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ABSTRACT

Minnie Kontkanen (2006). Operation mode choice and efficiency in the context of
perceived uncertainty. Case of Finnish firms in Asia. Acta Wasaensia No. 165, 262 p.

International markets can be described as a volatile, highly competitive and complex
environment, which requires foreign firms entering or operating in it to constantly observe and
analyse their surroundings in order to be able to make decisions and choices, which most
efficiently can cope with a world of unpredictable changes. One of these strategic choices is the
operation mode decision, on which the study is focusing.

The overall research question of the study is: How is the managerial perception of uncertainty
formed and how the perceived uncertainty components affect an international operation mode
choice and efficiency? Accordingly, the purpose is to identify some of the mechanisms through
which international operation mode choice influences efficiency to cope with uncertainty. Thus,
the study highlights the importance of operation mode choice as a potential method to cope with
uncertainty.

The conceptual framework of the study is based on transaction cost approach, which is
complemented to some extent by discussion in organizational learning theories, theories
focusing on organization-environment interface and risk behavior. As a result of the theoretical
discussion, a structural model including potential antecedents of perceived uncertainty, different
uncertainty types and their influence on operation mode choice and the link between operation
mode and efficiency was developed.

The sample of the study consisted of 60 Finnish firms having licensing, joint venture or wholly
owned subsidiary operations in Asia. Firstly, a questionnaire was used to collect data from the
managers. The quantitative data was analysed by using the structural modeling approach with
PLS estimation technique. First the developed structural model was tested. This was followed
by a more detailed exploration of the structural relations in five uncertainty specific models.
Thirdly, more qualitative type of data was collected through six interviews. The firms selected
for interviews were representing the three operation modes focused on the study. Thus,
interviews were made with two firms having licensing as an operation mode, two firms having a
joint venture as an operation mode and two firms having a wholly owned subsidiary as an
operation mode.

The results of the study suggest that the role of experience in influencing the level of perceived
uncertainty varies based on the type of experience and type of uncertainty. Thus the general
argument that there is negative relationship between experience and uncertainty, without
specifying the types, is not accurate enough. The most influencing factors on the operation
mode choice were perceived socio-cultural, demand and behavioural uncertainty. Results about
the role of operation mode in adaptation and control efficiencies indicate that there are indeed
some differences in their capabilities to receive information, to adapt to changing environment
and to control the foreign operations.

Minnie Kontkanen, Department of Marketing. University of Vaasa, P.O. Box 700, FI-
65101 Vaasa, Finland

Key words: Perceived uncertainty, operation mode, efficiency
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1. INTRODUCTION

1.1. Background of the study

Entering and operating in international markets force a firm to encounter markets which
vary in their intensity of competition, cultural characteristics, institutional environments,
technological development and in other respects. These differences may lead to an
increase in uncertainty because firms are unaware of what is going to happen in these
markets in the future. However, firms cannot avoid entering into international markets,
but are forced to find ways to cope with uncertainty. Thus, the critical question which

firms are facing is: How to cope with international uncertainty?

A great number of possibilities exist to cope with uncertainty ranging from financial
arrangements to different strategic responses. Mascarenhas (1982) identified avoidance,
prediction, control, flexibility and insurance to be the main methods to reduce
uncertainty and a decade later Miller (1992) added co-operation and imitation as
potential strategic responses to uncertainty. Both scholars also recognised several
possible methods through which firms have tried to achieve these strategic responses.

Operation mode choice was considered as one of the methods of coping with
uncertainty (Mascarenhas 1982; Miller 1992). There are a great number of operation
modes to choose from, ranging from exporting to different co-operative arrangements
(including eg. franchising, licensing, management contracts and subcontracting, joint
ventures) and wholly owned subsidiaries. Because operation mode choice has been said
to be one of the most important decisions managers are facing when entering into
international markets (see eg. Masten 1993; Li & Tamer 1995), its role in coping with
uncertainty becomes essential. However, in spite of the fact that in different research
areas the importance of uncertainty in decision-making has been recognised, its

influence in operation mode choice context has so far received only minor interest.
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The relationship between uncertainty and operation mode choice can be regarded as
quite complicated when taking into account that in addition to disturbances in foreign
markets the capabilities of firms to operate in foreign markets may differ eg. depending
on the level of knowledge and experience. This leads to the fact that a firm may
experience different levels of uncertainty depending on the market in question, but
differences in the level of uncertainty may also be found between firms entering or
already operating in the same or similar kind of markets depending on their internal
factors. Therefore, perceived uncertainty and its role in operation mode choice becomes

an interesting phenomenon for a more detailed analysis.

Although studying the relationship between uncertainty and international operation
mode choice increases our understanding of firm behaviour, the ultimate question that
managers are interested in is “what implications does it have on performance?” Thus,
from the managerial point of view the interesting question related to uncertainty and
operation mode choice is that whether the operation modes differ in their ability to cope
with uncertainty efficiently. Thus, increasing the understanding of the relationship

between uncertainty, operation mode choice and efficiency demands more attention.

1.2. Research questions and the objectives of the study

The overall research question of the study is: How is the managerial perception of
uncertainty formed and how the perceived uncertainty components affect an

international operation mode choice and efficiency?

More specific research questions are:

1. How do experience, risk-seeking attitude, dependence and volatility influence
managerial perception of uncertainty?

2. What is the impact of managers’ perceived uncertainty on international operation
mode choice?

3. Does an operation mode that aligns with managers perception of uncertainty provide

better efficiency?
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The overall purpose of the study is thus to identify some of the mechanisms through
which an international operation mode choice influences the efficiency to cope with

uncertainty.

In order to answer the research questions and to achieve the purpose four
objectives are set. The first objective of the study is to review and analyse research in
transaction cost approach (TCA), in organisation literature focusing on organisation-
environment interface and learning theory about uncertainty concept. In addition,
organisational research on risk behaviour is explored. This is done in order 1) to identify
elements of uncertainty concept relevant for an international operation mode choice, 2)
to identify dimensions in experience, risk-seeking attitude, dependence and volatility
that are assumed to be relevant for the formation of managerial perception of
uncertainty and 3) to develop hypotheses about the relationship between the before

mentioned dimensions and managerial perception of uncertainty.

The second objective is to review and analyse discussion on efficiency consideration
conducted in transaction cost literature and discussion of performance in international
operation mode studies. This is done in order 1) to understand what is meant by
efficiency in the context of uncertainty and 2) to generate a set of hypotheses linking
uncertainty components and operation mode choice with efficiency. Operation modes

included in the study are licensing, joint venture and wholly owned subsidiary.

The third objective is to empirically test the hypotheses in the context of Finnish firms’
international operation mode choices in Asian markets, which includes countries of
Southeastern Asia, India, China, South-Korea and Japan. The empirical part consists of
operationalising the concepts, designing the research instrument, identifying a suitable
sample, designing and carrying out the data collection and using quantitative methods to
statistically test the hypotheses. In addition, more qualitative type of data is collected in
order to confirm and clarify the results based on quantitative analysis.
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The fourth objective is to present conclusions regarding the significance, reliability and
validity of the results of the study, to discuss the theoretical and practical implications

of the findings and to present suggestions for future research.

1.3.  Scope and limitations of the study

The conceptual framework of the study is based on the transaction cost approach, which
is complemented to some extent by discussion in organisational learning theories,
theories focusing on organisation-environment interface and risk behaviour. In TCA,
transactions are argued to differ according to three dimensions: asset specificity,
uncertainty and frequency. Of these dimensions asset specificity and uncertainty can be
a source of the following governance problems: safeguarding, adaptation and
performance evaluation. It is also argued that the different governance structures differ
in their cost and competence to handle different transactions. So the choice of
governance structure is based on the minimisation of transaction costs, which are caused
by governance problems (see eg. Williamson 1975; 1985; 1991). TCA relies on three
behavioural assumptions, which are bounded rationality, opportunism and risk
neutrality (Williamson 1985). According to Simon, bounded rationality is defined as
“human behaviour that is intendedly rational but only limitedly so” (Williamson
1975:21). Drawing on Williamson (1975) opportunism is defined as “self-interest”
seeking with guile”. Thus opportunistic behaviour involves making false or empty

threats and promises in order to receive individual advantage.

In the study the behavioural assumptions of bounded rationality and opportunism are
accepted as such and they are understood according to the definitions presented above.
However, the assumption of risk neutrality raises some questions. Firms are not alike
and there are differences in the ways firms are willing to take risks. Chiles and
McMacin (1996) have argued that sometimes contradictory empirical results could be
resolved by incorporating a range of risk propensity into the model. Williamson (1985)

also recognises the questions related to the assumption of risk neutrality by admitting
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that the assumption ignores the risk attitudes of managers, which for some purposes can
be of utmost importance. In this study the risk-seeking attitude is incorporated to the
TCA model.

In TCA it is specifically acknowledged that the efficiency of different operation modes
depends on the characteristics of transactions, different uncertainty components in this
study, and it is argued that the most efficient operation mode is the one that minimises
transaction costs. As the main focus of the study is the influence of perceived
uncertainty components on operation mode choice and efficiency, the transaction
cost approach is considered to be a suitable framework for the research problem.
However, it has been criticised in prior studies that the transaction cost approach may
not provide the best performing mode choice because of focusing only on cost
minimisation (see eg. Brouthers 2002). We can agree with the critics. TC approach
should not be used as a framework to study the relationship between operation mode
choice and firm performance in general. TC logic is based on the efficiency to adapt,
monitor and safeguard and, therefore the performance measures used should also reflect
these things. Unfortunately, this has not generally been the case. In this research we
specifically focus on the efficiency to adapt and control and thus an operation mode
minimising the adaptation and control costs is considered to be the most efficient one.
In this study licensing (L), joint venture (JV) and wholly owned subsidiary (WOS)

represent the different operation modes.

The unit of analysis in original TCA is transaction, which means that characteristics of
different transactions of the same firm are treated in isolation. This has been one of the
reasons TCA has been criticised. The critics have argued that “focusing on the
characteristics of isolated transactions can be insufficient to explain the scope of the
firm”, because prior "transactions and governance choices influence the governance
mechanisms that it can adopt in future periods” (Argyres & Liebeskind 1999:49).
Therefore, the history of prior experience is also considered to be important and
incorporated in the framework. In order to do that, ideas from organisational learning

theory are applied to some extent. Specifically the discussion conducted by Johanson
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and Vahlne (1977) about the role of experiential knowledge in internationalisation

process approach is drawn on.

In spite of using a modified TC framework by incorporating both risk propensity and
prior experience, the conceptual framework still has some limitations. The study applies
a narrow view on operation mode choice by focusing only on cost minimisation and
may for that reason not offer a comprehensive view of the complex operation mode
choice decision (see eg. Madhok 1997). In addition, as the focus is on the efficiency to
cope with uncertainty, we are considering only the adaptation and control efficiencies of
different operation modes and not taking into account other efficiency aspects. Only
licensing, joint venture and wholly owned subsidiary are considered in the study, which
also sets some limits to the study.

A few empirical limitations are also recognised. Firstly, the study concentrates on
Finnish firms’ international operation mode choices into Asian markets. Thus, the
results may not be generalisable to the choices of firms from other countries or entries
into other target countries. Secondly, the study relies on retrospective data collected at
one point of time and thus relies on the memory of the managers describing the situation

several years ago.

1.4. Positioning and contribution of the study

Operation mode studies can be roughly divided into two areas: 1) those concentrating
on the factors influencing the firm decision of operation mode choice and 2) those
mainly interested in performance implications of different operation modes. Most of the
studies have focused on the first area and as a result number of affecting factors have
been identified. Much less attention has been drawn on the performance implications of

different operation modes.
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Numerous theoretical approaches and conceptual frameworks have been used to study
the operation mode choice and its performance implications from a different but still
overlapping point of view. Andersen (1997) evaluated the used approaches and argued
that the most important ones were transaction cost approach, OLI-approach, incremental
approach and organisational capability approach. In addition, there are several other
approaches, which have been applied in operation mode studies. In their extensive
review, Datta, Herrmann and Rasheed (2002) identified monopolistic advantages,
resource-based view, internalisation, strategic behaviour, bargaining and eclectic
approaches. The approaches differ in their behavioural assumptions, unit of analysis,
decision criterion of operation mode choice, explanatory factors for operation mode
choice and assumptions about performance implications of operation modes. In the
following, more detail description of the main features of the transaction cost,
internalisation, OLI and organisational capability approaches is conducted. However,
the assumptions of other approaches related to operation mode phenomenon are only

shortly presented.

The transaction cost approach (TCA) is based mainly on two behavioural assumptions:
bounded rationality and opportunism. Bounded rationality is defined according to
Simon as “human behaviour that is intendedly rational but only limitedly so”
(Williamson 1975:21). By this it is meant that although human actors try to act
rationally they are limited in knowledge, foresight and skill to do so. Thus, the
importance of both parts of the definition, intension and limitation, are stressed. The
second important behavioural assumption, opportunism, is the strongest form of self-
interest orientation. It is defined as “self-interest seeking with guile”. Thus,
opportunistic behaviour involves making false or empty threats and promises in order to
receive individual advantage. It includes both active and passive and ex-ante and ex-
post types of deceit. Opportunism has also been described as a moral hazard and
agency. TCA also employs a third behavioural assumption, risk neutrality, which is
counterfactual in nature and rarely referred to. (Williamson 1985; 1989:139). It is
argued that transactions should be the unit of analysis. Transactions differ in three
following dimensions: 1) asset specificity, 2) uncertainty and 3) frequency. From these

dimensions asset specificity and uncertainty can be a source of governance problems.
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Also the different governance structures, operation modes, are argued to differ in their
cost and competence to handle different transactions. So the choice of governance
structure is based on the minimisation of transaction cost, which is caused by
governance problems (see eg. Williamson 1975; 1985; 1991). Thus, the decision
criterion for operation mode choice is efficiency and the influencing factors are asset

specificity, uncertainty and frequency.

Closely related to the TCA is the internalisation approach, which was first launched by
Buckley and Casson (1976). The approach integrates elements from industrial
organisation and international economics (Rugman 1982). The approach was further
developed by Buckley and Casson (1981, 1996), Rugman (1981) and Buckley (1983)
among others. Their motivation to develop the internalisation theory was to explain and
predict the huge growth of MNESs during the post-war period, because they thought that
the present theories of production and trade were unable to do so (Buckley & Casson
1976:32). According to the approach, the choice between external and internal market
depends on the relative size of benefits over costs and thus it is suggested that
internalising a market in an intermediate good is undertaken if the benefits outweigh the
costs (Buckley & Casson 1976:33). Therefore, according to the internalisation
approach, a rational decision maker will choose an operation mode which maximises
profit and thus the model predicts the choice of the most efficient operation mode in a
specific situation. However, Buckley (1983) also acknowledged the highly relevant role
of bounded rationality to entrepreneurial decision-making. The profit is the result of
three components, which all need to be taken into account. These are 1) the basic gains
of collaboration, 2) benefits of internalisation and 3) costs of internalisation. A great
number of nation-, region-, industry- and firm-specific factors have effect on these
benefits and costs. The factors needed to be taken into account vary according to the
specific situation. (Buckley & Casson 1996.) Thus the operation mode decision

depends on the interplay of the four groups of explanatory factors.

The OLI-approach represents the most often used eclectic approach in operation mode
choice studies. The approach integrates economic theories of the determinants of

foreign direct investment and foreign activities of multinational enterprise. The
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operation mode choice is explained through a firm’s ownership-specific (O) advantages,
location-specific (L) advantages and internalisation (I) advantages over firms of other
nationalities. Operation mode choice is then based on a firm’s possession of the three
before mentioned advantages. The decision criterion is a trade-off between return, risk,

control and resources. (Dunning 1993; 2000.)

According to Madhok (1997) the organizational capability perspective is theoretically
and intellectually rooted in the behavioural theory and evolutionary theory of the firm. It
is based on one behavioural assumption, bounded rationality. Thus, human behaviour is
seen intendedly rational but only limitedly so. A firm is seen as “a bundle of static and
transferable resources, which are transferred into capabilities through dynamic and
interactive firm-specific processes where individual skills, organization and technology
are inextricably woven together” (Madhok 1997). The effectiveness of capability
transfer is argued to determine operation mode choice. This means that a firm should
choose an operation mode that can best transfer its resources or capabilities from the
home country to the host country. Thus, the value of the transferred resources and
capabilities should be maximised in order to create the desired competitive advantage.
(Erramilli, Agarwall & Dev 2002). Accordingly, firm’s existing resources and
capabilities and the requirements of the operational context are argued to affect the
choice of most appropriate operation mode. Similar arguments have been advanced by
resource-based view theorists (see eg. Ekeledo & Sivakumar 1998; Sharma & Erramilli
2004).

More dynamic models are represented by the incremental approach, which is mainly
interested in explaining the internationalisation process of the firm. However, operation
mode choice is seen as one important part of the internationalisation process and
therefore also this approach needs to be considered. According to Andersen (1993) the
most famous stage-models are the Uppsala Internationalisation model and the
Innovation-Related Internationalisation models. In addition, the model by Luostarinen
(1970,1979) is worthwhile to take into account. In Uppsala model and Luostarinen’s
model operation mode choices are explained by the extent that a firm has knowledge

about markets and operations (see eg. Johanson & Wiedersheim-Paul 1975; Luostarinen
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1970; 1979; Johanson & Vahlne 1977) and decision criterion is the trade-offs between
growth and risk (Andersen 1997). In innovation-related models operation mode choices
are explained by changes in attitudinal and behavioural commitment of firm’s managers
(Bilkey & Tesar 1977).

Based on the monopolistic advantages approach the choice of operation mode is
influenced by the nature of proprietary advantage that a firm possesses. Bargaining
theory, on the other hand, focuses on how the relative bargaining powers of the
multinationals and host countries determine the terms of entry. Strategic behaviour
approach is based on the premise that competitive advantage arises from resources that
contribute to a firm’s relative advantage over other firms for a certain period. (Datta et
al. 2002.)

Thus, theoretical approaches offer a wide range of criteria for operation mode choices
and their performance implications ranging from cost-minimising and stock of
knowledge to capability building. The most often used theoretical framework in
operation mode choice studies is clearly TCA. It has been used to explain the choice
between investment modes (see e.g. Gatignon and Anderson 1988; Hennart 1991, Hu &
Chen 1993; Makino & Neupert 2000; Brouthers & Brouthers 2003; Zhao, Luo & Suh
2004), the choice between export modes (see e.g. Klein, Frazier & Roth 1990), the
choice between export, co-operative and investment modes (see eg. Robertson &
Gatignon 1998; Meyer 2001) and the choice between contractual and investment modes
(Erramilli & Rao 1993; Shane 1994; Brouthers & Nakos 2004). OLI approach has been
applied by Agarwall and Ramaswami 1992, Pan 1996, Driscoll and Paliwoda 1997,
Padmanabhan and Cho 1999 and Brouthers, Brouthers and Werner (2001), among
others. Organisational capability perspective has been used to study the choice between
export modes (see eg. Burgel & Murray 2000) and the choice between co-operative
modes (see e.g. Erramilli, Agarwal & Dev 2002) and resource-based view has been
applied by Ekeledo and Sivakumar (2004) and Brown, Dev and Zhou (2003) to explain
the choice between full and shared control modes. Internationalisation approach has
been used in Arora and Fosfuri (2000) and Luostarinen (1979), among others.

Institutional perspective was applied in Davis, Desai and Francis (2000) and in Yiu and
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Makino (2002). Brouthers (1995) applied risk-strategy framework to explain the
operation mode choice, Davidson and McFetridge (1985) used the theory of the firm

and Erramilli, Agarwal and Kim (1997) applied ideas from FDI theory.

Many of the approaches have received criticism by focusing only on one aspect and as a
response to the criticism many studies have integrated several theoretical approaches to
study operation mode choice in a more comprehensive way. TCA has been combined
with organisation theory and international corporate strategy literature (see eg. Osborn
& Baughn 1990), with environmental and global strategic factors (Kim & Hwang 1992),
with mergers and acquisitions theory, theory of the growth of the firm, capital market
imperfections (Hennart & Park 1993), with agency theory (Fladmoe-Lindgvist & Jacque
1995; Contractor & Kundu 1998), with bargaining power (Palenzuela & Bobillo 1999),
with institutional theories (Delios & Beamish 1999; Lu 2002), with location-specific
factors (Pan & Tse 2000) with OLI (Tsai & Cheng 2002) and with other variables
previously used to predict operation mode choice (Brouthers 2002; Brouthers, Brouthers
& Werner 2003). In addition, Padmanabhan and Cho (1996) combine TCA and OLI
approaches with bargaining power model and Luo (2001) adds organisational capability
perspective to the before mentioned approaches. Bell (1996) integrates TCA,
internalisation approach, resource-based view and strategic behaviour, Aulakh and
Kotabe (1997) combine TCA, organisational capability perspective and strategic factors
into a contingency model and Delios and Henisz (2000) integrate TCA, internalisation
approach and organisational capability perspective. TCA, bargaining power theory and

organisational capability perspective is integrated in Deng (2003).

OLI approach is integrated with isomorphic perspective (Harzing 2002) and with
strategic factors (Randoy and Dibrell 2002). Organisational capability perspective has
been combined with internalisation approach and competitive strategy (Madhok 1993),
with agency framework and corporate knowledge (Contractor and Kundu 1998). A
contingency approach has been used to explain operation mode choice in Ekeledo and
Sivakumar (1998), in Brouthers, Brouthers and Werner (2002) and in Brouthers and
Brouthers (2001). In addition, in some studies no clear theoretical approach can be
identified (see e.g. Koguth Singh 1988; Erramilli 1992; Erramilli & D’Souza 1995; Tse,
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Pan & Au 1997; Tihanyi, Griffith & Russell 2005). As a result, a number of factors

influencing the choice of operation mode have been empirically studied.

Operation mode studies focusing on exploring the influence of operation mode on
performance have received less interest. Starting from the 1990°s some studies have
tried to find an answer for that problem. Different types of international operation
modes have been compared in prior studies. Most of the studies have focused on
comparing different ownership structures, some have explored the potential
performance differences of establishment modes and some have included both the
ownership structures and establishment mode in the study. In addition, comparison
between collaborative and non-collaborative modes has been conducted, as well as
comparison between operation modes classified into categories of market mode,

intermediate and hierarchical mode.

Studies comparing ownership structures have often explored the performance
differences between wholly owned subsidiary (WOS) and joint ventures (JV). Some
have found no significant performance differences between the modes (Chan 1995),
while some found that only majority JVs had positive influence on performance but
WOQOS, minority and equal ownership JVs had no significant effect (Zhao & Luo 2002).
Chowdhury (1992), on the other hand, found that depending on the performance
measure either JV or WOS improved performance. In addition, results from Larimo
(1993) indicate that performance was better in WOS than in JV, although the

performance difference was not statistically very significant.

Studies comparing the direct influence of JVs and establishment modes of acquisitions
and greenfields have in general suggested that greenfield investments outperform
acquisitions (see eg. Shaver 1998; Nitsch et al. 1996; Li 1995). However, Anand and
Delios (1997) found that the industry in which the operation mode was made, had an
important moderating influence on performance implications of acquisitions and joint
ventures, but not so much for the greenfield investments. Nitsch et al. (1996) compared
JV performance to acquisitions and greenfields and found that JVs outperformed

acquisitions, but found no significant differences between JVs and greenfield
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investments. Makino and Beamish (1998) compared the financial profitability of
majority, co-owned and minority JVs and found no conspicuous differences. However,
some differences were found when the survival of JV types were compared. Majority
JVs seemed to have the highest survival rate, while no significant difference was found

between minority and co-owned JVs.

Shrader (2001) explored the performance differences between collaborative modes,
including both licensing and joint ventures, and non-collaborative modes, including
exporting, sales subsidiary and WOS. Shrader did not find any direct relationship
between the modes and performance, but when incorporating the knowledge type as a
moderating variable, some performance differences were found. The results indicated
that the use of collaboration mode, in the case of technological knowledge would
decrease performance, while in the case of marketing knowledge the use of

collaborative mode would influence positively on performance.

Aulakh and Kotabe (1997) studied the performance of export modes and compared
market, intermediate and hierarchical modes. They found no significant differences in
performance for firms choosing different types of export modes. Similar kind of results
were found in Nakos et al. (2002), in which market-based non-equity operation modes
and hierarchical operation modes did not have direct influence on performance.
Brouthers et al. (1999) compared the performance differences of WOS, JV, licensing
and franching and exporting. Results revealed that operation mode did not have direct
influence on performance except in the case of WOS. Use of WOS seemed to increase
the satisfaction with performance.

Based on the results from the reviewed studies it is difficult, perhaps even impossible, to
make unambiguous conclusions about potential performance differences of different
operation modes. It is difficult because the results are inconsistent. In some studies there
are significant performance differences between operation modes while in other studies
no difference is found. In addition, the found performance differences can be
contradictory. For example some results suggest that WOS perform better than JV and

some suggest just the opposite.
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There may be several reasons for the inconsistent results. First of all, theoretical
frameworks used in the studies differ. Nitsch, Beamish &Makino (1996), Shrader
(2001) and Brouthers and Nakos (2004) have used TCA in their study. OLI framework
has been applied by Brouthers, Brouthers and Werner (1999, 2001) and organisational
capability framework by Delios and Beamish (2001). On top, a combination of different
theoretical approaches has been used to explain the potential performance differences of
operation modes. TCA has been combined with institutional and cultural variables and
with other variables previously used to predict performance (see eg. Brouthers 2002;
Brouthers, Brouthers & Werner 2003), with resource-based view (see eg. Zhao and Luo
2002) and with strategic choice literature (see e.g. Chowhury 1992). Anand and Delios
(1997), on the other hand, combined internationalisation process view with resource-
based view, Li (1995) used different theories in international strategy and Woodcock,
Beamish and Makino (1994) applied eclectic approach and contingency theory. Aulakh
and Kotabe (1997) and Rasheed (2005) argued using a contingency model. In addition,
there are studies, in which no clear theoretical framework can be identified (see eg.
Shaver 1998; Pan, Li & Tse 1999; Pan & Chi 1999; Brouthers, Brouthers & Werner
2000). The frameworks used differ in their arguments and explanations for potential
performance differences. Thus, the focus is on different issues. In TCA the focus is on
cost minimisation, but in the organisational development approach the focus is on
capability development. Although both cost minimisation and capability development
may have an effect on performance, they influence through different mechanisms. Thus,

the use of different theoretical frameworks may partly explain the inconsistent results.

Secondly, in most of the studies, it has assumed that certain operation modes would
outperform the others no matter of the context. The exception for the general view was
eg. a study by Anand and Delios (1997), in which it was noticed that depending on the
sector in which the firm was operating, the influence of operation mode on performance
differed. It was found that in the retail sector, acquisitions performed better than
greenfields, but the opposite outcome was found in the wholesale sector. Thus different
operation modes may perform well in different situations. Shaver (1998) argued that
“empirical models that do not account for self-selection and regress performance

measures on strategy choice variables are potentially misspecified and their conclusions
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incorrect”. By this it is meant that a certain operation mode may outperform some other
operation mode in a specific context, but may do worse in some other context. Thus, he
argues that operation mode choice affects survival, but the effect is not universal.
Brouthers and Nakos (2004), Brouthers (2002), Brouthers et al. (1999, 2000) and
Shrader (2001) came to the same conclusion. In all of these studies, it was argued that
the firms that choose a foreign operation mode according to the framework suggested in
the study, would perform better than the firms whose mode choice could not be
predicted by the model. However, the theoretical frameworks used in the study differ.
The studies give support to the idea that in order to really understand the relationship
between operation mode and performance, the context factors also need to be taken into
account. Including context into analysis could also help in explaining contradictory
results of prior studies.

Thirdly, different studies have compared the performance of different types of operation
modes and so the results are not comparable. Some studies have included WOS and JV
in the same group and compared their performance to licensing (see eg. Nakos et al.
2002), although WOS and JV represents quite different types of modes. Another
interesting fact is the comparison of acquisitions, greenfield investments and joint
ventures. Mode of establishment and ownership structure are two different things and
thus the relevance to compare these two aspects of foreign direct investments is

questionable and the results can be misleading.

Fourthly, performance has been studied quite narrowly, concentrating eg. on growth
rate, financial profitability or merely survival or failure of operation mode (see eg.
Woodcock et al 1994; Chan 1995; Li 1995; Park & Russo 1996). However, the exit of
operations is not always a sign of failure, especially not in the case of joint ventures, nor
is a continued presence on the market a sign of good performance, although in several
cases this has been the case. Lately, however, a few studies have used several financial
and non-financial variables to measure performance (see eg. Brouthers et al. 2000;
Brouthers 2002). This multidimensional type of measurement is clearly a step forward
in the development of performance measure. However, the used measurements should

be coherent with the theoretical arguments the research is based on. This means that if
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eg. transaction cost approach is used as a framework then the performance measures
should reflect the efficiency to adapt, monitor and safeguard. Nevertheless, this has not

been the case in most of the operation mode — performance studies.

The study is positioned between the two research areas identified in operation mode
choice literature. By this we mean that both the operation mode and the context factors
are taken into account simultaneously in studying the performance implications. The
difference of the study compared to the focus on prior operation mode studies is

presented in Figure 1.

Main areas of prior operation mode choice studies

Context factors Operation Operation Performance
mode choice mode

A 4

Focus in this study

Experience

Risk-seeking
attitude

Dependence /
Volatility /

A 4

Perceived |—» Operation
uncertaintv mode choice

Efficiency

Figure 1. Focus of the study compared to prior studies.

By taking into account the indirect influence of context factors through operation mode
choice on performance, it is explicitly recognised that a certain operation mode can not
outperform other operation modes in every situation, but rather that the performance

implications of an operation mode are dependent on the context factors, perception of
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uncertainty in this study. By performance we here mean the potential efficiency
differences which an operation mode may have, and, thus we do not consider the
influence of the operation mode on market share, growth rates or financial profitability.
What we mean by efficiency is explained in more detail in Chapter 3.2.

Context factors are understood to be the factors which in prior studies have been
considered to influence operation mode choice. As it became evident from the
discussion earlier in the chapter, a great number of potential factors influencing
operation mode choice have been studied. However, what was interesting to find out
was the limited number of studies focusing on the influence of uncertainty on
operation mode choice. The limited number of studies is surprising, first of all, when
we consider the environment that firms entering and operating in foreign markets are
facing today. Firms are experiencing more and more uncertainty. Differences in culture,
intensity of competition, technological developments, volatility in general and the lack
of knowledge or experience are some of the factors causing this uncertainty. However,
in spite of the perceived uncertainty, most of the firms cannot avoid entering into
international markets, but are forced to find ways to cope with it. One way to cope with
uncertainty could be the choice of an appropriate operation mode and thus the role of
uncertainty in operation mode choice is considered to be an important aspect to study.
Secondly, in organisational research it has been found that uncertainty has important
influence in decision-making strengthening the need to study the relationship between

uncertainty and operation mode choice.

Although there are a few studies that claim that they have studied the influence of
uncertainty, most of them have in fact studied the influence of country risk or socio-
cultural distance. In addition, there are studies in which the influence of a certain factor
on operation mode choice has been explained through its influence on decreasing or
increasing uncertainty that a firm is facing. (see eg. Klein et al. 1990; Erramilli &
D’Souza 1995; Aulakh & Kotabe 1997). In these cases the influence of uncertainty has
not been explicitly studied. In addition, in prior studies uncertainty has been understood
in many ways, which give support to the argument made by several scholars (eg. Klein
et al. 1990; Aulakh & Kotabe 1997; Brouthers et al. 2000) that uncertainty is actually a
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multidimensional concept, in which different dimensions may have opposing effects or
no effect at all on operation mode choice decision. This leads to the conclusion that
there is a need for identifying the different dimensions and elements of the uncertainty
concept in order to analyse their influence on the operation mode choice decision.
Although some progress has been achieved in developing the concept of uncertainty
into more multidimensional direction (see Miller 1992, 1993), most studies have
focused entirely on environmental uncertainty and have not simultaneously taken into
account uncertainty related to behavioural aspects. Also the developments have not been
used in operation mode choice context (with few exceptions see Sutcliffe & Zaheer
1998; Brouthers et al. 2000, 2002). Thus, it is believed that by focusing specifically on
how perceived uncertainty influences international operation mode choice, will
contribute both theoretically and practically to international operation mode choice

literature.

There are several reasons which may cause differences in the way firms perceive the
level of uncertainty. Familiarity of the target country or partner, level of cultural
distance between home and target country, competence and character of firm
management are some of those factors suggested in prior studies (see eg. Miller 1992;
Kulkarni 2001). Although it has been acknowledged in several studies that the
differences in the level of firms’ perceived uncertainty may vary depending on a
combination of influencing factors, their influence on the level of perceived uncertainty
has not been studied. Rather, the focus has been on their direct influence on operation
mode choice. So clear evidence as to which factors affect perceived uncertainty and
how, is still lacking. In this study the influence of internal and external factors on the
level of perceived uncertainty is explored and, therefore, an attempt has been made to

offer a contribution to the above-mentioned discussion.

It is also hoped to contribute through modifying the original TC framework by
incorporating risk seeking attitude and history into the model and using measures which
are coherent with the theoretical arguments, thus offering a more realistic framework for

operation mode choice and efficiency analysis.
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1.5. Definition of the main concepts of the study

In this chapter the key concepts of the study are shortly defined. More detailed

discussion is conducted in the chapters three and four.

Perceived uncertainty is understood to represent the unpredictability of the future state
of a specific component. Specific uncertainty components included in the study can be
divided into environmental uncertainty components and behavioural uncertainty
component. The environmental uncertainty components are political & legal, socio-
cultural, competition and demand uncertainty. Political and legal uncertainty focuses on
the unpredictability of the political power structure and the unpredictability of future
laws and regulations related to the operation of foreign firms. Uncertainty about the
socio-cultural environment represents simply the unpredictability of the future state of
social environment. Competition uncertainty reflects the unpredictability of the future
state of competition in the business area of the entering firm, and demand uncertainty
the unpredictability of the future demand for the product of entering firm. Perceived
behavioural uncertainty is understood to represent the unpredictability of opportunistic
behaviour of the potential partner. (Williamson 1985, 1989; Miller 1992; Werner
Brouthers and Brouthers 1996.)

Experience is understood to represent a firm’s experiential knowledge of both general
and specific type of knowledge (Johanson & Vahlne 1977). The following four types of
experiences are identified: general international experience, target country business
experience, target country institutional experience and international co-operation
experience. General international experience is understood to represent the geographical
spread of the international activities of the firm (Erramilli 1991). Target country
business experience, on the other hand, is defined as the experience of doing business in
the target country. Target country institutional experience is defined as the experience
accumulated from prior contacts with target country institutions (Eriksson, Johanson,
Majkgard & Sharma 1997; 2000). International co-operation experience is defined as

experience accumulated from prior familiarity in different relationships between
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individual firms in different countries (Davidson & McFetridge 1985; Robertson &
Gatignon 1998; Das & Teng 1996).

Risk-seeking attitude is considered to be one of the characteristics influencing risk
behaviour. It refers to the general likelihood to behave in a more or less risky way
(Sitkin & Pablo 1992).

Dependence is understood, according to TCA, to be a foreseeable condition
representing the impossibility or difficulty to replace the potential partner (Williamson
1975, 1985, 1996).

Volatility represents the degree of changes in the environment (Luo 2001). The focus in
the study is on volatility in political and legal environment, in socio-cultural

environment, in competition environment and in demand environment.

International operation mode is considered to be an institutional arrangement that
makes the entry of a company’s products, technology, human skills, management or
other resources into a foreign country possible (Root 1994; Gatignon & Anderson
1988). In this study we focus on licensing, joint ventures and wholly owned

subsidiaries.

Efficiency is suggested to be achieved when transaction costs are minimised. The focus
is on the efficiency to adapt and control and thus minimising adaptation and control
costs is considered to be efficient (Williamson 1975, 1985, 1991).

1.6. Structure of the study

In this section, the overall structure and progress of the study is discussed. The study
begins with an introductory chapter, in which background information is presented in

order to first introduce the reader to the study area. Setting the objectives for the study,
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positioning the study among other studies in operation mode choice and performance
area, suggesting the possible contribution for the study and presenting the definition of
main concepts of the study follow this. In the second chapter, conceptual foundations
for uncertainty concept are analysed. This is done first by reviewing and comparing the
views of TCA and organisational approaches about uncertainty, in order to identify the
relevant elements of uncertainty concept in operation mode context. This is followed by
the analysis of possible factors causing uncertainty. The chapter ends with a suggestion

of a framework for formation of managerial perception of uncertainty.

In the third chapter, hypotheses about the relationship between individual uncertainty
components and an efficient operation mode choice are developed. This is achieved by
first analysing the possible mechanisms, which different operation modes may have in
coping with uncertainty and classifying licensing, JV and WOS according to these
mechanisms. Finally, specific hypotheses about the relationship between different

uncertainty components, operation mode choice and efficiency are presented.

Chapter four describes the sources of information, methods of data collection and data
analysis and discusses the reliability and validity of the study. The fifth chapter presents
the empirical results of the study, integrates the quantitative and qualitative results and
develops propositions based on the findings. The last chapter introduces the major
findings of the study, discusses the theoretical and practical contribution of the study

and presents limitations of the study and suggestions for future research.
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2. MANAGERIAL PERCEPTION OF UNCERTAINTY

In this chapter the conceptual foundations for uncertainty concept are identified and
analysed based on prior operation mode choice studies and the theoretical discussion
conducted in transaction cost approach, organisation-environment interface literature
and internationalisation approach. Based on the analyses, the elements of uncertainty on
which this study focuses on, are selected and a framework for formation of managerial

perception of uncertainty is developed.

2.1. Conceptual context of uncertainty

In the following, studies exploring the influence of uncertainty or country risk on
operation mode choice will be analysed. Focus is on studies, in which uncertainty has
received more attention or the way uncertainty has been treated reflects well the general
way it has been treated in other studies. Studies focusing on the influence of country
risk are included because the definition and treatment of uncertainty and country risk in
operation mode choice studies are sometimes overlapping. In addition, theoretical
discussion related to the definition of uncertainty conducted in transaction cost

approach, organisation-environment literature and internationalisation approach.

2.1.1. Definition and focus of uncertainty

Definitions of uncertainty are sometimes difficult to find in the studies. It seems that the
concept of uncertainty is regarded so well known that there is no need to specify what is
meant by it in the study. However, a more detailed look at the way uncertainty has been
operationalised more or less reveals what has been meant if the actual definition is

missing. The most often used definitions of uncertainty are the lack of knowledge
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(Kulkarni 2001; Sutcliffe & Zaheer 1998), the unpredictability of the future of different
factors or the unpredictability of changes of some factors (Brouthers et al. 2002;
Kulkarni & Herriot 1999; Aulakh & Kotabe 1997; Erramilli & D’Souza 1995),
variations or volatility of different factors (Kulkarni 2001; Robertson & Gatignon 1998;
Erramilli & D’Souza 1995; Klein et al. 1990), instability (Erramilli & D’Souza 1995),
improvements in something (Robertson & Gatignon 1998), diversity (Klein et al. 1990),
the difficulty of observing and measuring the adherence of transacting parties
(Robertson & Gatignon 1998) and the difficulty of measuring performance (Madhok
1993).

Although the list may seem to be long, these definitions can be classified into four main
groups. The lack of knowledge and inability to know what is going to happen to some
factor in the future, here called 1) unpredictability, clearly represent the same thing and
can be categorised under the same group. Variation, volatility, instability and
improvements in something are all focused on 2) changes and therefore can be grouped
under the same category. 3) Diversity, reflecting the number of uncertainty components
(Klein et al 1990), on the other hand, constitutes its own group. The fourth group
includes the 4) difficulty of observing and measuring the adherence and performance
of transacting partners. These four groups obviously represent quite different things,
but are used to define the same concept in different studies. Very often uncertainty is
defined to represent both unpredictability and volatility, but in spite of having quite
different meanings an attempt to separate their individual influences has not been made
but rather, their aggregated influence have been studied (see eg. Luo 2001; Robertson &
Gatignon 1998; Sutcliffe & Zaheer 1998; Erramilli & D’Souza 1995). Because there are
so many differences in the way uncertainty has been understood, it is obvious that the
results are not comparable as such. Rather the different meanings must be noticed and

the results should be analysed based on the definitions.

Several definitions for country risk also exist. Some of the definitions found are 1)
uncertainty of returns (Arora & Fosfuri 2000), political and economic risk (Delios &
Beamish 1999), environmental 2) volatility (Contractor & Kundu 1998), the extent to

which the firm perceives 3) unpredictability in various environmental factors (Driscoll
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& Paliwoda 1997; Bell 1996), 4) stability (Driscoll & Paliwoda 1997) and host
government intervention in foreign business activities, especially those which cannot be
anticipated (Madhok 1993).

Delios & Beamish (1999) and Bell (1996) used the country risk score by Euromoney to
operationalise country risk. In order to be able to evaluate the equivalence between
definition and the actual operationalisation, first a closer look at the methodology for
obtaining the score is conducted. Euromoney’s overall country risk score comprises of
nine categories, most of which are related to the economic risks. Even the political risk
category is defined as “risk of non-payments or non-servicing of payment for goods, or
services, loans, trade-related finance and dividends, and the non-repatriation of capital”
(Euromoney 2003) and represent quite narrow view of political risk. The other eight
categories are economic performance, debt indicators, debt in default or rescheduled,
credit ratings, access to bank finance, access to short-term finance, access to capital
markets and discount on forfeiting. Studies using only this index for measuring country
risk clearly focus on economic risks and only to some extent political risks. Therefore,
although Delios & Beamish (1999) did not give any clear definition what they meant by
political and economic risk, using the risk score by Euromoney gives more detailed
picture of their view of risk and thus the focus in their study can be argued to be on

economic risks.

Contrasting Bell’s (1996) definition and operationalisation it is easy to notice that
perceived stability has been studied, but that is not the case with unpredictability.
Euromoney’s country risk score focusing on economic and political risks complements
perceived country risk measures. Contractor & Kundu (1998) on the other hand see that
environmental uncertainty, which is understood as volatility, forms one part of country
risk. However, they also focus on political and economic environment and measure it by
combining political and economic risk rating from Fros and Sullivan’s international risk

guide.

In some studies country risk has been left without any clear definition (see eg. Delios &

Beamish 1999; Kim & Hwang 1992), but operationalisation reveals that the interest has
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been on general stability and on political and economic risks. Country risk has also been
called as investment risk (Agarwall & Ramaswami 1992) or performance risk (Das &
Teng 1996). Agarwal and Ramaswami (1992) defined investment risk to represent host
government interference with different aspects in the host country and Das and Teng
(1996) understood performance risk to represent uncertainty about future states of
nature. Although there is variety in the definitions of country risk, when comparing the
definition and the actual operationalisations, it becomes evident that in most of the
studies the interest has been in fact on the stability of political and economic
environment in the target country and the risk of government constraining operations of

foreign firms in some way.

Comparing the definitions of uncertainty and country risk, it is easy to recognise some
overlapping as you can see in Figure 2. Unpredictability, volatility and stability have
been common definitions for both concepts. Concepts have also been defined with the
help of the other concept as in Arora and Fosfuri (2000) country risk is defined by
uncertainty and in Aulakh and Kotabe (1997) uncertainty is defined by country risk.
However, as it was argued above, the actual operationalisation of country risk revealed
that the focus has been strongly on the stability of the environment, but in the case of

uncertainty greater variation in definitions was found.

Difficulty of measuring performance,

observing and measuring adherence

of partner Uncertainty

/ Diversity /
DEFINITIONSOF —» Volat|||ty, DEFINITIONS OF
UNCERTAINTY Changes COUNTRY RISK
/ Unpredictability Stability
Country risk

Figure 2. Definitions of uncertainty and country risk found in operation mode studies.
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When contrasting the focus of uncertainty and country risk, one notice that in the case
of country risk both objective and perceived measures have been used, in which neither
of them seems to be more common, but in the case of uncertainty perceived measures

were dominating.

Similarities in definitions of uncertainty and country risk explain partly why country
risk has been understood to represent uncertainty. However, although the two concepts
are related they represent different things and therefore they need to be separated from
each other by clear definitions. According to Knight (1921) risk is a situation in which
the probabilities of alternative outcomes are known. Uncertainty, on the other hand, is

unmeasurable. (Aharoni 1999.)

The focus of uncertainty has been clearly on perceived uncertainty. The exception is the
study by Erramilli and D’Souza (1995), in which country risk was used as a measure of
environmental uncertainty and low and high-risk countries were identified based on a
classification system developed by Goodnow and Hansz in 1972. In this classification
system political instability, economic fluctuations, currency changes, labour disputes
and infrastructure difficulties were seen to contribute to the unpredictability. However,
it well represents the problems, which may be related to using the objective uncertainty
instead of perceived uncertainty. Unavoidably then it is not the uncertainty that is
studied, but rather the factors that may have influence on the level of perceived
uncertainty. This is also one factor that increases the need for one to be careful in
interpreting the results. The focus of country risk has been both objective (see eg.
Contractor & Kundu 1998; Delios & Beamish 1999; Arora & Fosfori 2000) and
perceived (see eg. Kim & Hwang 1992; Madhok 1993; Bell 1996) and thus we can see

clear difference between the focus of uncertainty and country risk.

Because of the great variety in definitions of uncertainty, and in its related concept
country risk, that was found in operation mode choice studies there is a need to shed
some light for a proper definition of uncertainty. Some theories may offer some tools

for that. In the following, the internationalisation approach, organisational-interface
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approach and transaction cost approach are reviewed in order to find out how they have

understood uncertainty.

Internationalisation approach was included in the study, because in its models
uncertainty and knowledge are central concepts in explaining foreign operation mode
and market decisions. Organisation-environment interface literature, on the other hand,
was selected, because in organisation theory literature uncertainty has been a central
concept (Downey & Slocum 1975; Milliken 1987) and its importance in decision-
making has also been recognised. Therefore, it may offer valuable tools for identifying
the relevant uncertainty types and shed some light to the relationship between
experience and uncertainty. Also in transaction cost approach (TCA) uncertainty has
had a strong role in explaining operation mode choices and thus it complements the

views in internationalisation and organisation approaches.

The three approaches, internationalisation approach, organisation-environment interface
literature and TCA, have suprisingly similar views about the definition of uncertainty.
However, some unclarity can also be found in all approaches. In some models in
internationalisation approach uncertainty has not been clearly defined but it has rather
been related “to the stock of knowledge affected by the flow of information and
experience” (Luostarinen 1989:42-43). However, eg. in Uppsala model uncertainty has
been understood to represent the “decision makers’ perceived lack of ability to estimate
the present and future market and market-influencing factors” (Johanson & Vahine
1977) offering thus a more clear definition. In organisation literature the reasons for
uncertainty and the definition of uncertainty are sometimes overlapping and therefore
uncertainty has been defined to represent the lack of knowledge, which is at the same
time understood to cause uncertainty (Lawrence & Lorsch 1967; Duncan 1972; Downey
& Slocum 1975). In later studies this dilemma is however solved and unpredictability
has become the most often used definition (Miles & Snow 1978; Milliken 1987; Miller
1992). Also in TCA the definition lacks clarity, because uncertainty is still quite
strongly linked to complexity. However, both unpredictability and complexity have

been used to define uncertainty (Willamson 1975). Thus, according to these theoretical
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approaches, the definition of uncertainty seems to be clear and unambiguous and

uncertainty can be understood to represent unpredictability.

2.1.2. Elements of uncertainty concept in the context of international operation
mode choice

Uncertainty has a strong role in internationalisation theories, especially in so called
stage-models developed mainly by Nordic researchers (Johanson & Wiedersheim-Paul
1975; Johanson & Vahlne 1977; Luostarinen 1970, 1979). As was already mentioned,
according to Uppsala model uncertainty is understood as market uncertainty “ that is the
decision-makers’ perceived lack of ability to estimate the present and future market and
market influencing factors” (Johanson & Vahine 1977). The authors believe that market
uncertainty is reduced through increase in interaction and integration with the market
environment — steps such as increase in communication with customers, establishment
of new service activities or in the extreme cases, the take-over or merger. Thus, market
knowledge is believed to reduce market uncertainty. In addition, structural changes in
market conditions are believed to influence the level of market uncertainty. According
to Luostarinen (1979) “uncertainty is related to the stock of knowledge affected by the
flow of information and experience”. Ignorance related to existence and qualifications
of product, operation and market alternatives and to the outcomes of these alternatives is
identified.

Williamson (1985, 1989) acknowledges that uncertainties differ in their origins and
recognises three types of uncertainties. Two of them, the primary and secondary
uncertainty, are adopted from the classification made by Koopmans. Primary
uncertainty is understood to be “state-contingent kind arising from random acts of
nature and unpredictable changes in consumer’s preferences” (Williamson 1985:57).
Secondary uncertainty on the other hand is seen to arise “from lack of communication,
meaning that decision makers don’t have the possibilities to find out the concurrent

decisions and plans made by others” (Williamson 1985:57). This classification is,
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however, criticised by Williamson for being insufficient because of lacking behavioural
issues on uncertainty. Therefore, the third type of uncertainty, behavioural uncertainty,
also called as the strategic kind of uncertainty, is included to the classifications. It is
considered to be present when there is dependence between partners and it is understood
as strategic nondisclosure, disguise or distortion of information and therefore it is seen
attributable to opportunism. However, Williamson stresses that one cannot know
beforehand if behavioural uncertainty exists, although knowledge about the general
propensity of a population to behave opportunistically would be available. Therefore
behavioural uncertainty should be only dealt with unique events. In addition, it is
argued that the behavioural kind of uncertainty will cause problems only when
exogenous disturbances also exist, which gives the possibility for partners to adapt and
change contracts unilaterally (Williamson 1985:57-58; 1989:143-144).

In addition to offering a clear definition of uncertainty, later studies in organisation
literature also contributed by recognising different types of uncertainties (see Milliken
1987) and identifying different uncertainty components (see Miller 1992, 1993).
Milliken (1987) recognised three types of uncertainties: state, effect and response
uncertainties. What is meant by state uncertainty is that one does not understand how
components of the environment might be changing eg. the inability to predict the future
behaviour of a key competitor. Effect uncertainty represents an inability to predict what
the nature of the impact of a future state of the environment or environmental change
will be on the organisation. Response uncertainty, on the other hand, is defined as a lack
of knowledge of response options and/or an inability to predict the likely consequences
of a response choice. The types of uncertainty are believed to differ based on the type of
information a decision-maker perceives to be lacking. However, similar types of
uncertainties can be found already in earlier studies (see eg. Lawrence & Lorsch 1967;
Duncan 1972; Downey & Slocum 1975), in which differentiation between
unpredictability of the future environment, impact of future on organisation and
consequences of specific decisions were recognised. The difference is that Milliken
(1987) was the first one who argued that these different types should be treated

separately from each other and not as an aggregated concept and, believed that
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differentiating the uncertainty types might help to clarify the contradictory results of

prior studies.

