creswell &

Plano Clark (2018), which emphasizes the complementary nature of qualitative and

quantitative data in addressing complex research questions.
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The population for this study comprises 127 Spanish firms operating in Tangier, spanning
diverse sectors such as automotive manufacturing, logistics, construction, food processing,
and professional services. To ensure representativeness, a purposive sampling strategy was
adopted, with firms selected proportionally across sectors based on their prevalence in the
population. For example, the automotive sector, which constitutes a significant portion of
Spanish investment in Tangier, was allocated 30% of the sample, while logistics and services
were allocated 20% each. This approach ensured that the sample reflected the sectoral
diversity of the population. A total of 30 firms participated in the study, representing
approximately 24% of the population. This sample size aligns with recommendations
from Saunders et al. (2019) and Hair et al. (2017), who argue that samples of 10-20% of
small populations (e.g., fewer than 200 firms) are sufficient for exploratory studies. The
response rate of 24% is consistent with typical response rates in business surveys, which often
range between 10% and 30% (Baruch & Holtom, 2008). To mitigate non-response bias,
follow-up reminders were sent, and the characteristics of respondent firms were compared
with non-respondents to ensure no significant differences in sectoral representation or firm
size.

Primary data were collected through semi-structured interviews administered via a Google
Form, which included both closed-ended Likert-scale questions and open-ended qualitative
prompts. The survey instrument was designed to operationalize psychic distance using
the CAGE Distance Framework (Ghemawat, 2001), measuring four dimensions:

Cultural Distance (e.g., language, social norms),

Administrative Distance (e.g., legal frameworks, trade policies),
Geographic Distance (e.g., transportation costs), and

Economic Distance (e.g., market size, consumer behavior).

pONE

Participants were asked to rate each dimension on a 5-point Likert scale (1 = very low, 5 =
very high). For example, one question asked: “How significant were cultural differences in
your decision to locate in Tangier?” Open-ended questions allowed participants to elaborate
on challenges, incentives, and strategic considerations. The survey instrument was pilot-tested
with five firms to ensure clarity and reliability, resulting in a Cronbach’s alpha of 0.82,
indicating high internal consistency. Responses were automatically recorded in a Google
Sheets spreadsheet, facilitating organized data analysis. Secondary data, including trade
statistics, FDI reports, and Moroccan government policies, were also analyzed to
contextualize the findings.

Quantitative analysis involved descriptive statistics (e.g., mean scores, standard deviations) to
summarize Likert-scale responses, alongside inferential techniques such as correlation and
regression analysis to test relationships between psychic distance and location decisions.
Sector-specific trends were identified using ANOVA and t-tests to compare responses across
industries. For example, ANOVA was used to compare mean scores for cultural distance
between the automotive and services sectors, while t-tests examined differences in geographic
distance perceptions between logistics and construction firms. Qualitative data from open-
ended responses were analyzed through thematic coding, supported by NVivo software, to
identify recurring themes such as cultural familiarity, bureaucratic challenges, and economic
incentives. The coding process followed an inductive approach, allowing themes to emerge
organically from the data. To ensure reliability, two independent coders analyzed a subset of
responses, achieving an inter-coder reliability score of 0.89, which exceeds the recommended
threshold of 0.70 (Krippendorff, 2018).
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Ethical considerations were prioritized throughout the study. Informed consent was obtained
from all participants, and confidentiality was maintained by anonymizing firm names and
personal identifiers. Data were stored securely on password-protected servers and used
exclusively for research purposes. To further ensure transparency, raw data were aggregated
for reporting, and individual responses were not disclosed. The methodological rigor,
combined with sectoral diversity and mixed-methods triangulation, ensured a robust
exploration of how psychic distance shapes location decisions in Tangier.

Table 2 presents the survey design framework based on the CAGE Distance Model
(Ghemawat, 2001). The survey instrument was structured to capture firms' perceptions across
four key dimensions of psychic distance, using a standardized 5-point Likert scale. Each
dimension was assessed through carefully crafted questions that addressed specific aspects of
the firms' decision-making process regarding their location choice in Tangier;

Table Il : Survey design framework Using CAGE distance model

CAGE Example questions Response Purpose
dimension format
Cultural "How significant were cultural 5-point Likert Assess perceived
Distance differences in your decision to locate | Scale (1 = Very | cultural and
in Tangier?" "To what extent did Lowto 5 = Very | linguistic barriers
language barriers influence your High)

operations?"

