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Purpose: The study proposes a conceptual framework on how institutions 
influence risk and uncertainty. Beyond the nuances in defining the concepts in 
the existing literature, the role of institutions in shaping risks and uncertainties 
remains understudied. This paper adopts the new institutional economics (NIE) 
perspective to revisit the concepts of risk and uncertainty and provide a deeper 
reflection about its interactions with formal and informal institutions.  
 

Method: Our conceptual model is based on four propositions that support a 
theoretical explanation about the relationships between institutions and 
uncertainties, institutions and risks, and uncertainties and risks.  
 

Findings: While formal institutions have a primary role in reducing 
uncertainties, informal institutions can be seen as a source of risk. These 
findings imply firms’ strategic decisions. In this regard, we also provide a 
research agenda for future empirical studies in the area. 
 

Originality/value: The study highlights the importance of institutions for 
companies to deal with risk and uncertainties. The institutions have a primary 
role in defining the “known part” of the uncertainty, allowing the companies to 
evaluate the different scenarios for decision-making. 
 

Theoretical/Methodological Contributions: This study differentiates risk and 
uncertainty interaction according to institutional theory. Additionally, we offer 
an academic discussion of how formal and informal institutions can shape risks 
and uncertainties.  
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1. Introduction 
 

Risk and uncertainty are inherent in the business 
environment. This study aims to discuss the 
interrelationship between risk and uncertainty, 
understood in this work as subsequent concepts 
(Magnani & Zucchella, 2018). The existence of one 
may depend on the degree of the other. Companies 
need to cope with several challenges and decision-
making scenarios to adequate their strategies to 
different levels of risk and uncertainty. One way of 
doing so is relying on conformity with institutions to 
gain legitimacy. In this regard, the present paper 
proposes a theoretical discussion about the influence 
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of formal and informal institutions on risk and 
uncertainty. 

The institutional theory considers that firms have 
limited capacity for analysing scenarios that may 
influence the decision-making process and that, in 
search of reducing uncertainties, they rely on 
institutions in an attempt to legitimise their conduct 
(North, 1991, Francis, Zheng & Mukherji, 2009). 
Institutions are formal rules, such as laws, regulations 
imposed by governments, and informal rules, such as 
culture and values, derived from the social structure 
itself (North, 1991, Tamanaha, 2015). These rules 
assume the desired behaviour in the locations, and 
actions aligned with them seem legitimate and 
proper behaviour (Suchman, 1995). 

http://creativecommons.org/licenses/by-nc-sa/4.0/
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Companies operate in an environment that is 
inherently complex and permeated by risks and 
uncertainty. The set of formal and informal 
institutions shapes the interaction between 
companies and their strategic decision-making (Peng 
et al., 2008). At the same time, institutions constraint 
company behaviour. NIE analyses institutional rules 
as beneficial restrictions that seek to maximise the 
interest of economic actors within these limitations 
(Tamanaha, 2015), reducing uncertainties and risk.  

Some perspectives that intend to understand the 
dynamics of decision making through risks and 
uncertainties involve  economic theory (Knight, 
1921), decision-making theory (Garner, 1962; 
Keeney, 1982), contingency theory (Lawrence and 
Lorsch, 1967), and institutional theory (Hall & 
Soskice, 2004; Müllner, 2016; North, 1990; Porta et 
al., 2008). On risk, studies have been developed from 
the economic perspective (Dequech, 2018; Garner, 
1962; Knight, 1921; Williamson, 1976) as well as in 
management perspective (Lewis & Bozos, 2019; 
Müllner, 2016; Teece & Leih, 2016).  

Knight described one of the first concepts of 
uncertainty and risk in 1921. Knightian uncertainty is 
seen as a phenomenon in which the results are 
unknown. Its variation probabilities are unpredictable 
(Garner, 1962; Knight, 1921), but the risk represents 
a "known" part of the uncertainty. According to this 
understanding, the risk is associated with the 
circumstance in which the measurement of the 
probabilities of possible results are calculable and 
predictable, whereas the uncertainty arises from the 
impossibility of calculating or forecasting; it is related 
to uncertain and unknown future results (Knight, 
1921). 