In addition to differentiating between the types of uncertainty, Miles’ and Snow’s
(1978) and Miller’s (1992) identification of different components of uncertainty adds an
interesting aspect to the uncertainty concept, by stressing that it is not only the type of
uncertainty that matters but also the components of the environment. Miles and Snow
(1978) recognised six components in the industrial organisation’s environment
representing raw material suppliers, competitors, customers, financial suppliers,
governmental regulatory agencies and labour unions. Miller (1992), on the other hand,
classified uncertainty into three categories: 1) general environmental, 2) industry and 3)
firm-specific variables, which each have a number of uncertain components (see Table
1), thus offering an even more detailed identification of uncertainty components. Miller
argues that the strength in his framework is that it facilitates explicit recognition of
tradeoffs between exposures to various uncertainties. A reduction of uncertainty in one

component may result an increased exposure to another uncertainty.

Table 1. Categories of uncertainty (Miller 1992).

General environment Industry uncertainties Firm uncertainties
uncertainties
Political uncertainty Input market uncertainty Operating uncertainties
Policy uncertainty Product market uncertainty Liability uncertainties
Macro-economic uncertainty Competitive uncertainty R&D uncertainty
Social uncertainty Credit uncertainty
Natural uncertainty Behavioural uncertainty

Later Miller (1993) tested his integrated framework, but unfortunately included only the
country and industry level uncertainties. Miller concluded by arguing that competitive,
input and market demand uncertainties are, in fact, firm and investment-specific and for
that reason country-level assessments need to be supplemented by firm and investment-
specific risk considerations toward input, product market demand and competitive
uncertainties. Werner et al. (1996) empirically tested and developed further Miller’s

framework. In general, they found support for the framework.
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Based on the review presented above, similarities and differences can be found in the
uncertainty types identified in the three approaches as it can be seen in Table 2. Both in
internationalisation approach, organisation literature and TCA, a state-contingent kind
of uncertainty has been recognised representing uncertainty about how the components
of environment might be changing. In organisation literature, two other types
recognised are uncertainty about how future changes in the environment will influence
the organisation, called effect uncertainty and uncertainty about the consequences of
firm choices, called response uncertainty (Milliken 1987). Also Luostarinen (1979)
identifies in his internationalisation process model response uncertainty. However, in
TCA, in addition to the state-contingent kind of uncertainty, the other two types are
uncertainty about decisions and plans made by others, called secondary uncertainty, and
uncertainty about strategic nondisclosure, disguise or distortion of information, called
behavioural or strategic uncertainty (Williamson 1985, 1989). These types represent a
quite different view from the one found in organisation literature. However, the
advantage of the typology of TCA is the recognition of uncertainty types specifically
related to partners and other actors, thus offering a wider picture of uncertainty types
than in internationalisation and organisation literature, which mainly focus on market

and environmental uncertainties.

Table 2. Comparison of the views of internationalisation approach, organisation-
environment interface literature and transaction cost approach.

Internationalisation Transaction cost approach

approach

Organisation-environment
interface literature

Types of State, response State, effect, response Primary = state, secondary,
uncertainty behavioural

Component | Market uncertainty Suppliers, competitors, Nature, consumers, partners
s / forms of customers, governmental

uncertainty regulatory agencies, labour
unions, macro economic,
social and natural

environment, R & D

Origins of
uncertainty

Lack of information /
knowledge / experience
Structural changes in
the market

Lack of information or lack
of knowledge, complexity,
dynamism

Random acts of nature, lack
of communication, depen-
dence, bounded rationality
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Specifying the possible different uncertainty components, studies in the organisation
area have contributed more compared to internationalisation and TCA. Numerous
components or targets of uncertainty have been recognised ranging from general
political, social and economic environment to special uncertainty components related to
industry and individual firms (Miles & Snow 1978; Miller 1992). However, the main
focus in organisation theories has been almost entirely on specifying the components in
the environment. In internationalisation approach the focus has been on target market
uncertainty. Thus potential different uncertainty components have not been explicitly
identified. Although in TCA the identification of components in the environment has
not been the main focus, it contributes in also recognising partners and other actors as

components of uncertainty.

The arguments about the origins of perceived uncertainty also differ quite a lot. In both
internationalisation approach and organisation literature the main reason for perceived
uncertainty is argued to be the lack of information or knowledge or experience. In
addition, Johanson and Vahlne (1977) identify structural change as a potential origin of
uncertainty. However, in earlier studies based on organisation literature environmental
characteristics were also assumed to have influence on the level of perceived
uncertainty. In TCA more influencing factors, which are also simultaneously linked to
the different uncertainty types, are recognised. Random acts of nature, lack of
communication and dependence are seen to be the main origins for uncertainty thus
giving a broader view for the reasons of uncertainty. However, also in TCA, it is
acknowledged that there are different uncertainty types, which are caused by different
types of knowledge shortages. (Williamson 1975, 1985, 1989.) Internationalisation
approach contributes by making the difference, on one hand, between objective and
experiential knowledge, and on the other hand, between general and specific knowledge
(Johanson & Vahlne 1977).

Some confusion has been found between the definitions and origins of uncertainty.
Uncertainty has been defined eg. as volatility, but at the same time volatility has been
believed to cause uncertainty. A clear differentiation between the definitions and origins

of uncertainty is therefore needed. Although in theory, different components, types and
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origins of uncertainty have been recognised, they have not been properly applied in the
context of an operation mode choice. Based on the theories there is a possibility to
identify a great number of uncertainty components, but in operation mode choice
studies the main focus has been on environmental components and from those
especially on political, economic and legal components (see eg. Erramilli & D’Souza
1995; Aulakh & Kotabe 1997; Luo 2001). More specific uncertainty components,
critical to operation mode choice decision, should therefore be identified.

Based on the analysis of operation mode choice studies we can agree with other studies
that uncertainty is a complex concept, in which multiple dimensions can be found and
should be taken into account. However, in prior studies multidimensionality has been
understood to represent either the different dimensions of the environment like volatility
and complexity or the different components of environment like macro-economic and
political factors of the environment. This all leads to the conclusion that clear

definitions of different elements of uncertainty are needed.

Focusing on only one of these aspects is not believed to be sufficient to understand the
role of uncertainty. Instead it is argued that both views should be taken into account
simultaneously in order to increase the understanding of uncertainty and its role in the
context of operation mode choice. In fact, based on both the theoretical discussion
conducted in TCA and in organization-environment interface, internationalisation
approaches and the empirical studies conducted in the context of operation mode
choice, it is argued that the four recognised elements of uncertainty (see Figure 3)
should be clearly differentiated from each other and taken into account in order to
analyse the influence of uncertainty on efficient operation mode choice. Focus,
definition, origins, components and types of uncertainties are argued to represent these
aspects. Depending on the combination of the aspects the efficiency of operation modes

may differ.

As is evident from earlier discussion, the focus of uncertainty can be either objective or
perceived. Great variety in potential origins of uncertainty, representing the factors

causing uncertainty, can be found ranging from lack of knowledge, lack of
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communication and bounded rationality to dependence, complexity and dynamism.
Thus, the general approach found in earlier studies to understand volatility as a
dimension of uncertainty and therefore also treating them as direct measures of
uncertainty is rejected. Instead, volatility is understood to represent factors, which may
cause uncertainty and, therefore, they are included in the potential origins of

uncertainty.

UNCERTAINTY

Focus Origins Components / Types
e Obijective e Lack of knowledge Forms e Primary / state-
e Perceived e Lack of commun- e Macro- contingent kind:
ication economic how components
e Bounded rationality e Political are changing
e Dependence e Legal . !Effect: what is the
Complexity e Socio-cultural impact of
e Dynamism/ e  Competition :ceir;\rlr:ronment on
volatility : '?:g?lr:)?ogy e Result: what are the

consequences of

Partner responses

e Secondary: what are
decisions and plans
made by others

e  Strategic: is partner
behaving
opportunistically

Figure 3. Elements of uncertainty.

By components we mean the individual targets or factors, toward which managers may
perceive different levels of uncertainty. Thus, instead of treating the whole environment
as a single entity it is seen as comprising several individual components, of which the
relevant ones need to be taken into account. Components identified in prior studies have
mostly focused on target country environmental factors like the macro-economic,
political and legal environment and only to some extent on the socio-cultural,
competitive, demand, technological and partner environment. Uncertainty types, on the

other hand, should be clearly differentiated from uncertainty components and origins of
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uncertainty, which has not been properly conducted in earlier studies. Therefore, based
on TCA and organisation-environment and internationalisation approaches state-
contingent kind, effect, response, secondary and behavioural uncertainties are
understood to represent the uncertainty types.

Although we recognise the importance of all the elements of uncertainty mentioned
above, it is not possible in a single study to analyse all the possible combinations and
their roles in the context of operation mode choice. Therefore, some choices about the
focus, origins, components and types of uncertainty need to be made. As it was already
mentioned in the objectives of the study, the focus of this research is on perceived
uncertainty. Lack of experiential knowledge, dependence, risk-seeking attitude and
volatility are chosen for further analysis to represent the origins of uncertainty and thus
explain the potential differences in perceived uncertainty components. Although the
importance of all the aforementioned uncertainty types is also recognised, the main
interest of this study lies in state-contingent kind of uncertainty, here called primary
uncertainty, and in behavioural kind of uncertainty. Therefore, the effect uncertainty and
the result uncertainty are excluded from further analysis. All the components mentioned
in figure 3, excluding macro-economic and technology, are argued to be important in
the target country environment and are therefore taken into account in this study. The
technology component of uncertainty was excluded, because it is believed that
uncertainty related to eg. technology standards and intellectual property rights is part of
political and legal component. The combination of the origins, focus, types and

components of uncertainty chosen for this study is presented in Figure 4.

Perceived primary uncertainty is understood to represent the unpredictability of the
future state of a specific component mentioned in the list. Components of primary
uncertainty are focused on target country level components. 1) Political & legal
uncertainty focuses on the unpredictability of the political power structure and the
unpredictability of future laws and regulations related to the operation of foreign firms.
Uncertainty about the 2) socio-cultural environment simply represents the
unpredictability of the future state of social environment. 3) Competition uncertainty

reflects the unpredictability of future state of competition in the business area of the
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entering firm and 4) demand uncertainty the unpredictability of the future demand for
the product of entering firm. Perceived 5) behavioural uncertainty on the other hand is
related only to the potential partners in target country level and is thus understood to

represent the unpredictability of opportunistic behaviour of a potential partner.

Origins of uncertainty

e  Experiential knowledge
e Dependence
e Risk-seeking attitude
e \olatility
Perceived primary target Perceived behavioural
country level uncertainty uncertainty
e Political & legal e Potential partner
e Socio-cultural
e  Competition
e Demand

Figure 4. Elements of uncertainty considered in the study.

2.2. Conceptual framework for formation of managerial perception of uncertainty

Differences in the way firms perceive the level of uncertainty may be caused by various
reasons eg. because of the familiarity of the target country or partner, level of cultural
distance between home and target country, competence and character of firm
management etc. (Miller 1992; Kulkarni 2001). In this chapter we will focus on the role
of experiential knowledge, dependence, risk-seeking attitude and volatility. Experiential
knowledge and dependence have been chosen for the study because they are the most
often stated factors to cause uncertainty both in TCA and in the organisational approach.
Uncertainty being quite closely related to risk, the risk-seeking attitude of the firm is
also included, in order to offer more realistic view of factors influencing the perceived
level of uncertainty. In addition, volatility is included in the analysis because it is one of

the most often studied environmental characteristics related to uncertainty.
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2.2.1. Experience types and their impact on perceived uncertainty concept

In the discussion conducted in Chapter 2.1.2., it became clear that lack of information or
lack of experiential knowledge is the most common factor argued to cause uncertainty.
This argument about the negative relationship between experiential knowledge, also
called as experience, and uncertainty is often offered as a theoretical explanation for the
relationship between experience and operation mode choice. Thus the focus in operation
mode choice studies has been on understanding the direct relationship between
experience and operation mode choice instead of the possible indirect influence through
the level of uncertainty. Therefore, before getting into the discussion of possible
linkages between experiential knowledge and uncertainty, some findings of the
influence of experience on operation mode choice are considered useful to review and

analyse.

Most of the empirical research has supported the view that increased experience will
increase the use of a more integrated operation mode (see eg. Agarwall & Ramaswami
1992; Bell 1996; Aulakh & Kotabe 1997; Contractor & Kundu 1998; Delios & Beamish
1999; Arora & Fosfuri 2000), but support has also been found for the negative
relationship (see eg. Wu 1993) and for no relationship (see eg. Driscoll & Paliwoda
1997). Among others Erramilli (1991) and Madhok (1996) have attempted to explain
these contradictory results suggesting that instead of a linear relationship, a U-shaped
curve exists to describe the relationship between international experience and operation
mode. However, in spite of the common argument of existence of a U-shaped
relationship in Erramilli (1991) and Madhok (1996), different operation modes are
suggested to be chosen in these studies as a consequence of increase in international

experience.

Erramilli (1991) found that in the early stages when the firm has little or no
international experience, it prefers high degrees of control. After getting operational
experience in international markets, firms will have greater acceptance for co-operative

arrangements and in later stages of international evolution, the increase in international
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experience will again lead toward greater integration. Madhok (1996), on the other
hand, based on the results of 14 cases, argued that lack of experience will lead to the
formation of collaborations in the beginning of the internationalisation process. In times
with increased experience that are still only partly internationalised, subsidiaries are
preferred and in the later stages of the internationalisation process, collaborative
arrangements are again formed. Thus, the main results in these two models are opposite.
Therefore, although the main idea that the contradictory results found in prior studies
can be explained by the different time frames adopted in different researches, is similar
in both models, no clear conclusions can be stated about the relationship between

experience and operation mode choice.

The contradictory results found in prior studies give further support for the approach
adopted in this study. That is, instead of studying the direct relationship between
experience and operation mode choice the focus should be put on exploring the
relationship between experience and uncertainty. This is considered to be extremely
important, because as it was found in the discussion conducted earlier, there are various
types of uncertainties but also different types of experience. This leads to the fact that
some knowledge type may have influence on a certain uncertainty component but it
may have no influence on some other component. Thus, the relationship between
experience and uncertainty can be expected to be quite complicated, and merely relying
on the general argument that there is a negative relationship between experience and
uncertainty, without specifying what kind of experience or what kind of uncertainty is

talked about, may not be accurate enough.

In order to analyse the possibly quite complicated relationship between experience and
uncertainty, firstly different knowledge types need to be identified. In the
internationalisation process approach, knowledge has an important role in explaining
the development of the internationalisation process and thus also the operation mode
choice decision. Although there are numerous studies on the internationalisation
process, roughly divided into so called stage-models (Johanson & Wiedersheim 1975;
Luostarinen 1970, 1979; Johanson & Vahlne 1977) and innovation-related
internationalisation models resulting in quite different models in their outlook,
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congruence regarding information needs and the acquisition of information has been
found (Leonidou & Katsikeas 1996). The common way to classify knowledge is on one
hand to make the difference between objective and experiential knowledge and on the
other hand between general and specific knowledge. Objective knowledge can be taught
but experiential knowledge can only be learned through personal experience. Johanson
and Vahlne (1977) argued that experiential knowledge is the critical one, because it
cannot be acquired as easily as objective knowledge. Luostarinen (1979), on the other
hand, does not explicitly state whether it is experience or information, which is the

critical type of knowledge for reducing the amount of uncertainty.

General and specific knowledge can be regarded as components of experiential
knowledge. General knowledge, also called operational knowledge is knowledge, which
can be transferred from one country to another and consist of information about
marketing methods and common characteristics of certain types of customers. Market
specific knowledge, on the other hand, cannot be transferred between countries and it
represents knowledge about the characteristics of a specific national market eg. business
climate and cultural patterns (Johanson & Vahlne 1977). In addition, Luostarinen (1970,
1979) distinguishes between the target market and firm level experience. Target market
level experience is accumulated from the knowledge flows in a particular target country.
However, firm level experience is accumulated from all international business
operations of the firm. Thus, “the skills and knowledge in the company increases
through accumulation of experience and information during the internationalisation

process” (Luostarinen 1979:194).

What is then the relationship between experience and uncertainty? Based on Uppsala
model gaining market knowledge acquired with experience will reduce the market
uncertainty when market conditions are fairly stable and heterogeneous. If market
conditions are very unstable, experience cannot be expected to lead to decreased
uncertainty and if market conditions are very homogeneous, experience is probably not
a necessary requirement for market knowledge. Market uncertainty can also decline as a
consequence of a competitive or political stabilisation of market conditions. Market

uncertainty can be expected to rise as a consequence of experience in a dynamic
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environment, showing that original perception of the market was too simple. (Johanson
& Vahlne 1977). According to Luostarinen (1979) “through increase in experience and
information company learns to know that there exist alternatives. The major problems
and opportunities related to their use and also to the characteristics of international
business environment become more familiar. All of this reduces the amount of

operation uncertainty.”

The role of experience has also been emphasised in other operation mode studies and
thus the focus has been either on general international experience (see eg. Erramilli
1991; Agarwal & Ramaswami 1992; Wu 1993; Aulakh & Kotabe 1997; Contractor &
Kundu 1998) or on market-specific experiential knowledge, usually called target
country experience (Bell 1996; Arora & Fosfuri 2000; Luo 2001). Although the author
agrees that general international experience and target country experience can play an
important role in reducing the uncertainty level, they may still be too broad as concepts.
Especially target country experience can be considered to be quite a broad concept,
taking into account the uncertainty types and components chosen for the study. Luo and
Peng (1999), on the other hand, emphasises the distinction between intensity of
experience and diversity of experience in the target country. Intensity of experience is
understood to represent the length of operation and diversity of experience is understood
to represent the breadth of business activities in the target country. Additionally, in prior
research the increase in the number of years, projects and variation of operation modes
were seen to increase the target country experience (vrt. Johanson & Vahlne 1977,
Arora & Fosfuri 2000; Luo 2001). This type of experience will be called target country

business experience.

Another type of experience, which is considered to be important in relation to the
uncertainty types chosen to this study, is the target country institutional experience or
knowledge about the institutions as mentioned by Eriksson et al. (1997, 2000). They
define institutional knowledge as knowledge, which is focused on the experiential
knowledge of government, institutional framework, rules, norms and values. Eriksson et
al. (1997) considered institutional knowledge to accumulate from operating in several

countries and thus institutional knowledge can be related to the general international
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experience. However, in this study the special focus is on target country institutions and
on the experience accumulated from prior contacts with politicians, government
officials and other influential actors in the target country. Thus, although institutional
knowledge is not used the way Eriksson et al. (1997) define it, it is useful in that respect
that it puts special focus on prior knowledge of government, institutional framework,

rules, norms and values.

Explicit recognition of international co-operation level experience (see eg. Davidson &
McFetridge 1985; Robertson & Gatignon 1998; Das & Teng 1996) also offers a
valuable addition to the group of different types of experiences. It is accumulated from
prior experience in different relationships between individual firms in different
countries. Thus, the general international experience, target country business
experience, target country institutional experience and international co-operation
experience, represent the different experience types in this study. In the following an
attempt is made to explicitly analyse the relationship between these experience types
and the different uncertainty types and components.

General international experience can be accumulated from different countries and
from using different operation modes. However, here the emphasis is merely on the
geographical scope of countries, in which the firm has had prior operations including
exporting, different kind of co-operative agreements and foreign direct investments.
Thus, it is assumed that an increase in the geographical scope of countries also increases
the firm’s general international experience. Being present in foreign markets puts the
firm in a position in which it also has to face international competition. Competitors can
be from the target country or they can be from other countries. Being forced to compete
in international markets gives the firm a possibility to get to know its main competitors
producing the same product or a substitute and thus also their way of doing business.
Some of these competitors may already be present in the target country, and knowing
their way of doing business will probably give some kind of certainty how these firms
are also behaving in the target country. The entering firm can also with some certainty
assess the likelihood of other international competitors entering the same target country.

Thus, although the entering firm may not be familiar with the domestic competitors in
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the target country before entry, it probably has an idea about the future state of
competition related to international players, based on the firm’s experience achieved

from other foreign markets.

H1: General international experience will have a negative relationship with perceived
competitive uncertainty in the target country.

Target country business experience accumulated from doing business in the target
country is assumed to have influence on several uncertainty components in the target
country. By doing business we mean prior experience achieved through exporting,
licensing other co-operative modes, JVs and subsidiary operations. Subsidiaries may be
either representative offices, sales units, purchasing units or manufacturing units. Doing
business on the market makes it possible to learn through personal experience eg. about
the culture, customs, possible conflicts between people in power and the ordinary
people. It also creates better understanding of the general atmosphere or attitude toward
the firm and its products than in the case of merely relying on objective type of
knowledge. It enables the firm to learn more about both the domestic competitors and
international competitors who are present on the market and thus helps in evaluating the

possible future state of competition. Thus, we suggest that,

H2a: Target country business experience will have a negative relationship with
perceived socio-cultural uncertainty in the target country.

H2b: Target country business experience will have a negative relationship with
perceived competitive uncertainty in the target country.

H2c: Target country business experience will have a negative relationship with
perceived demand uncertainty in the target country.

However, doing business in the target market does not mean that a firm would have
created a good working relationship or more important, good communication channels
to politicians, government officials and other interest group members, in other words
having target country institutional experience. These contacts are considered to be
especially important in relation to perceived political and legal uncertainty. Being
regularly in touch with politicians in the target country provides the possibility to
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receive inside information about what is going on behind the curtains. Information may
contain hints about future changes in the political power structure or, what is even more
important, hints about the possible changes in laws and regulations, which may
influence the operations of the firm. Thus, we suggest that,

H3: Target country institutional experience will have a negative relationship with the
perceived level of political and legal uncertainty in the target country.

By international co-operation experience we here mean prior international partnering
experience. It can be accumulated through working together with an international
partner, which can be an international supplier, licensee, franchisee JV partner etc. Co-
operation experience is considered to be an important influencing factor on partner
related uncertainty, which is represented by behavioural uncertainty. Although the
internationalisation approach studies contribute in recognising the link between
experiential market-specific knowledge and market uncertainty, the influence on other
uncertainty types is not recognised. Clearly, the possible link to behavioural uncertainty
needs to be explored.

One of the first studies, which tried to link experience with partner related uncertainty,
was by Anderson and Gatignon (1986). They suggested that a lack of international
experience constitute internal uncertainty because the firm cannot accurately assess its
partner’s performance by readily available output measures. However, international
experience was understood to represent the general accumulated experience and internal
uncertainty focuses only on uncertainty about performance assessment, also offering

quite a narrow view of other uncertainty types.

A factor often related to the possible mitigation of behavioural uncertainty is trust,
which on the other hand is believed to be accumulated from repeated alliances among
the same partners (see eg. Parkhe 1993; Gulati 1995; Chi & McGuire. 1996; Das &
Teng 1996). Thus, in order to reduce behavioural uncertainty, prior co-operation should
exist between the potential partner and the entering firm. However, it is suggested that it

is not necessary to have prior co-operation with the same partner. It is considered to be
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more important to have prior international co-operation experience with any

international firm. Thus, we suggest that

H4: International co-operation experience will have a negative relationship with
perceived behavioural uncertainty.

2.2.2. Dependence types and their impact on perceived uncertainty concept

Williamson (1985:58) argues that strategic kind of uncertainty is present when there is
dependence between partners. However, in order to better understand how dependence
influences perceived strategic uncertainty, we have to agree on what we mean by
dependence. According to TCA, which works out of the far-sighted contracting
perspective, dependency is considered to be a foreseeable condition. It is also
“deliberately incurred and supported with safeguards” (Williamson 1996:25) when
asset-specificity involved can be regarded cost-effective. Less dependency is always
considered better than more, but “deliberate recourse to asset specificity will be
undertaken in the degree to which net benefits can be projected” (Williamson 1996:25).
The ability to mitigate hazards by crafting ex-ante credible commitments influences the
evaluation of net benefits. Thus, the dependency, asset specificity and safeguards are all
related to each other. An increase in asset specificity increases the dependence, which is
attempted to overcome by creating confidence into the relationship through different
safeguarding mechanisms (Williamson 1996:24-25). This is an almost opposite view
from the one applied in the resource dependence approach, in which power has a central
role in explaining dependence. It works out of a myopic perspective and therefore it is
assumed that a dependence situation can not be anticipated and the dependent party
never wants it. That social actor, who possesses a resource which is critical for the other
firm, has the power and therefore it is believed that the dependent party is at the mercy
of the other. Dependence is thus understood to represent a situation, in which the
possible partner has the possession of the resource, which is critical for the other firm
(Groenewegen & Vromen 1996; Williamson 1996).
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The general argument in TCA that a firm making asset specific investments becomes
dependent on the possible partner firm, has been supported by Heide and John (1988)
and Joshi and Stump (1999) among others. This is explained by the fact that investment
of transaction specific assets on the relationship makes the replacement of the partner,
who has acquired the invested assets, difficult or at least costly. Therefore in the TCA-
based discussion, dependence is mainly understood to represent the impossibility or
difficulty to replace the partner. Although there are other reasons, which may cause
dependence between partners, the role of asset specific investments is considered
especially important when discussing the link between dependence and perceived
strategic uncertainty. According to Heide and John (1988) these other reasons should be
clearly differentiated from the dependence arising from asset specific investments
because they might have different outcomes for the relationship.

Williamson (1975, 1985) opened the way to differentiate between two dependence types
with his discussion about the simple hostage model and the extended reciprocal hostage
exchange. In a simple hostage model only one party makes a commitment, but in the
extended reciprocal hostage exchange there is reciprocal trade, in which both parties are
making commitments to the relationship. Commitments are seen to be present when
transaction specific assets have been made by one of the partners or by both of them.
Heide (1994) explicitly recognises two types of dependencies in inter-firm relationships:
unilateral and symmetric. Unilateral dependence refers to a situation, in which only one
partner is dependent on the other, and symmetric dependence to a situation, in which
both parties experience dependence. Obviously the unilateral dependence can be
experienced by either the entering firm or by the possible foreign partner firm. These
two situations on the other hand, have different implications to the perceived strategic

uncertainty experienced by the entering firm.

Although transaction specific assets are argued to have such an important role in
creating dependence between partners, in this study that relationship is not taken into
account. Rather, we take as given that different kinds of compositions of specific assets
cause different dependence types. The focus in this study is on the following two

dependence types: dependence by entering firm and dependence by the local firm. This
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differentiation between the two dependence types is important in understanding the

relationship between dependence and perceived behavioural uncertainty.

In the case of dependence by entering firm, the entering firm is dependent on the local
firm and so replacing the local firm with some other firm would become difficult. This
creates possibilities for the local firm to make use of the assets invested by entering firm
seeking to fulfil only its own interests without taking care of the interests of the entering
firm and thus behaving opportunistically. Therefore, we can expect that a unilateral
dependence by the entering firm has a positive influence on the level of perceived
strategic uncertainty experienced by the entering firm. The situation is totally opposite
in the case of dependence by the local partner. In that case the local partner has the fear
that the entering firm may behave opportunistically increasing its perceived level of
strategic uncertainty. However, from the entering firm’s point of view, this will
decrease the possibility of the local partner behaving opportunistically, because it
cannot replace the entering firm without costs. Thus, the level of perceived behavioral
uncertainty experienced by the entering firm can be expected to decrease. As a
summary, the hypotheses related to different dependence types and perceived strategic

uncertainty can be expressed in the following way

H5a: Local firm’s dependence on the entering firm will have a negative influence on the
entering firm’s perceived behavioural uncertainty.

H5b: Entering firm’s dependence on the local firm will have a positive influence on the
entering firm’s perceived behavioural uncertainty.

2.2.3. Risk-seeking attitude and its impact on perceived uncertainty components

The original TCA employs the assumption of risk neutrality. By employing this
assumption Williamson believes that the core efficiency features are then more easily
recognised than when risk aversion assumptions are employed. It is also believed that
parties aim to craft structures with superior risk-bearing properties, if the penalties for

incapacity to bear risk are great. Therefore, risk attitudes are not considered to have any
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effect on decision making. The assumption is upheld especially in the case when focus
is on intermediate product markets, because the risk neutrality assumption is assumed to
be a close approximation. In spite of these arguments, the assumption of risk neutrality
raises some questions. This is also recognised by Williamson himself when he admits
that the assumption ignores the risk attitudes of managers, which for some purposes can
be of utmost importance (Williamson 1985:388-389).

Firms are not alike and there are differences in the way firms are willing to take risks,
which will also reflect directly on decision-making behaviour. Chiles and McMacin
(1996) among others recognise that managers' risk preferences may vary in addition to
risk neutrality from risk aversion to risk seeking. They argue that sometimes the
contradictory results found in empirical studies using TCA could be resolved by
incorporating a range of risk preferences into the model. This discussion is related to the
research stream on risk behaviour, where an extensive amount of studies has been
conducted. In an excellent review by Sitkin and Pablo (1992) they found three groups of
factors, which were most often offered to explain a decision maker’s more or less risky
response to a problem. The main groups are the following: 1) characteristics of
individual decision-maker, 2) characteristics of the organisational context and 3)
characteristics of the problem itself. As can be seen in Table 3, nine factors, belonging
to the main groups, have been generally argued to directly influence risk behaviour.
From these, the most interesting ones, considering the focus in this study, are risk
preferences, risk propensity and risk perception, all belonging to the group of
characteristics of the individual decision maker. Risk preferences are understood to
represent the general desire to pursue or avoid risks and risk propensity refers to the
general likelihood to behave in a more or less risky way. Risk perceptions on the other
hand are the decision maker’s assessment of the risk inherent in a situation. However,
Sitkin and Pablo (1992) differs compared to prior studies by arguing that not all the
factors mentioned will directly influence risk behaviour, but rather indirectly through
the mediating mechanisms of risk propensity and risk perception. Thus, risk propensity
and risk perception are assumed to directly influence risk behaviour while the other

seven factors are argued to have an indirect influence.
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Table3. Characteristics influencing risk behaviour.

Characteristics of the individual
decision maker

Characteristics of the organisati-
onal context

Characteristics of the
problem itself

Risk preference

Group composition

Problem familiarity

Cultural risk values
Leader risk orientation
Organisational control systems

Risk propensity
Risk perception

Problem framing

Although we agree on that risk propensity and the perception of the risk will directly
influence on risky decision making behaviour, an argument put forward by Sitkin and
Pablo (1992) that risk propensity also influences indirectly through risk perception is
considered interesting. A similar kind of argument is presented by Kulkarni (2001), who
argues that differences in the firm’s perceptions of the level of uncertainty are caused
mainly because of firm’s different risk preferences toward different uncertainty types.
Kulkarni (2001) specifically discusses why there are differences across firm’s risk
preferences toward competitive and behavioural uncertainty. The differences are
explained mainly by firm-level and industry-level factors. He argues that the
management of some companies may exhibit greater entrepreneurial drive and
willingness to face competitive uncertainty than others and firms in industries with high

demand and technological volatility are accustomed to taking more risks.

The differences in risk preferences in behavioural uncertainty, on the other hand, are
explained by the fact that transacting parties may be familiar with one another and their
reputation. In addition, codification of knowledge may be easier in certainty industries
exhibiting a higher level of trust. The difference between these studies is that Sitkin and
Pablo focuse on risk propensity and Kulkarni on risk preferences. The difference
between these two concepts is minor. As it was already mentioned above, risk
propensity deals with the likelihood to behave more or less in a risky way and risk
preferences are understood to describe the general desire to pursue or avoid risk. Both
studies were however conceptual and no empirical support for the argument was offered
until Sitkin and Weingart (1995) explored the relationship. They found that an
individual’s tendency to take risks, risk propensity, had negative influence on the
individual’s assessment of how risky a situation is. This means that the more a decision-

maker is willing to take risks, the less risky he or she will perceive the situation and vice
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versa. Although the study was focusing on risk behaviour, a similar relationship is

expected to be found between risk-seeking attitude and perceived uncertainty.

As well as risk preferences, risk-seeking attitude can also be divided into two opposite
risk behaving tendencies: risk-avoiding and risk-seeking. The risk avoiding party will
always prefer a certain profit to the prospect of fluctuating profits. Being risk-seeking, a
party will always prefer a fluctuating profit to the prospect of certain profits, provided
the expected average of the fluctuating profit is greater than the expected value of the
certain profit (Chiles & McMackin 1996). Although we have differentiated between
perceived environmental and behavioural uncertainty, no difference is expected to exist
between risk-seeking attitude and the different uncertainty types. Therefore, we assume
that

H6a: The entering firm’s risk seeking attitude will have a negative relationship with
perceived political and legal uncertainty.

H6b: The entering firm’s risk seeking attitude will have a negative relationship with
perceived socio-cultural uncertainty.

H6c: The entering firm’s risk seeking attitude will have a negative relationship with
perceived competitive uncertainty.

H6d: The entering firm’s risk seeking attitude will have a negative relationship with
perceived demand uncertainty.

H6e: The entering firm’s risk seeking attitude will have a negative relationship with
perceived behavioural uncertainty.

2.2.4. Volatility and its impact on perceived uncertainty components

One of the most often studied environmental characteristics related to uncertainty is
volatility, which is understood to represent the degree of changes in the environment. In
many operation mode choice studies, volatility has been treated as representing
environmental uncertainty and so in empirical studies uncertainty has been measured by

the degree of volatility (see eg. Anderson & Gatignon 1986; Klein et al. 1990; Erramilli
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& D’Souza 1995; Robertson & Gatignon 1998). However, using volatility as a measure
of uncertainty has been criticised by eg. Milliken (1987). The criticism was based on the
argument that although volatility exists it does not mean that there is no knowledge or
view about how the possible component is going to change and therefore uncertainty is
not automatically present. We can agree with the criticism, but it does not mean that
volatility does not play any role in perceived uncertainty. Rather we argue that volatility

is one of the possible origins of environmental uncertainty.

In the context of operation mode choice according to our knowledge there are no
studies, which have explored the relationship between volatility and perceived
uncertainty. Rather, the focus has been on volatility as a measure of uncertainty.
However, in organization-environment interface research we can find studies focusing
on understanding the link between environmental characteristics and perceived
uncertainty. One of the most influential one is the study by Duncan (1972) who
identified complexity and dynamism as the two dimensions of environment. The
simple-complex dimension was understood to represent the number of factors in the
decision unit’s environment and the degree of similarity to one another. The static-
dynamic dimension on the other hand shows the degree to which the factors of the
decision unit’s environment remain basically the same over time or are in continuous
process of change. They found that depending on the combination of dimensions, a

varying level of perceived uncertainty was experienced (see Table 4).

Table 4. Environmental state dimensions and perceived uncertainty (Duncan 1972).

Simple Complex

Static Low perceived uncertainty Low perceived uncertainty

Dynamic | Moderately high perceived uncertainty | High perceived uncertainty

The most interesting finding was that no significant difference in the amount of
perceived uncertainty was found between static-simple and static-complex dimensions.
However, between dynamic-simple and dynamic-complex there was a difference,
indicating that the degree of change in the environment is the most important factor
influencing the level of perceived uncertainty. Similar kinds of dimensions were

recognised by Klein et al. (1990) when environmental uncertainty was classified into
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volatility and diversity dimensions. Diversity was then defined as “the extent to which
there are multiple sources of uncertainty in the environment” (Klein et al. 1990:200).
However, both volatility and diversity were treated as direct measures of uncertainty
and no relationship between environmental characteristics and perceived uncertainty

was studied.

A direct application of the research by Duncan (1972) in operation mode choice context
should, however, be avoided because the research was conducted in a different context
and no separation between the internal and the external environment was made. In
addition, environmental dimensions explained 70% of the variance in perceived
uncertainty while the rest of the variance was argued to be explained by the
organisational type. However, the findings give support for the argument presented
above that volatility is a major factor among several others, which may influence the
degree of perceived uncertainty. In addition, according to Bourgeois (1985) previous
empirical research has shown that the volatility explains more variance in perceived
uncertainty than does complexity at the business level of strategic decision making.
Thus, it is argued that

H7a: Political and legal volatility will have a positive relationship with perceived
political and legal uncertainty.

H7b: Socio-cultural volatility will have a positive relationship with perceived socio-
cultural uncertainty.

H7c: Competitive volatility will have a positive relationship with perceived
competitive uncertainty.

H7d: Demand volatility will have a positive relationship with perceived demand
uncertainty.
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2.2.5. Summary

A summary of the developed model of formation for managerial perception of
uncertainty is presented in Figure 5. It was suggested that experience, dependence, risk-
seeking attitude and volatility influence the level of perceived uncertainties. Four
experience types were identified. The list of experience types used in the study does not
cover all possible experience types, rather they are argued to be the most important ones
related to the specific uncertainty types chosen for the study. In the beginning of the
chapter prior studies were criticised of relying too strongly on the general assumption of
a negative relationship between experience and uncertainty. However, the main point
here is not to suggest that both negative and positive relationships can be found between
the concepts, but rather that certain experience types may reduce the perceived level of
uncertainty types and components, but it may have no influence on some other
uncertainty type and component. Two dependence types were identified. Local firm
dependence was argued to decrease perceived behavioural uncertainty and entering firm
dependence was argued to increase perceived behavioural uncertainty. Risk-seeking
attitude, on the other hand, was argued to have negative relationship with all five
uncertainty types. Four volatility types, 1) political & legal, 2) socio-cultural, 3)
competition and 4) demand volatility, were identified. It was suggested that each of the

volatility type would increase their respective uncertainty type.
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Experience types Risk seeking attitude
General HL () L Hea-e ()
international Perceived uncertainty types
experience
H3 (- Political and legal UN
TC
institutional
©penence > Socio-cultural UN ¢
H2a ()
TC business
experience
60 )F Competition UN
H2c (-)
International > Demand UN <
co-operation
experience H4{ (-)
J Behavioural UN
Dependence
types H54 ()
Local firm H7c (+)
dependence H7a ()1 ) 7 b\(gf&atility types H7d (+)
Entering firm Political Socio- Competition Demand
dependence volatility cultural volatility volatility
H5b (-) -
volatility

Note: TC= Target country, UN = Uncertainty

Figure 5. Summary of the formation of managerial perception of uncertainty.
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3. INTERNATIONAL OPERATION MODE CHOICE AND EFFICIENCY

In order to be able to analyse the possible efficiency consequences of operation mode
choices in the context of specific perceived uncertainty component, the capabilities of
specific operation modes in coping with uncertainty need to be evaluated and thus the
chapter starts with this subject. This is followed by a discussion related to efficiency
considerations in which different types of transaction costs relating to adaptation and
control are identified. Finally, a detailed analysis about the possible relationships
between individual uncertainty components and operation mode based on efficiency
criteria is conducted. The chapter ends with a summary of the developed theoretical

framework.

3.1. Adaptation and control capabilities of international operation modes

There is a great number of possibilities to cope with uncertainty ranging from financial
arrangements to different strategic responses. Mascarenhas (1982) identifies avoidance,
prediction, control, flexibility and insurance to be the main methods to reduce
uncertainty and a decade later Miller (1992) suggested five potential strategic responses
to uncertainty. These are avoidance, control, co-operation, imitation and flexibility.
Both Mascarenhas and Miller also recognise several possible methods, through which
firms have tried to achieve either avoidance, prediction, control, flexibility, co-
operation, imitation or insurance. Operation mode choice is considered as one of these
potential methods. Thus, we recognise that there are several methods, in addition to
choosing a specific operation mode, which may be useful in coping with uncertainty.

However, in this study we only focus on the role of operation mode choice.

TCA stresses the role of adaptability and control as important methods in coping with
uncertainty (Williamson 1991:280). Therefore, a more detailed discussion about
adaptation and control on a general level is first conducted. In operation mode choice
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studies the use of the adaptation concept has been rare and the focus has been more
often on flexibility. The two concepts have often been used interchangeably, but here it
is argued that they represent quite different aspects and therefore it is considered to be
important to recognise the difference between flexibility and adaptation. Especially in
strategic management literature flexibility has often been understood as a possibility to
withdraw from markets with least possible costs and therefore it has been strongly
linked to the level of resource commitment (see eg. Anderson & Gatignon 1986; Hill,
Hwang & Kim 1990; Driscoll & Paliwoda 1997; Aulakh & Kotabe 1997). Resource
commitment on the other hand has been, in addition to the degree of control, one of the
most often used factors to classify operation modes. Thus licensing, JV and WOS
represent the increasing level of resource commitment, but at the same time the
decreasing level of flexibility. However, although it is acknowledged that an operation
mode requiring the least amount of resources may be a valuable tool for minimising
risks by the possibility to exit more easily from foreign markets, the focus in this study
is to explore the possibilities of different operation modes to adapt to changing
circumstances without leaving the market or changing the operation mode and therefore

the focus is on adaptability.

The other important method to cope with uncertainty, control, has often been connected
with performance or the success of operations. However, Geringer and Hebert (1989)
criticised prior studies for their narrow focus on studying the influence of only one
specific control dimension rather than taking all dimensions into account. Through
exploring the role of control on the performance and the success of international joint
ventures, they identified the following three control dimensions: focus of control, extent
of control and control mechanisms. These dimensions were considered complementary
and interdependent and therefore all of them were argued to influence performance. An
explicit identification of the dimensions suggested that the study of the influence of
control on performance is more complex than it perhaps was earlier realised. In order to
find out if these control dimensions offer valuable tools for classifying operation modes,

a more detailed analysis of them is conducted.
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The focus of control was understood as the area over which control is obtained
(Geringer & Hebert 1989). Most often the focus of control has been divided into
strategic and operational control (see eg. Kim & Hwang 1992; Driscoll & Paliwoda
1997), but some studies have differentiated between operational and marketing control
(Agarwall & Ramaswami 1992) and between control over foreign production and
marketing activities (Erramilli & Rao 1993). In addition to these rough classifications,
also more detailed categorisations have been conducted. One of these studies is by
Contractor and Kundu (1998), in which four different control areas are identified. These
are 1) daily operational and quality control, 2) control over physical assets or over the
real estate and its attendant risk, 3) control over the tacit expertise embedded in the
routines of the firm and 4) control over the codified assets such as global reservation
system and the firm’s internationally recognised brand name. Thus, the focus of control

can be divided to represent a great number of areas.

The second control dimension, degree of control, has been one of the most often used
dimensions to classify operation modes. Ownership level has been most often linked to
the degree of control meaning that the greater the equity share the greater also is the
degree of control. Although it has been realised for a long time that other factors also
influence the extent of control, still the classification of operation modes according to
the degree of control continues to be based on the level of ownership. However, the
results from the latest studies (see eg. Child & Yan 1999; Yan & Gray 2001) imply that
depending on whether it is a question of equity share or non-capital resourcing, it
increases either the amount of strategic control or operational control. To put it more
clearly, equity share can be an indicator of the degree of control, but only with the case
of strategic control. Operational control, on the other hand is mainly achieved through
non-capital resourcing. However, Yan and Gray (2001) found that in the case of an
international joint venture, the partner having a higher level of operational control also
achieved more of its strategic objectives than the partner with less control. Thus,
operational and strategic control can be considered to be interrelated.

In discussions about control mechanisms one of the most influential ones has been

considered to be majority ownership, which usually also guarantees the voting control.
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However, it is not the only possible control mechanism. In a review by Martinez and
Jarillo (1989) a difference between formal and informal mechanisms was made.
Geringer and Hebert (1989), on the other hand, refer to Bartlett (1986) who made the
difference between context, content and process-oriented control mechanisms and to
Schaan (1983) who identified positive and negative control mechanisms. In spite of the
identification of different control mechanism groups the main difference is that there are
mechanisms, which can be described as formal, structural and bureaucratic and others,

which rely more on informal communication and socialisation.

As it has become quite evident from the review above, in spite of the existence of three
control dimensions, operation modes have often been classified according to the degree
of control. The degree of control, on the other hand, has been linked with the degree of
ownership and therefore the ability to control has been considered to be highest in
WOS, medium in JV and lowest in licensing. However, the recognition that in addition
to ownership level also other control mechanisms may influence the degree of control,
raises questions about the importance of classifying operation modes according to the
degree of control. The degree of control in the same operation mode may also vary
depending on the focus of control. The link between the focus and the degree of control

of different operation modes has been explored by eg. Contractor and Kundu (1998).

High ownership Arms’ length
Commitment > relationship
Fully owned Partially owned Management Franchising
service
Strong control | A,B,C,.D D D D
Weak control AB.C AC C
Non-existent B AB
control
A = daily management & quality control
B = control over physical assets
C = control over tacit expertise
D = control over codified strategic assets

Figure 6. The classification of operation modes according to focus and degree of
control (Contractor & Kundu 1998).



66 ACTA WASAENSIA

As can be seen in Figure 6, the degree of control over codified strategic assets stays
high for all studied operation modes ranging from WQOSs and JVs to management
services and franchising operations and does not decrease based on the ownership level.
Thus, to classify operation modes according to the degree of control would require
taking into account the complex relationships between the great number of control

mechanisms and different areas of focus of control.

Therefore, classifying operation modes according to the degree of control is considered
to be too complex to be able to do it unambiguously. In addition, the degree of control is
not believed to be the most important dimension in coping with uncertainty. The main
difference between different operation modes in relation to uncertainty is argued to be
based on control mechanism, because they create the framework through which both
control and adaptation is conducted. Thus, control mechanisms and adaptation are
considered to be related in a way that certain mechanisms facilitate specific adaptation
styles (Williamson 1991).

In Table 5 some examples of formal and informal control mechanisms are presented. It
gives a good view about the great number of possibilities that exist to create control.
Linking some of the mechanisms to specific operation modes may not be easy, because
combinations of formal and informal mechanisms may be used in the same operation
mode. In addition, trying to differentiate eg. licensing and WOS based on formal and
informal control mechanism is not going to work, because in general both are believed
to be dominated by formal mechanisms. Therefore the classification of control
mechanisms or control instruments by Williamson (1991:280) into contractual
safeguard and administrative control might be a more appropriate way to classify
operation modes. Williamson sees that the use of administrative control is weak in
market governance, intermediate in hybrids and strong in hierarchy. In hybrids,
however, the control instrument is considered to be a mixture of contractual safeguards
and administrative apparatus. Williamson also divides adaptation instruments into two
groups. The two opposite adaptation styles are autonomous and co-operative adaptation.
What is meant by autonomous adaptation (A) is a situation in which each party can

respond independently to changes in order to maximise their utility and profits. Co-
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operative adaptation (C), on the other hand, refers to a situation in which parties have a

long-term bilateral dependency relation with each other, which requires co-ordinated

responses to unanticipated disturbances from the parties. Autonomous adaptation is seen

strongest in market governance and co-operative adaptation is seen strongest in
hierarchy (Williamson 1991: 280-281).

Table 5. Control mechanisms (Schaan 1983; Bartlett 1986; Aulakh & Gencturk 2000).

Formal, negative, bureaucratic

Informal, positive

Process control: monitoring agent’s behaviour
Outcome control: monitoring the results of
outcomes

Executive committee

Approval required for specific decisions, plans
and budgets, nomination of JVGM

Screening / no objection of parent before ideas
or projects are discussed with other parent
Direct interventions, either by top managers or
by 1JV’s board of directors; bureaucratic,
negative

Through reporting relationships or influence on
1JV planning and decision making process

e Social control: prevailing social

perspectives and patterns of interpersonal

interactions

Ability to make specific decisions

Ability to design

Policies and procedures

Ability to set objectives for JVGM

Contracts: management, technology

transfer, marketing, supplier

Participation in planning or budgeting

process

Parent organisation structure

Reporting structure

Staffing

Training programs

Staff services

Bonus of JVGM tied to parent results

Ability to decide on future promotion of

JVGM

Feedback

e JVGM participation in parent’s worldwide
meetings

e Relations with JVGM: phone calls,
meetings, visits

e  Staffing parent with someone with
experience with JV

e Informal meetings with other parent

e Informal and culture-based mechanisms and
their essential purpose is to establish an
organisational context appropriate for the
achievement of parent company objectives

Although Williamson links the control instruments and adaptation styles to market,

hybrid and hierarchical governance modes, the operation modes chosen for this study

have been often classified according to them in prior studies. Therefore licensing is

considered to represent the market governance, joint ventures the hybrids and wholly

owned subsidiary the hierarchy mode. Sometimes studies using TCA have also linked
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the degree of hierarchy to the degree of control. This has been done eg. in Anderson and
Gatignon (1986), which is one of the most often referred study in the discussion of
classifying operation modes. They differentiate between high, medium and low-control
modes, which also represent the decreasing level of hierarchy. They defend their
classification style by referring to Williamson’s suggestion about the degree of
integration in which progression of integration is seen as the “transference of authority
from paper to entities, culminating in the consolidation of authority by one party”
(Anderson & Gatignon 1986). Thus, they see that the progression of authority,
described by Williamson, also represents the growing degree of control. However,
authority does not necessarily guarantee the degree of control, but rather it guarantees

the way control is carried out and what kinds of adaptation styles are used.

Also Gulati and Singh (1998) have criticised prior studies with respect to the fact that
these do not acknowledge the differences that exist in hierarchical controls across
different types of structure and by ignoring the original bases for classifying the
governance structure of alliance, which is the degree of hierarchical controls. Gulati and
Singh (1998) differentiated contractual alliances, minority investments and joint
ventures based on six dimensions of hierarchical control mechanisms. Command
structure and authority system, incentive system, standard operating procedures, dispute
resolution procedures and non-system pricing system are considered to represent the
hierarchical control dimensions. As can be seen in Table 6, contractual alliances,
minority equity investments and joint ventures are argued to represent the increasing

order of hierarchical controls.