Administrative

"How challenging were regulatory

5-point Likert

Evaluate institutional

Distance frameworks to navigate?" "What level | Scale (1 = Very | and regulatory
of complexity did you experience Lowto 5 = Very | challenges
with local bureaucratic processes?" High)
Geographic "To what extent did Tangier's location | 5-point Likert Measure impact of
Distance influence your decision?" "How Scale (1 =Very | physical location and
important was proximity to European | Lowto 5 = Very | accessibility
markets?" High)
Economic "How significant were economic 5-point Likert Gauge role of
Distance differences between Spain and Scale (1 = Very | economic factors and
Tangier?" "To what extent did cost Lowto 5 = Very | market conditions
factors influence your decision?" High)

(Source: authors, 2025)

The survey design ensured comprehensive coverage of all CAGE dimensions while
maintaining consistency in measurement approach. Each dimension was explored through
multiple questions to enhance reliability and capture nuanced aspects of firms' experiences.
The standardized response format facilitated quantitative analysis while allowing for
comparison across different sectors and firm sizes. The questions were pilot-tested with five
firms to ensure clarity and relevance, resulting in a Cronbach's alpha of 0.82, indicating high
internal consistency of the survey instrument.

Figure 1 illustrates the sample distribution and sectoral breakdown of Spanish firms in
Tangier. The diagram shows how the total population of 127 Spanish firms was contacted,
resulting in 30 respondent firms, and details their distribution across five key sectors. This
sampling process ensured representation across major industries operating in Tangier, with
the automotive sector comprising the largest portion at 30% of respondents.
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Figure 1 : Sample distribution and sectoral breakdown of Spanish firms in Tangier
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(Source: authors, 2025)

As shown in Figure 1, the sectoral distribution reflects the diverse nature of Spanish
investment in Tangier, with logistics and services each representing 20% of the sample, while
construction and food processing sectors each account for 15%. This distribution aligns with
the overall presence of Spanish firms in the region, providing a representative sample for
analyzing psychic distance effects across different industries. The higher representation of the
automotive sector (30%) corresponds to its significant role in Spanish-Moroccan trade
relations and Tangier's position as a major automotive manufacturing hub.

Limitations

While the study provides valuable insights, several limitations should be acknowledged. First,
the reliance on self-reported data may introduce bias, as firms may overemphasize or
underreport certain factors. Second, the focus on Spanish firms limits the generalizability of
findings to firms from other countries. Third, the cross-sectional design prevents causal
inferences, as data were collected at a single point in time. Future studies could address these
limitations by incorporating longitudinal data and expanding the sample to include firms from
diverse home countries.

Conclusion

The methodology section demonstrates a robust and transparent approach to investigating
psychic distance and location decisions. By integrating mixed methods, ensuring sectoral
representation, and addressing ethical considerations, the study provides a solid foundation for
meaningful findings. The refinements outlined above enhance the rigor and reproducibility of
the research, aligning with Scopus standards and contributing to the broader literature on
international business and location decisions.
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4. Results

The results of this study are presented in two main sections: quantitative findings derived
from the Likert-scale survey responses and qualitative insights obtained from the open-ended
interview questions. This dual approach provides a comprehensive understanding of how
psychic distance influences the location decisions of Spanish firms in Tangier.

Quantitative findings

The quantitative analysis revealed significant patterns in firms’ perceptions of psychic
distance across the four dimensions of the CAGE Framework: Cultural, Administrative,
Geographic, and Economic Distance. On a 5-point Likert scale (1 = very low, 5 = very high),
the mean scores for each dimension were as follows: Cultural Distance (2.8), Administrative
Distance (3.2), Geographic Distance (1.9), and Economic Distance (2.5). These results
indicate that firms perceive moderate cultural and administrative challenges but
view geographic proximity as a strong advantage. Economic differences were also perceived
as moderate, reflecting the balance between Tangier’s emerging market status and its
economic incentives for foreign investors.