What makes it interesting is that there are also 
different perceptions of the relationship of 
institutions with risk and uncertainty in addition to 
the different perceptions of risk and uncertainty. 
North (1991) hinted that institutions help transform 
uncertainties into risk. But how this could be done still 
understudied. In this study, we propose a theoretical 
explanation about the relationships between 
institutions and uncertainties, institutions and risks. 
Given these relationships, we raised the question: 
what role do institutions play in the relationship 
between uncertainties and risks? This perspective 
conceptualises a more in-depth analysis of the 
dynamics of these constructs. Understanding this 
difference is critical to understand better the 

dynamic regarding institutions from locals where 
firms operated. 

We have contributed to NIE by developing a more 
detailed explanation of how the concepts of 
uncertainty, risk, and institutions interact with each 
other. This contribution is divided into three stages: 
firstly, we contribute with an explanation that 
differentiates the risk. Secondly, we proposed how 
uncertainty is affected by risk and differs from it. 
Thirdly, we develop two propositions of institutional 
restrictions that exert influence on the environment, 
thus, influencing risk and uncertainty. 

 
2. Institutions 
 

NIE has an economic nature and proposes that 
institutions are the set of rules which determine 
economic and social interactions (Agboola, 2015; de 
Groot et al., 2004; Hall & Soskice, 2001, 2004; North, 
1990). In turn, the institutional environment is the set 
of institutions that influence companies in a specific 
country or industry (Kostova & Roth, 2002; Tywoniak 
et al., 2007). Hence, companies will behave according 
to the set of "rules of the game" present in the 
institutional environment they operate in (Peng et al., 
2008). 

Institutions are complex structures that restrict 
and outline social and economic interactions in a 
society (North, 1991). Thus, a range of essential social 
ties characterises the environment, such as language, 
money, laws, structuring economic activities 
(Tamanaha, 2015). NIE recognises that companies 
operate in a context of uncertainty regarding the 
effectiveness of their market strategies. This means 
that when companies do not understand the 
economic system as a whole, they rely on existing 
institutions to make their decisions, seeking 
legitimacy for their actions (Francis et al., 2009).  

A firm's survival is conditioned by formal and 
informal norms and rules that directly affect its 
strategic choices (Peng et al., 2008). Organisations 
are sensitive to environmental influences, cultural 
influences, and the groups' interests interacting with 
them (Peng et al., 2009). The focus on the 
institutional perspective permeates the technical 
needs of organisational activities that incorporate 
concerns about institutional pressures. These 
institutional pressures are responsible for the 
emergence of organisational forms, processes, 
strategies, and patterns of interaction (Furubotn & 
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Richter, 2008; Selznick, 1996). Institutions constraint 
strategies and the behaviour of firms (Dequech, 
2011). However, developed and consolidated 
institutions play an essential role in a healthy market. 
It is up to the institutions to minimise the 
uncertainties inherent in human interaction 
(Furubotn & Richter, 2008; North, 1990; Peng et al., 
2009). Hence, when institutions work well, there will 
be fewer uncertainties regarding interactions. 

Faced with the costs of trade and the 
unpredictability of human behaviour, institutions 
provide structural support so that transactions can 
occur with the lowest uncertainty (Furubotn & 
Richter, 2008; Rodrik, 2000). Thus, the more complex 
the relations of exchange concerning the quantity 
and variability of the attributes of goods and services, 
the greater the importance of reliable institutions 
(North, 1990; Rodrik, 2000). To guide relations, 
institutions constitute restrictions aimed at directing 
the individual's choices from attenuating the costs of 
interaction typical of the trade process (de Groot et 
al., 2004; Furubotn & Richter, 2008).  