Although it is stated that the typology developed does not rely on the presence of equity
as synonymous with hierarchical controls, still the end result is the same: an increase in
equity increases the level of hierarchical control and vice versa and therefore one might
argue that the classification does not bring anything new to the classification already
present in operation mode choice studies. However, the degree of control as such and
the degree of hierarchical control are not the same, which leads to the fact that the
arguments explaining the choice of operation mode may differ depending on whether

they are based on the degree of control or the degree of hierarchical control.
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Table 6. Classification according to hierarchical control dimensions (Gulati and Singh

1998).
Dimensions of Contractual alliances Minority investments Joint ventures
hierarchical controls
Command structure Few if any Through the presence of an Independent >
and authority system individual from investing firm | clearly defined
on the board - some form of rules and
command and authority system | responsibilities
for each partner
Yes
Incentive systems Few if any A concern for the value of its Autonomous
equity provides appropriate unit enables the
incentives for the investor creation of an
incentive system
Yes
Standard operating Few if any May or may not be. Board Yes
procedures representation create a forum in
which both partners exchange
information and can initiate and
ratify decisions on regular basis
Dispute resolution Few if any Resolved through board Yes
procedures member intervention
Non-market pricing Few if any Yes
systems

Based on the discussion above it is strongly believed that in order to be able to
hypothesise about the ability of different operation modes to cope with uncertainty, an
appropriate way to classify operation modes should be based on both the control
mechanisms and adaptation styles as suggested by Williamson (1991). Therefore,
applying the classification of governance modes by Williamson in the operation mode

choice context gives the classification seen in Table 7 as a result.

Licensing in its pure form represents strong reliance on contractual safeguards, meaning
that the relationship between licensor and licensee is based on written agreement, in
which also the penalties in the case of breach of contract are specified. Partners are
considered to be independent and free to adapt to changing circumstances in whatever
way they prefer without consulting with the partner and thus autonomous adaptations
are considered to be high. Wholly owned subsidiaries represent the hierarchical control
and adaptation system and, therefore, administrative control systems are considered to

be high. Administrative controls like monitoring and career rewards and penalties are
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then used. In WOS parties also generally must and do resolve their differences

internally, which requires high co-operative adaptation.

Table 7. Classification of operation modes according to control mechanisms and
adaptation styles (adapted from Williamson 1991).

Operation mode Contractual Administrative Autonomous Co-
safeguard control adaptation operative
adaptation
Licensing High Low High Low
Joint venture Medium Medium Medium Medium
Wholly  owned Low High Low High
subsidiary

However, differences in the intensity of hierarchical relationships in WOS do exist.
Menard (1996, 1997) eg. recognised four types of internal relationships: quasi market,
autonomous group, simple hierarchy and complex hierarchy. The classification is based
on the degree of human asset specificity and frequency and the types represent an
increasing order of hierarchy. Therefore, including all the possible internal organisation
types in operation mode choice context in a single category obviously is a simplification
of more complex phenomena. However, it is believed that the classification is reliable
when the level of hierarchical controls and adaptation styles of WOSs are compared to
the level of JVs and licensing. JVs on the other hand can be considered as the most
complex operation mode, because identification of control instrument or adaptation
style dominant in JVs can not be so clearly specified as in the case of licensing and
WOS. Rather JV can be seen to represent both types of control instruments and

adaptation styles.

3.2. Adaptation and control efficiency

In this chapter we are interested in exploring adaptation and control efficiency in the
context of perceived uncertainty. Efficiency is understood to be achieved by minimising

transaction costs (Williamson 1975, 1985) and, therefore, a discussion related to
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different types of transaction costs is conducted. Finally, transaction costs relevant to

adaptation and control efficiency are identified and chosen for the study.

In the earlier versions of the transaction cost approach, transaction costs were not
articulated clearly enough (Rindfleisch & Heide 1997:46). The main emphasis seemed
to be on the differentiation between ex-ante and ex-post costs. Williamson (1985:20-22)
explained the ex-ante costs to be caused from drafting, negotiating and safeguarding an
agreement. Ex-post costs, on the other hand, were understood to include maladaptation
costs, haggling costs, set-up and running costs associated with the governance structures
and bonding costs of effecting secure commitments. Later, based on their findings from
prior studies Rindfleisch and Heide (1997) presented three types of transaction costs,
which they believed would increase the understanding of costs. These are costs, which
are caused through safeguarding, adaptation and performance evaluation, which all
cause both direct costs and opportunity costs. A cost of crafting safeguards refers to
direct costs, which are invested in order to discourage potential opportunistic behaviour,
and a failure to invest in productive assets was considered to be the opportunity costs of
safeguarding. Adaptation to environmental changes, on the other hand, was believed to
cause direct communication, negotiation and co-ordination costs and opportunity costs
were realised through the failure to adapt, also called as maladaptation. Screening and
selection costs together with measurement costs represented the direct costs of
performance evaluation and failure to identify appropriate partners and productivity

losses through effort adjustments were considered to be the opportunity costs.

Contractor (1990) classified transaction costs into three groups, which differed
somewhat from the classification of Rindfleisch and Heide (1997). Costs of negotiating
and transferring the information and capability to the other firm and training their
personnel formed the first group, opportunity costs of abdicating the market in favour of
the licensee or JV corporation comprised the second group, and finally the third group
of costs were incurred by the threat of creating a competitor in markets. However,
sometimes different terms have been used to represent the same kind of costs. Thus eg.
the often used bargaining cost, which is associated with negotiations between

transacting parties, represents about the same as negotiation costs. In addition,
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monitoring costs, which are related to the guarantee of fulfilment of contractual
obligations, can be regarded the same as measurement costs (Dahlstrom & Nygard
1999). Hennart (1989, 2000) on the other hand stressed the importance to also take into
account the internal organisation costs, often called bureaucratic costs, in addition to the
market transaction costs. Motivating employees to fully contribute to the firm’s goals
and collecting information and transmitting it faithfully to superiors is understood to

cause internal organisation costs.

A great number of different types of transaction and internal organisation costs were
thus identified. In the context of uncertainty we base our discussion of the relative
efficiency of different operation modes on the differences in communication /
information, negotiation, co-ordination and monitoring costs (see Table 8). These costs
are believed to capture the essential differences of operation modes arising from their
differing adaptive and control styles. Communication / information costs, negotiation
costs and co-ordination costs are believed to be related to adaptation efficiency.
Monitoring costs, on the other hand, are linked to control efficiency.

Table 8. Selected types of costs and their definitions.

Types of costs Definition

Communication /| Arising from collecting information and communication new information
information costs

Negotiation costs Arising from renegotiationg agreements

Co-ordination costs Arising from co-ordinating activities to reflect new circumstances
Monitoring costs Arising from measuring the performance

3.3. Conceptual framework of efficient international operation mode choice

In this chapter we are interested in exploring whether some operation modes are more
efficient in managing perceived uncertainty than others. In the following, specific
hypotheses about the relationship between different uncertainty components and
operation mode choice are presented. The hypotheses are based on TC logic and, thus,

an operation mode minimising transaction costs is considered to be the most efficient
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one. Transaction costs included in the study are communication / information,
negotiation and co-ordination costs representing the costs related to adaptation
efficiency and monitoring costs, which are considered to be relevant for control
efficiency.

Perceived political and legal uncertainties are understood to represent the
unpredictability of the political power structure and unpredictability of future laws and
regulations related to operations of foreign firms, respectively. Perceived socio-cultural
uncertaint,y on the other hand, is understood to represent the unpredictability of the
future state of social environment. (Miller 1992; Brouthers 2002.) These two
uncertainty components are discussed in the same chapter, because efficiency of
operation modes is considered to be the same for both components. In order to reduce
political, legal or social uncertainty receiving information about the potential changes in
time becomes essential. However, this requires being present on the market. Thus,
related to information collection JV and WOS offer the best possibilities to do that and
from these JV clearly outperforms WOS because of the existence of a local partner,
which may already have well-developed relations to decision makers or have the
knowledge of possible problems in the social environment (Beamish & Banks 1987).
However, if the potential changes in regulations were so dramatic that they would
require eg. changes in the ownership arrangements, co-operative adaptation capabilities
or administrative control style, which are present in WOS and JV, do not offer any help.
Rather, on the contrary, they would just cause bureaucratic costs, which could not be
covered by potential low co-operative or control costs. Also prior studies support that at
least in the case of high political uncertainty firms prefer to choose a less integrated
operation mode (see eg. Kim & Hwang 1992; Aulakh & Kotabe 1997; Contractor &
Kundu 1998). Therefore we suggest that

H8: The higher the perceived political and legal uncertainty, the more probable it is
that a firm chooses a less integrated operation mode.

H9: The higher the perceived socio-cultural uncertainty, the more probable it is that a
firm chooses a less integrated operation mode.
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Perceived competitive uncertainty is understood to represent the unpredictability of the
future state of competition (Miller 1992; Brouthers 2000). Thus, it refers to the inability
to know what competitors are planning to do or whether, the intensity of competition is
going to change because of new entrants coming to the markets or old ones exiting from
the market (Sutcliffe & Zaheer 1998). Attempts are made to collect information about
potential competitors and their behaviour increasing the information and
communication costs. However, it is believed that the level of these costs is about the
same in every operation mode, because the possibilities to receive the information do
not differ among them. The difference in operation mode efficiency in the phase of
competitive uncertainty is argued to be caused mainly by co-ordination abilities and
costs. Unexpected changes in the actions of competitors require quick and co-ordinated
adaptations of the foreign firm. In a licensing agreement co-ordination is expected to be
the most difficult, in fact the entering firm has almost no possibilities to change its
operations and therefore co-ordination costs are increasing. In the case of JVs, both co-
ordinated and automatic adaptation styles are present, but because of the need to
negotiate with both the JV managers and the local partner before being able to make any
decisions, negotiations take more time and thus increase the costs. WOSs on the other
hand have a clearly co-ordinated adaptation style based on clear authority relations and
changes in strategies and making new decisions are believed to be done in a smoothly
fashion and thus with the lowest costs.

Results from prior studies have sometimes showed that competitive uncertainties have
influence on the operation mode choice and in some cases that they have no influence.
Sutcliffe and Zaheer (1998) found that high competitive uncertainty increased the
likelihood to choose a less integrated operation mode while Brouthers et al. (2002)
found no significant influence. The results were just the opposite from what was
expected. Sutcliffe and Zaheer (1998) assumed that the relationship would be positive,
because co-ordination and bargaining costs were believed to be minimised in a more
integrated mode. However, in Brouthers et al. (2002) it was assumed that an increase in
competitive uncertainty would increase the use of more independent modes like
licensing, because the large number of competitors is believed to make entering by an

integrated mode less profitable. Thus, prior empirical studies do not offer support for
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positive relationship between competitive uncertainty and operation mode choice.
However, the empirical studies focused on the operation mode choice and did not test
how the choice influences efficiency. The following hypothesis is based on efficiency
assumption and the arguments presented earlier and therefore we suggest that

H10: The higher the perceived competitive uncertainty, the more probable it is that a
firm chooses a more integrated operation mode.

Perceived demand uncertainty was understood to represent the unpredictability of
future demand for the production of entering firm (Miller 1992; Brouthers 2002). In
prior studies demand uncertainty has increased the likelihood to choose a more
integrated operation mode (see Brouthers 2002; Robertson & Gatignon 1998). These
results were in accordance with the original arguments. Brouthers (2002) argued that
when demand uncertainty is high both service and manufacturing firms prefer local
market knowledge, which is more easily available through more integrated modes.
Local market knowledge, on the other hand, is believed to be desired because it would
help to make adaptations to the products and develop the communication style towards
consumers. However, Madhok (1993) and Kim and Hwang (1992) found that demand
uncertainty had no significant influence. Kim and Hwang (1992) suggested that a
negative relationship exists, because of the unwillingness of MNCs to invest substantial
resources in order to increase its ability to exit the market without incurring costs if
demand does not reach a significant level. But in spite of the fact that there sometimes
was not any significant evidence found that demand uncertainty had influence on
operation mode choice, there is no contradiction in the direction of the influence in
those cases when it was found. High demand uncertainty seems to increase the use of

more integrated operation mode.

Thus, in order to decrease the demand unpredictability, learning about customers and
their perceptions is needed, which on the other hand requires collecting information
(Williamson 1985). Information collection is believed to be easiest and fastest in case of
JVs, in which a local partner may already have the information or at least they can
receive it more easily than a foreign firm can (Beamish & Banks 1987). Collecting this

information in a licensing agreement is considered to be difficult, because it would
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require being at the market. A WOS on the other hand is present in the local markets,
but because of not knowing the markets as well as perhaps the local partner in a JV, the
information collection is more difficult. In addition to information collection the co-
ordinated adaptation style also becomes essential in coping with demand uncertainty.
Unexpected changes require quick responses, which is assured in WOS. However,
comparing the efficiency of JV and WOS, it is believed that WOSs are more efficient,
because information is considered to be collected quickly, which also helps in making
the decisions and changes to the products. Therefore we suggest that

H11: The higher the perceived demand uncertainty, the more probable it is that a firm
chooses a more integrated operation mode.

Perceived behavioural uncertainty is understood to represent the unpredictability of
opportunistic behaviour of the potential partner. With low perceived behavioural
uncertainty there is no need for elaborated contractual safeguards allowing contracts to
be specified more loosely because of the expectation that ex-ante gaps will be dealt with
ex-post in a fair manner (Chiles & McMackin 1996). Therefore it is expected that
communication and renegotiations are conducted smoothly and information is
transferred easily. Without the need for administrative control the costs in the context of
low perceived behavioural uncertainty are believed to be lowest in licensing, medium in
JV and highest in WOS. However, with high perceived uncertainty in order to control
the potential opportunistic behaviour a great amount of contractual safeguards, which
are costly, should be conducted in licensing agreements. Also the monitoring of the
partner behaviour involves an increasing amount of costs. However, in WOS authority
control mechanisms are present, making it possible to control and give orders with less
cost than in licensing (Robertson & Gatignon 1998). JVs on the other hand represent an
increasing amount of control costs, because the number of relationships to be controlled
is greater than in WOS (Woodcock et al. 1994). Therefore we suggest that

H12: The higher the perceived behavioural uncertainty, the more probable it is that a
firm chooses a more integrated operation mode.
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The four hypotheses about the influence of perceived uncertainty components and
operation mode choice were based on TCA logic and thus we argued that firms base
their decisions on efficiency considerations. This, of course is not always the case, but
also other factors affect. However, we argue that firms, which have made their operation
mode choices according to TCA logic, will be able to adapt to unexpected changes and
control opportunistic behaviour more efficiently than the ones which have made their
choices differently. Adaptation efficiency is considered to be relevant in evaluating the
efficiency in the case of political & legal, socio-cultural, competitive and demand
uncertainty. On the other hand, control efficiency is relevant in the case of behavioural

uncertainty, thus we suggest that

H13: In the context of political, legal, socio-cultural, competitive and demand
uncertainty the adaptation efficiency is higher in firms, which have made their
operation mode choice according to the transaction cost approach than in firms,
which have not.

H14: In the context of behavioural uncertainty, the control efficiency is higher in
firms, which have made their operation mode choice according to the
transaction cost approach than in firms, which have not.

3.4. Summary of the theoretical framework

In this chapter we summarise the theoretical framework developed in previous chapters
taking into account the antecedents of perceived uncertainty, the influence of perceived

uncertainty on operation mode choice and the efficiency results of those choices.

In Figure 7, the model is presented. In the case of perceived political & legal
uncertainty target country institutional experience and risk-seeking attitude is suggested
to have negative influence on the level of perceived political and legal uncertainty, and
volatility in political and legal environment is suggested to have a positive influence.
The adaptation efficiency is considered to be the most efficient if a less integrated

operation mode is chosen in the case of high perceived uncertainty.



78 ACTA WASAENSIA

In the case of perceived socio-cultural uncertainty, the experience type suggested to
influence the perception of uncertainty is suggested to be target country business
experience having negative relationship. Volatility in socio-cultural environment is
believed to increase the level of perceived uncertainty and risk propensity is believed to
decrease the level of perceived uncertainty. Also in this case the adaptation is
considered to be the most efficient if a less integrated operation mode is chosen in the

case of high perceived uncertainty.

In the case of competitive uncertainty, altogether four factors are proposed to impact
perceived uncertainty. Both general international experience and target country business
experience representing two experience types and volatility in demand environment and
risk propensity are considered to have influence on perceived uncertainty level.
Adaptation efficiency is suggested to be highest if a more integrated operation mode is

chosen in the case of high uncertainty.

Perceived demand uncertainty is suggested to be influenced by the same factors than in
the case of socio-cultural uncertainty. Thus target country business experience, volatility
in competitive environment and risk propensity are proposed to impact on the level of
perceived uncertainty. The most efficient adaptation is believed to be achieved through
the use of a more integrated operation mode in the case of high perceived uncertainty.

Perceived behavioural uncertainty differs from other uncertainties in a couple of ways.
First of all dependence, international co-operation experience and risk propensity are
proposed to influence on the level of perceived behavioural uncertainty. Secondly, the
efficiency consideration focuses on control efficiency instead of adaptation efficiency.
Thus control efficiency is considered to be highest if a more integrated operation mode

is chosen in the case of high uncertainty.
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4. EMPIRICAL RESEARCH DESIGN

In this chapter the empirical research design of the study is presented. The chapter
consists of a description of the mixed method strategy, quantitative research method and

qualitative research method applied in the study.

4.1. Mixed method strategy

According to several authors (see eg. Jick 1979:135; Creswell 2003:211) there is a
distinct tradition in research methods that advocates the use of multiple methods. A
number of terms are used for this approach such as convergent methodology,
multimethod / multitrait, convergent validation, triangulation, integrating, synthesis and
quantitative and qualitative methods. Lately, however, the writings use the term mixed
methods. (Jick 1979; Creswell 2003). Creswell (2003:18) defines the mixed method
approach as “one in which the researcher tends to base knowledge claims on pragmatic
grounds”. Mixed methods “focuses on collecting and analysing both quantitative and

qualitative data in a single study” (Creswell 2003:210).

Depending on 1) the implementation sequence, 2) priority, and 3) the integration stage
of quantitative and qualitative data collection and data analysis and 4) the role of
theoretical perspective in the study, six alternative strategies of mixed methods have
been identified. In 1) sequential explanatory strategy quantitative data collection and
analysis is conducted first, followed by qualitative data collection and analysis. Priority
is given to quantitative data and the methods are integrated during the interpretation
phase of the study. It may or may not have a specific theoretical perspective. 2)
Sequential exploratory strategy is also conducted in two phases and the findings of
these phases are integrated during the interpretation phase. In contrast to the previous
strategy, this model is characterised by an initial phase of qualitative data collection and
analyses followed by quantitative data collection and analysis. The priority is given to
qualitative data. In addition, this strategy may or may not also be implemented within a
prescribed theoretical perspective. 3) Sequential transformative strategy also has two

distinct data collection phases, but in this design either method may be used first and the
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priority may be given to either quantitative or qualitative method or even to both.
Additionally, the integration is done in interpretation phase and the strategy has a
theoretical perspective to guide the study. In 4) concurrent triangulation strategy
quantitative and qualitative data are collected simultaneously. Preferably, the priority is
equal between the two methods, but the priority may be given to either the quantitative
or qualitative approach. In addition, the integration is done during the interpretation
phase. Also in 5) concurrent nested strategy both types of data are collected
simultaneously. However, one of the methods has a priority and, thus, it guides the
study. The integration of the two methods takes place already in the data analysis phase.
Additionally, the strategy may or may not have a guiding theoretical perspective. The
last option for a mixed method strategy is 6) concurrent transformative strategy. In this
strategy the two types of data are collected simultaneously and may have equal or
unequal priority. In most of the cases the integration is done during the data analysis
phase, but it can also take place in the interpretation phase. However, the most
distinctive feature of concurrent transformative strategy is that it is guided by the

researcher’s use of a specific theoretical perspective. (Creswell 2003:209-219).

In this research the sequential explanatory strategy was applied. Thus, the collection of
quantitative and qualitative types of data was done in different phases. First, quantitative
data was collected by using questionnaires. This was followed by the analysis of the
quantitative data using the structural modelling approach with PLS method. First, the
developed structural model was tested. However, several of the hypotheses suggested in
the theoretical discussion were not supported. Thus, in order to explore in more detail
the relationship between antecedents of perceived uncertainty, perceived uncertainty,
entry mode choice and efficiency, the structural relations in five uncertainty contexts
were explored. However, there were still some unanswered questions. Thus, in order to
increase the understanding, but also to improve the reliability and validity of the study,
six cases were selected for a more detailed analysis. Thus, qualitative data on these six
cases was collected through interviews. This was followed by case analysis in which
questionnaire based data and data based on interviews were used. As a result, the

priority was given to quantitative data. In addition, the integration of quantitative and
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qualitative data analysis was done during the interpretation phase. The process of
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research strategy is visualised in Figure 8.
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Figure 8. Sequential explanatory strategy applied in the study.

Because sequential explanatory strategy is applied in this research, the remaining
discussion on the research methods also follows that structure. Therefore, the

quantitative method is discussed first, followed by the qualitative method.

4.2. Quantitative study
In this chapter the quantitative research method of the study is presented. The chapter
consists of a description of the data collection, applied statistical methods, measurement

operationalisations and discussion of reliability and validity.

4.2.1. Data collection

In this section the data collection is described based on the population, questionnaire

and pilot test and the data gathering process and response patterns.

Population
The target population of the study consists of Finnish firms having licensing, joint

venture or wholly owned subsidiary operations in Asia operating in different sectors.



ACTA WASAENSIA &3

Information about the firms was obtained from FINPRO, which is an organisation
helping Finnish companies enter the international market by providing services, support
and information. The information contained the names of the firm and manager, entered
country and selected entry mode classified into two groups: licensing and subsidiary.
Sometimes more specific information about the nature of subsidiary was available and
thus some operations were classified as sales offices. However, in most of the cases no
detailed information about the subsidiary operation was available. Although the data
lacked some important information and it was realised that it could also suffer from
problems such as recording errors, the database was believed to provide the best
available starting point for carrying out a survey. The total number of firms based on the
data-base from FINPRO was 111 and the number of cases was 305. From the cases 56
were licensing operations and the rest 249 represented either joint ventures or wholly

owned subsidiaries.

Questionnaire and pilot test

A 7-page questionnaire was designed based on the review of the literature. Questions
related to 1) background information 2) perceived uncertainty components, 3)
experiential knowledge, 4) dependence, 5) risk-seeking attitude, 6) volatility, 7)
adaptation and control costs were formed. Three questionnaires were designed; one for
each entry mode. Although the main questions were the same in all three forms, some
background information varied depending on the entry mode in question. In order to
shorten the questionnaire and to make it more specific a decision was made to develop
three different versions. The original Finnish version of the questionnaire is presented in

Appendix 1. The same questions are presented in English, in Section 4.2.3.

As a pilot test, firstly five colleagues were asked to check the questionnaire. They were
asked to give feedback on the wording and format of the questionnaire. Some
modifications related to both wording and format was made in order to make the
questionnaire more understandable and easier to fill in. After the modifications were
done two managers from different firms were asked to fill in the questionnaire. The

managers were asked to give feedback on the content, wording, format and concepts of
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the questionnaire. The main effect was that in some questions more detailed instructions

were added in order to clarify the terms used in the question.

Data gathering process and response pattern

Prior to sending the questionnaires firms were contacted by phone in order to check if
the information from FINPRO was correct, to identify the right managers to respond to
the questionnaire, to motivate managers to answer the questionnaire and to receive some
background information. The criterion used to define a suitable respondent was the
following: the person should have been involved both in the original entry mode
decision and the operation after the entry. That was considered critical in order to get
reliable information. Information received through phone calls decreased the amount of
potential cases to 119. Reason for this was that some of the information was not correct,
meaning that the actual entry had not ever taken place (10) or the entry mode used was
different (60) than reported in the data-base and not suitable for this research. Entry
modes that were deleted from the sample divided into the following groups:
representative offices (46 cases), export or import (9 cases) and management services (5
cases). On top, some of the operations were actually implemented by foreign firms (6
cases) and were now listed in the data-base under the Finnish firms name as a result of
acquisitions and mergers. Also in some cases of larger Finnish firms, the foreign
subsidiary had actually been responsible (5 cases) in planning and implementing the
entry into an Asian country. In addition, in some cases (15) the subsidiaries in Asia had
been sold and were not part of the firm’s operation any more. Also when the nature of
operation was clearly focused on something else than manufacturing or marketing, the
cases were excluded from the sample (42). In some cases the person(s) able to answer
the questions was (were) no longer employed by the firm and therefore no suitable
persons to answer the questions were available or the entry had taken place decades ago
and thus the questions were considered too difficult to answer reliably (18). In addition,
in some cases the information had been presented twice. This was the case with large
corporations with different strategic business units, whose operations were listed as

separate although in practice they were operating as a single case (6).



ACTA WASAENSIA 85

The questionnaires were sent in March 2003 to the managers identified by phone calls
or by other sources. The first round resulted in 18 filled questionnaires. The
questionnaires were re-sent in May 2003 to those who had not yet returned it. The
second round resulted in 6 filled questionnaires. Thus there were 24 answered
questionnaires. An attempt was made to contact managers by phone or e-mail in June
2003 to remind them of the questionnaires and to suggest the possibility to answer the
questionnaire on the phone or with the presence of researcher. Because of the
difficulties to get in touch with the people and their refusal to answer the questions, only
six more filled questionnaires were received. Thus the total number of returned
questionnaires was 30. In spring 2005, third attempt was made to contact managers by
phone and ask them to take part in the study. Additional 30 filled questionnaires were
received. Thus the total number returned questionnaires was 60 of out of 119 and thus

the response rate was 50 %.

4.2.2. Structural modelling approach with PLS method

Choice of structural modelling approach

Structural equation modelling (SEM) techniques has been described as a second-
generation multivariate technique in which two traditions are coupled. Thus SEM is
understood to consist of both an econometric perspective focusing on prediction and a
psychometric emphasis that models concepts as latent variables that are indirectly
inferred from multiple observed measures. In general, it has been stated that the
advantage of SEM-based techniques over first-generation techniques is the greater
flexibility for the interplay between theory and data. This means that the researcher has
the flexibility to model relationships among multiple predictor and criterion variables, to
construct unobservable latent variables, to model errors in measurements for observed
variables and to statistically test a priori substantive / theoretical and measurement

assumptions against empirical data. (Chin 1998:295; Chin & Newsted 1999:307-308).

Structural equation approach can be applied by using different methods. The most often
used method is covariance-based structural equation modelling (CBSEM), on which

also well-known software such as LISREL and AMOS are based. One of the alternative
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techniques is a method of partial least square (PLS), developed by Wold’s. (Fornell &
Bookstein 1982:440). The choice of an appropriate method depends on the assumptions
about data, theory, and the ties between unobservable variables and indicators (Chin &
Newsted 1999). In order to justify the choice of method applied in this study, the main
differences of PLS and CBSEM related to their objectives, approach, assumptions,
parameter estimates, latent variable scores, epistemic relationship between a latent
variable and its measures, implications, model complexity and sample size will be

discussed (see Table 9).

Table 9. Comparison of PLS and CBSEM (Chin & Newsted 1999).

Criterion PLS CBSEM
Objective Prediction oriented Parameter oriented
Approach Variance based Covariance based

Assumptions

Predictor specification
(non-parametric)

Typically multivariate normal
distribution and independent
observations (parametric)

Parameter estimates

Consistent as indicators and
sample size increase (i.e.
consistency at large)

Consistent

Latent variable scores

Explicitly estimated

Indeterminate

Epistemic relationship
between a latent variable and
its measures

Formative or reflective mode

Reflective mode

Implications

Optimal for prediction accuracy

Optimal for parameter accuracy

Model complexity

Large complexity (eg. 100
constructs and 1000 indicators)

Small to moderate complexity
(eg. less than 100 indicators)

Sample size

Power analysis based on the
portion of the model with the
largest number of predictors.
Minimal recommendations
range from 30 to 100 cases.

Ideally based on power analysis
of specific model — minimal
recommendations range from
200 to 800.

Chin (1998) argues that there is philosophical distinction between the two approaches.
PLS approach is considered to be more suitable for application and prediction and
CBSEM for theory testing and further development. Thus, the objective in covariance-
based procedures is to obtain optimal parameter accuracy. However, in order to obtain
consistent parameter estimates, the data needs to follow a specific multivariate
distribution and observations have to be independent. On the contrary, the variance-
based approach of PLS shifts the orientation to component-based predictive modelling.
PLS is also a distribution-free approach. In PLS approach the latent variable scores are

explicitly estimated and thus the scores are determinate. In covariance-based approach
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there is an inherent indeterminacy, so the case values for the latent variables are never
obtained. Thus, there is no possibility to predict the observed variables. (Fornell &

Bookstein 1982; Chin 1998.)

The two approaches also differ in the epistemic relationship between a latent variable
and its measures. There are two possibilities to model the relationship: the reflective
way and the formative way. Covariance-based analysis usually require reflective
indicators, but PLS can apply both types of indicators. (Chin 1998). The basic
difference in reflective and formative models is the assumed direction of causality
between the latent construct and the observed variables. In the reflective model, the
latent construct causes the variance of observed measure and in the formative model, the
measures cause the latent construct. (Jarvis, Mackenzie & Podsakoff 2003). The

difference between reflective and formative models can be seen in Figure 9.

Latent
con struct

Emergent
con struct

:

Reflective indicators Formative indicators

Figure 9. Reflective and formative models (adapted from Jarvis et al. 2003:201).

PLS can also handle much larger and complex models than the covariance-based
approach, with many latent variables and indicators. In addition, the sample size

requirements in PLS are minimal relative to CBSEM.

In this study PLS approach is chosen over CBSEM. The reasons for choosing the
structural modeling approach with PLS method will be discussed in the following

sections. Firstly, the objective of the study supports the choice of PLS method. The
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objective in this study is both theory testing and prediction. This is so because part of
the structural model, which is under investigation, is based on a strong theory but part of

it on a weak theory.

Secondly, the small sample size (n=60) restricts the use of covariance-based method.
Small samples in CBSEM can lead to poor parameter estimates and model test statistics.
In addition, there is potential for Type II error, whereby a poor model can still falsely
achieve an adequate model fit. Although statistical testing with sample size as low as
100 has been conducted by using LISREL or AMOS, it is, however, recommended that
the sample size should be at least 200. In this study the sample size is 60, which
prevents the use of covariance-based method. In PLS the minimal sample size
requirement is ten times the greater of the following: 1) the latent variable with the
largest number of formative indicators or 2) the dependent latent variable with the
largest number of independent latent variables influencing it (Chin 1998:311). In the
study, the largest number of formative indicators is 6 and the largest number of
independent latent variables on one dependent latent variable is 5. Thus, the sample size
requirement for the structural model under investigation is 60 (10 x 6), which is fulfilled
and supports the use of PLS method in the study. Another data-related reason to choose
PLS method is the danger that the data may not follow multivariate normal distribution

assumption, which is required in covariance-based method.

Finally, the last reason to support the choice of PLS method over CBSEM is the
epistemic relationship between a latent variable and its measures. The study applies
both reflective and formative indicators in the measurement of latent variables and
therefore PLS is considered to be more suitable for this study. Thus, the objective of the
study, the properties of data and the ties between unobservable variables and indicators

support the application of PLS method over CBSEM in the study.

Formal specification of the Partial Least Squares model
The latent variable path models in PLS consist of three sets of relations: 1) structural or
inner model, which specifies the relationships between latent variables; 2) the

measurement or outer model, which specifies the relationship between the observed
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variables, often also called manifest variables, and the latent variables and 3) the weight
relations upon which case values for the latent variables can be estimated. (Chin &

Newsted 1999:321.)

Structural model consists of both exogenous and endogenous variables. Exogenous
variable is a latent variable, which never appears as a dependent variable. On the other
hand, endogenous variable is the dependent variable. The causality model must be a
causal chain meaning that there should be no loop in the causality model. It is assumed
that each latent variable is a linear function of its predictors and that there are no linear
relationship between the predictors and the residual. (Chin & Newsted 1999:321;
Chatelin, Vinzi & Tenenhaus 2002:6.)

The measurement model defines how each block of indicators relates to its latent
variable. As was discussed earlier, there are two ways to model indicators to its latent
variable: reflective way and formative way. In the reflective way each latent variable is
indirectly observable by a set of manifest variables and each manifest variable is related
to its latent variable by simple regression. In the formative way it is assumed that the
latent variable is generated by its own manifest variable and thus the latent variable is a
linear function of manifest variables and is based on multiple regression. (Chin &

Newsted 1999:322-323; Chatelin et al. 2002:5.)

The PLS algorithm follows a three-stage process with each stage used to obtain
different estimates. In the first stage the weight estimates are obtained through an
iterative procedure. As a starting point, the algorithm does an initial outside
approximation estimation of the latent variables by summing the indicators in each
block with equal weights. The weights, in each iteration, are scaled to obtain unit
variance for the latent variable scores over the N cases in the sample. Using the
estimated scores for each latent variable as given, an inside estimate of the latent
variables is performed. This is followed by outside approximations in which latent
variable estimates from the inside approximation are used. Depending on the type of
indicators either simple of multiple regressions are performed. In the case of reflective

indicators simple regression is performed and in the case of formative indicators
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multiple regression is performed. The resulted coefficients are then used as new weights
for an outside approximation of each latent variable. In the second stage, the path
relations are estimated by ordinary least squares regressions and thus estimates both for
the inner model and the outer model are provided. In the third stage the means and
location parameters for the indicators and latent variables are estimated. (Chin &

Newsted1999:315-321.)

Model evaluation

Although PLS estimates the measurement model and structural model at the same time,
the models are usually analysed and interpreted in two stages. The measurement model
is assessed first, followed by the assessment of the structural model. This is done in
order to ensure that the construct measures are reliable and valid before conclusions
about the relationship between constructs are being made. (Hulland 1999). In the
following, the tools for assessing both the measurement model and structural model will

be presented.

It has been recommended that the assessment of the measurement model can be
conducted by looking at 1) indicator loadings, 2) composite reliability, 3) indicator
cross-loadings, 4) AVE (Average Variance Extracted) analysis and 5) weights. (Chin
1998:320-321; Hulland 1999; Gefen & Straub 2000.)

Indicator loadings should be interpreted as principle component loadings within the
context of the model (Sadksjérvi 2004:56). Indicator loadings can be used in estimating
individual item reliability. The loading for all reflective indicators should exceed 0.55.
Formative indicators need not have high internal consistency, nor do they need to be

correlated (Hulland 1999; Bollen & Lennox 1991).

Composite reliability (pc) describes the internal consistency of a given block of
indicators. Unlike Cronbach’s alpha, it does not assume that all indicators are equally
weighted, but takes into account the PLS weight (i.e. the standardized regression
weight) of each one. Another measure suggested to be used in estimating reliability of

latent variable score is Average variance extracted (AVE). AVE measures the amount
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of variance relative to the amount due to measurement error that an LV component
captures from its indicators. AVE is considered to be a more conservative measure than
composite reliability. It is recommended that AVE should be greater than 0.5, meaning
that 50% or more variance of the indicators should be accounted for. AVE analysis can
also be used to evaluate the discriminate validity of the measurement model. It will be
tested to see if the square root of every AVE (one for each latent construct) is much
larger than any correlation among any pair of latent constructs. However, guidelines as
to how much larger AVE should be are not available. Discriminant validity can also be
evaluated by looking at the indicator cross-loadings. Each latent variable should share
more variance with its own block of indicators than with other latent variable indicators,
in order to demonstrate discriminant validity. Established thresholds do not yet exist for
loadings. However, all the loadings of the measurement items on their assigned latent
variables should be an order of magnitude larger than any other loading. (Chin 1998;

Hulland 1998; Gefen & Straub 2000.)

According to Chin (1998), traditional parametric-based techniques for significance
testing / evaluation would not be appropriate in PLS method, because PLS doesn’t make
any distributional assumptions in its procedure for estimating parameters, Instead, it is
suggested that tests, which are consistent with the distribution-free / predictive approach
of PLS, should be used. Thus, the evaluation of PLS models should apply prediction-

oriented measures that are also nonparametric.

It is recommended that the assessment of the structural model should be conducted by
1) looking at R? for dependent latent variables, 2) path loadings, 3) significance levels,
3) predictive relevance (Q?) and 4) model fit (Chin 1998a; Gefen & Straub 2000).

According to Sadksjarvi (2004), R? values obtained from PLS analysis should be over
0.1 to be meaningfully interpreted. In addition, it is worthwhile to look at the change in
R? in order to estimate the impact of a particular independent LV on a dependent LV.
The importance of the impact of a particular LV can be assessed by calculating the

effect size f2. The formula for calculating the effect size is presented below. The effect
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size of 0.2., 0.15 and 0.35 can be viewed to represent the small, medium and large effect

at the structural level (Chin 1998).

R’%included — R%excluded

1 — R%included

The corresponding standardised path estimates and their level of significance can then
be examined. The structural paths and loadings should demonstrate substantial strength
as opposed to just statistically significant. Thus, it is recommended that standardised
paths should be around 0.2 and ideally above 0.3 in order to be considered meaningful.
(Chin 1998b.) The level of significance in PLS is estimated mainly either through
bootstrapping or jack-knifing. Bootstrapping is considered a more efficient approach
and recommended by Chin (1998) to be more suitable for PLS analysis than jack-
knifing. Thus, in this study the bootstrapping approach is applied to examine the level of
significance. One of the advantages of bootstrapping is that it doesn’t require a known
population distribution, but the population information is estimated from the sample.
However, the performance of bootstrap also depends on the sample size. The results of
some simulation studies suggest that bootstrap can work reasonably well even with
N=20. Others show that a sample size ranging from 50 to 400 may be needed for the
bootstrap to work. The number of samples (B) also influences the accuracy of the
evaluation. For hypothesis testing a two-sided hypothesis at an a = 0.05, it is

recommended B=2 000 as a minimum number of samples. (Yung & Chan 1999.)

PLS applies the Stone-Geisser test for predictive relevance (Q?). The technique
“represents a synthesis of cross-validation and function fitting with the perspective that
the prediction of observables or potential observables is of much greater relevance than
the estimation of what are often artificial construct-parameters” (Chin 1998 (Geisser
1975). The PLS adaptation of this approach utilises a blindfolding procedure and as a
result, a generalised cross-validation measure and jackknife standard deviations of
parameter estimates can be obtained. Thus (Q?) represents a measure of how well-
observed values are reconstructed by the model and its parameter estimates. In order to

have predictive relevance, Q? should be greater than 0.
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When it comes to proper goodness-of-fit measures, it has not existed for models
estimated using the PLS method. This has been mainly because existing goodness-of-fit
measures are related to the ability of the model to account for the sample covariances
and therefore assume that all measures are reflective. These measures, obviously are not
suitable for PLS which allow for formative measures. Therefore, it has been
recommended that a good model fit is established with significant path coefficients,
acceptably high R? and internal consistency being above 0.70 for each component.

(Chin 1998b; Gefen & Straub 2000.)

4.2.3. Measures

In this chapter, the measures used in the study will be presented. Overall, three types of
measures were used: reflective multi-item measures, formative multi-item measures and
single item measures. Whenever it was possible, the items on the questionnaire were
constructed from items used in previous studies. Most of the items were measured on a
five-point Likert type of scale. The operationalised constructs are related to experiential
knowledge, dependence, risk propensity, volatility, perceived uncertainties and

efficiencies.

Operation mode

The following three types of operation modes were included in the study: licensing,
joint venture and wholly-owned subsidiary. The operation mode is treated as a
continuous variable, representing the level of integration. Thus licensing is considered
to represent the least amount of integration, joint venture the second highest level of
integration and wholly owned subsidiary the highest level of integration. Similar type of
treatment can be found in other studies. Eg. Erramilli and Rao (1990) developed the
level of involvement scale for operation modes. Aulakh and Kotabe 1997 and Klein,

Frazier and Roth (1990) treat operation modes as varying levels of integration.
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Experiental knowledge

Four types of experiential knowledge were identified. These were general international
experience, target country business experience, target country institutional experience

and international co-operation experience.

General international experience

Various measures for a firm’s general international experience have been used. Many of
them are either related to the years the firm has been engaged in international operations
prior to the entry (Erramilli 1991; Contractor & Kundu 1998; Padmanabhan & Cho
1999; Burgel & Murray 1999) or to the share of foreign sales of total sales (Agarwall &
Ramaswami 1992; Aulakh & Kotabe 1997; Delios & Beamish 1999). Some have
measured international experience by the number of countries the firm has operated in
(Agarwall & Ramaswami 1992), the geographical scope of target countries (Erramilli
1991), the number of previous entries to international markets (Chan 1995) and the

number of properties outside home / total properties (Contractor & Kundu 1998).

The relatively often used measure, the length of foreign operations, was not included in
the study because it may give a totally wrong indication about the level of experience
when different firms are contrasted. Compare eg. a firm having only one prior foreign
subsidiary entered 20 years ago with a firm having operation in ten different countries
but the first one started 10 years ago. However, the measure would indicate that the first
firm is more experienced than the second one. This obviously cannot be the case. The
share of foreign sales to total sales, on the other hand, measures perhaps better the
importance of international operations to the firm rather than the level of international

experience and was thus excluded from the study.

However, measures focusing on the scope and number of target countries are considered
to be more suitable to tackle the level of international business experience. In this study,
the firm’s general international experience was measured by asking the managers to
specify the geographical spread of the firm’s international activities. Thus the
measurement used by Erramilli (1991) representing diversity of international experience

is applied. However, the scale of the measure (see Table 10) was adapted to represent
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more appropriately the scope of international experience from the Finnish firms’ point

of view.

Table 10. Item measuring general international experience.

Item Scale Sources
GESPRE: Geographi- | 1) No international operation prior to entry; 2) Operations in | Applied from
cal spread of internati- European countries; 3) Operations in one continent outside Erramilli
onal activities Europe; 4) Operations in more than one continent outside (1991)

Europe 5) Operations in every continent

Target country business experience
In general, the target country experience measure used in prior studies resembles the

general international experience measures and, therefore, the length of operation
(Makino & Delios 1996; Luo 1999, 2001) and the number of projects / subsidiaries
(Arora & Fosfuri 2000) have been the most often used ones. The difference between the
measurements of these two concepts is, of course, such that in the case of target country
experience only the time and operations in that specific target country are taken into
account. In this study, the combination of these two measures is used and, thus, the total
number of years of each operation is considered to represent the target country business
experience. This type of summed measurement has also been applied in a few entry
mode choice studies (see eg. Delios & Beamish 1999; Padmanabhan & Cho 1999). The
measure takes into account both the variety and the length of each operation mode used
in the target country and, thus, represents the target country business experience well.
The managers were asked to specify which operation mode(s) had been used prior to the
entry and to state when the specific operation started and when it finished. Exporting,
licensing, other co-operative arrangements, joint ventures and wholly-owned
subsidiaries represented the different operation modes. In the case of each entry mode
the length of operation was counted by subtracting the starting year of the operation
from the finishing year of operation. If the operation had still been going on at the time
of the entry, the starting year of the researched operation was used to represent the
“finishing” year of the measured operation. After counting the length of each individual

mode, they were all added to represent the target country business experience.
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Target country institutional experience
Target country institutional experience was measured by using three reflective items

(see Table 11). The construct is new. The managers were asked to specify the number of
contacts the firm had prior to the entry with target country politicians, government
officials and other influential people working in politics and in legal institutions. The

scale ranged from 1 = no contacts to 5 = contacts with over ten people.

Table 11. Items measuring target country institutional experience.

Item Scale
NOPOLA: Number of politicians with whom 1) no contact, 2) 1-2 persons, 3) 3-5 persons, 4) 5-10
in contact prior to the entry persons, 5) over 10 persons
NOGOVA: Number of government officials 1) no contact, 2) 1-2 persons, 3) 3-5 persons, 4) 5-10
with whom in contact prior to the entry persons, 5) over 10 persons

NOINFA: Number of other influential people 1) no contact, 2) 1-2 persons, 3) 3-5 persons, 4) 5-10
working in politics and in legal institutions with | persons, 5) over 10 persons
whom in contact prior to the entry

International co-operation experience

International co-operation experience was measured by using one item. The managers
were asked to specify the number of prior international co-operation agreements.
Licensing, franchising, management contracts, subcontracting, contract manufacturing,
project operations, joint ventures and strategic alliances with a foreign firm were given
as examples of international co-operation agreements. Thus, the number of prior
international co-operation agreements represents prior international co-operation

experience.

Dependence
In the theoretical part, the following two dependence types were identified: the

dependence of entering firm and the dependence of local firm. The perception of the
entering firm was adopted for both dependence types. Two reflective type of items
were used to measure the dependence of the entering firm on local firm (see Table 12)
and two reflective items to evaluate the dependence of local firm on entering firm (see
Table 13). All the four items were adopted from Joshi and Stump (1999) and Jap and
Ganesan (2000). The scale ranged from 1 = strongly disagree to 5 = strongly agree. In
the case of the dependence of the entering firm the first item asks if the entering firm

would have had difficulties to find another partner if the relationship with the partner
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had not been realised. The second item asks if the firm perceives to be dependent on the

local partner.

Table 12. Items measuring the dependence of entering firm.

realised, we would have had
difficulties to find another
partner

agree, 5= strongly agree

Item Scale Source
REPEN: If our relationship 1= strongly disagree, 2= quite Joshi & Stump (1999
with the partner hadn’t been disagree, 3= neutral, 4= quite Jap & Ganesan (2000)

DEPEN: Our firm is dependent
on the parner

1= strongly disagree, 2= quite
disagree, 3= neutral, 4= quite
agree, 5= strongly agree

Joshi & Stump (1999
Jap & Ganesan (2000)

Similar types of items were used to evaluate the dependence of local firm on the

entering firm from the entering firm’s point of view. Thus the first item asks if the

entering firm thinks that the local partner would have had difficulties to find another

partner if the relationship with the entering firm had not been realised. The second item,

on the other hand, asks directly if the entering firm thinks that the local partner is

dependent on the entering firm.

Table 13. Items measuring the dependence of local firm.

Item Scale Source
REPLO: If our relationship 1= strongly disagree, 2= quite Joshi & Stump (1999
hadn’t been realised , it would disagree, 3= neutral, 4= quite Jap & Ganesan (2000)
have had difficulties to find agree, 5= strongly agree
another partner
DEPLO: Our partner is quite 1= strongly disagree, 2= quite Joshi & Stump (1999
dependent on us disagree, 3= neutral, 4= quite Jap & Ganesan (2000)

agree, 5= strongly agree

Risk-seeking attitude

Only one independent construct was used to measure risk-seeking attitude. The

construct is new. Risk-seeking attitude was measured by using two reflective items (see

Table 14). The first one asks if the firm paid more attention to potential profits than

losses and the second one if the firm paid more attention to potential threat than the

opportunities. The second item was reverse-coded in order to also represent the

increasing level of risk-seeking behaviour.
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Table 14. Items measuring risk-seeking attitude.

ltem

Scale

GPROLOSS: We pay more attention to

potential profits than losses

1= strongly disagree, 2= quite disagree, 3= neutral, 4=
quite agree, 5= strongly agree

GTHROPP: We pay more attention to potential

threat than to opportunities

1= strongly disagree, 2= quite disagree, 3= neutral, 4=
quite agree, 5= strongly agree (RC)

RC: Reverse coding

Volatility

Four types of volatility were identified in the theoretical discussion. These are the

volatility related to political and legal environment, socio-cultural environment, demand

environment and competitive environment.

The measure used by Luo (2001) was applied and thus the managers were asked to

evaluate the intensity of changes / volatility at the time of entry related to each of these

environments on a scale from 1 representing no volatility to 5 representing very strong

volatility (see Tables 15-18).

Table 15. Item measuring perceived volatility of the political and legal environment.

ltem

Scale Source

VOLPOLE: The extent of vol-
atility of political / legal enviro-
nment

volatility

1= no volatility at all, 2= weak volatility, 3= some Luo
volatility, 4= quite strong volatility 5= very strong (2001)

Table 16. Item measuring perceived volatility socio-cultural environment, demand

environment.
Item Scale Source
VOLSOCU: The extent of vol- 1=no volatility at all, 2= weak volatility, 3= some Luo

atility of socio-cultural environ-
ment

volatility

volatility, 4= quite strong volatility 5= very strong (2001)

Table 17. Item measuring perceived volatility of the demand environment.

Item Scale Source
VOLDEM: The extent of vol- 1= no volatility at all, 2= weak volatility, 3= some Luo
atility of demand environment volatility, 4= quite strong volatility 5= very strong (2001)
volatility
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Table 18. Item measuring perceived volatility of the competitive environment.

Item Scale Source
VOLCOMP: The extent of 1= no volatility at all, 2= weak volatility, 3= some Luo
volatility of competition volatility, 4= quite strong volatility 5= very strong (2001)
environment volatility

Perceived uncertainty components

Altogether five components / sources of environmental uncertainties were included in
the study. These are the perceived political and legal, socio-cultural, demand,

competitive and behavioural uncertainties.

The measures are adopted from Miller (1992, 1993) who developed an instrument for
measuring managers’ uncertainty perception and from Werner et al. (1996) who
developed the instrument further by assessing its dimensionality and internal
consistency. Thus Werner et al. (1996) offered support that each environmental
uncertainty component can be evaluated as a whole rather than by evaluating each
question independently. The items related to each environmental uncertainty construct
were measured on a five-point scale in which the choices ranged from 1 = difficult to
predict to 5 = easy to predict. All the items were reverse-coded in order to indicate the

level of increasing uncertainty.

Perceived political and legal uncertainty

Six reflective items were used to measure the perceived political and legal uncertainty.
The managers were asked to evaluate the degree of predictability of changes in
legislation, national laws affecting international business, legal regulations affecting the
business sector, tariffs of imported goods and other potential costs, enforcement of
existing laws and the ability of the party in power to maintain control of the government

(see Table 19).
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Table 19. Items measuring perceived political and legal uncertainty.

Item Scale Sources
CLEG2: Changes in legislation Degree of predictability 1= Miller (1993);
difficult to predict... 5= easy to Werner et al.
predict (RC) (1996)
NATLAWS2: Changes in national laws Degree of predictability 1= Miller (1993);
affecting international business difficult to predict... 5= easy to Werner et al.
predict (RC) (1996)
LEGREG2: Legal regulations affecting the Degree of predictability Miller (1993);
business sector 1= difficult to predict... 5= easy Werner et al.
to predict (RC) (1996)
TARIFFS2: Tariffs on imported goods and Degree of predictability 1= Miller (1993);
other potential costs difficult to predict... 5= easy to Werner et al.
predict (RC) (1996)
ENFORLAZ2: Enforcement of existing laws Degree of predictability 1= Miller (1993);
difficult to predict... 5= easy to Werner et al.
predict (RC) (1996)
CONTROL2: Ability of the party in power to | Degree of predictability 1= Miller (1993);
maintain control of the government difficult to predict... 5= easy to Werner et al.
predict (RC) (1996)

RC: Reverse coding

Perceived socio-cultural uncertainty

Perceived socio-cultural uncertainty was measured by four reflective items adopted

from Miller (1992).

The items asked the predictability of the threat of an armed

conflict, riots, demonstrations and terrorist movements in the target country as can be

seen in Table 20.