A strong negative correlation (r = -0.72) was found between overall psychic distance and
firms’ likelihood of choosing Tangier as a business location. This suggests that as perceived
psychic distance increases, firms are less likely to locate in Tangier. Regression analysis
further confirmed this relationship, with psychic distance explaining 52% of the variance (R?
= 0.52) in location decisions. Geographic distance emerged as the most significant predictor
(B =-0.65, p <0.01), underscoring the importance of Tangier’s strategic location as a gateway
between Europe and Africa.

Sector-specific trends were also identified through ANOVA and t-tests. Firms in
the automotive sector reported lower administrative distance (mean = 2.7) compared to other
sectors, likely due to favorable trade agreements and government incentives for automotive
manufacturing. In contrast, firms in the services sector reported higher cultural distance (mean
= 3.1), reflecting challenges related to differences in consumer behavior and business
practices. The logistics sector emphasized the importance of geographic proximity (mean =
1.5), with firms highlighting Tangier’s role as a hub for international trade.

Qualitative insights

The thematic analysis of open-ended responses provided deeper insights into the factors
influencing firms’ location decisions. Three key themes emerged: cultural ties as a
facilitator, economic incentives as a driver, and administrative challenges as a barrier.

1. Cultural ties as a facilitator:

Many firms highlighted the importance of shared language and cultural familiarity in
reducing psychic distance. For example, one respondent noted, “The fact that many
Moroccans speak Spanish made it easier for us to establish relationships and integrate
into the local market.” This cultural affinity was particularly significant for firms in the
services sector, where customer interactions and local partnerships are critical.

2. Economic incentives as a driver:
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Firms across sectors emphasized the role of tax breaks, free trade zones, and access to a
skilled labor force in their decision to locate in Tangier. One respondent stated, “The
economic incentives offered by the Tangier Free Zone were a major factor in our
decision to set up operations here.” These incentives were especially important for
manufacturing firms, which benefit from cost savings and streamlined logistics.

3. Administrative challenges as a barrier:

Despite the advantages, some firms reported challenges related to bureaucratic
procedures and regulatory compliance. For instance, a respondent
commented, “Navigating the legal and regulatory framework in Morocco was more
complex than we initially anticipated.” These challenges were most pronounced in
sectors such as construction and food processing, where regulatory requirements are more
stringent.

Integration of quantitative and qualitative findings

The integration of quantitative and qualitative data revealed a nuanced picture of how psychic
distance influences location decisions. While the quantitative analysis highlighted the overall
importance of geographic proximity and economic incentives, the qualitative insights
provided context for these findings. For example, the low mean score for geographic distance
(1.9) aligns with firms’ descriptions of Tangier as a strategic hub for trade. Similarly, the
moderate score for administrative distance (3.2) reflects the bureaucratic challenges described
in the qualitative responses.

Sector-specific variations

The sector-specific analysis further enriched the findings. For instance, the automotive
sector’s lower administrative distance (mean = 2.7) can be attributed to government policies
that prioritize automotive manufacturing. In contrast, the services sector’s higher cultural
distance (mean = 3.1) reflects the challenges of adapting to local consumer preferences. These
variations underscore the importance of considering sectoral contexts when analyzing psychic
distance.

Summary of key results

In summary, the results indicate that psychic distance plays a significant role in the location
decisions of Spanish firms in Tangier. Geographic proximity and economic incentives are the
most influential factors, while cultural and administrative challenges present moderate
barriers. Sector-specific trends highlight the need for tailored strategies to address the unique
challenges and opportunities faced by firms in different industries.

Table 3 presents the mean scores for each dimension of psychic distance as reported by
Spanish firms operating in Tangier. These scores, measured on a 5-point Likert scale, provide
insights into how firms perceive different aspects of psychic distance in their international
operations. The analysis reveals notable variations across dimensions, with geographic
distance emerging as the least challenging factor in firms' location decisions.
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Table 111 : Mean scores and interpretations of psychic distance dimensions
Dimension Mean | Standard Interpretation
Score | Deviation
(1-5)
Cultural 2.8 0.6 Moderate perception of cultural differences, partially
Distance mitigated by shared historical ties and language
similarities
Administrative | 3.2 0.8 Highest perceived barrier, reflecting challenges in
Distance navigating regulatory frameworks and bureaucratic
procedures
Geographic 1.9 0.4 Lowest perceived barrier, highlighting the advantage
Distance of Tangier's strategic location near Spain
Economic 2.5 0.5 Moderate economic differences, balanced by
Distance attractive investment incentives and market potential