Formal restrictions, or rules, form the visible part 
of institutions, including trade laws, policies, and 
contracts. These rules evolve according to the 
complexity of the transactions and the need to 
intensify informal restrictions, referencing the 
relationship between agents, facilitating the 
exchange process (North, 1990). According to North 
(1991), formal and informal institutions evolve 
insofar as they influence each other to some extent. 
For instance, formal institutions can represent a 
constrain for the informal environment, as well as the 
informal institutions exert influence in the formal 
rules designed. They complement and influence each 
other, causing what the author calls institutional 
changes. 

Informal institutions also seen are a source of 
managers' risk perception given the effect they exert 
in international business (Makhija & Stewart, 2002; 
Cao et al., 2018). Informal restrictions that are 
designed and socially transmitted by culture guide 
and constrain the conduct of individuals in all spheres 
of human interaction (Hall & Soskice, 2001, 2004; 
Tywoniak et al., 2007).  

In trade, these restrictions act to reduce the costs 
of measurement and execution through non-positive 
rules only agreed upon between the parties 
(Dequech, 2011). They consist of codes of ethics, 
diffuse habits, and values that are difficult to modify 

(North, 1990; Peng et al., 2009; Tywoniak et al., 
2007).  

Therefore, by conditioning the rules that 
determine individuals' behaviour, institutions confer 
legitimacy to the acts and practices of managers and 
companies that end up acting strategically in pursuit 
of their interests within formal and informal 
boundaries of a specific institutional framework 
(Peng et al., 2009; Tywoniak et al., 2007). In this 
sense, North (1991) assumes that the institutional 
framework should promote some stability to not 
interfere with the formal rules and the conduct rules 
that will determine individuals' and companies' 
choices.  

Otherwise, when formal constraints are not 
transparent or effective, informal constraints play a 
more significant role in diluting natural uncertainties 
in firms' decision-making, prioritising reactions based 
on network or influence (Hall & Soskice, 2001). 
Individuals and companies' bargaining power puts 
pressure on such stability, causing changes in the 
institutional framework (North, 1990; Peng et al., 
2009).  

Thus, institutional characteristics represent the 
formal and informal rules that coexist in society's 
economic game, reflecting and describing the 
external organisational environments (van Hoorn & 
Maseland, 2016). Kostova (1997) proposed that 
institutional characteristics shape the institutional 
profile of countries, understood as the primary set of 
institutions that have consolidated over time and that 
parameterise the functioning of organisations in that 
country. Adopting institutional literature, Kostova 
(1997) differentiates institutions in three dimensions: 
regulatory, cognitive, and normative. The regulatory 
dimension of the institutional profile covers laws, 
regulations, and government policies that provide 
support or restrict organisational behaviour related 
to the institutions' formal restrictions. The cognitive 
dimension reflects the mental structures and 
knowledge shaping and defining how people 
interpret the available information. The normative 
dimension, which contemplates social norms and 
values shared by society, corresponds to informal 
restrictions. 

 

3. Uncertainty  
 

The early concepts of uncertainty have been 
historically tied to a mathematical and measurement 
definition.Thiss study used the Knightian definition of 

https://internext.espm.br/internext/article/view/604
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uncertainty to propose a differentiation between risk 
and uncertainty and their relations with institutions. 
According to the seminal work of Knight (1921), 
uncertainty is seen as a phenomenon in which the 
results are unknown, and their probabilities of 
variation are unpredictable. The author additionally 
classified the uncertainty into two different types:  

a) Measurable: This one is based on past events 
that create what the author called "a priori 
probability", with a homogeneous distribution in 
groups of past outcomes.  

b) Unmeasurable: This occurs when the 
probability of possible outcomes is "estimate" by 
the judgment of the individuals.  

 

Uncertainty has unknown outcomes, while risk 
represents the uncertainty that the results are known 
(Mousavi & Gigerenzer, 2014). Several studies in the 
field developed the concept of environmental 
uncertainty like the one that is characterised as 
"uncertainty about the outcomes of the external 
environment" (Azar & Drogendijk, 2014; Magnani & 
Zucchella, 2018; Martin et al., 2015), first proposed 
by Knight (1921). Many others try to measure this 
environmental uncertainty in different levels and 
frameworks (Packard et al., 2017; Samsami et al., 
2015). 