Table 20. Items measuring perceived socio-cultural uncertainty.

Item Scale Source

THREAT?2: Threat of armed Degree of predictability 1= difficult to predict... 5 Miller
conflict easy to predict (RC) (1992)
RIOTS2: Riots Degree of predictability 1= difficult to predict... 5 Miller

easy to predict (RC) (1992)
DEMONST2: Demonstrations | Degree of predictability 1= difficult to predict... 5 Miller

easy to predict (RC) (1992)
TERRORZ2: Terrorist Degree of predictability 1= difficult to predict... 5 Miller
movements easy to predict (RC) (1992)

RC: Reverse coding

Perceived competitive uncertainty

Perceived competitive uncertainty was evaluated by using six reflective items, adopted
from Miller (1993) and Werner et al. (1996). The first three items focused on the

predictability of changes in competitor’s prices, markets and strategies at the time of
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entry. Predictability of the entry of new firms and the behaviour of both domestic and

foreign competitors were the final three items asked to be evaluated (see Table 21).

Table 21. Items measuring perceived competitive uncertainty.

Item Scale Source
CHPRICEZ2: Changes in Degree of predictability 1= difficult to Miller (1993);
competitors’ prices predict... 5= easy to predict (RC) Werner et al.
(1996)
CHMARKE?2: Changes in the Degree of predictability 1= difficult to Miller (1993);
markets served by competitors predict... 5= easy to predict (RC) Werner et al.
(1996)
CHSTRAT?2: Changes in Degree of predictability 1= difficult to Miller (1993);
competitors’ strategies predict... 5= easy to predict (RC) Werner et al.
(1996)
ENTRY2: Entry of new firms into | Degree of predictability 1= difficult to Miller (1993);
the market predict... 5= easy to predict (RC) Werner et al.
(1996)
DOMCOM2: Domestic Degree of predictability 1= difficult to Miller (1993);
competitors predict... 5= easy to predict (RC) Werner et al.
(1996)
FORCOM2: Foreign competitors Degree of predictability 1= difficult to Miller (1993);
predict... 5= easy to predict (RC) Werner et al.
(1996)

RC: Reverse coding

Perceived demand uncertainty

Four reflective items were used to measure demand uncertainty at the time of the entry.
The managers were asked to evaluate the degree of predictability of client preferences,

product demand, the availability of substitute products and complementary products

(see Table 22).

Table 22. Items measuring perceived demand uncertainty.

Item Scale Source
CLIENT2: Client preferences Degree of predictability 1= difficult to Miller (1993);
predict... 5= easy to predict (RC) Werner et al. (1996)
PRODUCT?2: Product demand Degree of predictability 1= difficult to Miller (1993);
predict... 5= easy to predict (RC) Werner et al. (1996)
AVSUBPR?2: Availability of Degree of predictability 1= difficult to Miller (1993);
substitute products predict... 5= easy to predict (RC) Werner et al. (1996)
AVCOMPR2: Availability of Degree of predictability 1= difficult to Miller (1993);
complementary products predict... 5= easy to predict (RC) Werner et al. (1996)

RC: Reverse coding
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Perceived behavioural uncertainty

Perceived behavioural uncertainty was measured by five-point Likert-scale, where the
choices ranged from 1 = strongly disagree to 5 = strongly agree. Altogether four
reflective items were used to measure the construct. The measures were adapted from
Joshi and Stump (1991) and Dahlstrom and Nygaard (1999). The first two items asked
if the firm was afraid that the potential partner would make use of a situation to further
their own interests at the entering firm’s expense or would not fulfill their promises and
obligations The remaining two items asked the managers to evaluate whether the
potential partner would try to hide relevant information and become a potential

competitor in the future (see Table 23).

Table 23. Items measuring perceived behavioural uncertainty.

Item Scale Source

OWNINT: We were afraid that the potential | 1= strongly disagree, 2= quite | Adapted from
partner would take an advantage of a situation to | disagree, 3= neutral, 4= quite | Joshi & Stump

further their own interests at our expense agree, 5= strongly agree (1991)

PROBL: We were afraid that a potential partner | 1= strongly disagree, 2= quite | Adapted from

woudn’t full fill their promises and obligations disagree, 3= neutral, 4= quite | Dahlstrom &
agree, 5= strongly agree Nygaard (1999)

HIDINF: We were afraid that a potential partner | 1= strongly disagree, 2= quite | Adapted from
would try to hide information relevant for the | disagree, 3= neutral, 4= quite | Dahlstrom &

operation agree, 5= strongly agree Nygaard (1999)
COMPET: We were afraid that a partner would | 1= strongly disagree, 2= quite
become a potential competitor disagree, 3= neutral, 4= quite

agree, 5= strongly agree

Adaptation efficiency

Adaptation efficiency was evaluated for each environmental uncertainty component
used in the study and, thus, altogether four adaptation efficiency constructs were formed
representing the adaptation efficiency for 1) political and legal environment, 2) socio-

cultural environment, 3) demand environment and 4) competitive environment.

Each of the adaptation efficiency construct was measured using six similar formative
items. The only difference between the items in different adaptation efficiency
constructs is that the statements / questions were modified to represent the specific
environment in question. The first three items measured whether the information about

specific environmental component was received in time, was relevant and
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understandable. This was followed by two items focusing on the time spent on
renegotiations and the difficulty of coming to an agreement of adapting operations. The
final item asked the reaction time to environmental changes. The items were measured
using a five-point Likert-scale, which ranged from 1 = strongly disagree to 5 = strongly
agree. The items three, four and five in each adaptation efficiency construct were

reverse-coded so that they would represent the increasing level of adaptation efficiency.

See table 24 for items measuring adaptation efficiency.

Table 24. Items measuring adaptation efficiency.

Item Scale Source
TIME(PL, SC, CO, DE): We have received 1= strongly disagree, 2= quite Dahlstrén
information about X = Environment in time disagree, 3= neutral, 4= quite & Nygaard
agree, 5= strongly agree (1999)
REL(PL, SC, CO, DE): We have received relevant | 1= strongly disagree, 2= quite
information about X Environment disagree, 3= neutral, 4= quite
agree, 5= strongly agree
UND(PL, SC, CO, DE): Information we have 1= strongly disagree, 2= quite Dahlstron
received about X environment has been difficult to disagree, 3= neutral, 4= quite & Nygaard
understand agree, 5= strongly agree (RC) (1999)
NEG(PL, SC, CO, DE): Negotiations, as a result of | 1= strongly disagree, 2= quite
changes in X environment, between our firm and the | disagree, 3= neutral, 4= quite
partner / subsidiary have taken a lot of time agree, 5= strongly agree (RC)
AGR(PL, SC, CO, DE): It has been difficult to 1= strongly disagree, 2= quite Walker &
come to an agreement with the partner / subsidiary disagree, 3= neutral, 4= quite Poppo
how the operations should be adapted because of the | agree, 5= strongly agree (RC) (1991)
changes in X environment
REACPL: We have been able to react to the 1= strongly disagree, 2= quite
changes in X environment quickly enough disagree, 3= neutral, 4= quite
agree, 5= strongly agree

Control efficiency

Only one construct was used to represent control efficiency. Control efficiency was
measured by using six formative items on a five-point Likert-scale as can be seen in
Table 25. The first item measures if the partner or subsidiary has taken an advantage of
a situation to further their own interests. These are followed by items, which ask
whether the partner has fulfilled their promises and obligations, has hidden relevant
information and has become a potential competitor. Finally, the last three items measure
the time spent and the workforce used to supervise the partner or subsidiary and the

fulfilment of obligations and commitments.
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Table 25. Items measuring control efficiency.

ltem

Scale

Source

OWNINTR2: Our partner /subsidiary has
taken an advantage of a situation to further
their own interests at our expense

1= strongly disagree, 2= quite
disagree, 3= neutral, 4= quite
agree, 5= strongly agree (RC)

Joshi & Stump
(1991)

PROMOB?2: Our partner / subsidiary hasn’t
fulfilled their promises and obligations

1= strongly disagree, 2= quite
disagree, 3= neutral, 4= quite
agree, 5= strongly agree (RC)

Dahlstrom &
Nygaard (1999)

HISINFOF: Our partner / subsidiary has
hidden information relevant for the operation

1= strongly disagree, 2= quite
disagree, 3= neutral, 4= quite
agree, 5= strongly agree (RC)

Dahlstrom &
Nygaard (1999)

TIME2: We use too much time to supervise
our partner / subsidiary

1= strongly disagree, 2= quite
disagree, 3= neutral, 4= quite
agree, 5= strongly agree (RC)

Dahlstrom &
Nygaard (1999)

PERSONS2: Too many persons in our firm
have to supervise the operation of our partner /
subsidiary

1= strongly disagree, 2= quite
disagree, 3= neutral, 4= quite
agree, 5= strongly agree (RC)

OBLCOM2: Our partner has fulfilled their
obligations and commitments

1= strongly disagree, 2= quite
disagree, 3= neutral, 4= quite
agree, 5= strongly agree

Joshi & Stump
(1991)

4.2.4. Reliability and validity

In order for the research to gain scientific acceptance it needs to be described as reliable
and valid. In this chapter the validity and reliability of the measurements used in the

study are discussed.

Reliability refers to the consistency of a measuring device and, thus, it concerns whether
the results are consistent across repeated measurements. Thus, it is basically an
empirical issue, focusing on the performance of empirical measures. The measurement
of any construct always contains a certain amount of random error and therefore some
level of unreliability is always present. In survey research coding, ambiguous
instructions, differential emphasis on different word during an interview, interview
fatigue etc. However, reliability can be increased eg. by the use of multiple measures.

(Carmines & Zeller 1979; Spector 1981.)
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Validity means that the measurement measures what it is supposed to measure and,
thus, it focuses on the important relationship between the concept and indicator.
Validity, in contrast to reliability, “is usually more of a theoretically oriented issue
because it inevitably raises the question valid for what purpose?” (Carmines & Zeller
1979:16). Invalidity arises because of the presence of non-random error, which has a
systematic biasing effect on measuring instruments. Reliability and validity are
interrelated and important properties of an instrument. The general principle is that an
instrument can be reliable but not valid, but in order to be valid an instrument must be

reliable.

Three types of validity, which all take a little different approach in evaluating the
appropriateness of a measure to measure a concept, have been considered to be relevant
in the social sciences according to Nunnally (1978). These are criterion-related validity,
content validity and construct validity. In the following, the discussion related to

validity is based on these three validity types.

Criterion-related validity, which is sometimes referred to as predictive validity, is
according to Nunnally (1978:87) “at issue when the purpose is to use an instrument to
estimate some important form of behaviour that is external to the measuring instrument
itself, the latter being referred to as the criterion”. In other words the measurement
shows criterion-related validity if it can accurately predict the criterion variable. An
often used example to illustrate this is a test employed to select first-year college
students. If the test accurately predicts the performance of a student in college it can be
argued to have high criterion-related validity. The estimation of the degree of this type
of validity is based on the size of correlation between the measurement and the
criterion. (Nunnally 1978:95). However, the evaluation of validity begins with the
generation of hypotheses about the relations between the construct of interest and other
constructs and should be based on an existing well-developed theory. Therefore,
criterion-related validity must be based on hypotheses. Thus, if the suggested hypothe-
ses are supported it indicates good criterion-related validity. (Nunnally 1978; Carmines

& Zeller 1979; Spector 1992.) This will be discussed more closely in Chapter 6.
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Content validity indicates how well an empirical measurement reflects a specific
domain of content. In order to ensure content validity the emphasis needs to be put on
planning and developing the phases of a construct. The first step is, thus, to thoroughly
explore the available literature focused on the phenomenon of interest in order to get a
broad view of it. With the help of the literature the items that reflect the meaning
associated with the phenomenon should be incorporated into a scale. However, for
several reasons this is not always easy when dealing with abstract concepts. Firstly, for
any abstract theoretical concept it is difficult to find an agreed upon domain of content
relevant to the phenomenon. Secondly, in most of the cases it is impossible to sample
the content, which has been recommended in order to achieve content validity.
Therefore, a few fundamental limitations of content validity exists. In addition, there
does not seem to be any agreed upon criterion for determining the extent of content
validity. (Nunnally 1978; Carmines & Zeller 1979.) Thus, according to Nunnally
(1978:93) ensuring content validity rests on presentation of arguments “regarding the
adequacy with which important content has been sampled and on the adequacy with
which the content has been cast in the form of test items”. This study attempted to

follow the recommendations suggested above in designing the constructs for the study.

Construct validity according to Carmines and Zeller (1979), is “concerned with the
extent to which a particular measure relates to other measures consistent with
theoretically derived hypotheses concerning the concepts that are being measured”. In
other words, when there is a theoretical prediction about the relationship between two
constructs their measures should be correlated. If the correlations are substantial and in
accordance with the assumed direction, then one piece of evidence has been added to
support the construct validity. However, confirming a single prediction is not enough,
but rather a pattern of consistent findings from different studies using different
theoretical structures is required in order to establish construct validity. Analysis of

reliability and validity of the study is conducted in Chapter 5.
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4.3. Qualitative study

In this section the qualitative research method of the study is presented. The chapter
consists of a description of the choice of cases, data collection and analysis and the

evaluation of the quality of the study.

4.3.1. Choice of cases

According to Yin (2003:52), a study should have at least two individual cases within
each of the subgroups, so that the theoretical replications across subgroups are
complemented by literal replications within each subgroup. In this study it was decided
to choose 6 cases. Thus, two firms having licensing as an operation mode, two firms
having a joint venture as an operation mode and two firms having a wholly-owned
subsidiary as an operation mode, were chosen. Therefore, the recommendation by Yin

(2003) was followed.

The cases were chosen from the sample of the 60 cases, which had participated in the
quantitative study and filled in the questionnaire. The 60 cases involved in the
quantitative study were quite heterogeneous in terms of size, industry and target
country. Thus, in choosing the specific cases for more detailed analyses, an attempt was
made to identify cases, which differed either in their size, industry or target country. In
addition, an attempt was made to identify cases using the same operation mode, but
having different levels of control and adaptation efficiencies. In the case of the chosen
two licensing cases and the two joint venture cases this last criterion was fulfilled. The
licensing case A perceived high control efficiency but the licensing case B perceived
low control efficiency. A similar type of difference was found between the two joint
venture cases. However, the cases using wholly-owned subsidiary and having different
levels of either of efficiency types could not be included in more detailed analysis,
because of the refusal of the informants to participate to the study. Thus, the two WOS

cases chosen for the study did not differ in their levels of efficiency. However, they did
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differ in their level of perceived behavioural uncertainty. Thus, including the cases into
more detailed analysis gives an opportunity to study why the different levels of

perceived behavioural uncertainty did not lead to different levels of control efficiency.

4.3.2. Data collection and analysis

Data collection

The qualitative data collection was based on interviews conducted with the same
managers who had participated in the quantitative analysis. According to several authors
(see eg. Ackroyd & Hughes 1981; Drever 1995), three main type of interviews can be
identified depending on their degree of standardisation. These are 1) structured

interview, 2) semi-structured interview and 3) non-standardised interview.

In the structured interview the degree of standardisation is high. This means that an
interviewer asks the same questions in the same order from all the respondents. On the
other hand, in the non-standardised type of interview, the interviewer is free to ask
questions in whatever way he, or she thinks is appropriate and natural and in whatever
order felt to be most effective in the circumstances. Between these two extremes, there
is a large group of semi-structured interviews. They try to combine the advantages of
both of the two other interview types. Normally, the interviewer has to ask specified
questions, but is free to probe beyond them if necessary. (Ackroyd & Hughes 1981:71—
72.) Drever (1995:13) argues that in the semi-structured interviews the interviewer
creates the overall structure by setting the main questions, prompts and probes can be
used to fill in the structure, a mixture of closed and open questions can be used, the
interviewee has a fair degree of freedom: what to talk about, how much to say, how to

express it, but the interviewer can assert control when necessary.

The interview strategy applied in this study has similarities with the semi-structured
interviews. The strategy can also be called thematic interview strategy (see Hirsjarvi &

Hurme 2001). It means that a set of issues that are to be discussed with respondents,
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were outlined before interviewing began. Thus, themes to be discussed were decided
beforehand, but the actual wording of questions was not determined in advance. The
interview themes were the motives to enter the target country, choice of entry mode,
perception of uncertainties, international experience and adaptation and control

efficiencies.

The interview data was gathered during April and May 2006. A tape recorder was used
to document the interviews. The duration of the interviews varied from 30 minutes to
one hour. Five of the interviews were conducted by phone and one interview was a face-
to-face interview. The informant’s responses to the questionnaire served as the starting
point for the actual discussion. The informant was told that the interview concerned the

same issues as the survey questionnaire, but digging deeper into their background.

In addition, some documents eg. annual reports of the companies, home pages of the
firms and other published data like newspaper articles were collected to confirm the

information received through questionnaires and interviews.

Data analysis

According to Silverman (2000:32), it is important to take a position how interview
responses, especially the ones related to perceptions, are to be treated. The following
two approaches are identified: 1) realist approach and 2) narrative approach. In the
realist approach interview responses are treated as giving direct access to experience. In
other words, the answers are treated as “describing some external reality (eg. facts,
events) or internal experience (eg. feelings, meanings)” (Silverman 2000:122). The
narrative approach, alternatively, treats interview data as “accessing various stories or
narratives through which people describe their world” (Silverman 2000: 122). In this

study, the realist approach is used in analysing the interview data.

In addition to the interview data, the analysis of the cases takes into account the data
received from the questionnaire and information from documents. Thus, the data
analysis of the six cases is based on both the interviews conducted with the managers,

on the data in questionnaires and on documentation. The general analytic strategy
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applied in the data analysis relied on the theoretical framework developed in the study.
Therefore, an attempt was made to show how the perception of uncertainties were
formed, how the entry mode choice was conducted and how the efficiency to control

and adapt were formed. Thus, explanation building tactic was also used.

4.3.3. Evaluation of the quality

There are different views about what constitutes good criteria for evaluating qualitative
research. According to Denzin and Lincoln (1994:479-480) four basic positions can be
identified. Based on the first position, labelled as positivist, qualitative research should
be evaluated applying the same criteria as employed in quantitative studies. The second
position, postpositivist, states that a set of criteria unique to qualitative research needs to
be developed. The third position, postmodernism, believes that because of the character
of qualitative research, there can be no criteria for evaluating it. The fourth position,
poststructuralism, argues that an entirely new set of criteria, divorced from the positivist
and postpositivist traditions, needs to be constructed. In this research, the first position
is applied in evaluating the quality of the qualitative study. Thus, the focus will be on

internal validity, external validity, reliability and objectivity.

Internal validity is concerned with the truth related to cause-effect or causal relations.
There is a threat to internal validity if the investigator incorrectly concludes that there is
a causal relationship between two factors without knowing that some other factor may
actually have caused the effect (Yin 2003:36). In this study the main technique used was
the explanation building, which is one of the analytic tactics recommended by Yin
(2003). In addition, rival explanations were also considered in order to improve the

internal validity.

External validity is concerned with whether a study’s findings are generalizable beyond
the immediate case study. In this study, the replication logic was used to increase the

external validity.
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Reliability on the other hand, is concerned with whether the process of the study is
consistent, reasonable stable over time and across researchers and methods. Objectivity
refers to relative neutrality and freedom from unacknowledged researcher biases. In
other words, whether the conclusions depend on the subjects and conditions of the
inquiry rather than on the researcher (Miles & Huberman 1994:278). An attempt to
increase the reliability in this study has been made by describing the procedures
followed in the study in as great detail as possible. In the interviews, a general interview
schedule was used to guide the interview. This increases the probability of another

researcher to follow the same procedures during the interviews.

Using interviews as a method of data collection requires that an interviewer has to be
confident that the information obtained from the respondent is accurate and no bias is
involved. In this study the main source of information was based on the answers of one
manager representing the case. Thus, there is a danger that the answers do not reflect the
whole organisation’s view. However, an attempt to overcome this was made by
selecting key informants, who had been involved both in the original operation mode

decision and in the operation after the entry.

In addition, five of the interviews were made by telephone, which prevents taking into
account the non-verbal information exchange through facial expression, posture and
gesture, and increases the risk that the respondent does not understand the question.
(Drever 1995). Nevertheless, in this study the realist approach was applied and there
was no need to take the non-verbal information exchange into account. Additionally, it
has been stated that telephone interviews are appropriate when the interviewees already
have been involved in the same research earlier (Hirsjarvi & Hurme 2001). In this study,
the interviewees had already taken part in the quantitative data collection by filling in
the questionnaire and, thus, they were familiar with the topic beforehand, which

decreased the danger of not understanding the question.
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5. RESULTS

The chapter starts with a description of the sample, which is followed by the
presentation of the results. The analysis of the results consists of three steps. First the
hypothesis in the structural model including all the studied 11 antecedents of
uncertainty, five uncertainty components, four adaptation efficiencies and control
efficiency is tested. Secondly, the structural model is divided into five sub-models, each
of which focuses on a specific type of uncertainty. This gives possibilities to explore
direct and indirect relationships between antecedents of uncertainty, perceived
uncertainty, operation mode and efficiency. The five structural models are tested.
Thirdly, results are analysed in more detail by focusing specifically on 1) formation of
managerial perception of uncertainty, 2) link between perceived uncertainty and
operation mode choice and 3) link between operation mode choice and efficiency. The
analysis of the results at this stage takes a qualitative perspective, by integrating the

results from structural models and interviews.

5.1. Description of the sample

In this chapter the sample (n=60), from which the results are derived is described. The
description focuses on the following factors: 1) size of the firms, 2) industry sector, 3)
operation mode used, 4) target country, 5) starting year of the operation, 6) ownership

level and 7) type of the operation.

The size of the firm was measured by the number of personnel and turnover at the time
of entry. Table 26 presents the distribution of the number of employees, rounded to the
closest 10, among the firms. The mean number of employees was 1859 and median 644.
The minimum number of employees was 7 and the maximum as high as 11 000. Thus

the variation was notable.
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Table 26. Distribution of the number of employees at the time of the entry.

Number of employees Frequency Percent Cumulative percent
7-99 13 21,66 21,66
100-299 8 13,33 34,99
300-499 6 10,0 44,99
500-999 8 13,33 58,32
1000-1999 10 16,67 74,99
2000-2999 4 6,67 81,66
3000-5999 4 6,67 88,33
6000-8999 4 6,67 95,00
9000-11000 3 5,00 100,00
Mean Median Std. Dev. Min Max N
1859,37 644 2794,265 7 11 000 60

Table 27 presents the distribution of turnovers at the time of entry. The mean turnover
was 308 MEUR. However, this is biased because there are a few firms with very large
turnovers. As it can be seen in the table, about 40% of the firms have a turnover of less
than 50 MEUR, about 32% have a turnover between 100 and 600 and about 17% of the
firms have a turnover above 600 MEUR. Thus, the median figure 83 MEUR better

illustrates the usual turnover.

Table 27. Distribution of the firm’s turnover at the time of the entry.

Turnover at the time of Frequency Percent Cumulative percent
entry (MEUR)
0,1-9,99 8 13,33 13,33
10-19,99 8 13,33 26,66
20-49,99 8 13,33 39,99
50-99,99 7 11,67 51,66
100-199,99 8 13,33 64,99
200-399,99 5 8,34 73,33
400-599,99 6 10,00 83,33
600-1099,99 4 6,67 90,00
1100-1999,99 4 6,67 96,67
2000-2521 2 3,33 100,00
Mean Median Std. Dev. Min Max N
308,02 83 529,59 0,1 2521 60

Table 28 presents the distribution of industry of the sample firms. The industry
classification is based on two-digit ISIC rev.4 industry categorisation. As can be seen in
Table 28, almost 37% of the firms were operating in the sector of manufacture of
machinery and equipment. The sectors of computer, electronic and optical products and

paper and paper products represented 17% and 10% share of the sample firms
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respectively. Thus, the share of the three most common sectors was almost 64%. Other
industry sectors ranged from chemical, construction, engineering, forest and heating to
laboratory, pharmaceuticals and refrigeration products. Thus, the industry sector among

the sample firms varied remarkably.

Table 28. The industry distribution of the sample firms.

Industry Frequency Percent
Manufacture of wood and of products of wood and cork 2 33
Manufacture of paper and paper products 6 10,0
Manufacture of chemicals and chemical products 3 5,0
Manufacture of pharmaceuticals, medicina, chemical and botanical products 1 1,7
Manufacture of fabricated metal products 3 5,0
Manufacture of computer, electronic and optical products 10 16,7
Manufacture of electrical equipment 7 11,7

Manufacture of machinery and equipment 22 36,7

Manufacture of motor vehicles, trailers and semi-trailers 1 1,7
Manufacture of furniture 1 1,7
Civil engineering 1 1,7
Specialised construction activities 1 1,7
Architecture and engineering services 1 1,7
Other professional, scientific and technical activities 1 1,7

Total 60 100,00
Note: The percentage may not add up to 100% due to rounding.

The distributions of operation modes and target countries are presented in Table 29. The
entry was conducted by using licensing in 13 cases, by joint ventures in 24 cases and by
wholly-owned subsidiaries in 23 cases. There were nine target countries, from which
China was the most often entered country with 26 entries, followed by India and Japan,

both with seven entries and Indonesia, South Korea and Thailand all with five entries.

Table 29. Distribution of operation modes and target countries.

Target country Licensing Joint venture Wholly owned Total (Percent)
subsidiary

India 5 2 0 7 (11,7%)
Indonesia 2 3 0 5(8,3%)
South-Korea 2 2 1 5(8,3%)
Japan 3 1 3 7 (11,7%)
Thailand 0 3 2 5(8,3%)
China 1 11 14 26 (43,3%)
Malaysia 0 1 1 2 (3,3%)
Philippine 0 0 1 1(1,7%)
Singapore 0 1 1 2 (3,3%)
Total (Percent) 13 (21,7%) 24 (40%) 23 (38,3%) 60 (100%)

Note: The percentage may not add up to 100% due to rounding.
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The remaining target countries were Malaysia, Philippines and Singapore each with 1-2
entries. Some differences in the target areas can be found when the three operation
modes are compared. In the case of licensing, almost 40% of the operations were
focused on India and in the case of joint ventures and wholly-owned subsidiary 44%

and over 60% respectively, were conducted in China.

The starting year of the operations varied from 1983 to 2004 as can be seen in table 30.
Most of the entries (48,4 %) took place during the 1994-1999, of which the peak year
was 1997 with 10 entries. The starting year of licensing operations was quite evenly
distributed between the 1980s and 1990s. However, most of the entries by joint ventures

and wholly-owned subsidiaries were conducted between 1995 and 2001.

Table 30. Starting year of the operation.

Starting year of Licensing Joint venture Wholly owned Total (Percent)
the operation subsidiary

1983 0 0 1 1 (1,7 %)
1984 0 0 1 1 (1,7 %)
1986 1 0 0 1 (1,7 %)
1987 1 0 0 1 (1,7 %)
1988 1 1 0 2 (3,3%)
1989 0 1 0 1 (1,7 %)
1991 0 1 0 1 (1,7 %)
1993 0 1 0 1 (1,7 %)
1994 0 0 3 3 (5,0%)
1995 1 2 1 4 (6,7%)
1996 1 2 0 3 (5,0%)
1997 3 3 4 10 (16,7%)
1998 1 1 3 5 (8,3%)
1999 0 3 1 4 (6,7%)
2000 2 3 0 5 (8,3%)
2001 1 4 5 10 (16,7%)
2002 0 0 1 1 (1,7 %)
2003 1 2 0 3 (5,0%)
2004 0 0 2 2 (3,3%)
Total (Percent) 13 (21,7%) 24 (40%) 23 (38,3%) 60 (100%)

Note: The percentage may not add up to 100% due to rounding.

The ownership level at the beginning of the operation in the two investment modes
varied from 12,5% to 100%, as can be seen in Table 31. The mode was considered as a
JV when the ownership level of a Finnish firm was below 95% and as a WOS when the

ownership level was 95% or higher. The share of minority JVs was 17% and share of
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majority JVs was about 21%. Approximately 13% of the JVs were classified as an equal

JV.

Table 31. Distribution of the level of ownership in investment modes.

Level of ownership Frequency Percent Cumulative

percent
Minority ownership (12,5%-49,9%) 8 17,02 17,02
Equal ownership (50%) 6 12,76 29,78
Majority ownership (50,1%-94,9%) 10 21,28 51,06
WOS (95%-100%) 23 48,94 100,00
Total 47 100,00

The types of operation were classified into manufacturing and marketing operations. In
most of the cases the type of operation was manufacturing (75%). All licensing
operations were manufacturing operations and all JVs except three were classified as
manufacturing operations. However, in the case of WOS half of the operations
represented manufacturing operations and half the marketing and selling activities (see

table 32).

Table 32. Distribution of the type of operation

Type of operation Licensing | Joint venture Wholly Total
owned (Percent)
subsidiary
Manufacturing 13 21 11 45 (75%)
Marketing / selling 0 3 12 15 (25%)
Total (Percent) 13 (21,7%) 24 (40%) 23 (38,3%) 60 (100%)

5.2. The research model

As was already discussed in research methodology chapter, the measurement and
structural models are analysed and interpreted in two stages, although PLS estimates the
models at the same time. In this chapter a quality of measurement and structural models

will be analysed.
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5.2.1. Quality of the measurement model

The original measurement model with all indicators
The quality of the measurement model was assessed by looking at the individual item
reliability, the internal consistency of a given block of indicators and discriminant

validity.

The individual item reliability was evaluated by checking the loadings between
reflective indicators and their constructs. As was discussed in the method chapter
loadings should be greater than 0.7 to demonstrate individual item reliability. However,
according to Chin(1998), loadings greater than 0.5 may also be acceptable at the early
stages of scale development. As can be seen in appendix 2 in table 1, five reflective
constructs have individual item loadings greater than 0.7, most of them greater than 0.8.
Thus, the dependence of the entering firm on the local firm, dependence of the local
firm on the entering firm, risk attitude, socio-cultural uncertainty and behavioural
uncertainty indicate a high degree of individual item reliability. Target country
institutional experience construct has one indicator variable out of three with loading
0.6825, political uncertainty construct has one indicator variable out of six with loading
0.3406, demand uncertainty construct has one indicator out of four with loading 0.5591
and competitive uncertainty have indicators with loadings 0.6452 and 0.4257. Because
indicators with loadings greater than 0.5 may be accepted in the early stages of scale
development, all the indicators of target country institutional experience construct and
demand uncertainty construct are accepted and their individual item reliability
considered as satisfactory. However, the loading of indicator CONTROL for measuring
political uncertainty and the loading of indicator FORCOM for measuring competitive
uncertainty are considered too low to be accepted. In addition, the weight for FORCOM

is negative and is also supporting the removing of the indicator.

Internal consistency was assessed using the composite reliability (pc) developed by
Werts, Linn and Joreskog (Chin 1998:320). It takes into account the weights generated
by PLS (i.e. standardized regression weights), in contrast to Cronbach’s alpha that
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assumes tau equivalency. The composite reliability values for all reflective constructs

were > 0.8 indicating good internal consistency (see appendix 2, table 1).

A more conservative measure to evaluate reliability of latent variable score is Average
variance extracted (AVE). It is recommended that AVE should be over 0.5 in order to
demonstrate reliability. As can be seen in the appendix 2 table 2. all latent constructs
have AVE greater than 0.5. The lowest communalities are with the constructs of
demand uncertainty (0.518), competitive uncertainty (0.537) and political uncertainty
(0.57). All other constructs have AVE greater than 0.68. Thus, we can say that latent

variables show good reliability.

AVE analysis can also be used to assess the discriminate validity of the measurement
model. For discriminant validity, the square root of AVEs of the latent variables should
be greater than their intercorrelation, i.e. each latent variable should share more variance
with its own indicators than with another. Table 3 in appendix 2 presents a correlation
matrix, which includes the correlation between different constructs and the square root
of AVE calculated for each construct. The AVEs are presented in bold format. In order
to estimate the discriminant validity of the measures, the communality indexes should
be higher than the correlations that occupy the same column. All of the measures used

in the study fulfil the above mentioned criteria.

Discriminant validity can also be evaluated by looking at the indicator cross-loadings.
Each latent variable should share more variance with its own block of indicators than
with other latent variable indicators. This means that all the loadings of the
measurement items on their assigned latent variables should be larger than any other
loading. As can be seen in appendix 2 table 1, all the measurement items are correlated
better with their own construct than with other constructs. The only exception is the
CONTROL indicator, which has a higher loading with social uncertainty (0.46) than
with its own construct, political uncertainty (0.27). Thus, this suggests that the
measurement model may have some problems with discriminant validity related to the

indicator CONTROL.
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The above assessments were focusing on the reflective type of latent constructs.
However, in the case of formative type of latent constructs, the indicators need not have
high internal consistency, nor do they need to be correlated. Adaptation efficiencies and
control efficiency represent the formative type of constructs in the study. The weights
and loadings of the formative indicators and their correlations are presented in table 4

appendix 2.

Based on the assessment of the quality of the measurement model; especially the
indications of reliability of individual items and discriminant validity, the measurement
model will be modified. Modifications are made for the latent constructs of political
uncertainty and competitive uncertainty. The indicator of political uncertainty,
CONTROL, and the indicator of competitive uncertainty, FORCOM, will be removed

from the model.

The modified measurement model
In the following, the quality of the modified measurement model will be assessed. The
evaluation of the modified measurement model follows the same procedures as in the

case of the original measurement model.

As can be seen in Table 33, now six reflective latent constructs have manifest variables
which have a loading of over 0.7., showing good item reliability. The remaining three
constructs, all have one measurement variable with loading greater than 0.5. This means
that although the constructs of target country institutional experience, demand
uncertainty and competitive uncertainty show acceptable item reliability, the

interpretations of the results should be made with caution.

The composite reliability (pc) for six latent variables is above 0.87 and for the
remaining three over 0.8 as well, so the internal consistency can be regarded as good.

(see Table 33).
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Table 33. Indicator loadings, cross loadings

and composite reliability for reflective

variables.

Construct/ | TC ENT LOC RISK | POL socC DEM COM BEH
Indicator INST DEP DEP ATT. UN UN UN UN UN

Pc=0.871 | Pc=0.881 | Pc=0.812 | Pc=0.838 | Pc=0.912 | Pc=0.928 | Pc=0.808 | Pc=0.885 | Pc=0.926
NOPOLA 062 ]  -0.24 -0.30 -0.05 0.06 -0.10 0.09 -0.19 0.01
NOGOVA <094  -0.14 -0.25 0.02 0.31 -0.02 0.15 -0.05 0.23
NOINFA 0.84 -0.04 -0.20 0.07 0.15 -0.05 0.03 0.03 0.26
REPEN 0.26 0.82 0.11 0.20 0.02 -0.34 -0.18 -0.11 -0.07
DEPEN 0.43 0.89 0.13 -0.15 -0.19 -0.15 -0.21 -0.18 -0.03
REPLO -0.11 -0.04 0.84 0.15 -0.21 -0.12 0.12 0.18 -0.29
DEPLO 0.15 0.25 0.81 0.04 -0.26 0.06 -0.04 0.02 -0.29
PROLOSS 0.12 0.05 0.14 0.73 -0.07 -0.18 -0.33 0.03 -0.02
THROPP -0.01 0.12 0.14 0.90 -0.10 -0.17 -0.33 0.04 -0.18
CLEG 0.21 -0.08 -0.19 -0.06 0.86 0.23 0.15 0.10 0.31
NATLAW 0.37 -0.12 -0.26 -0.00 0.85 0.20 0.20 0.07 0.32
LEGREG 0.14 -0.13 -0.18 -0.06 0.79 0.28 0.25 0.23 0.37
TARIFFS 0.12 -0.06 -0.05 -0.10 0.72 0.20 0.37 0.19 0.45
ENFORLA 0.23 -0.18 -0.13 0.04 0.81 0.12 0.12 0.26 0.29
THREAT 0.04 0.07 0.04 -0.17 0.25 0.81 0.17 0.01 0.16
RIOTS -0.04 0.06 0.12 -0.25 0.26 0.92 0.17 -0.06 0.01
DEMONS -0.12 0.04 0.11 -0.23 0.22 0.92 0.19 0.00 0.02
TERROR -0.09 0.26 0.30 -0.16 0.20 0.81 -0.09 0.09 -0.08
CLIENT 0.09 -0.37 -0.31 0.00 0.30 0.07 [ 053 0.23 0.39
PRODUCT -0.05 -0.36 -0.26 -0.44 0.21 0.06 0.77 0.19 0.28
AVSUBPR 0.16 -0.32 -0.19 -0.25 0.11 0.14 0.73 0.29 0.18
AVCOMPR 0.12 -0.42 -0.41 -0.35 0.19 0.07 0.78 0.25 0.34
CHPRICE 0.07 -0.10 -0.02 0.02 0.11 -0.08 0.30 0.75 0.24
CHMARKE -0.13 -0.04 0.10 -0.05 0.19 0.12 0.22 0.81 0.14
CHSTRAT 0.07 0.02 0.11 0.00 0.19 -0.00 0.24 0.85 0.27
ENTRY -0.05 -0.05 0.04 -0.05 -0.02 -0.09 0.26 0.18
DOMCOM 0.00 -0.07 0.07 -0.06 0.27 0.06 0.27 (057 ) 032
OWNINT 0.12 -0.31 -0.46 -0.16 0.38 0.03 0.24 0] 0.89
PROBL 0.18 -0.30 -0.43 -0.27 0.33 -0.03 0.42 0.22 0.85
HHIDINF 0.30 -0.38 -0.41 -0.06 0.31 0.00 0.38 0.22 0.84
COMPET 0.23 -0.42 -0.47 -0.16 0.26 -0.01 0.43 0.32 0.87

As can be seen in Table 34, all latent constructs have AVE greater than 0.5. The lowest

communality is with the construct of demand uncertainty (0.518). All the other values

of AVE are greater than 0.6. Thus we can say that latent variables show good reliability.

Table 34. AVE values for reflective latent constructs.

LATENT CONSTRUCT COMMUNALITY (AVE)
Target country institutional experience 0.697
Dependence of entering firm on local firm 0.788
Dependence of local firm on entering firm 0.684
Risk attitude 0.722
Political uncertainty 0.675
Socio-cultural uncertainty 0.764
Demand uncertainty 0.518
Competitive uncertainty 0.609
Behavioural uncertainty 0.757
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Table 35 presents a correlation matrix, which includes the correlation between different
constructs and the square root of AVE calculated for each construct. As can be seen in
Table 36, all the square roots of AVEs are greater than the correlations of latent
constructs. In addition, all the loadings of the measurement items on their assigned
latent variables are larger than any other loading (see Table 33). Thus, this suggests that

the measurement model has good discriminant validity.

Table 35. Correlations among reflective construct scores (Square root of AVE in

diagonals).

TC ENT LOC RISK POL SOC DEM COM BEH

INST DEP DEP ATT. UN UN UN UN UN
TC 0.832

INST
ENTDEP 0.359 0.888
LOCDEP | -0.038 0.148 0.827

RISK 0.059 0.055 0.191 0.850
ATT.

POLUN 0.265 | -0.117 | -0.243 | -0.101 0.822
SOCUN -0.076 | -0.291 | -0.066 | -0.301 0.292 0.874
DEMUN 0.051 | -0.317 | -0.018 | -0.401 0.315 0.122 0.720
COMUN -0.071 | -0.134 0.057 0.007 0.272 0.038 0.375 0.780
BEHUN 0.191 | -0.066 | -0.333 | -0.177 0.406 0.050 0.457 0.355 0.870

Based on the reliability of individual items and constructs, internal consistency of
constructs and discriminant validity, the measurement model of the research model is
suggested to demonstrate good construct validity. Therefore, the measurement model

has the required qualities and the estimation of structural model can be conducted.

5.2.2. Quality of the structural model

In this chapter the quality of the structural model will be evaluated. The structural
model consists of the formation of managerial perception of uncertainty, the influence
of uncertainty on operation mode choice and the influence of operation mode on

adaptation and control efficiency (see figure 10 of the structural model). The evaluation
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of the structural model will be based on R? for dependent variables, predictive relevance
(redundancy index), path loadings, significance levels and model fit. The R? values,

significance values and path loadings are presented in Figure 10.

A high value of R? demonstrates a good prediction power. It is suggested that R? values
should be over 0.1 to be meaningfully interpreted. Table 36 presents the values of each
structural equation. As can be seen in the table, eight out of eleven structural equations
have R? value over 0.1. Four out of five structural equations for perceived uncertainties
demonstrate predictive relevance R? values ranging from 0.128 to 0.218. However,
competitive uncertainty R? value is only 0.0811 and thus the predictive power for that
structural equation can be questioned. The structural equation related to operation mode
represents the highest R? value (0.3279) meaning that the research model can explain
32,8% of the variance in that dependent model. In the case of efficiencies, the
adaptation efficiencies in demand and competition context and control efficiency have
R? values greater than 0.1. However, the adaptation efficiency in political context and

socio-cultural context have values lower than 0.1 and thus may suffer predictive power.

Table 36. R? values of each structural equation.

STRUCTURAL EQUATION R?
Political uncertainty 0.1281
Socio-cultural uncertainty 0.1284
Demand uncertainty 02182
Competitive uncertainty Q0.0811 )
Behavioural uncertainty 0.2009
Operation mode -
Adaptation efficiency in political context (0.0985)
Adaptation efficiency in socio-cultural context 0.0532>
Adaptation efficiency in demand context 0.1813
Adaptation efficiency in competition context 0.1097
Control efficiency 0.2127

The quality of the structural model can also be measured using redundancy index (i.e.
Stone-Geisser). In order to have predictive relevance, Q* should be greater than 0.
Negative values, on the other hand, imply the rejection of related structural equations. In
the research model, there is a total of eleven endogenous constructs for which the

redundancy index was computed. The values for each structural equation are presented
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in Table 37. As can be seen in the table, all constructs have an acceptable redundancy

index.

Table 37. Quality of each structural equation.

BLOCK REDUNDANCY
Political uncertainty 0.0865
Socio-cultural uncertainty 0.0981
Demand uncertainty 0.1130
Competitive uncertainty 0.0493
Behavioural uncertainty 0.1520
Operation mode 0.3279
Adaptation efficiency in political context 0.0089
Adaptation efficiency in socio-cultural context 0.0088
Adaptation efficiency in demand context 0.0215
Adaptation efficiency in competition context 0.0164
Control efficiency 0.0248

In the following, the significance levels of structural relationships are evaluated. The
relationships are considered to be statistically significant when p<0.05. There are 26
structural relationships in the research model. Only ten of them are statistically
significant, while 16 are not. When assessing the formation of managerial perception of
uncertainty, target country business experience has a statistically significant negative
relationship with competitive uncertainty (p=0.04; =-0.259), risk seeking attitude has a
statistically significant negative relationship with demand uncertainty (p=0.002; B=-
0.438) and both international co-operation experience and local firm dependence on
entering firm have a statistically significant negative relationship with behavioural
uncertainty (p=0.03; B=-0.312; p=0.05; p=-0.278). Regarding the operation mode
choice, socio-cultural uncertainty has a statistically significant negative relationship
(p=0.01; B =-0.263), demand uncertainty has statistically significant positive
relationship (p=0.05; B = 0.242) and behavioural uncertainty has statistically significant
positive relationship (p=0.002; B =0.443) with operation mode. Evaluating the
relationships between operation mode choice and efficiencies, operation mode choice
has statistically significant and positive relationship with adaptation efficiency in
political context (p=0.01; B = 0.314), significant negative relationship with adaptation
efficiency in demand context (p=0.006; f = -0.426) and significant positive relationship
with control efficiency (p=0.00; B = 0.461).
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Thus, when looking at the p-levels, almost 40% (38,5%) of the structural relationships
are statistically significant. However, according to Falk and Miller (1992), all path
coefficients give a relevant empirical contribution to the predicted construct if path
coefficients reach or exceed 0.10. If the same rule was used here, altogether 19
structural relationships would have been declared significant, because of regression
coefficient of 0.10 or above. This would have lead to the conclusion that 19 structural

relationships make a statistically significant impact.

However, according to Chin (1998b) it is recommended that standardized paths should
be around 0.2. and ideally above 0.3 in order to be considered meaningful. If this
recommendation is followed, it results in 16 meaningful structural relationships. The
highest not statistically significant path coefficient is -0.331 and lowest statistically
significant path coefficient is 0.242. Thus, it seems that the significance threshold of
statistical significance lies somewhere between the path coefficients of 0.242 and 0.331.
This study follows the more conservative statistics of Chin and disregards all the path
coefficients that are not statistically significant even though they have a path coefficient

exceeding 0.10.

In the theoretical discussion it was hypothesised that there are four types of experiential
knowledge which influence the level of different types of perceived uncertainties. It
was hypothesised (H1) that general international experience would have a negative
relationship with perceived competitive uncertainty in the target country, target
country business experience will have a negative relationship with perceived socio-
cultural (H2a), competitive (H2b) and demand uncertainty (H2c), target country
institutional experience will have a negative relationship with political and legal
uncertainty (H3) and international co-operation experience will have a negative
relationship with perceived behavioural uncertainty (H4). However, according to the

results from the structural model, only H2b and H4 were supported.

There were two hypotheses related to dependence. It was suggested that (H5a) local
firm dependence on the entering firm would decrease the level of perceived behavioural

uncertainty and (H5b) entering firm dependence on local firm would increase the
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perceived level of behavioural uncertainty. Only the H5a was supported. It was also
suggested that the higher the risk-seeking attitude would be, the lower level of
perceived uncertainties would be experienced (H6a-e). According to the results, risk-
seeking attitude had significant negative relationship with only perceived demand
uncertainty and thus only H6d was supported. Political volatility (H7a), socio-cultural
volatility (H7b), demand volatility (H7c) and competitive volatility (H7d) were
suggested to increase their respective type of uncertainty. However, none of the

suggested relationships were significant and thus the hypotheses were rejected.

There were five hypotheses related to the operation mode choice. It was suggested that
both the political and legal uncertainty (H8) and socio-cultural uncertainty (H9)
would increase the likelihood for choosing a less integrated operation mode. However,
only socio-cultural uncertainty had a significant negative relationship with an operation
mode and thus H8 was rejected and H9 was supported. Perceived competitive
uncertainty (H10), demand uncertainty (H11) and behavioural uncertainty (H12), on
the other hand, were suggested to increase the likelihood for choosing a more integrated
operation mode. HI1 and H12 were supported and, thus, demand and behavioural

uncertainty seemed to influence positively on operation mode choice.

Hypothesis H13 suggested that adaptation efficiency is higher in firms, which have
made their operation mode choice according to the suggestions based on the transaction
cost approach than in firms which have not. This means that in the context of higher
political and legal uncertainty and socio-cultural uncertainty, adaptation efficiency is
higher if a less integrated operation mode has been chosen. On the other hand, in the
context of higher competitive and demand uncertainty, adaptation efficiency is higher if
a more integrated operation mode has been chosen. Between operation mode and
adaptation efficiencies there were only two relationships, which were statistically
significant. These were the relationship between operation mode and adaptation
efficiency in political and legal context, and the relationship between operation mode
and adaptation efficiency in demand context. However, because the relationship

between political and legal uncertainty and operation mode was not statistically
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Figure 10. Path loadings, R? values and variable significance levels.
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significant, no conclusions can be made on the implications for adaptation efficiency in
the context of political and legal uncertainty. The results related to the level of demand
uncertainty and its implications on operation mode choice and adaptation efficiency
indicate that adaptation efficiency is lower for firms, which have chosen a more
integrated operation mode. This is just the opposite of what was hypothesis and
suggests that in the context of high demand uncertainty the choice of less integrated

operation mode would increase the level of adaptation efficiency.

Hypothesis 14 suggested that control efficiency is higher in firms, which have made
their operation mode choice according to the suggestions based on the transaction cost
approach than in firms which have not. This means that in the context of higher
perceived behavioural uncertainty, control efficiency is higher if a more integrated

operation mode has been chosen. The results seem to support the hypothesis.

In order to be able to study the structural relationships between antecedents of perceived
managerial uncertainty, the implications of uncertainties on operation mode choice and
operation mode choice influence on efficiency in more detailed, simplified structural

models will be examined in the following chapter.

5.3. Uncertainty specific structural models

In the theoretical part of the thesis it was discussed that previous research has quite
often studied how eg. experience and environmental factors like volatility influence the
operation mode choice. However, the level of uncertainty has often been offered as a
theoretical explanation for the relationship between these factors. Therefore, in this
study the focus was put on exploring how experience, volatility, risk attitude and
dependence influence the level of uncertainty and how uncertainty types actually
directly affect the operation mode choice. Different uncertainty types were identified
and assumptions were made about which experience, volatility and dependence types

and risk-seeking attitude would influence a particular type of uncertainty. However,
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several of the hypotheses suggested in the theoretical discussion were not supported.
Thus, in order to explore in more detail the relationship between antecedents of
perceived uncertainty, perceived uncertainty, operation mode choice and efficiency, the
structural relations in five uncertainty contexts are being explored. This makes it
possible to examine if some other factors than the ones suggested in the theoretical
discussion affect the level of perceived uncertainty or whether the factors influence to
the operation mode choice directly rather than through the perceived uncertainty and

whether these have an effect on efficiency to adapt and control.

5.3.1. Formation of managerial perception of political and legal uncertainty and its

implication on an efficient operation mode choice

The discussion of formation of managerial perception and its implication on an efficient
operation mode choice in the context of political and legal uncertainty will be conducted
first. In the theoretical discussion it was assumed that the level of perceived political
and legal uncertainty would be influenced by target country institutional experience,
level of political volatility and risk-seeking attitude, and that a higher level of
uncertainty would support the choice of less integrated operation mode leading to a
higher level of adaptation efficiency. Based on the empirical results, these assumptions
were not supported. In order to explore the potential direct and indirect relationships
between potential antecedents of managerial perception and operation mode choice in
more detailed, other variables were also taken into consideration. Now, in addition to
the target country institutional experience, volatility and risk-seeking attitude, general
international experience, target country business experience and international co-
operation experience were also included in the model. Their influence to the perceived
political and legal uncertainty and also to the operation mode choice was then explored.

For the studied structural relationships see the Figure 11.