(Source: authors, 2025)

The findings demonstrate that while firms perceive moderate cultural challenges (mean = 2.8)
and significant administrative barriers (mean = 3.2), these are offset by the advantageous
geographic proximity of Tangier to Spain (mean = 1.9). The relatively low standard
deviations (ranging from 0.4 to 0.8) indicate consistency in firms' perceptions across the
sample. Administrative distance emerged as the most significant challenge, suggesting a need
for policy interventions to streamline bureaucratic processes. Conversely, the low geographic
distance score reinforces Tangier's strategic position as a gateway between Europe and Africa.
These results provide valuable insights for both policymakers seeking to attract foreign
investment and firms considering expansion into the region.

Figure 2 illustrates the relationship between psychic distance and location decisions among
Spanish firms in Tangier. The scatter plot demonstrates a strong negative correlation (r = -
0.72) between perceived psychic distance and firms' propensity to choose Tangier as a
business location. Each data point represents an individual firm's response, with psychic
distance scores on the x-axis and location decision scores on the y-axis.
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Figure 2: Correlation Between Psychic Distance and Location Decisions
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(Source: authors, 2025)

As depicted in Figure 2, there is a clear inverse relationship between psychic distance and
location decisions. The downward-sloping trend line (shown in red) indicates that as firms'
perception of psychic distance increases, their likelihood of choosing Tangier as a business
location decreases. The correlation coefficient of -0.72 suggests a strong negative
relationship, with psychic distance explaining approximately 52% of the variance in location
decisions (R? = 0.52).

The distribution of data points reveals that firms reporting lower psychic distance scores
(below 3.0) generally indicated higher location decision scores (above 3.5), suggesting that
reduced perceived barriers correlate with more favorable location choices. This pattern is
particularly evident in the automotive and logistics sectors, where firms reported lower
average psychic distance scores. The tight clustering of points around the trend line indicates
consistency in this relationship across different sectors, though some variation exists.

These findings reinforce the significance of psychic distance as a key determinant in
international location decisions and highlight the importance of initiatives aimed at reducing
perceived barriers to entry in the Tangier market. The strength of this correlation provides
valuable insights for policymakers and firms alike, suggesting that efforts to reduce psychic
distance could positively influence firms' location decisions.
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5. Discussion

This section interprets the empirical findings presented in the Results section, contextualizing
them within the theoretical framework established in the literature review and examining their
implications for theory and practice.

5.1 Discussion of Quantitative Findings

The quantitative results demonstrate a significant relationship between psychic distance and
location decisions, consistent with the theoretical foundations established by Johanson and
Vahlne (1977). The strong negative correlation (r = -0.72) confirms that psychic distance
remains a relevant factor in international business decisions despite advances in global
connectivity. However, the analysis reveals important nuances that extend beyond traditional
understandings of psychic distance.

The relative importance of different CAGE dimensions offers new insights into how psychic
distance operates in the specific context of Spanish firms in Tangier. Geographic proximity
emerged as the most influential factor (B = -0.65), suggesting a "proximity dividend" that
creates a distinct advantage for Spanish firms considering Tangier as a location. This finding
challenges simplistic applications of distance frameworks by demonstrating that geographic
proximity can significantly offset other dimensions of distance.

The moderate scores for cultural distance (mean = 2.8) reflect the complex historical
relationship between Spain and Morocco, where shared cultural elements coexist with
significant differences. This intermediate position suggests that binary categorizations of
markets as either "psychically close" or "distant” fail to capture the nuanced reality of cross-
border relationships shaped by historical interactions. The perception of moderate cultural
distance despite objective differences in national cultural indices suggests that historical
familiarity creates what Hakanson and Ambos (2010) term "asymmetric distance
perceptions.”

The finding that administrative distance received the highest mean score (3.2) yet did not
prevent investment suggests a more complex decision calculus than pure risk avoidance.
Spanish firms appear to evaluate administrative barriers against potential market
opportunities, recognizing them as challenges to be managed rather than absolute deterrents.
This observation aligns with recent critiques of early internationalization theories that
overstated the barrier effect of psychic distance.

5.2 Discussion of Qualitative Insights

The qualitative findings provide crucial context for understanding how Spanish firms
experience and navigate psychic distance in practice. The thematic analysis revealed patterns
that would not be captured through quantitative measures alone, demonstrating the value of
mixed-methods approaches in international business research.