Knight’s definition also supports the institutional 
theory perspective definition of uncertainty. From 
this perspective, uncertainty is a condition in 
which an event's probability cannot be established 
and assured against such occurrence (North, 1991) 
and is always present in the environment (Francis et 
al., 2009). Complementary so, NIE proposes that the 
lack of results in an environment can be mitigated by 
the institutions' quality, once enhance actor's 
strategic capacity when faced with challenges (Hall & 
Soskice, 2004). This alternative to deal with 
environmental uncertainties is also linked to making 
unknown results predictable or turning them into 
risk.   

Transforming uncertainty into risk involves 
measuring variables present in environmental 
contexts and making rational decisions based on data 
and statistics. However, while risk provides safer 
decision-making environments, it does not 
encourage agents to deal with entirely unknown and 
complex factors, promoting a more simplistic 
assessment of the context (Teece & Leih, 2016). The 

concept of risk is most straightforward when 
compared with uncertainty.  

  
4. Risk 
 

According to one of the first distinctions of the 
concepts of risk and uncertainty, the risk is what 
happens when decision-makers are unaware of the 
decisions' results. However, it is possible to calculate 
the probability of known outcomes (Magnani & 
Zucchella, 2018). While uncertainty represents a 
construct of the incurrence of unexpected events in 
which their probability cannot be measured, and 
there is no way to prevent them, risk has a much 
more specific scope (North, 1991). Knight (1921) 
defines that risk is associated with one particular 
adverse event in which its probability of occurrence 
can be measured. In this case, prevention is 
considered adequate. Along these lines, risk 
represents a "known" part of the uncertainty.  

If the uncertainty present in an environment lacks 
results information, we add some knowledge to the 
unknown part when we have risk, which allows the 
creation of statistical previsions (Magnani & 
Zucchella, 2018; Vahlne & Johanson, 2017) and 
possible known outcomes. As opposed to 
uncertainty, the organisations’ managers translate 
the risk, thus becoming a management tool through 
the company actions (Müllner, 2016). To reduce 
transaction costs, uncertainties should be 
transformed into risks so that a prediction from the 
variability of results can be possible (North, 1991). 
Nonetheless, how could this be done? What are the 
mechanisms that support the firm's decisions, 
capable of transforming uncertainties into risk? The 
answer depends on first understanding the definition 
and the difference between both concepts.  

In the new institutional economics, risk occurs by 
analysing the interaction of the context with the 
organisation’s actions defined by the institution's 
dynamics (North, 1990).  This way, risk management 
is integrated with the organisation’s strategic 
planning and decisions. Also, although present in this 
theory, the role of risk is not clearly defined in its 
determinants, and there is no further differentiation 
between the concepts of risk and uncertainty 
(Müllner, 2016). So, we proposed a conceptual 
development to do that. 
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5. Conceptual Development 
 
5.1. How risks influence uncertainties and how 
uncertainties influence risks 
  

 In this study, we proposed to analyse the 
concepts of uncertainty and risk throughout the 
Knightian definitions and the institutional lens. Based 
on extant literature, uncertainty and risk are different 
concepts interacting with each other. Once they 
could be subsequent concepts, the degree of one is 
related to the other's degree (Magnani & Zucchella, 
2018). 

 On the one hand, uncertainty is an inherent 
condition in the organisational context, referring to 
“the lack of knowledge regarding the firm's actions” 
(Magnani & Zucchella, 2018 p.103). It will always 
exist. Teece, Peteraf, and Leih (2016) called 
uncertainty "ubiquitous", an intrinsic characteristic of 
relations between companies and the market. The 
unpredictability existent in the market is natural for 
all firms in different sectors of industries.  