The assessment of the quality of the measurement and structural model followed the sa-

me steps as before. Based on the reliability of individual items and constructs, internal
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Figure 11. The basic model in the context of political and legal uncertainty.

consistency of constructs and discriminant validity, the measurement model is
suggested to demonstrate good construct validity (see Appendix 3 for detailed
information).The assessment of the quality of the structural model (see Appendix 3)
revealed that R? values for political & legal uncertainty (0.1281) and for operation mode
choice (0.3279) cross the cut-off point of 0.1. However, R? value for adaptation
efficiency is below 0.1 raising some questions about the capability of the model to
explain the variance of efficiency. However, all the constructs have an acceptable
redundancy index and thus the predictive relevance of each structural equation is
considered good. The significance levels of structural relationships are not very good.
Only two relationships out of 14 are statistically significant representing 14% of the
structural relationship in the model. The path coefficients for both of these relationships

are over 0.3 as can be seen in Figure 11.

In spite of the low number of significant relationships between the constructs, the results
are interesting. Still, none of the potential antecedents included in the model directly
influence the level of perceived political and legal uncertainty, implying that in the case
of political and legal uncertainty prior experience, political volatility and risk seeking

attitude seem not to have an effect on the level of perceived uncertainty. However,
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target country institutional experience has a statistically significant positive relationship
with operation mode choice (p=0.002; 0.381) indicating that the more firm has prior
target country institutional experience the more probable it is that a firm chooses a more
integrated operation mode. Thus, in this case target country institutional experience has
a direct influence on operation mode choice, but no influence on the level of perceived
uncertainty. This means that perhaps the level of perceived political and legal
uncertainty is not the best one to explain the existing relationship between TC

institutional experience and operation mode choice.

The other significant relationship in the model was found between the operation mode
choice and adaptation efficiency (p=0.01; 0.365). This implies that when a more
integrated operation mode is chosen, the adaptation efficiency is higher. But what is
interesting to find out is that whether the context is influencing the link between
operation mode choice and adaptation efficiency. Because TC institutional experience
influences operation mode choice positively, we could suggest that the adaptation
efficiency is higher if a firm with a high level of the TC institutional experience has
chosen a more integrated operation mode. But how is then political and legal
uncertainty related to the adaptation efficiency? Unfortunately, there is no statistically
significant relationship between political and legal uncertainty and operation mode
choice so no assumptions can be made about the adaptation efficiency in the context of
political and legal uncertainty. In addition, any assumptions related to the adaptation
efficiency should be made with caution, because of the low level of R2. Thus, the model
seems to better explain operation mode choice than adaptation efficiency, as the R* for
operation mode choice is as high as 0.32, indicating that the model explains about 33%

of the variance of operation mode choice.

But could political and legal uncertainty have a direct effect on adaptation efficiency
instead of an indirect effect through operation mode choice. This seems to be
worthwhile to explore and thus the structural model presented in Figure 11 is modified
by adding one structural relationship from the perceived political and legal uncertainty

to the adaptation efficiency (see Figure 12).
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Figure 12. The modified model in the context of political and legal uncertainty.

Based on the assessment of the reliability of individual items and constructs, internal
consistency of constructs and discriminant validity, the measurement model is
suggested to demonstrate good construct validity (see Appendix 4). R? values for all
dependent variables are now greater than 0.1 and redundancy index for all structural
equations is positive indicating better predictive power than in the previous model.
However, also in this modified model, there are only two significant path relations out
of 15, indicating that no more than 13% of the structural relationships are statistically
significant. The path coefficients for these two statistically significant relationships are
both above 0.38. See the path coefficients, significance levels and R? values in figure
10. Thus, although the quality of the structural model is acceptable based on R? values
and redundancy index, the low number of significant structural relations raises some

questions about the model quality. Nevertheless, the results are interesting.

There are some similarities but also some differences in these two models. Also in the
modified model there is a statistically significant relationship between TC institutional
experience and operation mode choice (p=0.002; 0.382) indicating that TC institutional

experience is the only variable included in the model, which is influencing the operation
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mode choice. In addition, the variables included in the model do not seem to explain the

level of perceived political and legal uncertainty.

Compared to the previous model, there are also some remarkable changes in the second
model. First of all, the R? for adaptation efficiency is much higher in the modified
model, indicating that by adding the direct relationship between political and legal
uncertainty and adaptation efficiency, about 35% of the variance in adaptation
efficiency can now be explained by the model. The importance of the impact of a
particular latent variable on a dependent latent variable can be assessed by calculating
the effect size f2. The effect size of including the uncertainty variable to the adaptation
efficiency is 0.283, indicating medium effect at the structural level. Correspondingly,
the R? value for operation mode choice in the modified model is much lower, changing
from 0.3279 to 0.1553. Thus, the model explains now only 15% of the operation mode
choice. Secondly, in the modified model the operation mode choice does not have an
effect on adaptation efficiency any more, but rather the perceived political and legal
uncertainty is now influencing the efficiency (p=0.0002; -0.592). This indicates that in
the context of high level of perceived political and legal uncertainty the adaptation
efficiency will be lower. However, operation mode choice does not seem to have a role

in adaptation efficiency in the context of political uncertainty.

5.3.2. Formation of managerial perception of socio-cultural uncertainty and its

implication on an efficient operation mode choice

Secondly, the discussion of the formation of managerial perception and its implication
on an efficient operation mode choice in socio-cultural uncertainty context will be
conducted. It was assumed in the theoretical discussion that the level of perceived socio-
cultural uncertainty would be influenced by target country business experience, level of
socio-cultural volatility and risk-seeking attitude, and that higher level of uncertainty
would support the choice of a less integrated operation mode leading to a higher level of

adaptation efficiency. Based on the empirical results, none of the suggested variables
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affected the level of uncertainty, but a higher level of socio-cultural uncertainty seemed
to support the choice of a less integrated operation mode. Nevertheless, operation mode
choice did not seem to influence the adaptation efficiency. Thus, as in the case of
political and legal uncertainty, in order to explore the potential direct and indirect
relationships between potential antecedents of managerial perception and operation
mode choice in more detailed, other variables were also taken into consideration. Now,
in addition to the target country business experience, volatility and risk-seeking attitude
also general international experience, target country institutional experience and
international co-operation experience were included in the model. Their influence on
perceived socio-cultural uncertainty and also on operation mode choice was then

explored. For the studied structural relationships see the Figure 13.

The measurement model is suggested to demonstrate good construct validity (see
Appendix 5). R? values for socio-cultural uncertainty and operation mode choice are
greater than 0.2, but for adaptation efficiency only 0.05 indicating low prediction power
for adaptation efficiency. Based on the redundancy index, each structural equation
demonstrates prediction relevance. There are two out of 14 structural relationships that
are statistically significant, so only about 14% of the structural relationships are
statistically significant. Thus, the quality of the structural model suffers from low
prediction power for adaptation efficiency and a low number of significant structural

relations.

As can be seen in Figure 13, also in the context of socio-cultural uncertainty none of the
six antecedents were significantly influencing on the formation of perceived
uncertainty. However, the significance levels of general international experience
(p=0.053) and risk-seeking attitude (p=0.052) are quite near the significant level of
p=0.05. The two significant relationships in the model were both related to the operation
mode choice. TC institutional experience had a significant and positive influence on
operation mode choice (p=0.001; p= 0.348) and socio-cultural uncertainty had a
significant and negative relationship with operation mode choice (p=0.02; p=-0.289).
However, operation mode choice didn’t seem to affect adaptation efficiency and no

implications about adaptation efficiency in the social-cultural uncertainty context could
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be made. Thus, the results imply that the higher the level of prior TC institutional
experience, the more probable it is that a more integrated operation mode is chosen, and
the higher the level of perceived socio-cultural uncertainty, the more probable it is that a
less integrated operation mode will be chosen. The model explains 22,4% of the

variance of operation mode choice.
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Figure 13. The basic model in the context of socio-cultural uncertainty.

In order to explore the influence of socio-cultural uncertainty on adaptation efficiency
the direct relationship between perceived socio-cultural uncertainty and adaptation
efficiency is added to the model just as in the case of political and legal uncertainty (see
Figure 14). The modified measurement model is also demonstrating good construct
validity (see Appendix 6). The R? values for all three dependent variables are greater
than 0.2 and the redundancy index is higher than O for all endogenous constructs
showing acceptable prediction relevance. Five structural paths out of 15 are statistically
significant and thus approximately 33% of the structural relationships are statistically

significant demonstrating improvement to the previous model.

Based on the results, now both general international experience (p=0.05; f=-0.224) and

risk seeking attitude (p=0.04; f=-0.258) seem to have an effect on the level of perceived
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socio-cultural uncertainty. Thus, the results imply that the higher the level of general
international experience and the level of risk-seeking attitude, the lower the level of

perceived socio-cultural uncertainty will be.
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Figure 14. The modified model in the context of socio-cultural uncertainty.

The model is explaining 20% of the variance of socio-cultural uncertainty construct.
Operation mode choice is influenced by both TC institutional experience (p=0.00;
=0.350) and socio-cultural uncertainty (p=0.02; f=-0.279) indicating that the higher
the level of TC institutional experience the more probable it is that a more integrated
operation mode will be chosen and the higher the level of perceived socio-cultural
uncertainty the more probable it is that a less integrated operation mode will be chosen.
Almost 22% of the variance of operation mode choice is explained by the model. In
addition, adaptation efficiency is influenced by the socio-cultural uncertainty (p=0.00;
=-0.560) and, thus, the results suggest that the increase in the perceived level of
uncertainty decreases the level of adaptation efficiency. What is also worth noticing is
that the R? value for adaptation efficiency increased from 0.0532 in the first model to as
high as 0.3207 in the modified model when socio-cultural uncertainty was included in
the structural equation of adaptation efficiency construct. Thus, the importance of socio-

cultural uncertainty for adaptation efficiency construct can be considered large as the
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effect size is as high as 0.365. The results imply that in the context of socio-cultural
uncertainty, operation mode choice does not have a role in adaptation efficiency,

although socio-cultural uncertainty is influencing operation mode choice.

5.3.3. Formation of managerial perception of competition uncertainty and its

implication on an efficient operation mode choice

In this chapter, the formation of managerial perception of uncertainty and its implication
on an efficiency operation mode choice in the context of competitive uncertainty will be
conducted. It was assumed that general international experience, TC business
experience, risk-seeking attitude and competitive volatility would have an effect on the
level of competitive uncertainty and that a higher level of competitive uncertainty would
support the choice of a more integrated operation mode leading to a higher level of
adaptation efficiency. However, only TC business experience and the level of perceived
competitive uncertainty of the original relationships was significant, so, also in this
case, other potential variables were included in the model and their influence on
perceived competitive uncertainty and operation mode choice were studied. Thus, in
addition to international and target country business experience, volatility and risk-
seeking attitude variables, also target country institutional and international co-operation

experience were included in the model (see Figure 15).

The measurement model demonstrated acceptable construct validity (see Appendix 7).
All R? values are higher than 0.1 and redundancy index is greater than O for all
dependent constructs showing predictive power and predictive relevance. However,
there is only one significant path relations out of 14, and thus only 6.7% of the structural
relationships are significant. According to the results, also in this case, the target
country institutional experience has a significant positive (p=0.002; 0.349) relationship
with operation mode choice implying that the higher the level of prior TC institutional
experience the more probable it is that a more integrated operation mode will be chosen.

However, now TC business experience does not have statistically significant impact on
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the level of perceived uncertainty (p=0.06; -0.244). In addition, competitive uncertainty
has no influence on operation mode choice and adaptation efficiency is not influenced

by operation mode choice in the context of competitive uncertainty.

-0.038
General international (046
experience 6-685
(0.29)
0.349
Target country o002y
institutional experience 176
.19) 0.091
(0:20)
Target country -0.253 vV v V_ -
business experience  [(0067»  Competitive Operation Adaptation
UN »  mode choice > efficiency
Intermati 0061 | Re=01104 | 0061 | “paggszp 0330 Recg 097
nternational co- 03> (0.33) 0.09)
opberation experience A A A im A A A
0.119 (0.14)
Competitive volatility (0-360)
0.068
-0.020 (0.32)
(0.45)
Risk seeking attitude
-0.059
(0.37)

Figure 15. The basic model in the context of competitive uncertainty.

Again, in order to explore the potential influence of competitive uncertainty on the level
of adaptation efficiency, also the direct relationship between competitive uncertainty
and adaptation efficiency was included to the model (see Figure 16). The measurement
model demonstrated good construct validity (see Appendix 8). R? values are again
higher than 0.1 and redundancy index is greater than O for all dependent constructs
showing predictive power and relevance. There are two significant path relations out of

15, and thus about 14% of the structural relationships are significant.

Still, in the modified model, TC institutional experience has a positive influence on the
level of operation mode choice, but now also one significant relationship with
adaptation efficiency is demonstrated. Thus, competitive uncertainty has significant and
negative (p=0.01; B=-0.426) influence on adaptation efficiency indicating that the
higher the perceived level of competitive uncertainty the lower the adaptation efficiency

will be. However, operation mode choice does not seem to have a role in the context of
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competitive uncertainty and the level of competitive uncertainty is not explained by
volatility, risk-seeking attitude and different experience types, although TC business
experience is close to having a significant relationship with competitive uncertainty

(p=0.06).
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Figure 16. The modified model in the context of competitive uncertainty.

When the two models are compared, it can be noticed that R? value for adaptation
efficiency in the modified model is more than double the R? value in the first model,
indicating that explanation for adaptation efficiency is increased in the modified model.
Thus the model explains 22.5% of the adaptation efficiency in the context of
competitive uncertainty. The importance of competitive uncertainty construct to the
dependent construct of adaptation efficiency is assessed by calculating the effect size.
The effect size is 0.13, which is classified to have a small effect, although it is almost

reaching the level of having medium effect at the structural level.
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5.3.4. Formation of managerial perception of demand uncertainty and its

implication on an efficient operation mode choice

In the original research model, it was hypothesised that TC business experience risk
seeking attitude and volatility would influence the level of perceived demand
uncertainty, demand uncertainty would have positive relationship with operation mode
choice and that adaptation efficiency would be higher if a more integrated operation
mode would have been chosen in the context of high demand uncertainty. Of these
relationships, risk-seeking attitude had a negative relationship with demand uncertainty,
demand uncertainty had a positive relationship with operation mode choice and
operation mode and adaptation efficiency had a negative relationship. Although
significant relationships were found already in the original research model, a more
detailed exploration of the model was again conducted. Thus, target country
institutional experience, general international experience and international co-operation
experience were included in the model and their direct influence both on the level of
perceived demand uncertainty and operation mode choice was explored. See Figure 17,

for a description of the model in the context of demand uncertainty.

The measurement model demonstrated good construct validity again (see Appendix 9).
R? values for all three dependent constructs were above 0.18 and the redundancy index
was greater than 0 for all dependent constructs demonstrating good prediction power
and relevance. There were four significant path relations out of 14, and thus about

28.6% of the structural relationships in the model were significant.

Based on the results, none of the included new variables had an effect on the level of
perceived uncertainty and, thus, the only influencing factor still was risk-seeking
attitude having statistically significant and negative (p=0.00; p=-0.452) relationship
with perceived level of demand uncertainty. Nevertheless, the model still explains about
25% of the variance in demand uncertainty. However, target country institutional
experience had again a significant positive (p=0.00; p=0.290) direct relationship with

operation mode choice. In addition, demand uncertainty had a significant and positive
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(p=0.00; p=0.352) relationship with operation mode choice and operation mode choice
had a significant and negative (p=0.00; p=-0.426) relationship with adaptation
efficiency. The results imply that operation mode choice has a role in adaptation
efficiency in the context of demand uncertainty. Based on the results it seems that if a
more integrated operation mode is chosen in the context of high demand uncertainty,
adaptation efficiency will be lower. The model explains about 18% of the variance of

adaptation efficiency construct.
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Figure 17. The basic model in the context of demand uncertainty.

Just as in the case of previous uncertainty contexts, the direct relationship between
perceived demand uncertainty and adaptation efficiency is added to the model and the
assessment of its impact on the model is conducted (see Figure 18). Again the quality of
the measurement model is acceptable (see Appendix 10). R? values are above 0.24 for
all dependent constructs and the redundancy index greater than O for all dependent
constructs indicating acceptable predictive power and predictive relevance. There are
again four significant path relations out of 15 and thus approximately 27% of the

structural relationships are significant.
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Figure 18. The modified model in the context of demand uncertainty.

There are similarities and differences in these two models. Again, higher risk-seeking
attitude will decrease the level of perceived demand uncertainty and operation mode
choice is influenced by the level of uncertainty and TC institutional experience. Thus,
an increase in the level of demand uncertainty and TC institutional experience seem to
increase the probability to choose a more integrated operation mode. However, the
difference in the two models is that now operation mode choice does not have an effect
on adaptation efficiency, but demand uncertainty has a significant and negative (p=0.00;
=0.543) relationship with adaptation efficiency. In addition, the level of R* of
adaptation efficiency was increased quite much when the direct relationship between
demand uncertainty and adaptation efficiency was added to the model. The importance
of including demand uncertainty in the structural equation of adaptation efficiency can
be considered medium as the effect size is 0.17. Thus, operation mode choice does not
seem to influence the adaptation efficiency in the context of demand uncertainty,
although demand uncertainty has an effect on operation mode choice. The results
indicate that in the context of higher demand uncertainty adaptation efficiency will be

lower no matter of the operation mode.
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5.3.5. Formation of managerial perception of behavioural uncertainty and its

implication on an efficient operation mode choice

In the theoretical discussion it was suggested that international co-operation experience,
risk-seeking attitude, local firm dependence and entering firm dependence would affect
the level of perceived behavioural uncertainty, and that behavioural uncertainty would
influence positively on operation mode choice, and control efficiency would be higher
in the context of high behavioural uncertainty if a more integrated operation mode was
chosen. Based on the empirical results, only international co-operation experience and
local firm dependence decreased the level of perceived behavioural uncertainty. The
relationships between perceived uncertainty and operation mode choice and between
operation mode choice and control efficiency were as expected. Although significant
relationships were found already in the original research model, a more detailed
exploration in the context of behavioural uncertainty was conducted. To explore in
more detail whether there are other variables that influence the perceived behavioural
uncertainty and whether those factors also influence the operation mode choice directly,
other variables were also added in the model. The variables added to the model in the
behavioural uncertainty context were target country institutional uncertainty, target
country business experience and general international experience (see Figure 19). In
addition, the two dependence types were excluded from the model, because local firm

dependence could be studied only in the case of licensing and joint venture.

The measurement model showed construct validity (see Appendix 11). R? values for the
three dependent constructs were above 0.18 and the redundancy index was greater than
0 for all dependent constructs. Four out of 12 structural relationships were significant
and thus approximately 33% of the structural relationships of the model were
significant. The results indicate that the level of perceived behavioural uncertainty is
lower when a firm has prior international co-operation experience. However, now risk-
seeking attitude did not have significant influence (p=0.06). Operation mode choice, on
the other hand is influenced both by TC institutional experience and perceived

behavioural uncertainty. The results suggest that the higher the level of prior TC
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institutional experience and the level of perceived behavioural uncertainty, the more
probable it is that a firm is choosing a more integrated operation mode. In addition,
operation mode choice had a significant and positive (p=0.00; p=0.461) relationship
with control efficiency. Thus, the results indicate that the operation mode has a role in
control efficiency. This means that control efficiency is higher if a more integrated

operation mode is chosen in the context of higher perceived behavioural uncertainty.
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Figure 19. The basic model in the context of behavioural uncertainty.

What is interesting to find out is that whether the perceived behavioural uncertainty also
affects control efficiency directly no matter of the operation mode chosen. Thus, the
model was modified by adding the direct relationship between behavioural uncertainty
and control efficiency (see Figure 20). The measurement model demonstrated good
construct validity (see Appendix 12). R? values were again greater than 0.18 and
redundancy index greater than O for all dependent constructs demonstrating acceptable
predictive power and relevance. There were four significant relationships out of 13 and

thus about 31% of the structural relationships in the model were significant.

The results in the modified research model are similar to the first model. The level of
perceived behavioural uncertainty is affected by prior international co-operation,
operation mode choice is influenced by TC institutional experience and perceived

behavioural



144 ACTA WASAENSIA

-0.090
General international (6267
experience O+
(0.21) 0.279
(0.03) -0.047
Target country (0.41)
institutional experience 8179
(0.16) 0.102
0197
Target country -0.122 vV v v V_ Y
business experience  [(621»  Behavioural Operation Control
UN »  mode choice »|  efficiency
) -0303 | Re=1g45 | 0402 Re=02772  |948l Re=g 2139
International co- > (0.00) (0.00)
operation experience (0.02) A A A
0250 =0-:063
. e 0.30
Risk seeking attitude (0-06) 0.30)
0.027
(0.44)

Figure 20. The modified model in the context of behavioural uncertainty.

uncertainty, and operation mode choice is having an effect on control efficiency. Thus,
behavioural uncertainty did not have direct influence on the control efficiency. As a
consequence, operation mode indeed seems to have a role in achieving control
efficiency. This means that in the context of high behavioural uncertainty, the choice of

a more integrated operation mode will increase the level of control efficiency.

5.4. Summary of the results based on quantitative analysis

The tested structural model consisted of 24 hypotheses related to the formation of
managerial perception of uncertainty, the influence of perceived uncertainty types on
operation mode choice and the influence of operation mode choice on adaptation
efficiencies and control efficiency in the context of different uncertainty types. The

results of the hypothesis testing can be seen in Table 38.

As can be seen in the table, most of the hypotheses of the study were not supported.
From the four experiential knowledge variables, only target country business experience
and international co-operation experience had an effect on the level of perceived

uncertainty. TC business experience decreased the level of perceived competitive



ACTA WASAENSIA

Table 38. Summary of the hypotheses tested in the study.
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Hypotheses

Result

H1:

H2a:

H2b:

H2c:

H3:

H4:

Hb5a:

H5b:

Hé6a:

H6b:

Héc:

H6d:

Hé6e:

H7a:

H7b:

H7c:

H7d:

H8:

H9:

H10:

H11:

H12:

H13:

H14:

General international experience will have a negative relationship with perceived
competitive uncertainty in the target country.
Target country business experience will have a negative relationship with percei-
ved socio-cultural uncertainty in the target country.
Target country business experience will have a negative relationship with per-
ceived competitive uncertainty in the target country.
Target country business experience will have a negative relationship with percei-
ved demand uncertainty in the target country.
Target country institutional experience will have a negative relationship with the
perceived level of political and legal uncertainty in the target country.
International co-operation experience will have a negative relationship with
perceived behavioural uncertainty.
The local firm’s dependence on the entering firm will have a negative influence
on the entering firm’s perceived behavioural uncertainty.
The entering firm’s dependence on the local firm will have a positive influence
on the entering firm’s perceived behavioural uncertainty.
The entering firm’s risk-seeking attitude will have a negative relationship with
perceived political and legal uncertainty.
The entering firm’s risk-seeking attitude will have a negative relationship with
perceived socio-cultural uncertainty.
The entering firm’s risk-seeking attitude will have a negative relationship with
perceived competitive uncertainty.
The entering firm’s risk-seeking attitude will have a negative relationship with
perceived demand uncertainty.
The entering firm’s risk-seeking attitude will have a negative relationship with
perceived behavioural uncertainty.
Political and legal volatility will have a positive relationship with perceived
political and legal uncertainty.
Socio-cultural volatility will have a positive relationship with perceived socio-
cultural uncertainty.
Competitive volatility will have a positive relationship with perceived competi-
tive uncertainty.
Demand volatility will have a positive relationship with perceived demand
uncertainty.
The higher the perceived political and legal uncertainty, the more probable it is
that a firm chooses a less integrated operation mode.
The higher the perceived socio-cultural uncertainty, the more probable it is
that a firm chooses a less integrated operation mode.
The higher the perceived competitive uncertainty, the more probable it is that a
firm chooses a more integrated operation mode.
The higher the perceived demand uncertainty, the more probable it is that a
firm chooses a more integrated operation mode.
The higher the perceived behavioural uncertainty, the more probable it is that
a firm chooses a more integrated operation mode.
In the context of political, legal, socio-cultural, competitive and demand uncer-
tainty the adaptation efficiency is higher in firms, which have made their entry
mode choice according to the transaction cost approach than in firms, which
have not .
In the context of behavioural uncertainty, the control efficiency is higher in
firms, which have made their operation mode choice according to the
transaction cost approach than in firms, which have not.

Not supported
Not supported
Supported
Not supported
Not supported
Supported
Supported
Not supported
Not supported
Not supported
Not supported
Supported
Not supported
Not supported
Not supported
Not supported
Not supported
Not supported
Supported
Not supported
Supported
Supported

Not supported

Supported
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uncertainty (H2b) and international co-operation experience decreased the level of
perceived behavioural uncertainty (H4). In addition, the level of perceived behavioural
uncertainty was also decreased by the local firm’s dependence (H5a). Demand
uncertainty, on the other hand, was influenced negatively only by risk-seeking attitude
(H6d). Thus, only three uncertainty types out of five included in the study were
influenced by some of the factors suggested in the hypotheses.

More support, however, was found for the hypotheses related to the operation mode
choice. Operation mode choice was influenced by three uncertainty types. Perceived
socio-cultural uncertainty increased the use of a less integrated operation mode (H9) and
both demand (H11) and behavioural uncertainty (H12) increased the use of a more
integrated operation mode. However, perceived political and legal uncertainty (HS) and

competitive uncertainty (H10) did not affect the operation mode choice.

The hypothesis related to the adaptation efficiency was not supported (H13). In the
context of higher political and legal uncertainty, socio-cultural uncertainty and
competitive uncertainty, operation mode choice did not have a role in achieving
efficiency. However, adaptation efficiency in the context of demand uncertainty was
influenced by an operation mode choice, although the influence was not what was
expected. It was suggested that in the context of higher demand uncertainty the choice
of more integrated operation mode would increase the level of adaptation efficiency.
Nevertheless, the results indicate that in the context of higher demand uncertainty, the
choice of a more integrated operation mode would decrease the level of adaptation
efficiency. The results related to the control efficiency clearly supported the hypothesis.
Thus, control efficiency was higher if a more integrated operation mode was chosen in

the context of high behavioural uncertainty (H14).

Because only a third of the hypotheses were supported, a more explorative type of
research was conducted in order to examine if some other factors than the ones
suggested in the theoretical discussion affect the level of different uncertainty types, or

if these factors influence the operation mode choice directly, and how this affect the
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efficiency to adapt and control. To be able to do this the original research model was

divided in to five sub-models, each focusing on a specific type of uncertainty.

The first sub model focused on exploring the formation of political and legal
uncertainty, operation mode choice and adaptation efficiency. Although all the
experience types, in addition to the specific volatility type and risk-seeking attitude,
were included in the models, none of the factors had an effect on the level of perceived
political and legal uncertainty. However, TC institutional experience increased the
probability to choose a more integrated operation mode. In addition, political and legal
uncertainty had a negative influence on adaptation efficiency. Nevertheless, operation
mode choice did not have any role in achieving better adaptation efficiency in the

context of political and legal uncertainty.

The sub-model focusing on socio-cultural uncertainty, however, revealed some
interesting new indications. Both general international experience and risk-seeking
attitude decreased the level of perceived socio-cultural uncertainty. Thus, instead of TC
business experience, socio-cultural uncertainty is influenced more by the level of prior
general international experience. In addition, TC institutional experience had a direct
positive effect on operation mode choice. Socio-cultural uncertainty influenced both the
operation mode choice and the adaptation efficiency but operation mode choice did not

affect the adaptation efficiency.

The third sub-model focused on competitive uncertainty. Linking all the factors to the
perceived competitive uncertainty changed the results compared to the ones received in
the original model. None of the factors had an effect on the level of perceived
competitive uncertainty, but TC institutional experience again influenced to the
operation mode choice positively. Additionally, an increase in competitive uncertainty
decreased the adaptation efficiency but again operation mode did not have a role in

influencing the efficiency.

The fourth model focusing on demand uncertainty demonstrated that, still, only risk-

seeking attitude had an influence on the level of perceived demand uncertainty by
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decreasing it. Yet again, TC institutional experience increased the probability to choose
a more integrated operation mode. Operation mode choice was also affected by the
perceived demand uncertainty. Operation mode choice had no effect on adaptation
efficiency in the context of demand uncertainty, although in the case of a higher level of

demand uncertainty the adaptation efficiency was decreased.

The fifth and final sub-model focused on identifying the antecedents of perceived
behavioural uncertainty, operation mode choice and control efficiency. The results
indicate that international co-operation decreases the level of perceived behavioural
uncertainty. In addition, operation mode choice is influenced positively both by TC
institutional experience and behavioural uncertainty. Behavioural uncertainty, on the
other hand, has no significant relationship with control efficiency, but rather it is
influencing through operation mode choice. This suggests that a more integrated
operation mode will increase the level of control efficiency in the context of a higher

perceived behavioural uncertainty.

Thus, comparison of the results between the original structural model and the five
uncertainty specific models revealed some similarities, but also some differences. First
of all, in the case of formation of political and legal, demand and behavioural
uncertainty, the added variables did not explain the perceived level of uncertainties.
However, more understanding for the potential antecedents of socio-cultural uncertainty
was received. Secondly, related to the operation mode choice, it was found that in
addition to the three uncertainty types, socio-cultural uncertainty, demand uncertainty
and behavioural uncertainty, also TC institutional experience influenced the operation
mode choice. Nevertheless, the other experiential knowledge variables, volatility types
and risk seeking attitude did not have a significant direct relationship with operation
mode choice. Thirdly, the results based on the uncertainty specific models revealed that
the higher the perceived uncertainty the lower was the related type of adaptation
efficiency. However, operation mode did not seem to have a role in adaptation
efficiency. Nevertheless, confirmation was received for the role of operation mode in

achieving control efficiency.
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Thus there are still some unanswered questions. More information is needed in order to
really understand the formation of different types of uncertainties and how adaptation
efficiency is achieved and what is the role of operation mode in that. To facilitate the
understanding of these issues more qualitative type of data was collected through six

interviews.

5.5. Results based on the six cases

In order to improve the reliability and validity of the study, more detail information
about few cases was needed. From the 60 cases, who had filled in the questionnaire, 6
cases were chosen for a more detailed description in order to confirm the results based

on quantitative analysis, but also to clarify some unclear findings.

In the following sections, information based on the questionnaire and interview about
the selected six cases is presented. The case descriptions are divided into three sub-
chapters. The first sub-chapter focuses on the two licensing cases, in the second sub-
chapter description on the two joint venture cases is conducted and in the third sub-

chapter the discussion on the two wholly owned subsidiaries is carried out.

5.5.1. Licensing

In this section the description of the two licensing cases is presented. First, information
related to firm A and its licensing operation is presented, which is then followed by
description of firm B and its licensing operation. The description is based on the main
elements developed in the theoretical framework. The description starts with giving
background information on the firms and their motives to enter the target country and
their prior international experience. This is followed by description of the operation

mode choice and partner selection. Perceived uncertainties and volatilities and
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dependence issues are discussed next. Finally, issues related to unexpected changes
during operation, adaptation efficiency, control efficiency and performance are dealt

with.

Firm A

Background and motives to enter the target country

The firm A is involved in vehicle manufacturing. At the time of entry, in 1997, the
turnover was 600 MEUR and the number of personnel 2400. The firm A was motivated
to enter the country, because there was a strong belief that sharp increase in demand for
the firm’s product would take place in the near future. This view was also shared by
target country media, industry experts and other foreign firms. The increase for demand
was waited for, because the industry structure was expected to be changed as a response
for economic liberalisation and the removal of restrictions. In addition, there were
several contacts taken by local firms in the target country, which finalised the interest of

the firm A.

International experience

Firm A operated in 15 countries prior to the entry in the target country. It had been
doing business in Europe, North America, South America, Asia, Middle East and Africa
and, thus, the firm had experience from almost all of the continents. The firm had used
all three types of the main categories of operation modes including exporting, co-
operative arrangements and FDIs. Licensing and subcontracting represented the prior
used co-operative arrangements and FDIs had been used in the form of manufacturing
JV and WOS. The firm had no experience in doing business in the target country prior

to the entry.

Operation mode choice

Restrictions in the target country did not limit the number of alternative operation
modes, which the firm could use. Firm was, however, more interested in operating with
a local partner than in starting the business on its own through greenfield investments,

as a few of its international competitors did. Firm A was also considering a JV in the
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beginning of the process, but the potential partner was not interested in it. Additionally,
the cultural and organisational differences between the firms supported the choice of
licensing over joint venture. WOS, on the other hand, was not considered because of
the potential problems of recruitment. It was mentioned that there were not enough
Finnish managers, who could have been hired for the subsidiary and instead locals
would be hired. That, on the other hand, was considered to increase the probability for
unsuccessful recruitment and the firm could end up with a difficult group of personnel
who does not fulfil the wishes and objectives of the Finnish firm. Then again, in the

case of licensing it is easier to withdraw from the market and forget the whole thing.

Partner selection

As it was mentioned earlier, the firm was approached by four local firms suggesting co-
operation in the form of licensing. The firm A visited three of the firms and negotiations
were started with all of them. In the final stage the choice was made between two local
firms. Negotiations took 2 years until a licensing agreement with one of the firms was
made. The firm chose a partner, who was interested in licensing the entire product,
instead of just some components of it. By licensing a whole product, also exporting
from the target country using the brand name of the Finnish firm was possible. In
addition, the quality of relationship affected the final choice of the partner. The chosen
partner was considered “more believable and clearer. The other potential partner was
more like a capitalist player and it was difficult to know what they were really
thinking”. The chosen partner was considered to be more reliable, the atmosphere was
better and organisational values more suitable for the Finnish firm. The type of licensing
was an exclusive license, which guaranteed for the licensee the right to produce and sell
the licensed product exclusively in the target country. In addition, it was agreed that

firm A can also buy components from the licensee for its own production.

Perceived environmental related uncertainties and volatilities

Based on the answers received through the questionnaire, some uncertainty was felt
about political and legal and competitive environment. Uncertainty related to the
competitive environment was not considered very high, because the firm thought that

the local firm had quite a strong market position in the target country and that it is
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capable of handling the competition in the market. However, the firm felt uncertainty
about the potential new entrants to the market and the actions of foreign companies.
Although the uncertainty about competition was not very high, it was assumed that
competition will be quite hard in the country. The demand uncertainty, on the other
hand, was evaluated very low, because there was shared belief in the target country and
firms in the industry that there would be a strong increase in demand for those products.
The socio-cultural uncertainty was also perceived quite low. Additionally, the volatility
in demand and competitive environment was considered quite strong, but in political &

legal and socio-cultural environment quite low.

Perceived behavioural uncertainty

The behavioural uncertainty was perceived quite low. The only fear was that the partner
could not fulfil its promises and obligations. This was clarified in the interview when
asked about the perceived uncertainties at the planning stage. The uncertainty about the
product quality was emphasised. It was not sure how well the partner could follow the
quality requirements of the Finnish firm. However, the firm tried to protect itself from
the threat of low quality product by including a condition in the contract that the Finnish
firm can forbid the use of their trademark if they feel the quality is not what it is
supposed to be. Nevertheless, at the planning stage this uncertainty was also seen in
their assessment of potential inputs required from them in order for the entry to take
place. The Finnish firm thought that they would need to spend a lot of time and other

resources for training the personnel in the partner firm.

Dependence

Information received from the questionnaire revealed that the Finnish firm did not feel
that they were dependent on the local firm. Indeed, the firm A had other licensee
candidates to choose from as they were approached by four different firms in the
beginning of the process. However, there seems to be some sort of contradiction in the
assessment of the local firm’s dependence on the Finnish firm. Although it was stated
that the local firm was not dependent on the Finnish firm, it was agreed with the
statement that the local partner might had difficulties to find another partner if co-

operation with the Finnish firm had not been realised. This contradiction can be at least
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partly explained by the fact that the local firm had enough financial resources so they
did not need financial help from the partner. In fact, they even built a new modern
factory on their own for the production of the licensed product. However, there were not

so many available potential foreign partners with required technology.

Unexpected changes during operation

After operating 3-4 years in the target country, it became clear that the sharp increase in
demand was not taking place. There was some increase in demand, but the level was not
what was expected. In general, the development of the market was not what had been
assumed. This resulted mainly from the fact that the expected changes in legislation,

which would have increased the demand for the product, were not realised.

Adaptation efficiency

The adaptation efficiency was considered to be quite good. Negotiations related to
changes in the environment proceeded smoothly, it was not difficult to reach a common
understanding with the partner and the firm was quite pleased with the speed of reaction
to changes in the target country. In addition, the received information about the
environment was considered understandable, although the information was not always
the most relevant. Especially the relevance of received political and legal information
was not considered good. The received information was mainly based on what the
partner was telling. The visits of Finnish managers to the licensee’s firm were the main
source of information. In addition, the local managers also made visits to Finland. The
relationship between the Finnish and local managers was described as “extremely good
and close ones”. Besides the discussions between the managers, information was also
received in the form of written reports. Basically the firm got the information it asked
for. All in all, the discussions were conducted openly and the received information was
considered reliable. However, the firm was lacking the information about the
development of legislation related to the industry it was operating in. This information

could have helped in estimating the level of demand more realistically.
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Control efficiency

The control efficiency was considered to be very good. The licensor firm had not
invested too much time nor personnel in controlling the partner’s actions, the licensee
had fulfilled its obligations and promises and had not taken an advantage of the situation
to further their own interests at the firm A’s expenses nor hidden relevant information
related to the operation. Even the calculation of royalties and the agreement in transfer
pricing were not considered difficult, because the partners agreed in their negotiations to

open enough bookkeeping to get the needed information.

Performance

Based on the subjective assessment by the interviewed manager, the performance was
considered quite low. The firm was extremely unsatisfied with the performance in
general, increase in sales, amount of sales, market share and access to the markets and
quite unsatisfied with the reputation. However, they were somewhat satisfied with the

efficiency in production and the returns they made.

Firm B

Background and motives to enter the target country

The firm B produces electronic equipments. At the time of entry, in 1985, the turnover
was 50 MEUR and the number of personnel 700. The firm wanted to enter the country,
because they thought it offered a great market potential. They wanted to use exporting
as an operation mode, but because of the high level of customs and taxes it was not
possible to do it profitably. The only way to operate in the target country was to start
local manufacturing. However, they thought that they did not have enough experience

or resources to be involved in foreign investments.

International experience

Although it was thought in the firm that they lacked international experience, they were
actually doing business in several foreign countries, altogether in 21 countries from
Europe, North America, South America, Asia and Middle East. Thus, the firm’s

international activities were geographically spread indicating experience from doing
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business in different types of environments. However, the firm had used quite limited
number of different types of operation modes. In most of the cases, exporting had been
used as an operation mode and they had only two subsidiaries, both focusing on sales
and marketing activities. Thus, the firm had no experience in manufacturing activities in
foreign countries and no experience in international co-operative arrangements like
licensing. In addition, there was no prior experience in doing business in the target
country. Accordingly, the firm lacked target country and operation mode level

experience.

Operation mode choice and partner selection

The restrictions in the target country limited the options for operation mode choice to
licensing and manufacturing FDIs. At the firm level, the lack of experience in the target
country and limited resources prevented the use of FDIs. In addition, the firm was
approached by a local firm, who suggested co-operation in the form of licensing. In
practice, the alternatives for the firm B were either *““to enter to country using licensing
or not enter at all”. By starting licensing agreement the firm thought that they could get
some extra revenues in the form of royalties, down payment and component selling to
the licensee. Thus, the firm B started its first licensing operation in a country, in which
it had no prior experience, more as a response to a request from a local firm than based
on careful analysis of the target country and potential licensee candidates. The local
firm had prior experience in international licensing with other European firms and thus
it was perceived that the local firm was capable of licensing products. No other criteria
were mentioned in starting the co-operation with the local firm. The type of license was

an exclusive license.

Perceived environmental related uncertainties and volatilities

How then were the different types of perceived uncertainties influencing the operation
mode choice or did they have any role? What kind of uncertainty was experienced and
why? Based on the answers received through the questionnaire, it seems that greatest
uncertainty about environmental uncertainties was felt about political and legal
environment and to some degree about competitive environment. In addition, perceived

behavioural uncertainty was high. However, based on the data received from the
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interview, the environmental related uncertainty was not emphasised. One reason for
that may be that ultimately, the firm started its operations in the country as a response to
a request from a local firm and, therefore, the environmental related issues were not
very much analysed beforehand. When specifically asked about the perceptions related
to environmental-uncertainties, the answer was “it was perceived pretty uncertain”,
because so much was relied on “information given by the partner””. However, it seems
that in the case of firm B, the environmental uncertainties did not have a very big role in
making the operation mode choice. In addition, volatility in competitive environment
was considered low and in political & legal, socio-cultural and demand environment

some degree of volatility was recognised.

Perceived behavioural uncertainty

The high level of perceived behavioural uncertainty was also clear in the interview.
What is interesting is that the firm started licensing with the local firm in spite of the
high level of perceived behavioural uncertainty. However, this can be partly explained
by the fact that the other option was not to enter the country at all, and this way at least
some revenues could be earned. Additionally, it was thought that whatever the local
partner will do in the target country, it does not affect the firm’s other operations,
because the partner (licensee) is operating in closed markets. The licensee was also
using its own brand, so if the firm produced a low-quality product, it would not harm

the reputation of firm B.

Dependence

When asked about the importance of co-operation to the firm and to the partner, it was
stated that neither of the partners was dependent on the other one. However, the Finnish
firm considered it to be quite important to have a partner in order to get to the target

country markets.

Adaptation efficiency
Not very much can be said about the adaptation efficiency. Based on the data received
through questionnaire, adaptation efficiency in demand and competitive environment

was lower than in the case of political and legal environment and socio-cultural
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environment. Especially in the case of demand and competitive environments, the firm
was not satisfied with the relevance and timing of received information. The problem
related to receiving information from the market was also verified by the interview data.
It was specifically mentioned that the problem in receiving information was that the
firm had to rely on the partner and what the partner said, because they did not have their
own unit, which could have verified the information. Thus, in the case of firm B,
licensing as an operation mode was not considered to be a sufficient one to receive

information about the environment.

Control efficiency

Based on the questionnaire data, the control efficiency was considered very low. This
was also confirmed by the interview data. During the interview the difficulties in
calculating royalties were specifically mentioned, because the firm had no idea how
many products were actually sold in the country. In the beginning of the licensing
agreement, this kind of difficulty was not present, because the firm B was also selling
some components, which were needed in the production of the licensed product. The
component selling made it possible to know how many products were sold and, thus,
the reliable calculation of royalties was possible. However, later on the components
were also locally manufactured and the tool to control the amount of manufactured
products was lost. The firm was, thus, entirely dependent on the information received
from the licensee. The relationship between the licensor and licensee was described as
““quite ok in the beginning but later the situation got out of the control””. In addition to
the difficulties in calculating the royalties, it was later noticed that the licensee had also
copied products that were not included in the licensing package. It was stated that the
partner had taken an advantage of a situation to further their own interests at the firm
B’s expenses, the partner had not fulfilled their promises and obligations and that the

partner had hidden relevant information for the operation.

Obviously, the relationship between the partners was not taken care of properly. The
contacts between the partners were limited and no attention was paid to the developing
the relationship into more reliable one. Why then was the relationship development

neglected? One explanation could be that because the firm B did not have prior
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experience in licensing agreement nor any other international co-operation agreement,
they did not know what to do or how to do it. However, there were some profound
changes taken place in the firm B, which may have had quite a big role in the low
control efficiency. The Finnish firm B was acquired by a foreign firm. Thus, the firm
became a part of a multinational firm, which had its own manufacturing units in the
target country. This change affected the licensing agreement in two ways. First of all,
the licensor (firm B) did not have time to pay attention to the licensing operation or the
relationship, because so many changes, which required attention, were taking place in
the organisation. Secondly, the strategic situation was quite different now when the firm
was a part of multinational company having its own production units in the target
country, than when it was a smaller Finnish firm having no manufacturing operations
abroad. The new firm actually did not have the motive to develop the relationship with
the licensee or to try to improve the success of the licensing agreement in any other
means, because there were now its own units in the target country, which were
competing with the licensee. Thus, “in a way an attempt was made to forget” the
licensing agreement and not enough attention was put in for taking care of the ending of
the agreement. Thus, the licensee succeeded in copying the next generation of the

product and became a competitor for the firm in the market of the target country.

Performance

In general, the performance of the operation was assessed quite unsatisfactory. The firm
was also quite unsatisfied with the increase in sales, amount of sales, efficiency in
production, market share, reputation and access to the markets. However, they were

somewhat satisfied with the returns.

5.5.2. Joint ventures

In this section the description of the two joint venture cases is presented. First,
information related to firm C and its joint venture operation is presented, which is then

followed by the description of firm D and its joint venture operation. The description is
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based on the main elements developed in the theoretical framework. The description
starts with giving background information on the firms and their prior international
experience. Operation mode choice and partner selection are discussed next. This is
followed by the description of perceived uncertainties, volatilities and dependence
issues. Finally, issues related to unexpected changes during operation, adaptation

efficiency, control efficiency and performance are dealt with.

Firm C

Background and international experience

The firm C operates in metal industry. At the time of entry, in 2001, the turnover was 15
MEUR and the number of employees was 170. The firm had obtained its prior
international experience by doing business in 27 countries, representing most of the
continents in the world. The firm had been operating in Europe, North America, South
America, Asia and Africa, so the target countries were geographically dispersed. Most
of the countries were served through exports. However, the firm had also used
investment modes. They had manufacturing WOSs in North America and JVs in two
countries in Europe and in South America. The JV in Europe focused on offering
service to local clients and the JV in South America concentrated on sales activities.
Also some processing of products was taken place in the South American JV. In
addition, the firm had been involved in quite intensive co-operation in Asia with two
distributors. Furthermore, the firm had done business in the target country since 1965 by
exporting. The manager who was in charge of the project, also had personal experience
of doing business in the target country. He had lived and worked in the target country
for several years, spoke the local language and had built good network in his field of
business. Additionally, it was stated in the questionnaire that the firm had prior contacts
with over 10 government officials and over 10 other influential people working in
politics and legal institutions. When asked about this in the interview, it was clarified
that these contacts were mainly related to different permits and licenses required in the

target country.
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Operation mode choice and partner selection

Thus, the firm had already entered the target country by exporting its products.
However, the firm was interested in being locally present, instead of just serving the
markets from Finland. The main motive for increasing the intensity of its operations was
that there was increase in demand for the type of service the firm was offering.
Actually, there was a request from the local customer for the Finnish firm to establish a
firm in the country and to locally offer the same products and services, which they now
were exporting from Finland. Thus, the impulse to be locally present came from the
customer. In fact, an employee in the customer firm saw that the products and the
service of the Finnish firm were excellent. He also saw that the demand for the firm’s
products and service was increasing. The person was so enthusiastic about the situation
that he was willing to leave the customer firm and start a joint venture with the Finnish
firm, which then happened. Thus, the partner selection process was quite
straightforward. The Finnish firm responded to the request of the person, employed by
the customer firm, to start a joint venture. Additionally, a third partner, presented and
suggested by the other partner, participated in the establishment of the joint venture.
Thus, firm C formed a JV with a local firm and with a person from a third country. The
partners were believed to bring local contacts and customers for the JV. The ownership
was equally shared and, thus, each partner owned 33.3% of the JV. The established JV
was involved in manufacturing, sales and service activities. Hence, the operation mode
choice was quite clear. Actually, no other operation modes were even considered,

because exporting had already been used and JV was suggested by the customer.

Perceived environmental uncertainties and volatilities

Based on the questionnaire information, at the planning stage the political and legal
uncertainty was perceived as high, the socio-cultural uncertainty quite high, and the
competition environment was perceived somewhat uncertain. However, quite low
uncertainty was perceived about demand. When asked specifically about why so much
uncertainty was perceived on political & legal environment and socio-cultural
environment, personal experiences of the interviewed manager were mentioned as the
primary reason. When the manager had lived in the country, he had experienced that the

political & legal and socio-cultural environment in general were quite uncertain.
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Changes were made suddenly and in most of the cases without prior notification. The
manager said that “in worst of the cases one could read in the newspaper in the same
day that some legislation had been changed”. Besides, quite strong volatility was
perceived about political & legal environment. Some volatility was seen in socio-

cultural, demand and competitive environment.

Perceived behavioural uncertainty

The perceived behavioural uncertainty was perceived quite high. It was specified that
when a Western firm starts an operation in this kind of country ““all issues should be
questioned and especially those (related to the partner activities)”. In addition, the
interviewed person emphasised that his own experience verified that quite often there
are good reasons for being sceptic about the partner activities. However, in spite of the
bad experience in the past and quite high perceived behavioural uncertainty, the firm
started a joint venture, because they believed they could manage the situation. In
addition, the information received from the questionnaire revealed that the Finnish firm
felt they were more dependent on the partners than the partner was dependent on them.
This is explained by the fact that it was believed that the contacts of the partners would
guarantee customers and, thus, a certain amount of sales for the JV. Thus, there would

be no need for starting from scratch.

Unexpected happenings during operation

However, only a few months after the establishment of the JV, serious problems started.
It became clear that the demand was not at all what had been expected. Calculations
were based on the needs of the customer firm in which one of the partners had worked
at. It was believed that the old customer would still buy certain amount of products from
the JV as it had done earlier from the Finnish firm directly. Nevertheless, the customer
firm did not like that its employee had left and started its own business with other
partner, and as a result the JV was blacklisted. This meant that suddenly the JV was in a
situation that it had no customers, no sales and no returns. However, it still had all the
expenses of running a firm. Thus the Finnish manager had no other option than “to fire

the partner, who also was acting as a managing director...later on he was bought out”.
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Nevertheless, JV was still on the blacklist and it had to start from scratch and start

looking for new customers.

Adaptation efficiency

Based on the questionnaire information, the adaptation efficiency related to political &
legal and socio-cultural environment was considered quite good, although information
related to political & legal environment was not always received in time. In the
interview this was specified to apply to the legal environment. There were some
changes in legislation, which complicated the Finnish firm’s management over JV. In
general, the interviewee emphasised that the problem very often is that the legislation
concerning JVs is still quite undeveloped and it sometimes changes extremely rapidly.
In order to get the relevant information in time, the firm should have a lawyer focusing
on checking the development of the legislation daily. Otherwise, according to the

interviewee, firms just have to live with the risk that unexpected changes do happen.

When asked in general about the ways of collecting information about the environment,
it became clear that the information received through JV was not considered reliable. It
was stated that the best way to get information is to build up a network by the firm
itself. In fact, it was through this network that the Finnish firm got the information of
being blacklisted. It was stated that the firm probably had not ever received reliable

information.