The theme of "cultural ties as facilitators™ illuminates the lived experience behind the
moderate cultural distance scores in the quantitative data. Spanish firms leverage linguistic
overlap and historical connections as bridges across cultural differences. As one respondent
noted, "The fact that many Moroccans speak Spanish made it easier for us to establish
relationships and integrate into the local market." This observation suggests that cultural
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distance operates not as a uniform barrier but through specific pathways that can be
selectively bridged through shared language and historical familiarity.

The "economic incentives as drivers" theme reveals how policy interventions can effectively
modulate psychic distance perceptions. Tangier's special economic zones and tax incentives
create what could be termed "compensatory advantages"” that offset perceived distances. This
finding challenges models that treat psychic distance as fixed and predetermined, suggesting
instead that it can be strategically reduced through targeted incentives. One respondent's
comment that "the economic incentives offered by the Tangier Free Zone were a major factor
in our decision" demonstrates how economic policies can shift the cost-benefit analysis in
favor of market entry despite perceived distance.

The "administrative challenges as barriers" theme provides texture to the highest-scoring
dimension from the quantitative analysis. Qualitative insights reveal that administrative
distance manifests primarily in procedural complexity rather than fundamental regulatory
divergence. This distinction between regulatory content and implementation processes offers
a more refined understanding of administrative distance that could inform more effective
policy interventions. As one participant explained, "Navigating the legal and regulatory
framework in Morocco was more complex than we initially anticipated,” pointing to
transparency and predictability rather than the regulations themselves as the primary
challenges.

5.3 Sectoral Variations in Psychic Distance Perceptions

The analysis reveals significant sectoral differences in how Spanish firms experience and
respond to psychic distance, a pattern insufficiently explored in previous research. These
sectoral variations challenge universalist approaches to internationalization and suggest the
need for industry-sensitive frameworks.

The automotive sector's lower administrative distance perception (mean = 2.7) compared to
the overall average (3.2) reflects the effectiveness of Morocco's targeted industrial policies.
The Tangier Automotive City initiative has created a specialized ecosystem with streamlined
procedures and dedicated support for automotive manufacturers. This finding demonstrates
how sector-specific policies can selectively reduce psychic distance dimensions, creating
preferential channels for certain types of investment. The sector's experience suggests that
administrative distance is not a fixed country-level characteristic but can be modulated
through targeted interventions.

The services sector reported higher cultural distance scores (mean = 3.1) than manufacturing
sectors, reflecting the inherently cultural-embedded nature of service provision. Unlike
manufacturing operations that can maintain standardized processes regardless of location,
service firms must adapt their offerings to local customer expectations and cultural norms.
This finding suggests that the degree of required local market engagement significantly
moderates how firms experience cultural distance. The variation across sectors indicates that
cultural distance may be more consequential for businesses whose value propositions require
deeper cultural integration.

The logistics sector's emphasis on geographic proximity (mean = 1.5) demonstrates how
industry business models shape which dimensions of psychic distance become most salient.
For logistics firms, Tangier's position as an intercontinental bridge directly enhances their
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value proposition, making geographic proximity not merely a reduction in distance costs but a
strategic advantage. This sector-specific emphasis highlights how the relevance of different
psychic distance dimensions varies according to industry-specific value creation mechanisms.

The construction sector's higher administrative distance scores (mean = 3.5) reflect the locally
regulated nature of building activities and the necessity of navigating complex permitting
processes. This sensitivity to administrative distance stems from the sector's integration with
local regulatory frameworks rather than universal technological standards. This finding
demonstrates how regulatory intensity varies across sectors, creating industry-specific psychic
distance profiles.

These sectoral variations suggest that psychic distance is experienced through industry-
specific pathways rather than uniformly across all business activities. This perspective
contributes to internationalization theory by suggesting that industry characteristics may be as
important as country-level factors in shaping how psychic distance impacts firm decisions.

5.4 Theoretical and Practical Implications

This study offers several significant contributions to both theory and practice, expanding our
understanding of psychic distance while providing actionable insights for businesses and
policymakers.