 On the other hand, the risk may or may not 
exist. When an environment presents less 
uncertainty, the measurement of possible actions 
becomes less problematic, being possible to calculate 
the impact of the consequence of these actions and 
the risk inherent to them. In this context of less 
uncertainty, the risk is present and measurable. 
Conversely, there may be environments where the 
prediction of results does not exist; the behaviour of 
people and markets is unpredictable. For example, in 
emerging markets, the lack of historical information 
(Zanini et al., 2009) can lead to an environment that 
is more subject to uncertainty and less subject to risk 
measurement. 

Said that, how can North (1991) assumptions of 
institutions transforming uncertainty into risk occur? 
Several studies tried to explain the interconnection, 
at the same time the idiosyncratic, between 
uncertainty and risk (Knight, 1921; Miller, 2007; 
Hmieleski et al., 2015). Bewley (2002) argue that 
uncertainty can be turned into risk through the 
decision making process. Through alternatives 
discussion and analysis process, managers can turn 
the non-known outcomes into known ones (Miller, 
2007). The logic behind the argument is transforming 
the subjectivity of uncertainty into “known parts” 
called risks. For this to happen, the uncertainty is a 
construct that exists regardless of the risk, thus: 

Proposition 1:  Uncertainty precedes the risk. 
 

 Risks will also influence uncertainty. Risks 
define systematic and rational thinking for decision-
making, forcing the decision-maker to find ways to 
quantify or eliminate the chances of something going 
wrong, even if they do not do it statistically. Risks are 
calculable, or at least estimable. The accuracy of risk 
estimation is based on the ability and possibility to 
accurately understand the state and predict changes 
in the environment (Carruthers, 2013). 

  Thus, unstable scenarios are a source of 
uncertainty, as opposed to the risk, due to the 
complexity of the change and the inability to measure 
possible outcomes. Changeable actors and 
institutions provide less source of risk to 
entrepreneurs at the same time that increases 
uncertainty levels (Young et al., 2018). With this in 
mind, the likelihood to operate a business in riskier 
environments are higher once the predictability 
allows better decision-making. In this regard, the 
literature reaffirms that the commitment of the firm 
with its business in riskier environments depends on 
its tolerance for risk (Johanson & Vahlne, 1977, 2009; 
Figueira-de-Lemos & Hadjikhani, 2014). The balance 
between the existing risks and the amount of the risk 
that the company is willing to accept determine 
strategic choices of engaging or not with business in 
a location (Clarke, & Liesch, 2017). 

However, as the amount of risk analyses 
increases, the possibility of inaccuracy in these 
analyses also increases. The complexity of each risk 
assessment is cumulative when dealing with multiple 
assessments, decreasing the probability of 
understanding and predicting the possible scenarios 
and outcomes (Johansen, & Rausand, 2014; Jensen, 
& Aven, 2018). Uncertainty arises when the ability to 
understand and accurately predict outcomes is 
complex. By the diverse and complex combination of 
a high number of known factors (risks), the results 
may be unknown (uncertainty). Hence, we propose 
that: 

 
Proposition 2: Environments with higher amounts of 
risk will present higher uncertainty. 
 
5.2. How institutions influence risk and uncertainty 
  

It is necessary to understand that an 
organisation’s environment is not static; on the 

https://internext.espm.br/internext/article/view/604
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contrary, it is subject to constant changes to 
understand the institutional factors that can 
influence the levels of risk and uncertainty 
(Mintzberg et al., 2009). An unstable context is 
marked by the unpredictability of the individual's 
future behaviour and a dynamic and complex 
environment (Siggelkow & Rivkin, 2005). The 
environmental changes radiate their effects 
throughout the institutional and organisational 
environment, giving rise to a new business 
environment characterised by environmental risk and 
uncertainty (Furubotn & Richter, 2008). 

The prominent role of institutions is to reduce 
uncertainty, primarily through their cognitive 
function (North, 1991). In this perspective, economic 
decision-making is strongly influenced by individuals' 
beliefs and society's cultural heritage (Knight & 
North, 1997). The institutions themselves represent a 
reflection of these cultural heritages built over time 
and greatly influenced by subjective preferences 
regarding notions and ideologies rooted in a society 
or economy. 