In addition, the firm had some problems related to the demand and the competitive
environment. Especially there were problems in negotiations, reaching an understanding
with the partner and in capability to react changes quickly enough. The problems were
clarified in the interview. The unexpected situation related to the demand also reflected
in the adaptation efficiency. Although the South African partner was no longer involved
in the operation of the JV, the Finnish firm had problems with the remaining local
partner. There were a lot of arguments about how to proceed and to react to the
unexpected situation. The Finnish firm wanted to continue the operation, which on the
other hand, required extra investments. However, according to the interviewee, the

partner was not willing to invest any money and did not seem to understand its own
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responsibility as a partner. The communication with the partner was described as bad,
inadequate and even distorted, maybe even intentionally. Reaching an agreement was
considered very difficult. Trust, to some extent cultural differences and even the
capabilities to understand the basics of business were mentioned as the most significant

reasons causing difficulties with the partner.

Control efficiency

Based on the data received from the questionnaire, it was considered that the partner
had taken advantage of the situation to further its own interests at the firm C’s expense,
the partner had not fulfilled its promises and obligations and the partner had hidden
relevant information for the operation. However, not too much time or personnel had
been invested in controlling the activities of the partner. Was there too little control
then? Could these problems have been avoided if more time and personnel had been
invested in controlling the operation? According to the interviewee, the Finnish firm
had an appropriate level of control, especially when taking into account the environment
in which the JV was operating. It was stated that the control will always be insufficient.
The main thing is to make sure that the operation follows local legislation and to try to
limit the Finnish firm’s responsibility of potential problems in the target country. The
control was based mainly on reports and visits to the JV. In addition, although in the
beginning of the operation the partners had equal ownership, the Finnish firm had made
sure that they had all the power for the management of the JV. This was specified in the
JV contract. Although this condition was not in accordance with the local legislation
and thus was not legally binding, in practice it was guaranteed. Thus, even though their
ownership level increased from 33.3% to 78.2% the firm did not see any difference in

their possibilities to control the activities.

Performance

The interviewee was quite unsatisfied with the performance of JV in general. The firm
also was quite unsatisfied with the amount of sales and the access to the markets and
extremely unsatisfied with the amount of returns. However, they were somewhat
satisfied with the increase in sales, the market share and quite satisfied with the

efficiency of production and the reputation they had.
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Firm D

Background and international experience

Firm D operates in energy industry. The turnover at the time of the entry, 2003, was 27
MEUR and the number of personnel 170. Before establishing the JV, the firm had
exported to five countries in Europe and Asia. The firm had exported to the target

country since 1994. No other operation mode than exporting had been used earlier.

Operation mode choice and partner selection

The main reason for the firm increasing the intensity of its operation in the target
country was to improve its competitiveness. Although the firm had exported to the
country since 1994, they were not satisfied with the level of sales. In addition,
competition in the markets was intensive and as a result of that the prices were
dropping. Thus, it was thought that being locally present in the country near the
customers and focusing on developing the sales would improve their competitiveness.
The management of the firm was unanimous about the choice of operation mode and
therefore the choice was quite clear. The most important thing for the firm was to have
authority over the operations in the country. They were able to succeed in this by
establishing a firm, in which they had 55% ownership. The Finnish partner had 35%
ownership and the local partner 10% ownership. However, firm D felt that the
established firm was more like their own unit than a JV because they had the authority
to make decisions. The firm D approached the local partner and asked his interest in
participating in the operation. They had known the person for the past 15 years and,
thus, the relationship with him had developed from a mere business relationship to a
more personal type of relationship. The person was interested and thus co-operation
started. The local partner helped in the process of establishing the firm and as a result of
that some money was saved. The established firm was involved in assembling, sales,

purchasing and service activities.

The prior contacts with 3-5 influential people working in politics and legal institutions

mentioned in the questionnaire were conducted in order to know how to establish a firm



ACTA WASAENSIA 165

in the target country. The contacts were described as basic routines required in order to

know what to do.

Perceived environmental uncertainties and volatilities

From the environmental uncertainties, political & legal, socio-cultural and demand
uncertainty were described as quite low or low. In the interview it was specified that the
political & legal and the socio-cultural uncertainty were perceived so low because of the
needs and objectives of the target country. It was thought in the firm that if the target
country wants to continue its development, the same type of policies will continue and
therefore no uncertainty was perceived. In addition, it was believed that the markets will
continue developing and, thus, also the level of demand was seen as increasing.
However, the uncertainty related to competition was perceived quite high. This
perception was based on the firm’s experiences in the target country. Because all firms
competing in the same sector in the target country think that the markets offer a great
potential, anything can happen. Thus, ““just out of the blue a competitor can drop its
price”. Information about the perception of volatility revealed that although no
volatility was seen in political & legal environment, quite strong volatility was related to
the socio-cultural and the demand environment and extremely strong volatility to the

competitive environment.

Perceived behavioural uncertainty

The behavioural uncertainty was perceived quite high and, thus, there was a fear that the
potential partner would take advantage of a situation to further their own interests at the
firm D’s expense, the partner would not fulfill its promises and obligations, would hide
relevant information for the operation or would become a potential competitor. The firm
itself had no experience in international co-operation and, thus, its perceptions were not
based on experiences in the firm level. However, they had heard of the bad experiences
of other firms and, therefore, wanted to rule out this threat by having the authority over
operation. When asked about the importance of co-operation for the firm D and for the
partners, based on the views of firm D it was considered that the firm was dependent on
the partner. This dependence was related mostly to the financing of the operation.

However, the partners were not considered to be dependent on the firm D.
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Adaptation efficiency

The adaptation efficiency was considered to be quite high. It is believed that relevant,
understandable information about the political & legal, socio-cultural, demand and
competitive environment has been received in time. Information is received mainly
through the local unit. Communication between the unit and firm D is described as
open, the information is received when it is asked for and, thus, no problems have been
experienced related to the information. In addition, it has been easy to agree on
decisions and, in general, co-operation has been good. The interviewee sees that in
addition to having the majority of the ownership, the organisational culture of the
Finnish firm helps in having such a good co-operation. The operation is guided by clear
principles as to how to act, the communication policy is open, and honesty and respect
for others are emphasized. In addition, although the person in charge of the unit is a
local, he understands the Western way of doing business and applies those principles in
his management. The representatives of the firm had known him for about 10 years and

he was considered a reliable person.

Control efficiency

Also the control efficiency was considered very high. Thus, it was believed that the
partners had not taken advantage of the situation to further their own interests at the
firm D’s expenses, the partners had fulfilled their promises and obligations, and had not
hidden relevant information for the operation. In addition, not too much time or
personnel had been invested in controlling the operations. The interviewee sees that the
control is sufficient. The control is based on communication between the units, monthly
reports, well-developed IT-based management system, on—line connections and regular

Visits.

Performance

In general, the interviewed manager is somewhat satisfied with the performance. He
was also somewhat satisfied with efficiency in production, returns, and market share
and quite satisfied with reputation and access to markets. The firm is appreciated in the

target country especially because of its service. He was not very satisfied with the
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amount or increase in sales at the moment; however, he thought that the direction was

right.

5.5.3. Wholly-owned subsidiaries

In this section the descriptions of the two wholly—owned subsidiary cases are presented.
First, the information related to firm E and its wholly—owned subsidiary operation is
presented, which is then followed by the description of firm F and its wholly—owned
subsidiary operation. The description is based on the main elements developed in the
theoretical framework. The description starts with giving background information on
the firms and their prior international experience. The operation mode choice and
partner selection are discussed next. This is followed by the description of perceived
uncertainties, volatilities and dependence issues. Finally, issues related to unexpected
changes during operation, adaptation efficiency, control efficiency and performance are

dealt with.

Firm E

Background and international experience

Firm E operates in the field of electric heating systems. At the time of the establishment
of a wholly—owned subsidiary in the target country, in 2002, the turnover was 176
MEUR and the number of personnel 1340. The firm was exporting its products to over
40 countries in Europe, Asia and Middle East. In addition, it had several manufacturing
and sales WOSs in Europe. Both acquisitions and Greenfield type of investments had
been used. The firm also had exported its products to the target country since 1998.
Firm E had been in contact with 1-2 influential people working in politics and legal
institutions before the WOS was established. When asked about this in the interview, it

was clarified that the contacts were related in handling permits etc.
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Operation mode choice

Starting manufacturing activities in the target country was mainly motivated by the fact
that serving the markets by exporting meant that the delivery time was too long. Thus,
in order to shorten the delivery time the firm wanted to be locally present in the market.
The choice of operation mode was clear. No co-operation with a local company in the
form of licensing or joint venture was considered. The reason for this was argued to be
the fact that because the product was relatively new in the target country markets, co-
operation with a local firm was not considered beneficial. Thus, WOS was considered to
be the only option for starting the manufacturing operations. Thus WOS focusing on
manufacturing and sales activities was established in the form of greenfield investment

in 2002.

Perceived environmental related uncertainties and volatility

The information received from the data revealed that the firm perceived quite high
uncertainty about political & legal, socio-cultural and competition related issues. The
uncertainty related to demand was assessed as moderate. It was emphasised in the
interview that the uncertainty was perceived so high, because “you cannot get any
information from there and it is changing all the time. You hear rumours, but to get the
right information at a right time, that is very difficult.”” However, based on the
interviewee, the perceived uncertainty did not necessarily influence the actual decision-
making. It just meant that a longer time was spent on trying to find reliable information.
Additionally, based on the data received from the questionnaire, the level of volatility
was considered quite low. In fact, no volatility was seen in political & legal and socio-

cultural environment and only some volatility in demand and competition environment.

Perceived behavioural uncertainty
The firm perceived high behavioural uncertainty, which mainly stemmed from the
experiences and stories by other firms. However, the firm itself did not have any bad

experience from international co-operation.

At the planning stage, it was assessed that the firm may need to adapt the product

according to the target country requirements, may have to hire people having expertise
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on local markets and may need to spend a lot of time and other resources for training the
personnel in the target country unit. In fact, according to the interviewee, the firm had
invested quite a lot in training the personnel and somewhat in hiring the local experts.
However, adaptations of the product and machinery have required quite little effort or

investments.

Adaptation efficiency

In general, based on the information received from the questionnaire, the adaptation
efficiency was considered to be moderate and no clear differences in adaptation
efficiencies related to different environments could be noticed. However, in the
interview the need for reliable information, especially about the market situation, was
emphasized. The firm cannot necessarily rely on the published information, because it
may have been censored. Thus, especially in the beginning of the operation, the firm
lacked reliable information related to demand issues. Nevertheless, the problem is not so
big any more, because the firm has been able to form contacts with Finnish and other
Western firms in the country and also with local firms and thus they have been able to
develop their own network of contacts, through which reliable information can be
received. In addition, some positive changes have taken place also in official publishing.
However, the interviewee emphasized that knowing a right person guarantees that you

still can get the information earlier than it is published eg. in the newspaper.

Based on the interview, there have also been problems in communication and
understanding between the Finnish firm and its subsidiary. Mainly they have been
related to the differences in the ways of doing business in Western countries and in the
target country. According to the interviewee, it has been difficult to get the local
employees understand how a Finnish firm operates. Often, it takes a lot of time and

effort to get the locals to understand what they are required to do.

Control efficiency
Control efficiency was considered very high. Thus, it was believed that the unit had not
taken advantage of a situation to further their own interests at the firm E’s expenses, the

unit had fulfilled their promises and obligations and had not hidden relevant information
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for the operation. In addition, not too much time or personnel had been invested in
controlling the operations. The control is based mainly on the fact the managing director
of the unit is a Finn. In addition, regular visits between the subsidiary and parent
company are made. However, according to the interviewee, it is difficult to know

whether the control is sufficient. Nevertheless, nothing suspicious has been noticed.

Performance

The firm is quite unsatisfied with the performance in general, increase and amount of
sales and access to markets. In addition, they were extremely unsatisfied with the
returns and market share. However, they are somewhat satisfied with their reputation in
the market and quite satisfied with the efficiency in production. In general, it was stated
that the operation in the target country has been more difficult than what had been
expected at the planning stage. Especially the lack of contacts has made it difficult to
increase sales. In addition, because the product is quite new in the target markets, a lot
of resources has been spent on making the product known and on explaining the

possibilities of the product.

Firm F

Background and motives to enter the target country

Firm F entered the target country in 2002 by establishing a WOS. The WOS was
focusing on assembling, sales and service activities. At the time of the entry, the
turnover was 18 MEUR and the number of personnel only 30. The firm wanted to enter
the country because the potential of the markets was considered promising. In addition,

the interest to develop a network of local subcontractors was an important motivator.

International experience

Before entering the target country, the firm had been exporting its products to several
countries in Europe, North America, Asia and Middle East, approximately to 50
countries. In addition, it had a few subcontractors in the North America. However, the
actual network of subcontractors consisted of almost 200, which were controlled by the

subcontractors the firm was co-operating with. The firm also had two WOS, acquired
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from North America and Europe. However, the firm had no prior experience of doing
business in the target country. Nevertheless, in the questionnaire it was stated that the
firm had had contacts to 3—5 politicians, over 10 government officials and 3—5 other
influential people working in politics & legal institutions. The reason for and the types
of contacts were clarified in the interview. The representatives of the firm had
participated in occasions in which they had a chance to get to know local officials and
organizations and to estimate the potential interest of officials and government-owned
companies for the products and the service the firm was offering. Thus, the main
motivator was to get to know local conditions and to try to estimate the potential
demand. At the time of establishing the WOS in the target country, the firm also started
exporting to the country and acquired 30% ownership from a local company offering

service in the same industry.

Operation mode choice
The firm entered by WOS instead of some other operation mode, mainly because it was
believed that it is easier to control a WOS than eg. a JV: especially when one of the

objectives was to find local subcontractors and to develop the co-operation with them.

Perceived environmental uncertainties and volatilities

At the planning stage the perceived uncertainty related to political & legal environment
was estimated as quite high and socio-cultural, demand and competition related issues
were perceived somewhat uncertain. In the interview, especially the uncertainty related
to legislation and customs was emphasised. In addition, the interviewee brought up the
issue of not knowing how to actually do business and make deals with the local
customers, who were mostly government-owned firms. Quite strong volatility was
actually seen in political & legal environment, and in demand and competition.
Behavioural uncertainty, on the other hand, was evaluated to be quite moderate. At the
planning stage it was also assumed that the firm may need to invest in machinery, which
has been adapted to local condition, have to hire people having expertise on local
markets and may need to spend a lot of time and other resources for training the
personnel in the target country unit. In reality, they have invested quite a lot in the

adaptation of machineries and hiring experts. The training of the local personnel has
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required some input, but quite little effort has been put in to the adaptation of the

products to suit local conditions.

Adaptation and control efficiency

In general, the adaptation efficiency was evaluated to be quite good. The interviewee
considered that the firm had received information about the demand and competition,
although the amount of received information is never enough. In addition, some
concerns were mentioned about the reliability of the information. However, it was
pointed out that through experience the firm has learned to adapt to the changes in the
customers’ activities and, thus, the ability to react to changes was considered good. The
control efficiency was also assessed to be quite good. Thus, it was believed that the unit
had not taken advantage of a situation to further their own interests at the firm F’s
expense; the unit had fulfilled their promises and obligations and had not hidden
relevant information for the operation. In addition, not too much time or personnel had
been invested in controlling the operations. The control is mainly based on having their
“own man at the subsidiary. In addition, regular visits between the subsidiary and
parent company are made. Challenges have been, however, experienced in issues related
to book-keeping, because of the different customs in Finland and in the target country.
Thus training the local personnel to a Western way of thinking has required a lot of

effort.

As was mentioned earlier, the firm also was involved in joint venture in the target
country with minority ownership, which gave a good opportunity to compare the
experiences received from these two operation modes in the same country. In general,
the interviewee considered that the operation of WOS has been considerably easier. The
management and operation in general has been much more straightforward in WOS.
Especially, issues such as control and withdrawing the profits have caused much more
challenges in the JV. The needed information related to eg. book-keeping is more

difficult to receive in the case of JV.
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Performance

The firm is quite satisfied with the performance in general, returns, market share and
access to markets. However, they are quite unsatisfied with the increase and amount of
sales and only somewhat satisfied with the efficiency in production and access to

markets.

5.6. Integration of the results and development of the propositions

In this section integration of the results based on quantitative and qualitative studies and

the development of the propositions are conducted.

5.6.1. Formation of managerial perception of uncertainty

Perceived political and legal uncertainty

It was suggested in the developed theoretical framework that political and legal
uncertainty would be influenced by target country institutional experience, risk-seeking
attitude and volatility in political and legal environment. Thus, it was hypothesised that
(H3) target country institutional experience and (H6a) risk seeking-attitude will have a
negative relationship and (H7a) political and legal volatility will have a positive
relationship with the perceived level of political and legal uncertainty. However, the
hypotheses were not supported. In addition, the results based on the explorative political
and legal uncertainty-specific model indicated that none of the studied experience types,
risk-seeking attitude and volatility are capable of explaining the level of perceived

uncertainty.

The qualitative analysis of the six cases, however, offers some clarification why some
of the suggested variables did not seem to influence the perceived uncertainty. We will

first have a look of the role of target country institutional experience in these six cases.
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In both of the licensing cases (A&B) the firms had no prior target country institutional
experience and the level of perceived political and legal uncertainty was quite high. So
in these cases some support for the H3 is seen. However, in all the joint venture and
wholly-owned subsidiary cases the firm had some level of target country institutional
experience, but still quite high or high level of political and legal uncertainty was
perceived. This is totally contradictory to the suggested relationship. Nevertheless, this
suprising result can be explained by the fact that in the interviewed cases, prior target
country institutional experience turned out to be the contacts with officials, which were
needed in order to start JV or WOS. Thus, the contacts were eg. contacts related to
receiving permits or getting information how to set up a firm in the target country.
These kind of contacts, naturally, do not help much in receiving information about
potential future changes in the political power structure or changes in laws and
regulations, which were considered critical in order to reduce the level of perceived
political and legal uncertainty. It seems that the measurement of the target country
institutional experience variable was not capable of specifying the different types of
contacts, because only the number of contacts the firm had prior to entry with 1) target
country politicians, 2) government officials and 3) other influential people working with
politics and legal institutions were now asked about. Thus the measurement takes into
account three different types of people with whom the contacts were made, but it does
not take into account the content of these contacts. Therefore, it would be of utmost
importance to develop the measure further by taking into account the content of

contacts, the regularity of contacts and the level of formality of the contacts.

Although the measurement of the target country institutional experience seemed to be
inadequate, some support for its role in the formation of political and legal uncertainty
could be found. In case A it was mentioned that the firm lacked information about the
development in legislation. This was mainly because the firm A was relying primarily
on the partner for receiving information. Developing its own contacts with relevant
actors in political and legal environment might have helped decreasing the level of
perceived political and legal uncertainty. Thus, it is still believed that the target country
institutional experience can decrease the level of perceived political and legal

uncertainty.
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What is then the role of risk-seeking attitude in the formation of political and legal
uncertainty in the studied six cases. Both risk-seeking and risk-avoiding attitudes were
found in the cases although the level of perceived uncertainty was quite high or high.
Thus, the analyses of the six cases confirm the results of the quantitative studies. Risk-
seeking attitude does not seem to make a difference in the level of perceived uncertainty
in the context of political and legal uncertainty. But why did risk-seeking attitude not
influence the level of perceived political and legal uncertainty? It may also be that the
risk-seeking measure has been inadequate, especially in the context of political and
legal uncertainty. The measurement of risk-seeking attitude focused on the firm’s
attention to potential profits over potential losses and attention to potential threats over
potential opportunities. Thus, the measures, especially the second one, are quite general
in nature. The measurement might have been more adequate if more political and legal
context specific measures would have been developed, taking into account the potential
threats and opportunities in political and legal context and the firm’s risk-seeking

attitudes towards them.

The analysis of the role of political and legal volatility based on the six cases, on the
other hand, does not give such a clear indication of the influence of volatility on the
perceived level of political and legal uncertainty. In cases C and F political and legal
uncertainty is considered to be quite strong and the level of political and legal
uncertainty high or quite high. Also in case B, in which quite high political and legal
uncertainty is perceived, some political and legal volatility is experienced. In addition,
in case D no volatility is experienced and the level of perceived uncertainty is
considered to be quite low. However, in cases A and E quite low volatility and no
volatility, respectively, are experienced, although the perceived level of uncertainty is
quite high. This implies that in these two cases (A&E) there are other, more important
factors that influence the level of perceived political and legal uncertainty. This more
important influencing factor may be eg. the lack of target country institutional
experience or target country institutional contacts. Thus, the analysis based on the cases
seems to partly support the original hypothesis that increase in volatility will increase
the level of perceived uncertainty and does not confirm the findings in the quantitative

study. However, the insignificant results found in the quantitative studies of the
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influence of political and legal volatility on perceived political and legal uncertainty,
may be explained by the fact that although volatility exists, it does not mean that there is
no knowledge or view about how the political and legal environment is going to change
and, therefore, uncertainty is not automatically present. In addition, volatility may

indeed only have a minor role in the formation of uncertainty.

But could there be some other factors that influence the level of perceived political and
legal uncertainty? In the case C, a high level of political and legal uncertainty was
perceived, which was based on the personal experiences of the manager who had lived
in the country and seen how changes in legislation were made without prior notification.
Thus, in this case, a decision-maker’s personal experience in a target country seems to
have a role in influencing the perceived political and legal uncertainty. Hence, higher

experience does not always mean lower uncertainty.

Firm D, on the other hand, perceived quite low political and legal uncertainty, because it
was believed in the firm that the objective of the target country is to continue its
development so no unexpected changes were anticipated to take place. This could
indicate that if information on the needs and objectives of the target country
government, in other words, clearly specified policies and goals of the government are
available, the perceived political and legal uncertainty will be lower. This is also related
to the influence of volatility and the discussion conducted earlier on the potential role of

volatility when there is knowledge or view about the direction of change.

Based on the above discussion the following propositions related to formation of

managerial perception of political and legal uncertainty are developed.

Pla. Target country institutional experience resulting from regular formal and
informal contacts with politicians, government officials and other influential
people working in politics and in legal institutions will have a negative
relationship with the level of perceived political and legal uncertainty.

P1b. Higher risk-seeking attitude toward threats and opportunities in political and
legal context will have a negative relationship with the level of perceived political
and legal uncertainty.
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P1c. Higher political and legal volatility will have a positive relationship with the level
of perceived political and legal uncertainty if there is no knowledge or view about
the direction of changes in political and legal environment.

P1d. Negative target country experience related to political and legal environment will
have a positive relationship with the level of perceived political and legal
uncertainty.

Perceived socio-cultural uncertainty

In the hypotheses development it was suggested that (H2a) target country business
experience and (H6b) risk-seeking attitude will have a negative relationship, and (H7b)
socio-cultural volatility will have a positive relationship with the perceived level of
socio-cultural uncertainty. However, the hypotheses were not supported when the whole
structural model was tested. Nevertheless, the results based on the explorative socio-
cultural specific model revealed that general international experience could decrease the
perceived level of socio-cultural uncertainty instead of target country level experience.

In addition, risk-seeking attitude decreased the level of perceived uncertainty.

We will have a look of as to whether the qualitative analysis of the six cases clarifies the
results based on the quantitative analysis. Only in three of the cases, the firm had target
country business experience prior to the starting of the operation in question. These
were cases C, D and E. Thus, neither of the licensing firms had prior target country
business experience, both of the joint venture cases and one of the wholly-owned
subsidiary cases had prior target country business experience. Two out of the three
cases, which had prior target country business experience (C&E) perceived quite high
level of socio-cultural uncertainty. In addition, one of the licensing cases (A) perceived
quite low level of perceived socio-cultural uncertainty. Thus, these three cases do not
confirm the hypothesis H2a about the role of target country business experience on the
level of perceived socio-cultural uncertainty. Nevertheless, the three other cases (B, D,
F) seem to support the hypothesis. Thus, the results based on the qualitative analysis
seem to give contradictory indications on the role of target country business experience.
Thus, eg. in firm C quite high socio-cultural uncertainty was perceived, although the
firm had prior target country business experience. The interviewed manager stated that

his personal experience in the target country caused him to assess the uncertainty quite
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high. This indicates that depending on whether the experience is negative or positive the
perceived level of socio-cultural uncertainty can be high or low. The insignificant
results in the quantitative studies about the role target country business experience may

be explained by the fact that the quality of experience was not taken into account.

The general international experience measured by the scope of international
experience was quite wide in the case of firm A, B and C, which all had experience in
doing business in 5-6 continents. In addition, both firm D and E were present in three
continents. Firm F had the most limited scope of international experience by doing
business in only two continents. In spite of having a wide scope of international
experience, firm C perceived quite high socio-cultural uncertainty. However, this can
also be explained by the fact that there was prior negative target country experience as
discussed earlier. In addition, in the case D, low socio-cultural uncertainty was
perceived, although the firm did not have such a wide scope of international experience.
This, however, may also be explained by the fact that the firm had prior experience in
the target country, which decreased the level of perceived socio-cultural uncertainty.
Thus, it seems that general international experience also influences the level of

perceived uncertainty, but it is moderated by the target country experience.

In the case of socio-cultural volatility, it seems that in four cases (A, B, C, F) the
hypothesis H7b is supported. Thus, the higher the level of volatility, the higher is the
perceived level of uncertainty. In the case of D, the interviews revealed some
explanation why in the case of quite strong volatility only low level of perceived socio-
cultural uncertainty was perceived. In firm D socio-cultural uncertainty was perceived
low, because it was believed that the objective of the target country is to continue its
positive development, which will also be reflected in socio-cultural environment. Thus,
like in the case of political and legal volatility, if there is knowledge or view about the
direction of potential changes socio-cultural uncertainty, the uncertainty is not

necessarily present.

Thus, based on the above discussion the following propositions related to the formation

of managerial perception of socio-cultural uncertainty are developed.
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P2a. Negative target country experience related to socio-cultural environment will
have a positive relationship with the level of perceived socio-cultural
uncertainty.

P2b. General international experience will have a negative relationship with the level
of perceived socio-cultural uncertainty, but is moderated by target country
experience.

P2c. Socio-cultural volatility will have a positive relationship with the level of
perceived socio-cultural uncertainty if there is no knowledge or view about the
direction of changes in socio-cultural environment.

Perceived competition related uncertainty

In the theoretical framework it was suggested that (H1) general international experience,
(H2b) target country business experience and (H6c) risk-seeking attitude will have a
negative relationship and (H7c) competitive volatility will have a positive relationship
with the perceived competitive uncertainty. However, only the H2b was supported. In
addition, the results based on the explorative competitive uncertainty-specific model
indicated that none of the studied experience types, risk-seeking attitude and volatility
are capable of explaining the level of perceived uncertainty. Thus, surprisingly, not even
the target country business experience did have a significant influence in the formation
of managerial perception of competitive uncertainty, although the p-value was quite

close to significant.

In the qualitative analysis of the six cases, two of the firms perceived quite high
competitive uncertainty. The remaining four cases perceived somewhat competitive
uncertainty. Thus, there were no such clear differences in the level of perceived
competitive uncertainty between the six cases. However, the level of general
international experience did seem to differ a bit between the cases. In those cases in
which the scope of international experience was wider, the level of perceived
uncertainty was also lower. This seems to give some support to the original hypothesis

and, thus, the results of the quantitative study are not supported.

When we have a look at the role of target country business experience in the level of
perceived competitive uncertainty in these six cases, it is interesting to notice that in

those two cases, in which competitive uncertainty was perceived the highest, there was
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prior target country experience. This implies that in these cases, the higher level of
target country business experience had lead to a higher level of perceived competitive
uncertainty, which is contrary to the hypothesis. This is clarified by the results revealed
in case D. In fact, in the firm D, prior target country experience was considered to be the
main reason why such a high level of uncertainty was perceived. It was stated that
because among the firms there is a shared belief that the target market offers great
potential, competitors have done unexpected things. Thus, again depending whether the
experience is positive or negative, it may increase or decrease the level of perceived

uncertainty.

In the case of the role of competitive volatility, no clear support for the hypothesis 7c¢ is
found. In some cases, quite strong volatility is experienced, but it is not connected to
higher perceived competitive uncertainty. However, this is somehow clarified when we
have a look at the case A. In the case of firm A, competitive uncertainty was not
perceived very high, because the firm was relying on the strong market position of the
local partner and its capabilities of handling the competition in the market. Thus,
unexpected changes were not assumed to take place even though competition was

considered to be quite hard and the volatility was considered high.

Thus, based on the above discussion the following propositions related to the formation

of managerial perception of competitive uncertainty are developed.

P3a. Negative target country experience related to competition environment will have
a positive relationship with perceived competitive uncertainty.

P3b. Market position of the potential partner will have a negative relationship with the
perceived competitive uncertainty.

Perceived demand uncertainty

It was suggested that (H2c) target country business experience and (H6d) risk-seeking
attitude will have a negative relationship and (H7d) demand volatility will have a
positive relationship with the perceived level of demand uncertainty. Only one of the
hypotheses (H6d) was supported. Additionally, in the explorative demand uncertainty-

specific model, the risk-seeking attitude still had a significant positive relationship with
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perceived demand uncertainty, but none of the other experienced types or volatility

seemed to influence.

In the qualitative analysis of the six cases, target country business experience did not
seem to have a role in influencing the level of perceived competitive uncertainty. Quite
low competitive uncertainty was perceived both in cases in which there was no prior
target country experience (A&B) and in cases in which there was prior target country

experience. Thus, also in the qualitative analysis no support was found for the H2c.

Risk-seeking attitude, on the other hand, was related to a lower level of perceived
demand uncertainty than in the case of risk-avoiding attitude and thus further support
for the H6d was found. When looking at the level of demand volatility experienced in
the six cases, there seems to be no connection to the level of perceived demand
uncertainty and, thus, H7d is not supported and the results of the quantitative studies are

confirmed.

However, qualitative data offered some clarification for the antecedents of perceived
demand uncertainty. Firm A, which had no prior experience in the target country and
considered the volatility related to demand environment to be quite strong, perceived
quite low demand uncertainty. This was explained by the fact that there was a shared
belief in the target country and firms in the same industry that there would be a strong
increase in demand. Thus, demand uncertainty was perceived low mainly because of the
available information in public discussion. Firm C, on the contrary, had prior experience
in the target country and, thus, it already had customers in the country. Hence, it was
believed that the old customer guarantees a certain amount of demand and nothing
unexpected related to demand was assumed to happen. On the other hand, firm F, which
perceived some demand uncertainty, had no prior experience in the target country.
However, it had been in contact with politicians, government officials and other
influential people working in politics and legal institutions in order to get to know local
officials and organizations and estimate the potential interest of officials and

government-owned companies for the firm’s products. Thus, when the customers are
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government officials and government-owned companies, perceived demand uncertainty

may be decreased by prior target country institutional experience.

Thus, based on the above discussion the following propositions related to the formation

of managerial perception of demand uncertainty are developed.

P4a. The availability of objective information about the level of demand will have a
negative relationship with the perceived demand uncertainty.

P4b. Existing customers in the target country will have a negative relationship with the
perceived demand uncertainty.

P4c. Prior contacts with potential customers will have a negative relationship with the
perceived demand uncertainty.

P4d. The entering firm’s risk-seeking attitude will have a negative relationship with the
perceived demand uncertainty.

Perceived behavioural uncertainty

In the theoretical framework it was hypothesised that (H4) international co-operation
experience, (H5a) local firm dependence and (H6e) risk-seeking attitude will have a
negative relationship and (H5b) the entering firm dependence will have a positive
relationship with the level of perceived behavioural uncertainty. Based on the structural
analysis, international cooperation experience and local firm dependence had a
significant negative relationship with the perceived level of behavioural uncertainty and
thus H4 and H5a were supported. In the behavioural uncertainty specific model,

however, only international co-operation experience had a significant influence.

The analysis of qualitative data seems to confirm the hypothesis H4 about the role of
international co-operation experience. In general, the cases seem to support the idea
that the lack of prior international co-operation experience increases the level of
perceived uncertainty. However, in the case of firm C, quite high behavioural
uncertainty is perceived although the firm has been involved in international co-
operation. Nevertheless, this is explained by the fact that the prior personal experiences
of the manager on the co-operation with the partners in the target country have been

negative. The results indicate that having prior international co-operation experience is
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not enough; rather, the experience has to be positive in order to decrease the level of

perceived uncertainty.

Risk-seeking attitude does not seem to have a role in influencing the level of perceived
behavioural uncertainty in the studied six cases and, thus, the results seem to confirm

the results of the quantitative study and do not support the Hé6e.

The role of local firm dependence and entering firm dependence can be analysed only in
the four cases, in which partnerships are involved and thus the focus is on cases A, B, C,
and D. In three of the cases (B, C, and D) no local dependence is considered to be
present. In addition, all of the cases perceive quite high behavioural uncertainty. In the
case A, there was some unclarity in the assessment of the local firm’s dependence on
the Finnish firm. It was stated that the local firm is not dependent on the Finnish firm,
but it was also stated that the local partner might have had difficulties to find another
partner if the co-operation with the Finnish firm had not been realised, so in the case A
we consider that there is local dependence. The firm A also perceived a low level of
behavioural uncertainty. Thus, the results indicate that local firm dependence decreases

the level of perceived behavioural uncertainty, thus confirming the hypothesis H5a.

Entering firm dependence was found in both of the joint venture cases (C&D), in
which the level of perceived behavioural uncertainty also was quite high. No entering
firm dependence was found in the licensing case A, in which there was quite low
perceived behavioural uncertainty. Thus, these three cases support the hypothesis H5b
that entering firm dependence increases the level of perceived behavioural uncertainty.
The exception for the cases is B, in which it was stated that neither local firm
dependence nor entering firm dependence was present, but still quite high behavioural
uncertainty was perceived. However, the fact that firm B had no other possibilities to
enter the target country than to start a licensing operation with a partner indicates that in
a way the entering firm B was dependent on the local firm. Thus, we argue that HSb
was confirmed in these four cases. Nevertheless, HSb was not confirmed in quantitative
studies. The reason for this may be that it is actually the simultaneous effect of both

local firm and entering firm dependence that needs to be taken into account. This means
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that it is important to identify whether the dependence is unilateral or symmetric. The
focus on hypothesis 5a and 5b was in fact in the unilateral type of dependence. Thus,
when taking the symmetric dependence into account might also help in interpreting the
results. When symmetric dependence exists, it creates a lock-in situation, making it
difficult for both partners to replace the other partner. Therefore, we can argue that from
the entering firm’s point of view the situation is the same as in the case of unilateral
dependence by the local firm and, thus, it can be argued that symmetric dependence

decreases the level of perceived behavioural uncertainty.

However, in addition to prior international co-operation experience or lack of it and the
level of dependence between partners, there may be some other explanations for the
perceived level of behavioural uncertainty. Both firms D and E perceived quite high or
high behavioural uncertainty and they had no prior international co-operation
experience. Nevertheless, both of the firms had heard about the bad experiences in
international co-operation of other firms in the market area and thus the negative
experience of other firms may also influence the level of perceived behavioural

uncertainty.

Based on the above discussion the following propositions related to formation of

managerial perception of behavioural uncertainty are developed.
P5a. Prior positive international co-operation experience will have a negative
relationship with the perceived behavioural uncertainty.

P5b. Other firms’ negative international co-operation experiences will have a positive
relationship with the perceived behavioural uncertainty.

P5c. Unilateral dependence by the local firm will have a negative influence on the
entering firm’s perceived behavioural uncertainty.

P5d. Unilateral dependence by the entering firm will have a positive influence on the
entering firm’s perceived behavioural uncertainty.

P5e. Symmetric dependence will have a negative influence on the entering firm’s
perceived behavioural uncertainty.



ACTA WASAENSIA 185

5.6.2. Perceived uncertainty and operation mode choice

Based on the theoretical framework it was suggested that (H8) the higher the perceived
political and legal uncertainty and (H9) the perceived socio-cultural uncertainty, the
more probable it is that a firm chooses a less integrated operation mode. In addition, it
was suggested that the higher (H10) the perceived competitive uncertainty, (H11) the
demand uncertainty and (H12) behavioural uncertainty, the more probable it is that a

firm chooses a more integrated operation mode.

Based on the quantitative analysis the operation mode choice was influenced by three
uncertainty types. Perceived socio-cultural uncertainty increased the use of a less
integrated operation mode, and both demand and behavioural uncertainty increased the
use of a more integrated operation mode. Thus, H9, H11 and H12 were supported.
However, perceived political and legal uncertainty and competitive uncertainty did not
affect the operation mode choice. In addition, in the explorative uncertainty specific
models the target country institutional experience seemed to increase the choice of more

integrated operation mode.

All of the six cases perceived quite high political and legal uncertainty, but still the
operation mode choices they made were different. The cases (A&B) perceived quite
high political and legal uncertainty and a less integrated operation mode, licensing was
chosen. However, in spite of the fact that quite high political and legal uncertainty was
perceived, a more integrated operation mode was chosen in the cases C, D, E and F.
Thus, the results of the qualitative analysis do not seem to support the H8 and, thus,

confirm the results based on the quantitative studies.

The role of socio-cultural uncertainty, on the other hand, gives contradictory
indications about its influence on operation mode choice and no clear support for the H9
can be found. Thus, the results do not confirm the results based on the quantitative
analysis. In the case of demand uncertainty all the licensing firms and the joint venture

firms perceived quite a low level of uncertainty. The wholly-owned subsidiary cases, on
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the other hand, perceived higher level of demand uncertainty than the licensing and joint
venture cases. Thus, the results seem to support the H11 and indicate, that the higher the
level of demand uncertainty, the more probable it is to choose a more integrated
operation mode. So, the results based on the quantitative analysis were confirmed. A
similar situation was found in the case of competitive uncertainty. Thus, the level of
perceived competitive uncertainty was higher in more integrated operation modes than
in less integrated operation modes. Therefore, H10 receives some support. However, the

results do not confirm the results based on the quantitative studies.

Lets us still have a look at the last uncertainty component, the behavioural uncertainty
and its role in operation mode choice. Firm A perceived quite low behavioural
uncertainty and chose licensing as an operation mode. Thus, the influence of
behavioural uncertainty in the case of firm A seems to confirm the results of
quantitative analysis and hypothesis H12. However, firm B, which also chose licensing
as an operation mode, perceived quite high behavioural uncertainty. No great
differences related to the perceived levels of other uncertainties were identified between
the firm A and firm B. Thus, in the case of B, behavioural uncertainty did not lead to the
choice of a more integrated operation mode as the results based on the quantitative
analysis and the H12 suggest. However, this is explained by the fact that firm B did not
actually have any other alternatives to enter the target country. So, target country

restrictions influenced the operation mode choice.

In addition, in the cases of C and D, a high level of perceived behavioural uncertainty
was perceived. Nevertheless, JV instead of WOS was chosen as an operation mode. The
choice of JV in firm C in spite of the high perceived behavioural uncertainty was
explained by the fact that the firm had a strong belief that they are capable of managing
the situation. The choice of JV in firm D, on the other hand, was explained by the fact
that the firm was able to have the authority over the JV by having majority ownership.
Thus, the choice of a less integrated operation mode in the context of high behavioural
uncertainty was chosen if it was believed that a firm is capable of managing the

situation.
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The unexpected relationship between target country institutional experience and
operation mode choice was clarified by the data received through interviews. In most of
the cases, prior target country institutional experience turned out to be the contacts with
officials, which were needed in order to start JV or WOS. Thus, the contacts were eg.
related to receiving permits or getting information of how to set up a firm in the target
country. This explains the positive relationship between TC institutional experience and

operation mode choice.

Based on the above discussion the following propositions related to perceived

uncertainty and operation mode choice are developed.

P6a. Perceived socio-cultural uncertainty increases the use of a less integrated
operation mode.

P6b. Perceived demand uncertainty increases the use of a more integrated operation
mode.

P6c. Perceived behavioural uncertainty increases the use of a more integrated
operation mode.

P6d. The capabilities of the firm to handle potential opportunistic behaviour moderate
the relationship between behavioural uncertainty and operation mode.

5.6.3. Operation mode choice and efficiency

In the theoretical framework it was suggested that (H13) in the context of political,
legal, socio-cultural, competitive and demand uncertainty the adaptation efficiency is
higher in firms, which have made their operation mode choice according to the
transaction cost approach than in firms, which have not. The H14, on the other hand,
suggested that in the context of behavioural uncertainty, the control efficiency is higher
in firms, which have made their operation mode choice according to the transaction cost
approach than in firms, which have not. Quantitative analysis indicated that operation
mode choice has no role in achieving adaptation efficiency in the context of political &

legal, socio-cultural, demand, competitive and behavioural uncertainty. Thus H13 was
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not supported. However, operation mode seemed to have quite a strong role in
achieving control efficiency in the context of perceived behavioural uncertainty and,

thus, support for H14 was found.

In the case of firm A, the choice of operation mode was made based on the suggestions
in the theoretical discussion, and both adaptation and control efficiency were assessed to
be quite good. Firm B, on the other hand, was forced to choose an operation mode,
which did not follow the suggestions. However, especially the control efficiency was
considered very low and, thus, this partly supports the idea that in the context of high
behavioural uncertainty, the choice of a less integrated operation mode decreases the
control efficiency. In the case of firm C, quite high political & legal and socio-cultural
uncertainty was perceived. However, adaptation efficiency was considered to be quite
good. Nevertheless, some problems were related to receiving information about political
and legal environment in time. In general, the results based on the interview indicate
that information received through JV was not considered reliable. In addition, the firm
had problems in negotiations, and reaching an agreement about demand and competition
related issues. Control efficiency, on the other hand, can be assessed to be quite low.
This supports the idea that in the context of high behavioural uncertainty a more
integrated operation mode should be chosen. The firm C believed in the planning stage,
that they would be capable of handling the situation, but it turned out that that was not

the case.

In the case of firm D, adaptation efficiency was considered to be quite high. The
surprising factor is that in spite of the high behavioural uncertainty and the choice of JV,
the firm perceived that the control efficiency was high. However, this is explained by
the fact that the firm had authority over the JV operation by having a majority
ownership. In addition, good co-operative relationship with JV partners increased the
potential for high control efficiency. In the case of firm E, adaptation efficiency was
considered to be moderate, and in the case of firm F quite good. In addition, control
efficiency was assessed to be quite high in both of the firms and thus confirming the
results based on the quantitative analysis. Thus, in general the qualitative analysis seems

to support the hypothesis H14 and confirm the results based on the quantitative studies.
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However, the results about adaptation efficiency are a bit confusing and no clear support
can be found for H13. Thus, it may be worthwhile to study the different dimensions of
adaptation efficiency separately, thus exploring the differences in operation modes
based on the efficiency in receiving information, efficiency in negotiations and reaching

an understanding and, finally, efficiency in reaction to changing circumstances.

P7a. There are differences in information efficiency, efficiency in negotiations and
reaching an understanding and efficiency in reaction to changing circumstances
between different operation modes in the context of environmental uncertainties.

P7b. In the context of high behavioural uncertainty, choice of more integrated
operation mode will lead to greater control efficiency.

Table 39 summarises the 14 hypothesis developed in the theoretical framework and the

further developed propositions based on the quantitative and qualitative analysis.
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Table 39. Summary of propositions leading to the developed model.

Hypotheses

Developed model: Propositions

Formation of perceived political and legal
uncertainty

H3: Target country institutional experience will
have a negative relationship with the perceived
level of political and legal uncertainty in the
target country.

H6a: The entering firm’s risk-seeking attitude
will have a negative relationship with perceived
political and legal uncertainty

H7a: Political and legal volatility will have a
positive relationship with perceived political
and legal uncertainty

Formation of perceived political and legal
uncertainty

Pla. Target country institutional experience resulting
from regular formal and informal contacts with
politicians, government officials and other influential
people working in politics and in legal institutions will
decrease the level of perceived political and legal
uncertainty.

P1b. Higher risk-seeking attitude toward threats and
opportunities in political and legal context will
decrease the level of perceived political and legal
uncertainty

Plc. Higher political and legal volatility will increase
the level of perceived political and legal uncertainty if
there is no knowledge or view about the direction of
changes in political and legal environment

P1d. Prior experience in the target country about
unexpected changes in political and legal environment
will increase the level of perceived political and legal
uncertainty.

Formation of perceived socio-cultural
uncertainty

H2a: Target country business experience will
have a negative relationship with perceived
socio-cultural uncertainty in the target country.
H6b: The entering firm’s risk-seeking attitude
will have a negative relationship with perceived
socio-cultural uncertainty
H7b: Socio-cultural volatility will have a
positive relationship with perceived socio-
cultural uncertainty

Formation of perceived socio-cultural uncertainty

PZ2a. Prior experience in the target country on expected
changes in socio-cultural environment will have a
negative relationship with the level of perceived socio-
cultural uncertainty.

P2b. General international experience will have a
negative relationship with the level of perceived socio-
cultural uncertainty, but is moderated by target country
experience

P2c. Socio-cultural volatility will have a positive
relationship with the level of perceived socio-cultural
uncertainty if there is no knowledge or view about the
direction of changes in socio-cultural environment

Formation of perceived competitive
uncertainty

H1: General international experience will have
a negative relationship with perceived compe-
titive uncertainty in the target country.
*H2b: Target country business experience will
have a negative relationship with perceived
competitive uncertainty in the target country.
H6c: The entering firm’s risk-seeking attitude
will have a negative relationship with perceived
competitive uncertainty
H7c: Competitive volatility will have a positive
relationship with perceived competitive uncer-
tainty

Formation of perceived competitive uncertainty

P3a. Prior experience in the target country will have a
positive relationship with perceived competitive uncer-
tainty if the experience has confirmed that competition
environment is unpredictable

P3b. Better market position of the potential partner
will have a negative relationship with the perceived
competitive uncertainty

Formation of perceived demand uncertainty

H2c: Target country business experience will
have a negative relationship with perceived

Formation of perceived demand uncertainty

P4a. The availability of objective information about
the level of demand decreases the perceived demand
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demand uncertainty in the target country. uncertainty
H6d: The entering firm’s risk-seeking attitude | P4b. Existing customers in the target country

will have a negative relationship with
perceived demand uncertainty

H7d: Demand volatility will have a positive
relationship with perceived demand uncertainty

decreases the perceived demand uncertainty

P4c. Prior contacts with potential customers decrease
the perceived demand uncertainty

P4d. The entering firm’s risk-seeking attitude will
have a negative relationship with perceived demand
uncertainty

Formation of perceived behavioural
uncertainty

H4: International co-operation experience
will have a negative relationship with
perceived behavioural uncertainty
H5a: The local firm’s dependence on the
entering firm will have a negative influence
on the entering firm’s perceived behavioural
uncertainty.
H5b: The entering firm’s dependence on the
local firm will have a positive influence on the
entering firm’s perceived behavioural uncer-
tainty.
H6e: The entering firm’s risk-seeking attitude
will have a negative relationship with perceived
behavioural uncertainty

Formation of perceived behavioural uncertainty

P5a. Prior positive international co-operation ex-
perience decreases the perceived behavioural uncer-
tainty

P5b. Other firms’ negative international co-operation
experiences increases the perceived behavioural uncer-
tainty

P5c. Unilateral dependence by the local firm will have
a negative influence on the entering firm’s perceived
behavioural uncertainty

P5d. Unilateral dependence by the entering firm will
have a positive influence on the entering firm’s
perceived behavioural uncertainty

P5e. Symmetric dependence will have a negative
influence on the entering firm’s perceived behavioural
uncertainty.

Perceived uncertainty and
operation mode choice

H8: The higher the perceived political and legal
uncertainty, the more probable it is that a firm
chooses a less integrated operation mode
H9: The higher the perceived socio-cultural
uncertainty, the more probable it is that a firm
chooses a less integrated operation mode
H10: The higher the perceived competitive
uncertainty, the more probable it is that a firm
chooses a more integrated operation mode
H11: The higher the perceived demand
uncertainty, the more probable it is that a firm
chooses a more integrated operation mode
H12: The higher the perceived behavioural
uncertainty, the more probable it is that a firm
chooses a more integrated operation mode.

Perceived uncertainty and
operation mode choice

P6a. Perceived socio-cultural uncertainty increases the
use of a less integrated operation mode

P6b. Perceived demand uncertainty increases the use
of a more integrated operation mode

P6c. Perceived behavioural uncertainty increases the
use of a more integrated operation mode

P6d. A less integrated operation mode may be chosen
in the context of a high level of perceived behavioural
uncertainty if firm believes it is capable of managing
the situation.

Operation mode choice and efficiency
H13: In the context of political, legal, socio-
cultural, competitive and demand uncertainty
the adaptation efficiency is higher in firms,
which have made their operation mode choice
according to the transaction cost approach than
in firms, which have not
H14: In the context of behavioural
uncertainty, the control efficiency is higher in
firms, which have made their operation mode
choice according to the transaction cost
approach than in firms, which have not

Operation mode choice and efficiency

P7a. There are differences in information efficiency,
efficiency in negotiations and reaching an
understanding and efficiency in reaction to changing
circumstances between different operation modes in
the context of environmental uncertainties.

P7b. The capabilities of the firm to handle potential
opportunistic behaviour moderate the relationship
between behavioural uncertainty and operation mode.

*Hypotheses in bolded format were supported in the quantitative study.
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6. SUMMARY AND CONCLUSIONS OF THE STUDY

In this chapter the major findings of the study and the implications of these results on
theory and practice are discussed. This is followed by a presentation of the limitations

of the study and suggestions for further research.

6.1. Major findings of the study

The aim of the study was to identify how the managerial perception of uncertainty is
formed and how it affects international operation mode choice and efficiency. The main
theoretical framework used in the study was the transaction cost approach (TCA), which
was to some extent complemented by studies from organisational literature focusing on
organisation-environment interface and learning theory. Literature from risk behaviour
was also explored. The empirical testing was based on quantitative analysis of 60
Finnish firms’ entries into Indonesia, Thailand, Malaysia, Philippines, Singapore, Japan,
South Korea, China and India. The quantitative data was analysed by using the
structural modeling approach with PLS method. First the developed structural model
was tested. This was followed by a more detailed exploration of the structural relations
in five uncertainty specific models. The data was supplemented by case analysis in
which questionnaire based data and data based on interviews were used in order to
confirm the results based on quantitative analysis and to clarify some unanswered
issues. The operation modes under focus were licensing, joint venture and wholly-

owned subsidiary.

Firstly, the conceptual context of uncertainty was analysed in order to define uncertainty
properly. As a result of the theoretical analysis the focus was placed on perceived
uncertainty, which was defined as perceived unpredictability. Uncertainty types
included in the study were the types recognised in TCA and thus primary and
behavioural uncertainty represented the main interest in the study. Primary uncertainty
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was understood as inability to know how the components of environment might be
changing and behavioural uncertainty was understood to represent the unpredictability
of opportunistic behaviour. The components of primary uncertainty were focused on
target country environment and, thus, political & legal, socio-cultural, competition and

demand uncertainty were selected for further analysis.