From a theoretical perspective, our findings contribute to internationalization theory in three
important ways. First, we extend the CAGE framework by demonstrating the compensatory
relationship between different dimensions of psychic distance. While traditional applications
of the framework treat dimensions as cumulative barriers, our findings reveal how strength in
one dimension (geographic proximity) can offset weaknesses in others (administrative
complexity). This interdependence among dimensions suggests a more complex calculus than
previously recognized in distance-based internationalization models.

Second, our research advances the emerging "perceptual turn™ in psychic distance studies by
demonstrating how objective distances and subjective perceptions can diverge based on
historical relationships and strategic incentives. The gap between Spain and Morocco's
positions in conventional distance indices and the actual perceptions of Spanish firms reveals
the limitations of purely objective measures. This finding supports Hakanson and Ambos'
(2010) contention that psychic distance is fundamentally perceptual and contextual rather than
objectively determined.

Third, the sectoral variations documented in this study suggest the need for industry-sensitive
theories of internationalization. Current models predominantly operate at the country level,
but our findings reveal that industry characteristics significantly moderate how psychic
distance is experienced. This suggests that future theoretical frameworks should incorporate
sector-specific variables alongside country-level factors to better predict internationalization
patterns.

From a practical perspective, this research offers valuable insights for multiple stakeholders.
For Spanish firms considering expansion to Tangier, our findings highlight the importance of
sector-specific strategies rather than generic approaches to overcoming psychic distance. The
distinct psychic distance profiles across sectors suggest that firms should prioritize different
adaptation mechanisms depending on their industry. For example, service firms should

Revue Economie & Société Vol.4,N° 1 Janvier/ Mars 2025

22



Ilham SBAAI & Fatima CHAREF

prioritize cultural adaptation, while construction companies might focus on navigating
administrative procedures.

For Moroccan policymakers, our results demonstrate the effectiveness of targeted sectoral
policies in reducing specific dimensions of psychic distance. The success of the automotive
sector in attracting Spanish investment suggests that similar sector-specific approaches could
be effective for other industries. Additionally, the finding that administrative distance remains
the highest barrier across most sectors points to a clear policy priority: streamlining
bureaucratic procedures would likely have the broadest positive impact on foreign investment
attraction.

For investment promotion agencies and chambers of commerce, this research underscores the
value of providing sector-tailored support services rather than generic market information. By
recognizing the distinct psychic distance challenges faced by firms in different industries,
these organizations can develop more effective facilitation programs that address the specific
barriers most relevant to each sector.

5.5 Overcoming Psychic Distance: Counter-Arguments and Success Cases

While our findings demonstrate the significant influence of psychic distance on location
decisions, the qualitative data also revealed important counter-examples that challenge the
deterministic view of psychic distance as an insurmountable barrier. Several Spanish firms
have not only overcome psychic distance challenges but have transformed them into sources
of competitive advantage through deliberate adaptation strategies.

One medium-sized automotive components manufacturer exemplifies this transformative
approach. Rather than viewing cultural differences as obstacles, they implemented what their
CEO described as “cultural arbitrage”—deliberately leveraging their position at the
intersection of European and North African business cultures to create unique value
propositions for clients in both regions. By developing bicultural teams and processes, they
established themselves as valuable intermediaries in the automotive supply chain, growing
their business beyond what would have been possible in either individual market.

Similarly, a professional services firm transformed administrative complexity from a barrier
into a service offering. After mastering Moroccan regulatory frameworks through their own
market entry process, they developed a consulting division that helps other Spanish firms
navigate administrative requirements. Their director explained: "What began as our greatest
challenge became our most profitable business line." This case illustrates how psychic
distance can create market opportunities for firms that develop specialized capabilities to
bridge institutional gaps.

These counter-examples suggest three strategies through which firms have successfully
transformed psychic distance from barrier to advantage:

1. Developing Bridging Capabilities: Successful firms invested in developing specific
organizational capabilities to span cultural and administrative divides. Rather than
minimizing differences, they explicitly recognized them and built specialized skills to
navigate them, creating organizational competencies that competitors would find
difficult to replicate.
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2. Leveraging Bicultural Human Capital: Firms that effectively overcame psychic
distance prioritized recruiting and developing employees with cross-cultural
competencies. Several companies established formal mentorship programs pairing
Spanish and Moroccan professionals to facilitate knowledge transfer and cultural
understanding.