The social and cultural context, called by North 
(1990) as informal constraints, act on the cognitive 
process and rational decision making through the 
substantive content of institutional rules and cultural 
symbols and in the ways that social institutions and 
practices structure and organise the cognitive 
process itself (Dequech, 2006; Knight & North, 1997; 
North, 1990). Thus, institutional, cultural factors are 
those that exert the most significant influence on 
uncertainty in relation to exchange, since they are 
derived from collective legacies and codes of conduct 
that are broader and deeper, and, therefore, more 
difficult to change, providing suggestions of possible 
behaviours to people and firms.  

However, as long and gradual changes occur, 
informal institutions allow for the assimilation of this 
new behaviour and adaptation to maximise risk and 
predict standard behaviour. In new international 
ventures, firms base their strategies on mimetics and 
reproduce the same assertive behaviour that exists in 
that environment, even in the subsidiary's internal 
culture (Francis et al., 2009), since the behaviour is 
predictable. In this sense, in unstable and random 
environments, informal restrictions could favour the 
incidence of risks to a greater degree than 
uncertainties, as they would print a certain degree of 
behavioural predictability, allowing the measurement 
of the consequence of possible actions. In addition, 

informal restrictions would respond to the 
environment in which values and patterns of 
behaviour would change according to opportunities 
to maximise profitability (Hall & Taylor, 2003), in less 
progress, increasing the amount of risk and the 
predictable results of actions from the company. That 
is why: 

 
Proposition 3: The strength of informal restrictions is 
positively related to the risk in an environment. 
  

Institutional factors related to technological 
changes, markets and legal and political issues should 
positively influence environmental uncertainty. This 
is because the constant technological advances 
generate a rapid change scenario, forcing the actors 
to develop an innovative capacity compatible with 
society's demands (Siggelkow & Rivkin, 2005).  

Regarding formal institutions, political-legal 
factors do not keep up with the speed of 
environmental changes, act in disagreement with the 
new and diverse market configurations, and the 
exchange relationships in this complex environment 
end up being driven by undefined rules or rules under 
definition (Zanini et al., 2009).  

As discussed previously, institutions have as their 
primary function the reduction of uncertainty 
inherent in human interaction; however, this does 
not mean that they have a static, unchanging 
configuration. The formal institutions respond to 
their environment, evolving and changing, and in this 
movement, they alter the available choices (North, 
1990).  

In this sense, it is possible to affirm that economic, 
political, and legal institutions act to minimise the 
probability of the occurrence of some event that will 
frustrate the economic exchanges between 
organisations. Economic institutions, for example, 
play a more prominent role in emerging economies 
by providing market support given the instability of 
the environment (Peng et al., 2009). In addition, 
economic institutions affect investment decisions by 
providing indicators that enable decision making at 
lower transaction costs, overcoming information 
asymmetry, and favouring legal stability (Amal & 
Seabra, 2007). 

Political and legal institutions, in turn, act to 
minimise the uncertainty from the promotion of 
stability of the institutional environment. Institutions 
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provide the formal rules of the game and modulate 
the choices of organisations (Hall & Taylor, 2003). 
Issues such as the democratic environment, political 
stability, and the legal framework represent some 
packaging (North, 1990) that delimit the 
organisation’s opportunities. 

Environments can be more restrictive or more 
flexible based on their institutions. Restrictive 
environments will become more assertive – more 
rigid and acting – normative and regulative 
institutions (Yiu & Makino, 2002). The level of 
institutional, legal restriction in an environment 
determines the degree to which these institutions are 
enforced and respected and might affect the 
economic outcomes (Porta et al., 2008). 

Institutions, as formal restrictions, are 
organisational factors that measure and predict 
results. For instance, the legal system's development, 
banking sector structure, and industry regulation of 
contracts (Francis et al., 2009) set rules and predict 
outcomes in business interactions. These behavioural 
restrictions will limit the number of possible events 
and actions that could influence the uncertainty of a 
determined event. By limiting the number of possible 
events, the institutional environment will decrease 
the complexity of risk assessment, making it easier to 
predict the outcomes in a specific object of analysis. 
Hence, the more restrictive the institutional 

environment is, the less possible events and actions 
are allowed, reducing the amount of uncertainty: 

 
Proposition 4: The strength of formal restrictions in an 
environment is negatively related to the amount of 
uncertainty. 
 