Related to the formation of managerial perception of uncertainty, the influence of
experience types, risk-seeking attitude, dependence and volatility on perceived political
& legal, socio-cultural, competitive, demand and behavioral uncertainty were studied,
because these factors were most often claimed to be the origins of uncertainty. Firstly,
explanations for the varying level of perceived uncertainty based on the role of
experiential knowledge were suggested. Four types of experience were identified. It was
suggested that general international experience would decrease the perceived
competitive uncertainty in the target country; target country business experience would
decrease the level of socio-cultural, competitive and demand uncertainty in the target
country; target country institutional experience would decrease the level of political and
legal uncertainty in the target country; and international co-operation experience would

decrease the level of perceived behavioural uncertainty.

According to TCA, dependence was understood to represent the impossibility or
difficulty of replacing a partner and, thus, the discussion about the influence of
dependence was focused only on perceived behavioural uncertainty. The following two
dependence types were identified: the dependence of the entering firm on the local firm
and the dependence of the local firm on the entering firm. These two dependence types
were argued to have opposite influence on perceived behavioural uncertainty in the
following way. The local firm’s dependence on the entering firm was suggested to
decrease the level of the entering firm’s perceived behavioural uncertainty. On the other
hand, the entering firm’s dependence on the local firm was argued to increase the level
of the entering firm’s level of perceived behavioural uncertainty.

The discussion conducted about the role of risk-seeking attitude was based mainly on

the research stream about risk behaviour. What was meant by risk-seeking attitude was
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the general likelihood to behave in a more or less risky way. Although it was
acknowledged that risk propensity directly influences the operation mode choice
decision, it was also believed to influence the assessment of how uncertain a situation is.
It was argued that an increase in the entering firm’s risk-seeking attitude will decrease

the level of all perceived uncertainty components.

Of environmental characteristics the influence of volatility on the level of different
uncertainties was considered. Prior studies about uncertainty in operation mode choice
were criticised because of treating volatility as a direct measure of uncertainty.
Referring to organisational studies it was argued that volatility does not represent
uncertainty directly, but it may cause uncertainty. Therefore, it was argued that
volatility would increase the level of perceived primary uncertainty. Volatility was
divided into the following four dimensions: volatility of political and legal environment,
volatility of socio-cultural environment, volatility of competitive environment and
volatility of demand environment. Each volatility type was considered to increase the
level of the related uncertainty component.

However, according to the results, not all suggestions were supported. Based on the
guantitative and qualitative results a revised model of the formation of managerial
perception of uncertainty was developed. As can be seen in Figure 21, in the revised
model of formation of political and legal uncertainty, the results indicate that target
country institutional and risk-seeking attitude will decrease the level of perceived

uncertainty.

Volatility in political and legal environment, on the other hand, increases the level of
perceived uncertainty. However, the influence of volatility is moderated by the firm’s
knowledge of direction of changes in political and legal environment. In addition,
negative target country experience related to political and legal environment will

increase the level of perceived political and legal uncertainty.



ACTA WASAENSIA 195

Target country Risk-seeking attitude
institutional Pla: () towards political &
experience legal environment
Plb: (-)
A 4
Volatility in political »  Political & legal

& legal environment Pic: (+) q uncertainty
P1d: (+)
Knowledge of
direction of changes Negative target
in political & legal country experience
environment related to political &
legal environment

Figure 21. Formation of managerial perception of political and legal uncertainty.

The results also suggest that the managerial perception of socio-cultural uncertainty is
influenced by general international experience, target country experience and volatility
in socio-cultural environment. However, the complexity of these variables needs to be

taken into account (see Figure 22).

Negative target
country experience
related to socio-
cultural environment

P2a:(+)
General international P2b:(-) v
experience v R
Socio-cultural
—— . P2c:(+) uncertainty
Volatility in socio- 7y >
cultural environment

Knowledge of the
direction of changes in
socio-cultural
environment

Figure 22. Formation of managerial perception of socio-cultural uncertainty.
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Thus, depending on whether target country experience is negative or positive, it may
have opposite influence on the level of socio-cultural uncertainty. Thee results indicate
that negative target country experience related to socio-cultural uncertainty will increase
the level of socio-cultural uncertainty. General international experience, on the other
hand, decreases the level of perceived uncertainty. However, this is moderated by target
country experience. In addition, volatility in socio-cultural environment increases the
level of perceived uncertainty, unless there is knowledge of the direction of changes in

socio-cultural environment.

Based on the results, competition related uncertainty is influenced by target country
experience. However, also in this case the quality of target country experience
determines the type of influence. As it can be seen in figure 23, negative target country
experience related to competitive environment will increase the perceived level of
competition related uncertainty. In addition, market position of potential partner

decreases the perceived level of competition related uncertainty.

Negative target country P3a: (+)
experience related to
competitive environment

\ 4

Competition
uncertainty

\ 4

Market position of
potential partner

P3b: (-)

Figure 23. Formation of managerial perception of competition related uncertainty.

The perceived demand uncertainty was influenced by the availability of objective
information about the level of demand in the target country for the firm’s product,
existing customers or prior contacts with potential customers and risk-seeking attitude.
The results indicate that there is a negative relationship between these variables and the

level of perceived demand uncertainty (see Figure 24).
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Risk-seeking
The availability of attitude
objective P4d: (-)
information about P4a: () h 4
the level of demand >
Demand
P4b: (-) uncertainty
Existing customers >
y'
P4c: (-)
Prior contacts with
potential customers

Figure 24. Formation of managerial perception of demand uncertainty.

Perceive behavioural uncertainty, on the other hand, is suggested to be influenced by
two types of international co-operation experience and three types of dependence. As
can be seen in Figure 25, prior positive international co-operation experience decreases
the perceived level of behavioural uncertainty. In addition, also other firm’s negative

experiences on international co-operation increase the level of perceived behavioural

uncertainty.

Unilateral dependence Unilateral dependence Symmetric
by the local firm by the entering firm dependence

y

Behavioural <
uncertainty

\ 4

Positive international Negative international
co-operation co-operation experience
experience of other firms

Figure 25. Formation of managerial perception of behavioural uncertainty.

Three types of dependences are suggested to be relevant in influencing the level of

behavioural uncertainty. These are unilateral dependence by the local firm, unilateral



198 ACTA WASAENSIA

dependence by the entering firm and symmetric dependence between entering and local
firm. In the case of unilateral dependence by the local firm and symmetric dependence
perceived behavioural uncertainty is decreased. On the other hand, unilateral
dependence by the entering firm will increase the level of perceived behavioural

uncertainty.

The next step in the study was to assess how a manager’s perceived uncertainty
influences the international operation mode choice and efficiency. It was assumed that
in order to do that, firstly the operation modes needs to be classified based on their
ability to cope with uncertainty. The classification of control mechanisms and
adaptation styles by Williamson (1991) was considered to be the most relevant for the
study. Williamson (1991) identifies two types of control mechanisms: contractual
safeguards and administrative control. Autonomous adaptation and co-operative
adaptation represented the two adaptation styles. Thus, licensing was considered to
represent the highest level of contractual safeguards and autonomous adaptation, while
WOS represented the lowest level and JV the medium level. The highest level of
administrative control and co-operative adaptation was seen in WOS, the lowest in

licensing and the medium in JV.

Analyses of the adaptation and control efficiency in the context of perceived uncertainty
were then explored. This was done by identifying several transaction costs, from which
communication, negotiation, co-ordination and monitoring costs were chosen for a more
detailed discussion. These costs were believed to capture the essential differences of
operation modes arising from their different adaptive and control styles.
Communication, negotiation, and co-ordination costs were believed to be related to

adaptation efficiency and monitoring costs to control efficiency.

The main argument was that depending on the uncertainty component, the relative
efficiency of operation modes differs. Because the study is based on TC logic, an
operation mode minimising transaction costs is considered to be the most efficient one.
Thus, it was argued that the higher the perceived political & legal and social

uncertainty, the more probable it is that a firm chooses a less integrated operation mode.
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On the other hand, it was suggested that the higher the perceived competitive, demand
and behavioural uncertainty, the more probable it is that a firm chooses a more
integrated operation mode. The results showed that only socio-cultural, demand and
behavioural uncertainty influenced the operation mode choice. Thus, when the level of
perceived demand and behavioural uncertainty increased, firms preferred a more
integrated operation mode. In addition, an interesting finding is that firms may prefer a
less integrated operation mode even in the context of high behavioural uncertainty, if it
believes it is capable of managing the situation with other means. Additionally, high
socio-cultural uncertainty decreased the probability of using a more integrated operation

mode.

The hypotheses related to an operation mode choice (H8-H12), were based on the
assumption that firms base their operation mode choices on efficiency considerations.
This, however, is not always the case, but other factors also affect. Nevertheless, it was
argued that firms, which made their operation mode choices according the suggestions
presented earlier, would be able to adapt to unexpected changes and control
opportunistic behaviour more efficiently than the ones, which have made their choices
differently. The results supported only the control efficiency argument. Thus, no clear
proof was found to justify the role of operation mode in influencing adaptation
efficiency in the context of different types of uncertainties. However, the results indicate
that there are some differences in the operation modes in their efficiency to collect
relevant information in time, reaching an understanding and efficiency in reaction to
changing circumstances in the context of environmental uncertainties. In Figure 26, the
revised model of the relationship between perceived uncertainty components, operation
mode choice and efficiency is presented.
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Figure 26. Revised model of the relationship between perceived uncertainty
components, operation mode choice and efficiency.

6.2. Theoretical contribution and managerial implications

The contribution of the study is threefold. It consists of the identification of factors
causing uncertainty, how individual uncertainty components influence an operation
mode choice and how licensing, joint venture and wholly owned subsidiary differ in
their efficiency to adapt and control in the context of uncertainties. The more detailed

discussion related to these three areas is conducted in the following.

Prior operation mode choice studies have often used the argument about negative
relationship between experience types and uncertainty as a theoretical explanation for
the relationship between experience and operation mode choice (see e.g. Robertson and
Gatignon 1998; Delios and Beamish 1999; Driscoll and Paliwoda 1999) and have, thus,
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applied the view found in internationalisation approaches (see Johanson & Vahlne
1977). However, although the basic question in the internationalisation approach was
whether an internationalisation pattern could be an effect of perceived uncertainty
(Nordstrom 1991:21) and uncertainty was understood to represent unpredictability, it

was studied through the concept of psychic distance.

Thus, it has been assumed that perceived uncertainty increases with psychic distance.
Psychic distance, on the other hand, was defined as “factors preventing or disturbing the
flows of information between firm and market” (Johanson & Wiedersheim-Paul
1975:308) and measured by level of development, difference in education, business
language, cultural difference, everyday language and the extent of existing links
between the home country and the foreign market (Nordstrom 1991). Using this type of
psychic distance measure contradicts the basic assumption of perception. National level
factual indicators hardly measure perceptions of uncertainty. The empirical testing of
psychic distance has been criticised based on the limited number of empirical studies
and the sophistication of measurement instrument (O’grady & Lane 1996; Stottinger &
Schlegelmilch 1998; Evans, Treagold & Mavondo 2000). Thus, the influence of
perceived uncertainty has not been really explored in internationalisation approach
studies. Because the focus in operation mode choice studies has been on understanding
the direct relationship between experience and an operation mode choice instead of the
possible indirect influence through the level of uncertainty, in these studies the
relationship between experience and uncertainty has not really been empirically tested,

etiher.

The results of the study are in line with prior studies (see e.g. Johanson and Vahine
1977) suggesting that market-specific knowledge is more important than general
international experience in influencing the level of perceived uncertainty. However, the
results also gave some indication that the relationship between experience and
uncertainty is more complicated than it has been generally assumed. Thus, the results
imply that some experiential knowledge types reduce the level of some uncertainty, but

do not influence some other uncertainty component. The results of the study contribute
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by increasing the ability to explain why experience may or may not affect an operation

mode choice.

In the organization-environment interface literature dynamism or volatility has been
stated to cause uncertainty (see e.g. Duncan 1972; Downey and Slocum 1975).
However, the results of the study do not entirely support the view as only volatility in
socio-cultural environment increased the level of perceived socio-cultural uncertainty.
Thus, the relationship between volatility and uncertainty may be more complicated than

it is generally assumed.

The study also contributed by increasing the knowledge of the relationship between
uncertainty and operation mode choice. Altogether five dimensions of uncertainty and
their individual influence on an operation mode choice were studied, which helps in
explaining which type of uncertainty may be critical in an operation mode choice
decision. The results of the study are in line with prior studies (see e.g. Brouthers and
Brouthers 2003; Brouthers et. al. 2002; Robertson and Gatignon 1998) suggesting that
the higher the demand and behavioral uncertainty, the more integrated operation mode
choice will be used. Thu, it supports the idea that demand and behavioral uncertainty
influence an operation mode choice. However, the study differed from prior studies
(Brouthers and Brouthers 2002; Aulakh and Kotabe 1997) in not finding support for the
influence of political uncertainty. One of the uncertainty dimensions included in the
study, which have not been studied in prior research, was socio-cultural uncertainty.
The results indicate that in the case of high socio-cultural uncertainty, the probability of
choosing a less integrated operation mode increases. Thus, the results support the idea
that uncertainty should not be studied as one dimensional construct, because the

different dimensions may have opposite influence on an operation mode choice.

One of the most interesting areas of the study was to explore whether an operation mode
that aligns with manager’s perception of uncertainty provides better efficiency and,
thus, an attempt was made to contribute to a research area, which specifically
acknowledges that the relationship between operation mode and performance depends

on the context factors (see e.g. Brouthers and Nakos 2004; Brouthers 2002; Shaver
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1998; Brouthers et. al. 1998). The difference of the study compared to others, was that
the focus was on adaptation and control efficiencies instead of performance. In addition,
the study differed from others by including only uncertainty components to represent
the context factors. Although the other studies, which included a wide variety of
influencing factors to their models, may be more comprehensive and offer a broader
view of the relationship between context- operation mode -performance, still there is a
need for more detailed analyses of specific capabilities of operation mode. Thus, the
uniqueness of the study was to identify if there were any differences in the efficiency of
operation modes to adapt and control in the context of uncertainty components. It was
found that a more integrated operation mode clearly offers more control efficiency in
the context of high behavioral uncertainty. However, the relationship between operation
mode and adaptation efficiency in the context of different uncertainties still requires

more research.

For managers, making the optimal operation mode choice is a difficult and challenging
decision. There is a large number of factors, which need to be taken into account. The
findings of the study, however, may help the managers to be aware of the trade-offs that
may be related to the efficiencies of operation modes in different levels and types of
uncertainties. Thus, if managers consider it important to be able to cope with
uncertainties with the least possible transaction costs, a careful evaluation of different
uncertainty types in the target country is recommended. The evaluation may help in
identifying the most critical uncertainty component for the firm in question and thus the
findings of the study may give some preliminary advice, which operation mode should
be chosen in order to be able to adapt or control in the most efficient way.

The results of the study also indicate that although relationship with the licensee or joint
venture partner is considered good and reliable, it is risky to rely on just the partner for
receiving necessary information and establishing contacts. Thus, foreign firms should
themselves be active in collecting information form various sources and developing
contacts with potential customers, with government officials and with other influential

people in order to receive the reliable and relevant information in time. In addition,
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managers should pay more attention to the political and legal environment, because it

affects in many ways the operation of the firm.

6.3. Limitations and suggestions for further research

Limitations

The conceptual framework of the study has some limitations. Because the study applies
TCA, the arguments for operation mode choice are based on efficiency considerations
and, thus, it is assumed that firms are motivated to make their operation mode decisions
based on efficiency criterion. However, firms may be driven to enter and operate in a
specific target country by some other motives such as seeking new markets or
developing new capabilities. This means that also the choice criterion for the operation
mode may be different. Therefore, the applicability of the framework is limited to
operation mode choices based on efficiency criterion. In addition, the framework
applies a narrow view about efficiency. Efficiency is understood to be achieved when
transaction costs are minimized. As the focus is on the efficiency to cope with
uncertainty, only the adaptation and control efficiencies of different operation modes are
considered and thus other efficiency aspects are not taken into account. Thus using TCA
as the framework applies a narrow view to explain operation mode choice and

efficiency.

Additionally, the focus on perceived uncertainty prior to operation mode choice sets
limits to the study. Although certain type and level of uncertainty is perceived prior to
making the operation mode choice, it does not mean that the situation is perceived in a
similar way after the entry. This means that the situation is totally different than it was
perceived beforehand. Thus, operation mode choice based on the perceived uncertainty
prior to entry may not lead to efficiency. Therefore, in order to increase the
understanding of cause-effect relationship between, perceptions of uncertainty during

the operation should be taken into account.
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The main empirical limitation of the study was the small sample size (n=60). The
limited sample size means that generalising the results to wider populations is
problematic. In addition, the sample was confined to Finnish firms’ entries in nine
Asian countries, which may also cause problems for the generalisability of the findings.
In addition, the study relied on one informant per case only. This may cause bias in the

data, as it is based on one person’s views only.

The sample also was quite heterogeneous as the sizes of the firms varied from small to
very large firms, and the industry sectors varied from service firms to high-tech firms.
This may have caused some of the insignificant results of the study. The measurement
of the constructs may have also caused some problems. Although most of the measures
were adopted from prior research, some of them needed to be developed for the study.

Thus, the reliability of some of the constructs may be questioned.

Suggestions for further research

Firstly, as the present study suffered from a small sample size, it would be worthwhile
to increase the number of Finnish firms to study the same research problem. This would
give more reliable information about the direct and indirect relationships between the
variables and the possibilities to control the influence of firm size, industry and target
country. In addition, there would be a greater variety of target countries which would
also probably increase the variety of perceived uncertainty levels. Comparison of
Finnish firms entering and operating in mature and emerging markets would also be
worthwhile to study. It would also be interesting to compare the influence of uncertainty
on operation mode choice and efficiency of Finnish firms with other Nordic firms and
firms from Central and Eastern Europe.

As the sample firms were quite heterogeneous in nature, it would be useful to study
whether there are differences across different industries. It may well be that in different
industrial sectors, the uncertainty components which are considered critical for an
operation mode choice, may vary. Thus, it would be interesting to see the present study

to be replicated for different industries. As the present study focused only on the choice
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and efficiency differences between licensing, joint venture and wholly-owned

subsidiary, it would be interesting to include other operation modes to the analyses.

In addition, more thorough analyses about the indirect and direct influences of risk-
seeking attitude are considered to be important. How risk-seeking attitude influences the
level of different perceived uncertainties and how it affects the operation mode choice,
are questions that still require further studies. This, however, requires further
development of the risk-seeking attitude construct.

The development of target country institutional experience construct and adaptation
efficiency construct are also strongly encouraged to be conducted. Taking into account
the quality of the relationship and the regularity of contacts in addition to the number of
contacts, are some of the suggestions that could be used in order to develop the target
country institutional experience construct. Adaptation efficiency constructs, on the other
hand, could be divided into three groups, each of them representing information
efficiency, coordination efficiency and negotiation efficiency. Thus, more detailed

information about the efficiency differences of operation modes could be received.

Further studies could also focus on studying the perception of uncertainty during the
operation, which would give more possibilities to understand the perceived uncertainty
— operation mode — efficiency relationship. In addition, studying the potential links
between different components of perceived uncertainty might increase the

understanding of the formation of managerial perception of uncertainty.
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APPENDIX 1. Quostionnaires
EPAVARMUUDEN VAIKUTUS OPEROINTIMUODON VALINTAAN AASIAN MARKKINOILLA

TUTKIMUSKOHDE: LISENSSISOPIMUKSENNE SSA

| PERUSTIEDOT

Kysymyslomakkeen kohta 1 koostuu yrityksenne sekd tarkasteltavan yksikon
perustiedoista. Jos liiketoimintasektorinne / -yksikkdnne paattdd itsendisesti
toiminnastanne  kansainvélisilla markkinoilla, olkaa hyva ja vastatkaa silloin
kysymyksiin yksikkonne nakokulmasta; ei koko yrityksen / konsernin.

1. Emoyrityksen nimi:
2. Liiketoimintasektorin / -yksikén nimi:
3. Vastaajan nimi ja asema:
4. Teollisuuden ala:
5
6
7

Henkilékunnan maara maailmanlaajuisesti:  a) Entryhetkellé: b) v 2004:
Yrityksenne liikevaihto: a)Entryhetkella: b) v. 2004
. Lisenssin ostajayrityksen nimi:
8. Sopimuksen allekirjoitusvuosi: 9.  Toiminnan aloitusvuosi:
10. Alkuperdisen sopimuksen kestoaika:
11. Onko alkuperéista sopimusta uusittu? | | Ei,siirry kysymykseen 13. [ | Kylla  kertaa

12.  Mihin saakka tdmanhetkinen lisenssisopimus on voimassa?
13. Lisenssin kohde:

14. Mydnnetyn lisenssin kayttéoikeus: Yksinomainen lisenssi (Yksinoikeus maéaratyll4
maantieteellisell alueella)
Soololisenssi (Yritykselldnne oikeus D Jaettu lisenssi (Mahdollisuus myontaa
toimia kohdemarkkinoilla) muille samalla alueella)

15.  Onko lisensiointisopimukseen liitetty my6s muita operointimuotoja? |:| Ei |:| Kylla

16.  Mika/mitkd seuraavista operointimuodoista on liitetty lisensiointisopimukseenne?
[ ] Yhteisyritys [ | Projektitoimitukset [ ] Liikkeenjohtosopimus [ | Muu, mika

11 SUUNNITTELUVAIHE

Tassa osiossa olevat kysymykset kuuluvat vaiheeseen, jolloin suunnittelitte entryd kohdemaahan
tarkasteltavan operaation osalta. Sen vuoksi olisi tarkedd, ettd pystyisitte palauttamaan mieleenne
suunnitteluajankohtaan liittyvan tilanteen, ja vastaisitte seuraaviin kysymyksiin sen hetkisten
ajatuksienne / tuntemustenne pohjalta. (Huom! Kaikki kysymykset liittyvét tarkasteltavaan entryyn.)

17. Kun yrityksessanne tehtiin tdhan entryyn liittyvia paatoksia, kuinka hyvin seuraavat véaittamat
kuvasivat yrityksenne asennetta / suhtautumista tilanteeseen. Arviointi tapahtuu asteikoilla (1 =
tysin eri mieltd, 2 = melko eri mieltd, 3 = neutraali, 4 = melko samaa mieltd ja 5 = tdysin samaa mieltd)

Taysin eri Taysin samaa
mielté mielté

112 [3[4]5

Kiinnitimme enemmé&n huomiota mahdollisiin voittoihin kuin mahdollisiin tappioihin
Kiinnitimme enemméan huomiota potentiaalisiin uhkiin kuin potentiaalisiin mahdollisuuksiin




ACTA WASAENSIA 223

18. Oliko yrityksenne henkilokohtaisesti yhteydessd kohdemaan poliitikkoihin, valtion virkamiehiin tai
muihin politiikan ja juridiikan parissa tydskenteleviin vaikuttajahenkil6ihin ennen tarkasteltavan entryn
toteuttamista? Jos yhteyttd ei ollut laittakaa rasti kohtaan 0. Jos yrityksenne oli/on yhteydessd edella
mainittuihin tahoihin, merkitkaa rasti kohtaan, joka kuvaa parhaiten niiden henkildiden lukuméaaraa joihin
teilla oli yhteys kunkin tahon osalta.

Yhteys poliitikkoihin Yhteys valtion virkamiehiin Yhteys muihin pol. & jurid.
(henkildiden Ikm.) vaikuttajahenkil6ihin

01235 6-10 YIilo0 | 0| 1-2 | 35 | 6-10 | YIli10 | O | 1-2 | 35 | 6-10 | YIi 10

19. Kun yrityksessénne suunniteltiin tarkasteltavan entryn / operoinnin aloittamista, kuinka hyvin
seuraavat vaittdmat kuvasivat yritysjohtonne kasityksid suunnitteluhetkelld potentiaalisista panoksista,

joita yrityksen olisi tehtéva kyseisen entryn toteuttamiseksi. (Asteikolla 1= taysin eri mielté, ..., 5= tdysin samaa
mieltd). Taysin samaa

Téaysin eri m. mieltd
112]3]4]s5

Yrityksemme joutuu investoimaan koneisiin ja laitteisiin, jotka on muokattu kohdemaan
erityisié tarpeita varten

Joudumme réétaldiméaan tuotteemme / teknologiamme kohdemaan tarpeita vastaaviksi

Joudumme palkkaamaan ihmisi, joilla on kohdemaan erityisosaamista (asiakkaista,
kilpailijoista, kulttuurista ym.)

Joudumme kuluttamaan paljon aikaa ja resursseja kohdemaassa olevan yksikon
henkilokunnan kouluttamiseen

20. Kuinka hyvin seuraavat vaittdmat kuvaavat tilannetta, jolloin mietitte yleisella tasolla

lisensiointikumppanin valintaa. Arviointi tapahtuu asteikoilla (1 = taysin eri mielta, 2 = melko eri mielta,
3 = neutraali, 4 = melko samaa mielta ja 5 = tdysin samaa mieltd). Taysin eri Téaysin samaa
mielta mielta

11213 ]4]5

Pelkdsimme mahdollisen partnerin kéyttavan tilaisuutta hyvakseen edistdékseen omia
intressejdén meiddn intressiemme kustannuksella

Pelkasimme, ettd mahdollinen partneri ei tayttdisi lupauksiaan eika velvollisuuksiaan

Pelkdsimme, ettd mahdollinen partneri salaisi toiminnan kannalta tdrkeéd informaatiota

Pelkdsimme, ettd partnerista tulisi tulevaisuudessa potentiaalinen kilpailijamme

21. Arvioikaa kuinka hyvin seuraavat véittdmat kuvasivat suunnitteluhetkelld yhteistyén

merkitysta yrityksellenne sekd partnerillenne. Arviointi tapahtuu asteikoilla (1 = taysin eri mielts, ... ,5 =

taysin samaa mieltd). Taysin Taysin
erim. samaa m.

112 ]13]4]5

Jos yhteisty® partnerin kanssa ei olisi toteutunut, meilld olisi ollut vaikeuksia 16yt&4 tilalle
uusi partneri

Yrityksemme oli riippuvainen partnerista

Jos yhteisty® partnerin kanssa ei olisi toteutunut, sillé olisi ollut vaikeuksia 10yta4 tilallemme
uusi partneri

Partnerimme oli riippuvainen meisté

22. Arvioikaa seuraavassa jokaisen toimintaympariston tekijan osalta kuinka hyvin ennustettavissa kyseisen
tekijan tulevaisuuden tilanne teidan mielestanne oli tehdessanne paatosta pyrkid kohdemaan markkinoille.
Arviointi tapahtuu asteikolla (1 = erittain huonosti ennustettavissa, 2 =melko huonosti ennustettavissa, 3 = jonkin
verran ennustettavissa, 4 =melko hyvin ennustettavissa ja 5 =erittain hyvin ennustettavissa). Arvioitavat tekijat liittyvat
kohdemaahan seka teollisuudenalaanne kohdemaassa.
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Eritt. huonosti Eritt. hyvin
ennustettavissa ennust.
POLIITTINEN JA JURIDINEN YMPARISTO 1 2 3 4 5

Muutokset lainsaadannossa

Muutokset kansainvaliseen liiketoimintaan vaikuttavissa kansallisissa laeissa

Muutokset toimialaan vaikuttavissa rajoituksissa

Tuontitavaroiden tullit ja muut mahdolliset maksut

Olemassa olevien lakien taytantédnpano (esim. sopimusrikkomus-tilanteissa)

Vallassa olevan puolueen kyky sailyttaa valta hallituksessa

SOSIO-KULTTUURILLINEN YMPARISTO (Yhteiskunnallinen tasapaino) 1 2 3 4 5

Aseellisen konfliktin uhka

Mellakoiden esiintyminen

Mielenosoitusten esiintyminen

Terroristien toiminta

TUOTEMARKKINAT JA KYSYNTA 1 2 3 4 5

Asiakkaiden mieltymykset

Tuotteen kysynté

Korvaavien tuotteiden saatavuus

Tdaydentéavien tuotteiden saatavuus

KILPAILU 1 2 3 4 5

Muutokset Kilpailijoiden hinnoissa

Muutokset Kilpailijoiden strategioissa

Muutokset Kilpailijoiden palvelemilla markkinoilla

Uusien yritysten tulo markkinoille

Paikallisten kilpailijoiden toiminta

Ulkomaisten kilpailijoiden toiminta

23. Arvioikaa seuraavassa kuinka voimakasta vaihtelua / volatiliteettia esiintyi seuraavien tekijoiden osalta
tehdessanne péaatostd pyrkia kohdemaan markkinoille asteikolla (1 =ei lainkaan vaihtelua, 2 = melko heikkoa
vaihtelua, 3 =jonkin verran vaihtelua, 4 =melko voimakasta vaihtelua ja 5 =erittain voimakasta vaihtelua). Arvioitavat
tekijat liittyvat kohdemaahan seka teollisuudenalaanne kohdemaassa.

Ei lainkaan vaihtelua Erittain voim.

Toimintaymparisto 1 2 3 4 5

Poliittinen ja juridinen ympaéristo

Sosio-kulttuurillinen ympdristd (yhteiskunnallinen tasapaino)

Kysynté

Kilpailu

111 TOIMINTA

Tassa osiossa olevat kysymykset liittyvat toimintavaiheeseen kohdemarkkinoilla eli ajanjaksoon
lisensioinnin aloittamisesta tahan pdivaadn saakka tai siihen asti kun lisensiointisopimus oli
voimassa.
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24. Arvioikaa kuinka hyvin seuraavat vaittamat kuvaavat toimintaanne. Tarkastelkaa véittdmia eri
toimintaympaéristdjen suhteen erikseen. Arviointi tapahtuu asteikoilla (1 = taysin eri mielts, 2 = melko eri

mieltd, 3 = neutraali, 4 = melko samaa mieltd ja 5 = tdysin samaa mieltd).

Vaittamat Poliittinen ja Yhteiskunnal- | Kysyntdympari Kilpailu-
juridinen linen tasapaino sto ympaéristo
ymparisto

112|3[4[5(1]2|3]4]|5]|1])2]3]4]5 2131415

Olemme saaneet ajoissa
tietoa kohdemaan toiminta-
ympériston tapahtumista

Olemme saaneet olennaista
tietoa kohdemaan toiminta-
ympériston tapahtumista

Saamamme tieto toimintaym-
péristosta on ollut vaikeasti
ymmarrettivissa

Muutosten vuoksi tapahtuneet
neuvottelut yrityksemme ja
yhteistydkumppanin vélilla
ovat vieneet paljon aikaa

On ollut vaikea paasta
yhteisymmarrykseen kump-
panin kanssa kuinka toimin-
taamme pitdisi sopeuttaa
muutosten johdosta

Olemme pystyneet reagoi-
maan muutoksiin riittdvan
nopeasti

25. Arvioikaa misséd méarin yrityksenne on panostanut / investoinut seuraavien tekijoiden osalta
tarkasteltavana olevaan operaatioon sen toimintakauden aikana? Arviointi tapahtuu asteikolla (1= ei

lainkaan, 2= melko véhén, 3= jonkin verran, 4= melko paljon, 5= erittdin paljon).

Ei lainkaan

Eritt. paljon

1

2

3 4 |5

Koneisiin ja laitteisiin, jotka muokattu kohdemaan tarpeita varten

Tuotteen / teknologian raatéléintiin kohdemaan tarpeita vastaaviksi

Kohdemaan asiantuntijoiden palkkaamiseen

Kohdemaassa olevan yksikon henkilékunnan kouluttamiseen

26. Kuinka hyvin seuraavat vaittdmat kuvaavat toimintaanne partnerinne kanssa. Arviointi tapahtuu
asteikoilla (1 = taysin eri mieltd, 2 = melko eri mieltd, 3 = neutraali, 4 = melko samaa mielta ja 5 = tdysin samaa mieltd).

Taysin eri Taysin samaa
mielté mieltd
1 2 3 4 5

Partnerimme on kayttanyt tilaisuutta hyvakseen edistdékseen omia intressejaan
Meidan intressiemme kustannuksella

Partnerimme ei ole tayttdnyt lupauksiaan tai velvollisuuksiaan

Partnerimme on salannut toiminnan kannalta tarkeaa informaatiota

Partneristamme on tullut potentiaalinen kilpailijamme

Kéytdmme liian paljon aikaa partnerimme valvontaan

Yrityksestdmme liian moni henkild joutuu valvomaan partnerimme toimintaa

Partnerimme on toteuttanut velvollisuutensa ja sitoumuksensa
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27. Arvioikaa tyytyvaisyyttdnne lisensiointinne menestykseen kohdemaassa tavoitteisiinne
verrattuna seuraavien tekijoiden osalta, asteikolla (1= erittiin tyytymatén, 2= melko tyytymatén, 3= jonkin
verran tyytyvainen, 4= melko tyytyvdinen ja 5= erittdin tyytyvainen). Jos tarkasteltava lisensiointi on jo
loppunut, vastatkaa kysymykseen lopetushetken tilanteen pohjalta. Jos toiminta jatkuu edelleen
vastatkaa kysymykseen ajanjaksolta 2003-2004

Erittain tyyty- Erittain tyyty-
maton véinen

Kokonaismenestys

Myynnin kasvu

Myynnin maara

Tuotannon tehokkuus

Taloudellinen tulos

Markkinaosuus

Maine

Markkinoille padsy

IV KANSAINVALINEN KOKEMUS

Téssd osiossa olen kiinnostunut yrityksenne / yksikkénne toiminnasta kansainvalisilla
markkinoilla, Ellei muuta ole mainittu, toiminnalla tarkoitetaan kohdealueelle suuntautunutta
vientid, lisensiointia, projektitoimintaa tai muuta yhteistydsopimukseen perustuvaa

toimintaa sekd yhteisyrityksen tai kokonaan omistetun tytaryrityksen perustamista. (Jos
yksikkonne p&attdd itsendisesti toiminnastanne kv. markkinoilla, vastatkaa yksikkénne ndkokulmasta; ei koko

28. Seuraavassa kohdassa olen kiinnostunut yrityksenne/yksikkénne toiminnasta kansainvalisilld markkinoilla
yleisesti ennen tarkasteltavan operaation toteutumista. Jos yrityksell&nne oli ennen operaatiota toimintaa
taulukossa mainitulla alueella, olkaa hyva merkitk&dad kyseiset alueet rastilla (X). Liséksi pyytdisin, ettd
ilmoittaisitte niiden kohdemaiden likim&araisen kokonaism&aran joissa yrityksellanne on ollut toimintaa
ennen tarkasteltavan entryn toteuttamista. Voit ilmoittaa kohdemaiden mé&aran merkitsemalld rastin (X)
sopivan vaihtoehdon kohtaan alla olevasta taulukosta.

Maantieteellinen Keski- ja Ité- | Lansi- Pohjois- Etelé- ja V&- | Aasia | Lahi- Afrikka
alue Eurooppa Eurooppa | Amerikka | li-Amerikka Ita
| Kohdemaiden Ikm. | 1-4 5-10 11-20 21-40 41-60 61-100

29. Kuinka monessa kansainvélisessa yhteistydsopimuksessa yrityksenne/yksikkénne on ollut osallisena
ennen entryn toteuttamista sekd kuinka suurta osaa (%) néistd yhteistydsopimuksista voisitte kuvata
onnistuneeksi? Kansainvaliselld yhteistydsopimuksella tarkoitetaan tassa joko lisensiointia, franschisingia,
lilkkeenjohtosopimusta, alihankintaa, sopimusvalmistusta, projektitoimintaa, yhteisyritysté tai strategista
allianssia, jossa toisena osapuolena on yrityksenne lisdksi ollut muu kuin suomalainen yritys.
Yhteistydsopimusta pidetddn onnistuneena kun partneri on toteuttanut lupauksensa ja velvollisuutensa seka
tarkeimmat yhteistyOtavoitteet on saavutettu.

Yhteistydsopimusten lukumaara Onnistuneiden yhteistydsopimusten osuus (%6)
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30. Seuraavassa kohdassa olemme kiinnostuneita kokemuksestanne kohdemaassa. Jos teilld siis on
ollut tai on edelleen toimintaa kohdemaassa, olkaa hyva ja merkitkda kayttamanne entrymuodon
kohdalle toiminnan aloitusvuosi sekd mahdollinen lopetusvuosi. Jos teilld oli useampia
lisensiointisopimuksia, muita yhteistydsopimuksia (tarkoitetaan samaa kuin edellisessd),
yhteisyrityksia tai kokonaanomistettuja tytaryrityksia kohdemaassa, olkaa hyva ja merkitkaa
jokaisen operaation osalta sen aloitusvuosi ja mahdollinen lopetusvuosi.

Kéaytetty Kyseisen entrymuodon kayttd ensimmaistd, toista ja kolmatta kertaa (vastaa kohtiin
Entrymuoto “toinen” ja "kolmas” vain jos olette kdyttaneet kyseista entrymuotoa useammin kuin
kerran kohdemaassa).
Ensimmainen Toinen Kolmas
Aloitus- Lopetus- Aloitus- Lopetus- Aloitus Lopetus-
VUOSI VUOSI VUOSI VUOSI VUuosi VUOSi
Vienti
Lisensiointi
Muu
yhteistydsopimus
Yhteisyritys
Tytaryritys

31. Kun yrityksessanne tehddén ulkomaiseen toimintaan liittyvia paatoksia, kuinka hyvin seuraavat
vaittdméat kuvaavat yrityksenne yleistd asennetta / suhtautumista tilanteeseen. Arviointi tapahtuu

asteikoilla (1 =taysin eri mielts, 2 =melko eri mieltd, 3 =neutraali, 4 =melko samaa mielté ja 5 =taysin samaa mielta).
Taysin eri Téaysin samaa
mielta mielta

1 12 |3 |14 |5

Kiinnitamme enemman huomiota mahdollisiin voittoihin kuin mahdollisiin
tappioihin

Kiinnitdmme enemman huomiota potentiaalisiin uhkiin kuin potentiaalisiin
mahdollisuuksiin

V OPEROINTIMUODON VALINTA
Tassa osiossa olen kiinnostunut tarkasteltavan toiminnan operointimuodon valintaan liittyvista
seikoista.

32. Harkitsiko yrityksenne operointimuodon valintaa tehdesséan muiden operointimuotojen kaytt6a
kuin lisensioinnin ja jos harkitsi niin minka operointimuodon ja miksi?

[ |Kylla Minka ja miksi?

[ ]Ei, koska

33. Oletteko vaihtanut operointimuotoa toimintanne aikana tai harkitsetteko vaihtavanne sitéd
seuraavan kolmen vuoden aikana?
Olemme vaihtaneet ~ Mihin ja Miksi?

Harkitsemme vaihtoa ~ Mihin ja Miksi?
Emme ole vaihtaneet emmeka téalla hetkella harkitse vaihtamista.
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Kiitos, etta kaytitte aikaanne lomakkeen tayttamiseen!

Jos olette kiinnostunut saamaan tiivistelman tutkimustuloksista, olkaa hyva ja merkitk&a rasti seuraavaan
ruudukkoon seké ilmoittakaa haluatteko tulokset postitse tai sahkopostitse.

[ ] Haluan, etta lahetatte minulle tiivistelman tutkimustuloksista

[ ] Lahettakaa tiivistelma postitse seuraavaan osoitteeseen:

[ ] Lahettakaa tiivistelmé sahkopostitse seuraavaan osoitteeseen:

EPAVARMUUDEN VAIKUTUS ENTRY MUODON VALINTA AN AASIAN MARKKINOILLA

TUTKIMUSKOHDE:YHTEISYRITYKSENNE SSA

| PERUSTIEDOT

Kysymyslomakkeen kohta 1 koostuu yrityksenne sekd tarkasteltavan yksikon
perustiedoista. Jos liiketoimintasektorinne / -yksikkdnne paattdd itsendisesti
toiminnastanne kansainvélisilla markkinoilla, olkaa hyva ja vastatkaa silloin
kysymyksiin yksikkonne nakokulmasta; ei koko yrityksen / konsernin.

1. Emoyrityksen nimi:
2. Liiketoimintasektorin / -yksikdn nimi:
3. Vastaajan nimi ja asema:
4. Teollisuuden ala:
5. Henkilékunnan maara maailmanlaajuisesti: a) b) v 2004:
Entryhetkelld: o
6. Yrityksenne liikevaihto: a)Entryhetkella: b) v. 2004
7. Yhteisyrityksen nimi:
8. Sopimuksen allekirjoitusvuosi: 9. Toiminnan aloitusvuosi:
10.  Oliko yhteisyritys perustettu vain maaraajaksi? | | Ei [ ] Kyll4 ajanjaksoksi:
11.  Yrityksenne omistusosuus:  Aloitushetkella Nyt
12.  Yhteisyrityspartnerit
Partnerin nimi Kansallisuus Omistuso Omistusosuus nyt
suus
alussa
1.
2.
3.
13.  Yhteisyrityksen toiminta-alue: | | Valmistus | [ Kokoonpano | [ Myynti | | Osto

|:| T&K |:| Huolto D Muu, mika

14.  Onko yhteisyritykseen liitetty myos muita Ei, siirry osioon I Kylla
operointimuotoja?
15. Mik&/mitka seuraavista operointimuodoista on liitetty yhteisyrityksenne toimintaan?
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3 Lisensiointi E| Projektitoimitukset E| Liikkeenjohtosopimus E| Muu, mika

11 SUUNNITTELUVAIHE

Tassa osiossa olevat kysymykset kuuluvat vaiheeseen, jolloin suunnittelitte tarkasteltavaa entrya
kohdemaahan. Sen vuoksi olisi térke&d, ettd pystyisitte palauttamaan mieleenne suunnitteluajankohtaan
liittyvan tilanteen, ja vastaisitte seuraaviin kysymyksiin sen hetkisten ajatuksienne / tuntemustenne pohjalta.
(Huom! Kaikki kysymykset liittyvat tarkasteltavaan entryyn.)

16. Kun yrityksessanne tehtiin tdhan entryyn liittyvia paatoksia, kuinka hyvin seuraavat véaittamat

kuvasivat yrityksenne asennetta / suhtautumista tilanteeseen. Arviointi tapahtuu asteikoilla (1 =
téysin eri mieltd, 2 = melko eri mieltd, 3 = neutraali, 4 = melko samaa mieltd ja 5 = tdysin samaa mieltd)Taysin eri Taysin

mielté samaa
mielta
1121345

Kiinnitimme enemman huomiota mahdollisiin voittoihin kuin mahdollisiin tappioihin
Kiinnitimme enemman huomiota potentiaalisiin uhkiin kuin potentiaalisiin mahdollisuuksiin

17. Oliko yrityksenne henkilokohtaisesti yhteydessa kohdemaan poliitikkoihin, valtion
virkamiehiin tai muihin politiikan ja juridiikan parissa tydskenteleviin vaikuttajahenkil6ihin
ennen_tarkasteltavan entryn toteuttamista? Jos yhteyttad ei ollut laittakaa rasti kohtaan 0. Jos
yrityksenne oli yhteydessa edelld mainittuihin tahoihin, merkitkda rasti kohtaan, joka kuvaa
parhaiten niiden henkildiden lukumaaraa joihin teilla oli yhteys kunkin tahon osalta.

Yhteys poliitikkoihin Yhteys valtion virkamiehiin Yhteys muihin pol. & jurid.
(henkildiden Ikm.) vaikuttajahenkil6ihin

0]1-2]35 6-10 Ylilo | 0] 1-2 | 35 | 610 | YIil0 | O | 1-2 | 3-5 | 6-10 | YIi10

18. Kun yrityksessdnne suunniteltiin tarkasteltavan entryn / operoinnin aloittamista, kuinka hyvin
seuraavat vadittdmat kuvasivat yritysjohtonne kasityksid suunnitteluhetkelld potentiaalisista

panoksista, joita yrityksen olisi tehtéava kyseisen entryn toteuttamiseksi. (Asteikolla 1= taysin eri mielts,

..., b= tdysin samaa mieltd). Taysin samaa
Taysin eri m. mieltd

112 |3)|4]|5

Yrityksemme joutuu investoimaan koneisiin ja laitteisiin, jotka on muokattu kohdemaan
erityisia tarpeita varten
Joudumme raataléimaan tuotteemme / teknologiamme kohdemaan tarpeita vastaaviksi

Joudumme palkkaamaan ihmisid, joilla on kohdemaan erityisosaamista (asiakkaista,
kilpailijoista, kulttuurista ym.)
Joudumme kuluttamaan paljon aikaa ja resursseja kohdemaassa olevan yksikon
henkilokunnan kouluttamiseen

19. Kuinka hyvin seuraavat vaittdméat kuvaavat tilannetta, jolloin mietitte yleisella tasolla

lisensiointikumppanin valintaa. Arviointi tapahtuu asteikoilla (1 = taysin eri mielta, 2 = melko eri mielta,

3 = neutraali, 4 = melko samaa mieltd ja 5 = tdysin samaa mieltd). Taysin eri Taysin samaa
mielta mielta

112 ]13]4]5

Pelkdsimme mahdollisen partnerin kéyttavan tilaisuutta hyvakseen edistaékseen omia
intressejaan meidan intressiemme kustannuksella
Pelk&simme, ettd mahdollinen partneri ei tayttdisi lupauksiaan eik& velvollisuuksiaan
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Pelkasimme, ettd mahdollinen partneri salaisi toiminnan kannalta tarkeda informaatiota

Pelkasimme, ettd partnerista tulisi tulevaisuudessa potentiaalinen kilpailijamme

20. Arvioikaa kuinka hyvin seuraavat véittdmat kuvasivat suunnitteluhetkelld yhteistyén

merkitysta yrityksellenne sekéd partnerillenne. Arviointi tapahtuu asteikoilla (1 = taysin eri mielts, ... ,5 =
taysin samaa mieltd). Taysin Taysin
erim. samaa m.

112 ]13]4]5

Jos yhteistyd partnerin kanssa ei olisi toteutunut, meilla olisi ollut vaikeuksia 16ytéa tilalle
uusi partneri

Yrityksemme oli riippuvainen partnerista

Jos yhteisty® partnerin kanssa ei olisi toteutunut, silla olisi ollut vaikeuksia 16ytaa tilallemme
uusi partneri

Partnerimme oli riippuvainen meisté

21. Arvioikaa seuraavassa jokaisen toimintaympariston tekijan osalta kuinka hyvin ennustettavissa kyseisen
tekijan tulevaisuuden tilanne teiddn mielestanne oli tehdessanne paatdsta pyrkid kohdemaan markkinoille.
Arviointi tapahtuu asteikolla (1 = erittdin huonosti ennustettavissa, 2 =melko huonosti ennustettavissa, 3 = jonkin
verran ennustettavissa, 4 =melko hyvin ennustettavissa ja 5 =erittain hyvin ennustettavissa). Arvioitavat tekijat liittyvat
kohdemaahan seka teollisuudenalaanne kohdemaassa.

Eritt. huonosti Eritt. hyvin
ennustettavissa ennust.
POLIITTINEN JA JURIDINEN YMPARISTO 1 2 3 4 5

Muutokset lainsaadannossa

Muutokset kansainvaliseen liiketoimintaan vaikuttavissa kansallisissa laeissa

Muutokset toimialaan vaikuttavissa rajoituksissa

Tuontitavaroiden tullit ja muut mahdolliset maksut

Olemassa olevien lakien taytantodnpano (esim. sopimusrikkomus-tilanteissa)

Vallassa olevan puolueen kyky sdilyttad valta hallituksessa

SOSIO-KULTTUURILLINEN YMPARISTO (Yhteiskunnallinen tasapaino) 1 2 3 4 5

Aseellisen konfliktin uhka

Mellakoiden esiintyminen

Mielenosoitusten esiintyminen

Terroristien toiminta

TUOTEMARKKINAT JA KYSYNTA 1 2 3 4 5

Asiakkaiden mieltymykset

Tuotteen kysynté

Korvaavien tuotteiden saatavuus

Tdaydentévien tuotteiden saatavuus

KILPAILU 1 2 3 4 5

Muutokset kilpailijoiden hinnoissa

Muutokset Kilpailijoiden strategioissa

Muutokset Kilpailijoiden palvelemilla markkinoilla

Uusien yritysten tulo markkinoille

Paikallisten kilpailijoiden toiminta

Ulkomaisten kilpailijoiden toiminta

22. Arvioikaa seuraavassa kuinka voimakasta vaihtelua / volatiliteettia esiintyi seuraavien tekijoiden osalta
tehdessdnne péaatostd pyrkida kohdemaan markkinoille asteikolla (1 =ei lainkaan vaihtelua, 2 = melko heikkoa
vaihtelua, 3 =jonkin verran vaihtelua, 4 =melko voimakasta vaihtelua ja 5 =erittain voimakasta vaihtelua). Arvioitavat
tekijat liittyvat kohdemaahan seka teollisuudenalaanne kohdemaassa.
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Ei lainkaan vaihtelua Erittéin voim.

Toimintaymparisto 1 2 3 4 5

Poliittinen ja juridinen ympaéristo

Sosio-kulttuurillinen ympdristd (yhteiskunnallinen tasapaino)

Kysynté

Kilpailu

IHI TOIMINTA
Tassa osiossa olevat kysymykset liittyvat toimintavaiheeseen kohdemarkkinoilla eli ajanjaksoon
yhteisyrityksen toiminnan aloittamisesta tdhan pdivaan saakka tai siihen asti kun toimintaa yhteisyrityksen
muodossa jatkettiin.

23. Arvioikaa kuinka hyvin seuraavat vaittdmat kuvaavat toimintaanne. Tarkastelkaa vaittamia eri

toimintaympéristdjen suhteen erikseen. Arviointi tapahtuu asteikoilla (1 = téysin eri mielta, 2 = melko eri
mieltd, 3 = neutraali, 4 = melko samaa mieltd ja 5 = tdysin samaa mieltd).