3. Adopting Incremental Adaptation: Rather than attempting wholesale adaptation or
maintaining rigid standardization, successful firms implemented phased approaches,
systematically addressing psychic distance dimensions in order of priority. This
incremental strategy allowed for organizational learning while maintaining operational
effectiveness.

These success cases provide an important counterbalance to the predominant view of psychic
distance as purely a barrier to internationalization. They suggest that under certain conditions,
psychic distance can create opportunities for firms with the right capabilities and strategic
mindset. This perspective aligns with recent theoretical work by scholars like Stahl and Tung
(2015) who have called for more balanced approaches to cultural differences that recognize
both challenges and opportunities.

6. Conclusion
6.1 Summary of key findings

This study explored the role of psychic distance in the location decisions of Spanish firms in
Tangier, Morocco, using a mixed-methods approach that combined quantitative surveys and
qualitative interviews. The findings reveal that psychic distance significantly influences firms’
decisions, with geographic proximity and economic incentives emerging as the most critical
factors. Firms perceived moderate cultural and administrative challenges, but these were
often offset by Tangier’s strategic location as a gateway between Europe and Africa and the
attractive incentives offered by the Tangier Free Zone. The quantitative analysis demonstrated
a strong negative correlation (r = -0.72) between psychic distance and the likelihood of
choosing Tangier as a business location, with geographic distance being the most significant
predictor (B = -0.65, p < 0.01). Qualitative insights highlighted the importance of cultural
ties, such as shared language, and the challenges posed by bureaucratic
procedures and regulatory compliance. Sector-specific trends further underscored the need
for tailored strategies, as firms in the automotive, logistics, and services sectors faced unique
opportunities and challenges.

6.2 Contributions

This study makes several important contributions to the literature on psychic distance and
international business. Theoretically, it validates the CAGE Distance Framework
(Ghemawat, 2001) in the context of an emerging market, demonstrating its applicability for
measuring psychic distance across diverse sectors. By integrating quantitative and qualitative
data, the study provides a nuanced understanding of how psychic distance operates in
practice, moving beyond aggregate indices to capture firm-specific perceptions. The sector-
specific analysis also contributes to the growing body of research on the contextual nature of
psychic distance, highlighting the need for tailored approaches in different industries.

From a practical perspective, the findings offer valuable insights for Spanish
firms considering Tangier as a business location. Firms can leverage Tangier’s geographic
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proximity and economic incentives while developing strategies to address cultural and
administrative challenges. For policymakers, the study underscores the importance of
reducing bureaucratic barriers and enhancing cultural integration to attract foreign investment.
The success of the Tangier Free Zone serves as a model for other regions seeking to position
themselves as hubs for international business.

6.3 Limitations and future research

Despite its contributions, this study has several limitations that should be acknowledged.
First, the reliance on self-reported data may introduce biases, such as social desirability or
recall inaccuracies. While steps were taken to mitigate these biases (e.g., ensuring anonymity,
pilot testing the survey), future studies could complement self-reports with objective
measures, such as archival data or third-party assessments. Second, the sample size of 30
firms, while sufficient for exploratory research, limits the generalizability of the findings. A
larger sample would allow for more robust statistical analysis and subgroup comparisons.
Third, the study’s focus on Spanish firms limits its applicability to firms from other
countries, which may perceive psychic distance differently due to varying cultural,
administrative, and economic contexts.

Future research could address these limitations by expanding the scope of the study. For
example, comparative studies could examine how psychic distance influences location
decisions in other emerging markets, such as Southeast Asia or Latin America.
Additionally, longitudinal studies could track firms’ experiences over time to assess how
perceptions of psychic distance evolve as they gain experience in foreign markets. Finally,
future research could explore the role of digital technologies in reducing psychic distance,
particularly in sectors such as e-commerce and remote services, where geographic proximity
may be less critical.

Final remarks

In conclusion, this study provides a comprehensive understanding of how psychic distance
impacts the location decisions of Spanish firms in Tangier. By integrating quantitative and
qualitative data, it offers valuable insights for both academics and practitioners, contributing
to the broader literature on international business and providing actionable recommendations
for firms and policymakers. While the study has limitations, it lays the groundwork for future
research on the contextual and dynamic nature of psychic distance, paving the way for more
nuanced and practical approaches to international expansion.
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