To represent these four propositions, Figure 1 
illustrates the relationships between risk, 
uncertainties, and institutions. These effects happen 
in two ways when we speak about uncertainty and 
risk. Therefore, the strength and formal and informal 
institutions can be exerting influence on the levels of 
uncertainty and risk of the environment. This 
framework illustrates the direction of the effects 
which are proposed in our conceptual development. 
The literature about all these actors made it possible 
the formulation of this paper and the proposition of 
these interactions. 

To represent these four propositions, Figure 1 
illustrates the relationships between risk, 
uncertainties, and institutions. These effects happen 
in two ways when we talk about uncertainty and risk. 
Therefore, the strength and formal and informal 
change of institutions may be influencing the levels of 
uncertainty and risk in the environment. The 
proposed model has two antagonistic relationships 
and coexists between risk and uncertainty that 
alternate according to institutional influence. 

 

Figure 1: Risk, uncertainty and institutions 
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Thus, there is a positive influence of informal 
restrictions on risks, an increase in the predictability 
of events in decision making, and on the other hand, 
a negative influence of formal restrictions on 
uncertainty, promoting, even temporarily, 
environmental instability. This chart illustrates the 
direction of the effects that are proposed by four 
propositions in the conceptual development.  

 

5.3. Research Agenda 
 

The theoretical discussion of this work aims to 
deepen the analysis of literature and pre-existing 
concepts. The Knightian perspective and the 
concepts of uncertainty and risk are clarified and 
applied to the institution's lens. This early definition 
was necessary to support propositions 3 and 4. While 
informal institutions set a firm's behaviour pattern in 
a determined location, they produce a source for risk. 
As the known part of uncertainty, risk allows the firm 
to behave and practice mimetic strategy for 
international entry purposes. For example, for future 
researches, it is possible to develop a further analysis 
of these relationships. Suitable future research 
questions are: What are the informal restrictions that 
boost mimetic strategies? When can cultural aspects, 
such as socially transmitted beliefs and values - inside 
and outside companies - pose risks to international 
strategy? Are the firm's behaviour patterns a source 
of country risk? The analysis of these relationships 
could benefit significantly from micro-foundations 
studies to establish better constructs and their 
antecedents. 

Additionally, researchers can use the in-depth 
explanations provided here through empirical tests 
for proposition 4. In proposition 4, we reinforce the 
role of formal restrictions in an environment affecting 
the levels of uncertainty negatively. This proposition 
is not new and is supported by previews literature 
(Francis et al., 2009). However, these relationships 
depicted in this study offer a better conceptual 
background to support them. With a broader 
understanding of economic concepts of uncertainty 
and risk, the future research questions could be 
settled by the real meaning. In this sense, futures 
studies can develop the following questions: What 
are the legal restrictions that affect country levels of 
uncertainty in international business? Is the sectorial 
legislation acting reducing uncertainties in global or 
local business agreements? If so, these legal 
restrictions might also be a source of risk? 

6. Conclusion 
  

In this study, we explain the relationships between 
institutions, uncertainty and risk. We intend to give a 
better explanation of the previously established 
relationships. First, we seek to summarise the 
concepts of risk and uncertainty, given their multiple 
interpretations. For this, we use the economic 
perspective and defend that although close and 
related, risk and uncertainty are distinct concepts 
endowed with particular characteristics, such as the 
presence of predictability (Knight, 1921). They are 
also concepts that can be antecedent (proposition 1) 
and consequent (proposition 2) insofar as they 
interact with the strategies and institutions of a given 
environment. 

The companies' strategies can change according 
to the risks and uncertainties of the environment. Ass 
proposed in the study model, it is essential that these 
two constructs, subsequent and coexisting, can 
alternate responding to the stimuli exerted by formal 
and informal restrictions. In proposition 3, it is 
expected to explore how informal institutions act on 
the risks inherent in a given decision context. 
According to the literature, economic actions reflect 
the mental models shared collectively (Knight & 
North, 1997; Tamanaha, 2015) and these shared 
models, reflected in values, beliefs, culture and 
language, promote economic interaction in a greater 
degree of predictability, converting the uncertainty 
naturally present in the business environment, in 
plausible risks. 

In proposition 4, we intend to relate the formal 
restrictions to the incidence of uncertainties. 
According to theoretical development, norms, 
governments and laws that represent formal 
restrictions of institutions are not effective in 
monitoring environmental changes (Zanini et al., 
2009). Thus, formal institutions end up evolving and 
transmitting changes more slowly. As a result, the 
predictability of events, especially in the face of 
complex and constantly changing contexts, is 
compromised, generating a greater degree of 
uncertainty. Even so, when formal institutions are 
able to contemplate environmental characteristics, 
they become more adherent to society and, 
consequently, more respected (Porta et al., 2008). 
The effect of this dynamic is reflected in the capacity 
of formal institutions to limit the occurrence of 
unpredictable events and, thus, negatively influence 
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the degree of uncertainty present in the 
environment. 

 The present study induces the following 
contributions. On a practical level, we can point out 
that institutions are more efficient when long-term 
investments are foreseen, such as deciding to enter 
the business in a specific country or region. Unlike 
formal institutions, informal restrictions, since they 
are less volatile, can be more effective as an 
instrument for converting uncertainties in the 
environment into risks, as they reflect changes in 
values and behaviour patterns according to the 
opportunities to maximise profitability. 

As for academic considerations, one of the 
contributions consists of the approach to risk and 
uncertainty, aiming to provide further clarity to the 
concept of uncertainty and its relationship with risk. 
In addition, this paper seeks to contribute to the ENI 
literature, expanding the understanding of 
institutions and their relationship with risks and 
uncertainties. Classical authors like North (1991) 
recognise and debate the role of institutions in 
controlling and forecasting risks in strategic 
organisational decisions; however, the dynamics of 
this relationship are restricted to transaction and 
information processing costs. The paper seeks to 
broaden the discussion by exploring these 
relationships, differentiating the role of formal and 
informal institutions, and taking a look to predict how 
this action could occur. 
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instituciones influyen en el riesgo y la incertidumbre. Además de los 
matices en la definición de conceptos en la literatura existente, el papel de 
las instituciones en la definición de riesgos e incertidumbres sigue siendo 
poco estudiado. Este artículo adopta la perspectiva de la nueva economía 
institucional (NIE) para revisar los conceptos de riesgo e incertidumbre y 
brindar una reflexión más profunda sobre sus interacciones con las 
instituciones formales e informales. 
 

Método: Nuestro modelo conceptual se basa en cuatro proposiciones que 
sustentan una explicación teórica sobre las relaciones entre instituciones 
e incertidumbres, instituciones y riesgos e incertidumbres y riesgos. 
 

Resultados principales: Aunque las instituciones formales juegan un papel 
importante en la reducción de la incertidumbre, las instituciones 
informales pueden verse como una fuente de riesgo. Estos hallazgos 
implican las decisiones estratégicas de las empresas. En este sentido, 
también brindamos una agenda de investigación para futuros estudios 
empíricos en el área. 
 

Originalidad/valor: El estudio destaca la importancia de las instituciones 
para que las empresas se enfrenten a riesgos e incertidumbres. Las 
instituciones juegan un papel clave en la definición de la “parte conocida” 
de la incertidumbre, permitiendo a las empresas evaluar diferentes 
escenarios para la toma de decisiones. 
 

Contribuciones teóricas/metodológicas: Este estudio diferencia la 
interacción del riesgo y la incertidumbre según la teoría institucional. 
Además, ofrecemos una discusión académica sobre cómo las instituciones 
formales e informales pueden moldear los riesgos y las incertidumbres. 
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