Vaittamat Poliittinen ja Yhteiskunnal- | Kysyntaympari Kilpailu-
juridinen linen tasapaino std ymparisto
ympéristo

1123451234 ]|5]1(2]|3[4|5]1[2]3[4]5

Olemme saaneet ajoissa
tietoa kohdemaan toiminta-
ymparistdn tapahtumista

Olemme saaneet olennaista
tietoa kohdemaan toiminta-
ympdristén tapahtumista

Saamamme tieto toimintaym-
péristosta on ollut vaikeasti
ymmarrettavissa

Muutosten vuoksi tapahtuneet
neuvottelut yrityksemme ja
yhteistydkumppanin vélilla
ovat vieneet paljon aikaa

On ollut vaikea paasta
yhteisymmarrykseen kump-
panin kanssa kuinka toimin-
taamme pitdisi sopeuttaa
muutosten johdosta

Olemme pystyneet reagoi-
maan muutoksiin riittdvan
nopeasti

24. Arvioikaa missd madrin yrityksenne on panostanut / investoinut seuraavien tekijoiden osalta
kohdemaassa olevaan yksikkéon sen toimintakauden aikana? Arviointi tapahtuu asteikolla (1= ei lainkaan,

2= melko vahan, 3= jonkin verran, 4= melko paljon, 5= erittdin paljon) Ei lainkaan Eritt.
paljon
1 2 3 4 5

Koneisiin ja laitteisiin, jotka muokattu kohdemaan tarpeita varten

Tuotteen / teknologian rataldintiin kohdemaan tarpeita vastaaviksi

Kohdemaan asiantuntijoiden palkkaamiseen

Kohdemaassa olevan yksikon henkilékunnan kouluttamiseen
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25. Kuinka hyvin seuraavat vaittdmat kuvaavat toimintaanne yhteisyrityksenne paépartnerin

kanssa. Arviointi tapahtuu asteikoilla (1 = taysin eri mieltd, 2 = melko eri mieltd, 3 = neutraali, 4 = melko samaa mielta
ja 5 = taysin samaa mieltd).

Taysin eri mieltd Taysin
samaa
mielta

112[3]4]5

Partnerimme on kayttanyt tilaisuutta hyvakseen edistdékseen omia intressejaan
meidan intressiemme kustannuksella

Partnerimme ei ole tayttdnyt lupauksiaan tai velvollisuuksiaan

Partnerimme on salannut toiminnan kannalta tarkeaa informaatiota

Partneristamme on tullut potentiaalinen kilpailijamme

Kaytdmme liian paljon aikaa yhteisyrityskumppanin valvontaan

Yrityksestdmme liian moni henkild joutuu valvomaan yhteisyrityskumppanin toimintaa

Y hteisyrityskumppani on toteuttanut velvollisuutensa ja sitoumuksensa

26. Arvioikaa tyytyvaisyyttdnne yhteisyrityksen menestykseen kohdemaassa tavoitteisiinne
verrattuna seuraavien tekijoiden osalta, asteikolla (1= erittdin tyytymétén, 2= melko tyytymétén, 3= jonkin
verran tyytyvainen, 4= melko tyytyvainen ja 5= erittéin tyytyvainen). JOs tarkasteltavan entrymuodon toiminta
on jo loppunut, vastatkaa kysymykseen lopetushetken tilanteen pohjalta. Jos toiminta jatkuu

edelleen vastatkaa kysymykseen ajanjaksolta 2003-2004 Erittain tyyty- Erittain tyyty-
tymaton vdinen
1123|415

Kokonaismenestys

Myynnin kasvu

Myynnin maara

Tuotannon tehokkuus

Taloudellinen tulos

Markkinaosuus

Maine

Markkinoille padsy

IV KANSAINVALINEN KOKEMUS

Téassd osiossa olen kiinnostunut yrityksenne / yksikkdnne toiminnasta kansainvalisilla
markkinoilla. Ellei muuta ole mainittu, toiminnalla tarkoitetaan kohdealueelle
suuntautunutta vientid, lisensiointia, projektitoimintaa tai muuta yhteistydsopimukseen
perustuvaa toimintaa sekd yhteisyrityksen tai kokonaan omistetun tytaryrityksen
perustamista. (Jos vksikkénne n#ittdd itsendisesti toiminnastanne kv. markkinoilla. vastatkaa vksikkénne

27. Seuraavassa kohdassa olen kiinnostunut yrityksenne/yksikkonne toiminnasta kansainvalisilla
markkinoilla yleisesti ennen tarkasteltavan operaation toteutumista. Jos yrityksellanne oli ennen
operaatiota toimintaa taulukossa mainitulla alueella, olkaa hyvé merkitkaa kyseiset alueet rastilla
(X). Lisaksi pyytaisin, ettd ilmoittaisitte niiden kohdemaiden likimaaraisen kokonaisméaaran joissa
yrityksellanne on ollut toimintaa ennen tarkasteltavan entryn toteuttamista. \Voit ilmoittaa
kohdemaiden maaran merkitsemalla rastin (X) sopivan vaihtoehdon alle oheisessa taulukossa.

Maantieteellinen Keski- ja Ité- | Lansi- Pohjois- Etelé- ja V4- | Aasia | Lahi- Afrikka
alue Eurooppa Eurooppa | Amerikka | li-Amerikka Ita

Kohdemaiden Ikm. | 1-4 5-10 11-20 21-40 41-60 61-100
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28. Kuinka monessa kansainvélisessd yhteistydsopimuksessa yrityksenne/yksikkénne on ollut
osallisena ennen entryn toteuttamista sekd kuinka suurta osaa (%) ndista yhteistydsopimuksista
voisitte kuvata onnistuneeksi? Kansainvéliselld yhteistydsopimuksella tarkoitetaan téssd joko
lisensiointia, franschisingia, liikkeenjohtosopimusta, alihankintaa, sopimusvalmistusta,
projektitoimintaa, yhteisyritysta tai strategista allianssia, jossa toisena osapuolena on yrityksenne
lisdksi ollut muu kuin suomalainen yritys. Yhteistydsopimusta pidetddn onnistuneena kun partneri
on toteuttanut lupauksensa ja velvollisuutensa sekd tarkeimmat yhteistydtavoitteet on saavutettu.

Yhteisty6sopimusten lukumaara Onnistuneiden yhteistydsopimusten osuus (%6)

29. Seuraavassa kohdassa olemme kiinnostuneita kokemuksestanne kohdemaassa. Jos teilld siis on
ollut tai on edelleen toimintaa kohdemaassa, olkaa hyva ja merkitkdd kdyttdménne entrymuodon
kohdalle toiminnan aloitusvuosi sekd mahdollinen lopetusvuosi. Jos teillda oli useampia
lisensiointisopimuksia, muita yhteistydsopimuksia (tarkoitetaan samaa kuin edellisessa),
yhteisyrityksia tai kokonaanomistettuja tytaryrityksia kohdemaassa, olkaa hyva ja merkitkaa
jokaisen operaation osalta sen aloitusvuosi ja mahdollinen lopetusvuosi.

Kéytetty Kyseisen entrymuodon kayttd ensimmadistd, toista ja kolmatta kertaa (vastaa kohtiin
Entrymuoto “toinen” ja "kolmas” vain jos olette kdyttaneet kyseistd entrymuotoa useammin kuin
kerran kohdemaassa).
Ensimméinen Toinen Kolmas
Aloitus- Lopetus- Aloitus- Lopetus- Aloitus Lopetus-
vuosi vuosi vuosi vuosi vuosi Vuosi
Vienti
Lisensiointi
Muu
yhteistydsopimus
Yhteisyritys
Tytaryritys

30. Kun yrityksessénne tehddan ulkomaiseen toimintaan liittyvia paatoksia, kuinka hyvin seuraavat
vaittdmat kuvaavat yrityksenne yleistd asennetta / suhtautumista tilanteeseen. Arviointi tapahtuu

asteikoilla (1 =taysin eri mielts, 2 =melko eri mieltd, 3 =neutraali, 4 =melko samaa mielté ja 5 =taysin samaa mielts).

Taysin eri Taysin samaa
mielté mielté
1 2 |3 14 |5

Kiinnitimme enemman huomiota mahdollisiin voittoihin kuin mahdollisiin
tappioihin

Kiinnitdmme enemman huomiota potentiaalisiin uhkiin kuin potentiaalisiin
mahdollisuuksiin

V OPEROINTIMUODON VALINTA
Téssé osiossa olen kiinnostunut tarkasteltavan toiminnan operointimuodon valintaan liittyvisté
seikoista.
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31. Harkitsiko yrityksenne operointimuodon valintaa tehdessédn muiden operointimuotojen kayttoa
kuin yhteisyrityksen ja jos harkitsi niin minka operointimuodon ja miksi?
[ |Kylla Minka ja miksi?

[ ]Ei, koska

32. Oletteko vaihtanut operointimuotoa toimintanne aikana tai harkitsetteko vaihtavanne sitd
seuraavan kolmen vuoden aikana?
Olemme vaihtaneet Mihin ja Miksi?

| | Harkitsemme vaihtoa ~ Mihin ja Miksi?

Emme ole vaihtaneet emmeka téalla hetkella harkitse vaihtamista.

Kiitos, etta kaytitte aikaanne lomakkeen tayttamiseen!

Jos olette kiinnostunut saamaan tiivistelman tutkimustuloksista, olkaa hyvé ja merkitka4 rasti alla
olevaan ruudukkoon seka ilmoittakaa haluatteko tulokset postitse tai séhkdpostitse.

Haluan, etté lahetatte minulle tiivistelman tutkimustuloksista
Lahettakaa tiivistelma postitse seuraavaan osoitteeseen:

[ ] Lahettakaa tiivistelma sahkopostitse seuraavaan osoitteeseen:

EPAVARMUUDEN VAIKUTUS ENTRY MUODON VALINTA AN AASIAN MARKKINOILLA

TUTKIMUSKOHDE: TYTARYRITYKSENNE SSA

| PERUSTIEDOT

Kysymyslomakkeen kohta 1 koostuu yrityksenne sekd tarkasteltavan yksikon
perustiedoista. Jos liiketoimintasektorinne / -yksikkdnne paattdd itsendisesti
toiminnastanne  kansainvélisilla markkinoilla, olkaa hyva ja vastatkaa silloin
kysymyksiin yksikkonne nakokulmasta; ei koko yrityksen / konsernin.

1. Emoyrityksen nimi:

2. Liiketoimintasektorin / -yksikdn nimi:

3. Vastaajan nimi ja asema:

4. Teollisuuden ala:

5. Henkilékunnan maara maailmanlaajuisesti:  a) Entryhetkell: b)v2004:
6. Yrityksenne liikevaihto: a)Entryhetkella: b)v 2004:

7. Tytéaryrityksen nimi:

8. Toiminnan aloitusvuosi:

9. Oliko tytaryritys perustettu vain maaraajaksi? | | Ei | | Kylla ajanjaksoksi:

10  Yrityksenne omistusosuus:  Aloitushetkella: Nyt:
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11.  Perustamismuoto: [ | Uusperustanta [ ] Yritysosto

12.  Tytaryrityksen toiminta-alue: | | Valmistus [ | Kokoonpano [ | Myynti [ ] Osto

|:| T&K |:| Huolto |:| Muu, miki

13.  Onko tytaryritykseen liitetty myos muita Ei, siirry osioon Il Kylla
operointimuotoja?

14.  Mikd/mitka seuraavista operointimuodoista on liitetty tytaryrityksenne toimintaan?
|:| Lisensiointi |:| Projektitoimitukset |:| Liikkeenjohtosopimus |:| Muu, miké

11 SUUNNITTELUVAIHE

Tassa osiossa olevat kysymykset kuuluvat vaiheeseen, jolloin suunnittelitte entryd kohdemaahan. Sen
vuoksi olisi tarkeéd, ettd pystyisitte palauttamaan mieleenne suunnitteluajankohtaan liittyvan tilanteen,
ja vastaisitte seuraaviin kysymyksiin sen hetkisten ajatuksienne / tuntemustenne pohjalta. (Huom! Kaikki
kysymykset liittyvat tarkasteltavaan entryyn.)

15. Kun yrityksessanne tehtiin tdhan entryyn liittyvia paatoksid, kuinka hyvin seuraavat véittamét

kuvasivat yrityksenne asennetta / suhtautumista tilanteeseen. Arviointi tapahtuu asteikoilla (1 =
taysin eri mieltd, 2 = melko eri mieltd, 3 = neutraali, 4 = melko samaa mieltd ja 5 = tdysin samaa mieltd)Taysin eri Taysin

mielta samaa
mieltd
112]3]4]5

Kiinnitimme enemman huomiota mahdollisiin voittoihin kuin mahdollisiin tappioihin
Kiinnitimme enemman huomiota potentiaalisiin uhkiin kuin potentiaalisiin mahdollisuuksiin

16. Oliko yrityksenne henkilokohtaisesti yhteydessa kohdemaan poliitikkoihin, valtion
virkamiehiin tai muihin politilkan ja juridiikan parissa tyoskenteleviin vaikuttajahenkildihin
ennen_tarkasteltavan entryn toteuttamista? Jos yhteyttd ei ollut laittakaa rasti kohtaan 0. Jos
yrityksenne oli yhteydessa edellda mainittuihin tahoihin, merkitkda rasti kohtaan, joka kuvaa
parhaiten niiden henkildiden lukumaéaraa joihin teilld oli yhteys kunkin tahon osalta.

Yhteys poliitikkoihin Yhteys valtion virkamiehiin Yhteys muihin pol. & jurid.
(henkildiden Ikm.) vaikuttajahenkil6ihin

01235 6-10 YIilo0 | 0| 1-2 | 3-5 | 6-10 | YIli10 | O | 1-2 | 35 | 6-10 | YIi 10

17. Kun yrityksessdnne suunniteltiin tarkasteltavan entryn / operoinnin aloittamista, kuinka hyvin
seuraavat vaittamat kuvasivat yritysjohtonne Kkasityksid suunnitteluhetkelld potentiaalisista

panoksista, joita yrityksen olisi tehtava kyseisen entryn toteuttamiseksi. (Asteikolla 1= taysin eri mielta,

..., b= t&ysin samaa mieltd). Té&ysin samaa
Téaysin eri m. mieltd

112|345

Yrityksemme joutuu investoimaan koneisiin ja laitteisiin, jotka on muokattu kohdemaan
erityisié tarpeita varten

Joudumme réétaldiméaan tuotteemme / teknologiamme kohdemaan tarpeita vastaaviksi
Joudumme palkkaamaan ihmisi, joilla on kohdemaan erityisosaamista (asiakkaista,
kilpailijoista, kulttuurista ym.)

Joudumme kuluttamaan paljon aikaa ja resursseja kohdemaassa olevan yksikon
henkilokunnan kouluttamiseen
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18. Arvioikaa seuraavassa jokaisen toimintaympéristdn tekijan osalta kuinka hyvin ennustettavissa kyseisen
tekijan tulevaisuuden tilanne teiddn mielestanne oli tehdessanne paatosta pyrkida kohdemaan markkinoille.
Arviointi tapahtuu asteikolla (1 = erittdin huonosti ennustettavissa, 2 =melko huonosti ennustettavissa, 3 = jonkin
verran ennustettavissa, 4 =melko hyvin ennustettavissa ja 5 =erittain hyvin ennustettavissa). Arvioitavat tekijat liittyvat
kohdemaahan seké teollisuudenalaanne kohdemaassa.

Eritt. huonosti Eritt. hyvin
ennustettavissa ennust.
POLIITTINEN JA JURIDINEN YMPARISTO 1 2 3 4 5

Muutokset lainsd&ddanndssa

Muutokset kansainvaliseen liiketoimintaan vaikuttavissa kansallisissa laeissa
Muutokset toimialaan vaikuttavissa rajoituksissa

Tuontitavaroiden tullit ja muut mahdolliset maksut

Olemassa olevien lakien tdytantéonpano (esim. sopimusrikkomus-tilanteissa)
Vallassa olevan puolueen kyky sailyttaa valta hallituksessa
SOSIO-KULTTUURILLINEN YMPARISTO (Yhteiskunnallinen tasapaino) 1 2 3 4 5
Aseellisen konfliktin uhka
Mellakoiden esiintyminen
Mielenosoitusten esiintyminen
Terroristien toiminta
TUOTEMARKKINAT JA KYSYNTA 1 2 3 4 5
Asiakkaiden mieltymykset
Tuotteen kysynta

Korvaavien tuotteiden saatavuus
Taydentévien tuotteiden saatavuus
KILPAILU 1 2 3 4 5
Muutokset kilpailijoiden hinnoissa

Muutokset Kilpailijoiden strategioissa

Muutokset Kilpailijoiden palvelemilla markkinoilla
Uusien yritysten tulo markkinoille

Paikallisten kilpailijoiden toiminta

Ulkomaisten Kilpailijoiden toiminta

19. Arvioikaa seuraavassa kuinka voimakasta vaihtelua / volatiliteettia esiintyi seuraavien tekijoiden osalta
tehdessanne paatdstad pyrkia kohdemaan markkinoille asteikolla (1 =ei lainkaan vaihtelua, 2 = melko heikkoa
vaihtelua, 3 =jonkin verran vaihtelua, 4 =melko voimakasta vaihtelua ja 5 =erittain voimakasta vaihtelua). Arvioitavat
tekijat liittyvat kohdemaahan seka teollisuudenalaanne kohdemaassa.

Ei lainkaan vaihtelua Erittdin voim.
Toimintaymparistd 1 2 3 4 5
Poliittinen ja juridinen ymparisto
Sosio-kulttuurillinen ymparistd (yhteiskunnallinen tasapaino)
Kysynta
Kilpailu

20. Mietittekd koskaan yhteisty6ta paikallisen yrityksen kanssa eli esimerkiksi yhteisyrityksen
erustamista tai lisensiointisopimuksen solmimista?
IJi] Ei, koska

Kyll4, koska
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21. Kuinka hyvin seuraavat vaittaméat kuvasivat suhtautumistanne suunnitteluhetkelld

mahdollisen yhteistydkumppanin hankintaan. Arviointi tapahtuu asteikoilla (1 = taysin eri mielts, 2 =
melko eri mieltd, 3 = neutraali, 4 = melko samaa mielt4 ja 5 = taysin samaa mieltd).

Taysin eri Taysin samaa
mieltd mieltd
1123|415

Pelkdsimme mahdollisen partnerin kdyttavan tilaisuutta hyvékseen edistddkseen omia
intressejddn meiddn intressiemme kustannuksella

Pelkdsimme, ettd mahdollinen partneri ei tayttdisi lupauksiaan eikd velvollisuuksiaan
Pelkdsimme, ettd mahdollinen partneri salaisi toiminnan kannalta tirkeda informaatiota
Pelkdsimme, ettd partnerista tulisi tulevaisuudessa potentiaalinen kilpailijamme

22. Jos tytaryksikkdnne perustamismuotona oli yritysosto, vastatkaa tdhan kysymykseen. Muussa
tapauksessa voitte siirtyd kysymykseen 23. Arvioikaa kuinka hyvin seuraavat véittdmét kuvasivat
suunnitteluhetkellda yritysoston merkitysté yrityksellenne sekd ostettavalle yksikdlle. Arviointi

tapahtuu asteikoilla (1 = taysin eri mielts, ... ,5 = tdysin samaa mielta). Taysin  eri
Taysin samaa

mielta
mielta

112|3]4]|5

Jos yritysosto ei olisi toteutunut, meill& olisi ollut vaikeuksia 16yta4 tilalle uusi yritys

Yrityksemme oli riippuvainen ostettavasta yksikdsté

Jos yritysosto ei olisi toteutunut, kohdeyrityksella olisi ollut vaikeuksia 10ytaa
tilallemme uusi ostajaehdokas

Ostettu yritys oli riippuvainen meista

111 TOIMINTA

Tassa osiossa olevat kysymykset liittyvét toimintavaiheeseen kohdemarkkinoilla eli ajanjaksoon
kokonaan omistetun tytéryrityksen toiminnan aloittamisesta tahan pdivaan saakka tai siihen asti kun
toimintaa kokonaan omistetun tytaryrityksen muodossa jatkettiin.

23. Arvioikaa kuinka hyvin seuraavat vaittamat kuvaavat toimintaanne. Tarkastelkaa véittamia eri

toimintaympérist6jen suhteen erikseen. Arviointi tapahtuu asteikoilla (1 = téysin eri mielta, 2 = melko eri
mieltd, 3 = neutraali, 4 = melko samaa mieltd ja 5 = tdysin samaa mieltd).

Vaittamat Poliittinen ja Yhteiskunnal- | Kysyntaympari Kilpailu-
juridinen linen tasapaino sto ymparisto
ymparisto

112|3[(4|5]1(2]3[4]|5([1]2]3|4[5]1]2]|3[4]5

Olemme saaneet ajoissa
tietoa kohdemaan toiminta-
ympéristdn tapahtumista

Olemme saaneet olennaista
tietoa kohdemaan toiminta-
ympéristdn tapahtumista

Saamamme tieto toimintaym-
paristosta on ollut vaikeasti
ymmarrettivissa

Muutosten vuoksi tapahtuneet
neuvottelut yrityksemme ja
yhteistydkumppanin vélilla
ovat vieneet paljon aikaa
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On ollut vaikea paasta
yhteisymmarrykseen kump-
panin kanssa kuinka toimin-
taamme pitdisi sopeuttaa
muutosten johdosta

Olemme pystyneet reagoi-
maan muutoksiin riittdvan
nopeasti

24. Arvioikaa missd maarin yrityksenne on panostanut / investoinut seuraavien tekijéiden osalta
kohdemaassa olevaan yksikk6on sen toimintakauden aikana? Arviointi tapahtuu asteikolla (1= ei lainkaan,

2=melko vahan, 3= jonkin verran, 4= melko paljon, 5= erittdin paljon) Ei lainkaan Eritt.
paljon
1 2 3 4 5

Koneisiin ja laitteisiin, jotka muokattu kohdemaan tarpeita varten

Tuotteen / teknologian rataldintiin kohdemaan tarpeita vastaaviksi

Kohdemaan asiantuntijoiden palkkaamiseen

Kohdemaassa olevan yksikon henkilékunnan kouluttamiseen

25. Kuinka hyvin seuraavat vaittdmat kuvaavat yrityksenne suhdetta kohdemaassa olevan

yksikk&on. Arviointi tapahtuu asteikoilla (1 = téysin eri mielta, 2 = melko eri mielta, 3 = neutraali, 4 = melko samaa
mielté ja 5 = taysin samaa mieltd). Téaysin eri Téysin samaa
mielté mieltd

112[3]4]5

Kohdemaassa oleva yksikkdmme on kéyttényt tilaisuutta hyvakseen edistaédkseen omia
intressejaddn meiddan intressiemme kustannuksella

Kohdemaassa oleva yksikkdmme ei ole tayttanyt lupauksiaan tai velvollisuuksiaan

Kohdemaassa oleva yksikkdmme on salannut toiminnan kannalta trkedd informaatiota

Kéytdmme liian paljon aikaa kohdemaassa olevan yksikon valvontaan

Yrityksestdmme liian moni henkild joutuu valvomaan kohdemaassa olevan yksikon
toimintaa

Kohdemaassa oleva yksikkdmme on toteuttanut velvollisuutensa ja sitoumuksensa

26. Arvioikaa tyytyvaisyyttdnne tytaryrityksen menestykseen kohdemaassa tavoitteisiinne
verrattuna seuraavien tekijoiden osalta, asteikolla (1= erittiin tyytymatén, 2= melko tyytymatén, 3= jonkin
verran tyytyvainen, 4= melko tyytyvainen ja 5= erittéin tyytyvainen). JOs tarkasteltavan entrymuodon toiminta
on jo loppunut, vastatkaa kysymykseen lopetushetken tilanteen pohjalta. Jos toiminta jatkuu

edelleen vastatkaa kysymykseen ajanjaksolta 2003-2004 Erittain tyyty- Erittin
tymatdn tyytyvdinen

1123|415

Kokonaismenestys

Myynnin kasvu

Myynnin maara

Tuotannon tehokkuus

Taloudellinen tulos

Markkinaosuus

Maine

Markkinoille paasy

IV KANSAINVALINEN KOKEMUS

Tassa osiossa olen kiinnostunut yrityksenne / yksikkénne toiminnasta kansainvalisilla
markkinoilla. Ellei muuta ole mainittu, toiminnalla tarkoitetaan kohdealueelle suuntautunutta
vientia, lisensiointia, projektitoimintaa tai muuta yhteistydsopimukseen perustuvaa

toimintaa sekd yhteisyrityksen tai kokonaan omistetun tytaryrityksen perustamista. (Jos
yksikkdnne paattad itsendisesti toiminnastanne kv. markkinoilla, vastatkaa yksikkdnne néakokulmasta; ei koko
konsernin)
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27. Seuraavassa kohdassa olen kiinnostunut yrityksenne/yksikkonne toiminnasta kansainvalisilla
markkinoilla yleisesti ennen tarkasteltavan operaation toteutumista. Jos yrityksellanne oli ennen
operaatiota toimintaa taulukossa mainitulla alueella, olkaa hyvé merkitkaa kyseiset alueet rastilla
(X). Lisaksi pyytaisin, ettd ilmoittaisitte niiden kohdemaiden likimaaraisen kokonaisméaran joissa
yrityksellanne on ollut toimintaa ennen tarkasteltavan entryn toteuttamista. Voit ilmoittaa
kohdemaiden maaran merkitsemall& rastin (X) sopivan vaihtoehdon alle oheisessa taulukossa.

Maantieteellinen Keski- ja Ité- | Lansi- Pohjois- Etelé- ja V&- | Aasia | Lahi- Afrikka
alue Eurooppa Eurooppa | Amerikka | li-Amerikka Ita
| Kohdemaiden Ikm. | 1-4 5-10 11-20 21-40 41-60 61-100

28. Kuinka monessa kansainvélisessd yhteistydsopimuksessa yrityksenne/yksikkénne on ollut
osallisena ennen entryn toteuttamista sekd kuinka suurta osaa (%) ndista yhteistydsopimuksista
voisitte kuvata onnistuneeksi? Kansainvéliselld yhteistydsopimuksella tarkoitetaan téssd joko
lisensiointia, franschisingia, liikkeenjohtosopimusta, alihankintaa, sopimusvalmistusta,
projektitoimintaa, yhteisyritysta tai strategista allianssia, jossa toisena osapuolena on yrityksenne
lisdksi ollut muu kuin suomalainen yritys. Yhteistydsopimusta pidetddn onnistuneena kun partneri
on toteuttanut lupauksensa ja velvollisuutensa sekd tarkeimmat yhteistyotavoitteet on saavutettu.

Yhteistydsopimusten lukumaara Onnistuneiden yhteistydsopimusten osuus (%6)

29. Seuraavassa kohdassa olemme kiinnostuneita kokemuksestanne kohdemaassa. Jos teilld siis on
ollut tai on edelleen toimintaa kohdemaassa, olkaa hyva ja merkitkdd kdyttdménne entrymuodon
kohdalle toiminnan aloitusvuosi sekd mahdollinen lopetusvuosi. Jos teillda oli useampia
lisensiointisopimuksia, muita yhteistydsopimuksia (tarkoitetaan samaa kuin edellisessa),
yhteisyrityksia tai kokonaanomistettuja tytaryrityksia kohdemaassa, olkaa hyva ja merkitkaa
jokaisen operaation osalta sen aloitusvuosi ja mahdollinen lopetusvuosi.

Kéytetty Kyseisen entrymuodon kayttd ensimmadistd, toista ja kolmatta kertaa (vastaa kohtiin
Entrymuoto ”toinen” ja "kolmas” vain jos olette kdyttaneet kyseistd entrymuotoa useammin kuin
kerran kohdemaassa).
Ensimméinen Toinen Kolmas
Aloitus- Lopetus- Aloitus- Lopetus- Aloitus Lopetus-
vuosi vuosi vuosi vuosi vuosi Vuosi
Vienti
Lisensiointi
Muu
yhteistydsopimus
Yhteisyritys

Tytaryritys
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30. Kun yrityksessénne tehddan ulkomaiseen toimintaan liittyvia paatoksia, kuinka hyvin seuraavat
vaittdmat kuvaavat yrityksenne yleistd asennetta / suhtautumista tilanteeseen. Arviointi tapahtuu
asteikoilla (1 =taysin eri mieltd, 2 =melko eri mieltd, 3 =neutraali, 4 =melko samaa mielté ja 5 =taysin samaa mielta).

Taysin eri Téaysin samaa
mielta mielta

1 ]2 |3 |4 |5

Kiinnitdmme enemman huomiota mahdollisiin voittoihin kuin mahdollisiin
tappioihin

Kiinnitdmme enemman huomiota potentiaalisiin uhkiin kuin potentiaalisiin
mahdollisuuksiin

V OPEROINTIMUODON VALINTA
Tdassa osiossa olen kiinnostunut tarkasteltavan toiminnan operointimuodon valintaan liittyvista
seikoista.

31. Harkitsiko yrityksenne operointimuodon valintaa tehdessdadn muiden operointimuotojen kaytt6ad
kuin tytaryrityksen ja jos harkitsi niin minka operointimuodon ja miksi?
[ ]Kylla Minka ja miksi?

[ ]Ei, koska

32. Oletteko vaihtanut operointimuotoa toimintanne aikana tai harkitsetteko vaihtavanne sitéa
seuraavan kolmen vuoden aikana?
[ ] Olemme vaihtaneet: ~ Mihin ja Miksi?

Harkitsemme vaihtoa ~ Mihin ja Miksi?

Emme ole vaihtaneet emmeka talla hetkellad harkitse vaihtamista.

Kiitos, etta kaytitte aikaanne lomakkeen tayttamiseen!

Jos olette kiinnostunut saamaan tiivistelman tutkimustuloksista, olkaa hyva ja merkitkad rasti
seuraava ruudukkoon seka ilmoittakaa haluatteko tulokset postitse tai séhkdpostitse.

Haluan, etta l&hetatte minulle tiivistelman tutkimustuloksista
L&hettakaa tiivistelm4 postitse seuraavaan osoitteeseen:

| | Lahettakaa tiivistelma sahkopostitse seuraavaan osoitteeseen:
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APPENDIX 2. The structural model

Table 1. Indicator loadings, cross loadings and composite reliability for reflective variables

Construct/ TC ENTDEP | LOCDEP | RISK POLUN | SOCUN | DEMUN | COMUN | BEHUN
Indicator INST ATT.

Pc=0.87 | Pc=0.88 Pc=0.81 Pc=0.84 | Pc=0.88 | Pc=0.93 | Pc=0.80 | Pc=0.87 Pc=0.93
NOPOLA 0.62 -0.24 -0.29 -0.05 0.06 -0.10 0.09 -0.19 0.01
NOGOVA 0.94 -0.14 -0.23 0.02 0.30 -0.02 0.15 -0.05 0.23
NOINFA 0.83 -0.03 -0.19 0.07 0.13 -0.05 0.03 0.02 0.26
REPEN 0.26 0.82 0.19 0.20 0.04 -0.34 -0.18 -0.10 -0.07
DEPEN 0.43 0.90 0.19 -0.14 -0.20 -0.15 -0.21 -0.17 -0.03
REPLO -0.11 -0.04 0.83 0.15 -0.19 -0.12 0.12 0.17 -0.29
DEPLO 0.15 0.25 0.69 0.04 -0.28 0.05 -0.04 0.02 -0.29
PROLOSS 0.12 0.05 0.16 0.73 -0.13 -0.18 -0.33 0.03 -0.23
THROPP -0.02 0.12 0.18 0.90 -0.10 -0.17 -0.33 0.04 -0.18
CLEG 0.21 -0.07 -0.17 -0.06 0.86 0.23 0.15 0.10 0.31
NATLAW 0.36 -0.14 -0.25 0.00 0.86 0.20 0.20 0.08 0.32
LEGREG 0.14 -0.13 -0.17 -0.06 0.79 0.28 0.25 0.23 0.37
TARIFFS 0.12 -0.06 -0.06 -0.09 0.71 0.20 0.37 0.20 0.45
ENFORLA 0.24 -0.17 -0.11 0.04 078 0.12 0.12 0.27 0.29
CONTROL -0.01 0.10 0.11 019 [ 027 0.46 0.06 0.08 -0.05
THREAT 0.04 0.06 0.01 -0.16 ; 0.81 0.17 0.00 0.16
RIOTS -0.05 0.06 0.08 -0.25 0.29 0.92 0.17 -0.07 0.01
DEMONS -0.12 0.05 0.08 -0.23 0.26 0.93 0.19 -0.02 0.02
TERROR -0.09 0.26 0.26 -0.16 0.27 0.81 -0.09 0.07 -0.08
CLIENT 0.09 -0.37 -0.33 0.01 0.27 0.08 0.53 0.23 0.39
PRODUCT -0.05 -0.36 -0.27 -0.44 0.20 0.06 0.77 0.18 0.28
AVSUBPR 0.17 -0.32 -0.23 -0.25 0.07 0.15 0.73 0.28 0.18
AVCOMPR 0.13 -0.42 -0.41 -0.34 0.16 0.07 0.78 0.26 0.34
CHPRICE 0.06 -0.10 -0.06 0.02 0.11 -0.08 0.30 0.75 0.24
CHMARKE -0.12 -0.03 0.07 -0.05 0.19 0.12 0.22 0.80 0.14
CHSTRAT 0.07 0.03 0.09 0.00 0.18 0.00 0.24 0.85 0.27
ENTRY -0.04 -0.05 0.02 -0.05 -0.03 -0.09 0.26 0.78 0.18
DOMCOM 0.11 -0.07 0.05 -0.06 0.22 0.06 0.27 058 0.32
FORCOM -0.14 0.05 0.08 -0.16 0.02 0.07 0.25 ( 033 0.12
OWNINT 0.12 -0.31 -0.46 -0.16 0.31 0.02 0.39 ; 0.89
PROBL 0.18 -0.30 -0.46 -0.27 0.30 -0.04 0.42 0.22 0.85
HHIDINF 0.31 -0.38 -0.42 -0.06 0.26 0.00 0.38 0.22 0.84
COMPET 0.23 -0.42 -0.47 -0.16 0.20 -0.01 0.43 0.32 0.87

Table 2. AVE values for reflective latent constructs.

LATENT CONSTRUCT COMMUNALITY (AVE)
Target country institutional experience 0.693
Dependence of entering firm on local firm 0.788
Dependence of local firm on entering firm 0.684
Risk attitude 0.722
Political uncertainty 0.570
Socio-cultural uncertainty 0.764
Demand uncertainty 0.518
Competitive uncertainty 0.537
Behavioural uncertainty 0.757
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Table 3. Correlations among reflective construct scores (Square root of AVE in diagonals)

TC ENTDEP | LOCDEP | RISK POLUN | SOCUN | DEMUN | COMUN | BEHUN
INST ATT.

TC 0.832

INST

ENTDEP 0.349 0.888

LOCDEP | -0.040 0.148 0.827

RISK 0.057 0.055 0.191 0.850

ATT.

POLUN 0.249 -0.135 -0.217 | -0.135 0.755

SOCUN -0.073 -0.291 -0.066 | -0.301 0.357 0.874

DEMUN 0.055 -0.317 -0.018 | -0.401 0.313 0.122 0.720

COMUN -0.066 -0.130 0.061 0.016 0.288 0.035 0.370 0.733

BEHUN 0.192 -0.066 -0.333 | -0.177 0.389 0.050 0.457 0.357 0.870
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APPENDIX 3. Political uncertainty specific model

Table 1. Indicator loadings, cross loadings and composite reliability for reflective variables
in political and legal context.

Construct/ TC INST RISKATT POUN
Indicator Pc=0.883 Pc=0.839 Pc=0.913
NOPOLA 0.66 0.01 0.05
NOGOVA 0.93 0.08 0.31
NOINFA 0.81 0.06 0.15
PROLOSS 0.12 0.89 -0.08
THROPP -0.05 0.76 -0.10
CLEG 0.21 -0.06 0.86
NATLAW 0.34 -0.02 0.86
LEGREG 0.11 -0.07 0.80
TARIFFS 0.12 -0.11 0.72
ENFORLA 0.22 0.10 0.80

Table 2. AVE values for reflective latent constructs.

LATENT CONSTRUCT COMMUNALITY (AVE)
Target country institutional experience 0.716
Risk attitude 0.722
Political uncertainty 0.678

Table 3. Correlations among reflective construct scores (Square root of AVE in diagonals)

TC RISK POLUN
INST ATT.

TC 0.846

INST

RISK 0.066 0.850

ATT.

POLUN 0.234 | -0.104 0.823

QUALITY OF STRUCTURAL MODEL

Table 4. R? values of each structural equation

STRUCTURAL EQUATION R?

Political uncertainty 0.1281
Entry mode 0.3279
Adaptation efficiency in political context 0.0985
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Table 5. Quality of each structural equation

BLOCK REDUNDANCY
Political uncertainty 0.0865
Entry mode 0.3279
Adaptation efficiency in political context 0.0089

Table 6. The regression coefficients for all endogenous constructs and the p-values of

significant relations.

BLOCK CONSTRUCT REGRESSION | STUDENT T P VALUE
COEFFICIENT
Political & legal General international
uncertainty experience -0.040 0.2650 0.396
TC institutional exp 0.203 1.1362 0.1302
TC business exp -0.104 0.4835 0.3153
International co- -0.166 1.0133 0.1575
operation experience
Risk seeking attitude -0.130 0.6798 0.2496
Political volatility 0.240 1.5070 0.0686
Entry mode General international
experience -0.037 0.2559 0.3995
TC institutional exp 0.381 3.0104 0.0019
TC business exp 0.048 0.4202 0.3379
International co- -0.178 1.1157 0.1345
operation experience
Risk seeking attitude -0.093 0.5251 0.3007
Political volatility -0.090 0.5638 0.2875
Political & legal UN -0.025 0.1624 0.4358
Adaptation Entry mode 0.314 2.2590 0.0138
efficiency in

political context
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APPENDIX 4. Modified political uncertainty specific model

Table 1. Indicator loadings, cross loadings and composite reliability for reflective variables
in political and legal context

Construct/ TC INST RISKATT POLUN
Indicator Pc=0.883 Pc=0.838 Pc=0.914
NOPOLA 0.675 0.013 0.057
NOGOVA 0.935 0.078 0.310
NOINFA 0.809 0.055 0.146
PROLOSS 0.136 0.888 -0.083
THROPP -0.033 0.757 -0.100
CLEG 0.199 -0.061 0.867
NATLAW 0.338 -0.019 0.839
LEGREG 0.115 -0.071 0.810
TARIFFS 0.116 -0.105 0.734
ENFORLA 0.227 0.095 0.800

Table 2. AVE values for reflective latent constructs.

LATENT CONSTRUCT COMMUNALITY (AVE)
Target country institutional experience 0.716
Risk attitude 0.722
Political uncertainty 0.679

Table 3. Correlations among reflective construct scores (Square root of AVE in diagonals)

TC RISK POLUN
INST ATT.

TC 0.846

INST

RISK 0.068 0.850

ATT.

POLUN 0.213 -0.112 0.824

QUALITY OF STRUCTURAL MODEL

Table 4. R2 values of each structural equation

STRUCTURAL EQUATION R?

Political uncertainty 0.1434
Entry mode 0.1553
Adaptation efficiency in political context 0.3538
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Table 5. Quality of each structural equation

BLOCK REDUNDANCY
Political uncertainty 0.0974
Entry mode 0.1553
Adaptation efficiency in political context 0.1585

Table 6. The regression coefficients for all endogenous constructs and the p-values of

significant relations.

BLOCK CONSTRUCT REGRESSION STUDENT T P VALUE
COEFFICIENT
Political & legal General international
uncertainty experience -0.039 0.2652 0.3959
TC institutional exp 0.180 1.0159 0.1569
TC business exp -0.097 0.4527 0.3262
International co- -0.161 1.0011 0.1604
operation experience
Risk seeking attitude -0.134 0.7136 0.2391
Political volatility 0.246 1.5958 0.0579
Entry mode General international
experience -0.037 0.2567 0.3992
TC institutional exp 0.382 3.0448 0.0017
TC business exp 0.048 0.4188 0.3384
International co- -0.179 1.1187 0.1339
operation experience
Risk seeking attitude -0.095 0.5370 0.2996
Political volatility -0.089 0.5585 0.2893
Political & legal UN -0.031 0.2055 0.4189
Adaptation Entry mode 0.091 0.3369 0.3687
efficiency in Political & legal UN -0.592 3.7414 0.0002
political context
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APPENDIX 5. Socio-cultural uncertainty specific model

Table 1. Indicator loadings, cross loadings and composite

reliability for reflective

variables in political and legal context.

Construct/ TC INST RISKATT SOCUN
Indicator Pc=0.883 Pc=0.837 Pc=0.928
NOPOLA 0.84 0.07 -0.13
NOGOVA 0.89 0.10 -0.02
NOINFA 0.81 0.14 -0.12
PROLOSS 0.15 0.82 -0.23
THROPP -0.03 0.88 -0.28
THREAT -0.05 -0.23 0.84
RIOTS -0.09 -0.33 0.93
DEMONS -0.15 -0.30 0.93
TERROR -0.15 -0.21 0.80

Table 2. AVE values for reflective latent constructs.

LATENT CONSTRUCT COMMUNALITY (AVE)
Target country institutional experience 0.716
Risk attitude 0.721
Socio-cultural uncertainty 0.764

Table 3. Correlations among reflective construct scores (Square root of AVE in diagonals)

TC RISK SOCUN
INST ATT.

TC 0.846

INST

RISK 0.058 0.849

ATT.

SOCUN -0.107 -0.300 0.874

QUALITY OF STRUCTURAL MODEL

Table 4. R2 values of each structural equation

STRUCTURAL EQUATION R?

Socio-cultural uncertainty 0.2007
Entry mode 0.2224
Adaptation efficiency in socio-cultural context 0.0532
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Table 5. Quality of each structural equation

BLOCK REDUNDANCY
Socio-cultural uncertainty 0.1533
Entry mode 0.2224
Adaptation efficiency in socio-cultural context 0.0088

Table 6. The regression coefficients for all endogenous constructs and the p-values of

significant relations.

BLOCK CONSTRUCT REGRESSION STUDENT T P VALUE
COEFFICIENT

Socio-cultural General international

uncertainty experience -0.221 1.6381 0.0534
TC institutional exp -0.048 0.4482 0.3278
TC business exp -0.016 0.1006 0.4601
International co- -0.156 0.8348 0.2036
operation experience
Risk seeking attitude -0.255 1.6552 0.0516
Socio-cultural 0.217 1.3708 0.0878
volatility

Entry mode General international
experience -0.098 0.7032 0.2423
TC institutional exp 0.348 3.2375 0.001
TC business exp 0.049 0.3971 0.3464
International co- -0.238 1.2144 0.1147
operation experience
Risk seeking attitude -0.178 1.0557 0.1477
Socio-cultural -0.025 0.1453 0.4425
volatility
Socio-cultural UN -0.289 2.1318 0.0186

Adaptation Entry mode 0.231 1.0504 0.1489

efficiency in

political context
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APPENDIX 6. Modified socio-cultural uncertainty specific model

Table 1. Indicator loadings, cross loadings and composite reliability for reflective variables

in political and legal context.

Construct/ TC INST RISKATT SOCUN
Indicator Pc=0.883 Pc=0.837 Pc=0.928
NOPOLA 0,681 -0,049 -0,098
NOGOVA 0,909 0,019 -0,026
NOINFA 0,829 0,070 -0,054
PROLOSS 0,134 0,730 -0,151
THROPP -0,035 0,900 -0,156
THREAT 0,021 -0,166 0,845
RIOTS -0,065 -0,255 0,918
DEMONS -0,145 -0,235 0,25
TERROR -0,125 -0,160 0,774

Table 2. AVE values for reflective latent constructs.

LATENT CONSTRUCT

COMMUNALITY (AVE)

Target country institutional experience 0.716
Risk attitude 0.720
Socio-cultural uncertainty 0.764

Table 3. Correlations among reflective construct scores (Square root of AVE in diagonals)

TC RISK SOCUN
INST ATT.

TC 0.846

INST

RISK 0.057 0.848

ATT.

SOCUN -0.103 -0.302 0.874

QUALITY OF STRUCTURAL MODEL

Table 4. R? values of each structural equation

STRUCTURAL EQUATION R?

Socio-cultural uncertainty 0.2008
Entry mode 0.2178
Adaptation efficiency in socio-cultural context 0.3207
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Table 5. Quality of each structural equation.

BLOCK REDUNDANCY
Socio-cultural uncertainty 0.1535
Entry mode 0.2178
Adaptation efficiency in socio-cultural context 0.1141

Table 6. The regression coefficients for all endogenous constructs and the p-values of

significant relations.

BLOCK CONSTRUCT REGRESSION STUDENT T P VALUE
COEFFICIENT

Socio-cultural General international

uncertainty experience -0.224 1.6699 0.0501
TC institutional exp -0.044 0.4124 0.3408
TC business exp -0.024 0.1541 0.439
International co- -0.153 0.8198 0.2078
operation experience
Risk seeking attitude -0.258 1.7330 0.0442
Socio-cultural 0.215 1.3724 0.0876
volatility

Entry mode General international
experience -0.097 0.6939 0.2452
TC institutional exp 0.350 3.2535 0.0009
TC business exp 0.047 0.3831 0.3515
International co- -0.236 1.2092 0.1157
operation experience
Risk seeking attitude -0.176 1.0447 0.1495
Socio-cultural -0.027 0.1578 0.4376
volatility
Socio-cultural UN -0.279 2.0513 0.0223

Adaptation Entry mode 0.027 0.1565 0.4381

efficiency in Socio-cultural UN -0.560 45621 0.000

political context
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Table 1. Indicator loadings, cross loadings and composite reliability for reflective

variables in political and legal context.

Construct/ TC INST RISKATT COMUN
Indicator Pc=0.881 Pc=0.823 Pc=0.883
NOPOLA 0.70 -0.05 -0.20
NOGOVA 0.91 0.02 -0.06
NOINFA 0.80 0.07 -0.003
PROLOSS 0.12 0.72 0.005
THROPP -0.02 0.91 0.02
CHPRICE -0.06 0.12 0.69
CHMARKE -0.15 -0.05 0.82
CHSTRAT 0.04 -0.003 0.85
ENTRY -0.17 -0.05 0.79
DOMCOM -0.01 -0.06 0.61

Table 2. AVE values for reflective latent constructs.

LATENT CONSTRUCT COMMUNALITY (AVE)
Target country institutional experience 0.713
Risk attitude 0.703
Competitive uncertainty 0.603

Table 3. Correlations among reflective construct scores (Square root of AVE in diagonals)

TC RISK SOCUN
INST ATT.

TC 0.844

INST

RISK 0.029 0.838

ATT.

COMUN -0.140 0.004 0.777

QUALITY OF STRUCTURAL MODEL

Table 4. R2 values of each structural equation.

STRUCTURAL EQUATION R2

Competitive uncertainty 0.1104
Entry mode 0.1572
Adaptation efficiency in competitive context 0.1097
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Table 5. Quality of each structural equation.

BLOCK REDUNDANCY
Competitive uncertainty 0.0666
Entry mode 0.1572
Adaptation efficiency in competitive context 0.0164

Table 6. The regression coefficients for all endogenous constructs and the p-values of

significant relations.

BLOCK CONSTRUCT REGRESSION STUDENT T P VALUE
COEFFICIENT
Competitive General international 0.085 0.5635 0.2876
uncertainty experience
TC institutional exp -0.176 0.8958 0.187
TC business exp -0.253 1.5925 0.0583
International co- 0.061 0.4871 0.314
operation experience
Risk seeking attitude -0.020 0.1172 0.4535
Competitive volatility 0.119 0.5317 0.2985
Entry mode General international -0.038 0.2493 0.402
experience
TC institutional exp 0.349 3.0042 0.002
TC business exp 0.091 0.8621 0.1961
International co- -0.171 1.0717 0.1441
operation experience
Risk seeking attitude -0.059 0.3431 0.3664
Competitive volatility 0.068 0.4727 0.3191
Competitive UN 0.061 0.4413 0.3303
Adaptation Entry mode -0.331 1.3553 0.0902
efficiency in
competitive context
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APPENDIX 8. Modified competitive uncertainty specific model

Table 1. Indicator loadings, cross loadings and composite reliability for reflective

variables in political and legal context.

Construct/ TC INST RISKATT COMUN
Indicator Pc=0.881 Pc=0.816 Pc=0.884
NOPOLA 0,692 -0,043 -0,190
NOGOVA 0,924 0,017 -0,053
NOINFA 0,811 0,086 -0,002
PROLOSS 0,120 0,670 0,025
THROPP -0,040 0,941 0,030
CHPRICE 0,049 0,028 0,685
CHMARKE -0,148 -0,049 0,779
CHSTRAT 0,037 -0,003 0,884
ENTRY -0,036 -0,042 0,799
DOMCOM -0,008 -0,054 0,646

Table 2. AVE values for reflective latent constructs.

LATENT CONSTRUCT COMMUNALITY (AVE)
Target country institutional experience 0.713
Risk attitude 0.695
Competitive uncertainty 0.606

Table 3. Correlations among reflective construct scores (Square root of AVE in diagonals)

TC
INST
TC 0.844
INST
RISK 0.022
ATT.
COMUN -0.129

RISK SOCUN
ATT.

0.834

0.012 0.778

QUALITY OF STRUCTURAL MODEL

Table 4. R2 values of each structural equation.

STRUCTURAL EQUATION R2

Competitive uncertainty 0.1047
Entry mode 0.1577
Adaptation efficiency in competitive context 0.2254
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Table 5. Quality of each structural equation

BLOCK REDUNDANCY
Competitive uncertainty 0.0635
Entry mode 0.1577
Adaptation efficiency in competitive context 0.0848

Table 6. The regression coefficients for all endogenous constructs and the p-values of

significant relations.

BLOCK CONSTRUCT REGRESSION STUDENT T P VALUE
COEFFICIENT
Competitive General international 0.079 0.5493 0.2924
uncertainty experience
TC institutional exp -0.165 0.8894 0.1887
TC business exp -0.244 1.5893 0.0587
International co- 0.062 0.5058 0.3074
operation experience
Risk seeking attitude -0.011 0.0678 0.4731
Competitive volatility 0.126 0.5829 0.2811
Entry mode General international -0.039 0.2572 0.399
experience
TC institutional exp 0.349 2.9809 0.0021
TC business exp 0.092 0.8752 0.1925
International co- -0.171 1.0768 0.0943
operation experience
Risk seeking attitude -0.057 0.3326 0.3703
Competitive volatility 0.067 0.4664 0.3213
Competitive UN 0.069 0.5372 0.2966
Adaptation Entry mode -0.207 0.7152 0.2387
efficiency in Competitive UN -0.426 2.2762 0.0132
competitive context
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Table 1. Indicator loadings, cross loadings and composite reliability for reflective variables

in demand context.

Construct/ TC INST RISKATT DEMUN
Indicator Pc=0.882 Pc=0.839 Pc=0.812
NOPOLA 0.68 0.00 0.10
NOGOVA 0.93 0.07 0.17
NOINFA 0.82 0.05 0.05
PROLOSS 0.13 0.89 -0.31
THROPP -0.03 0.76 -0.32
CLIENT 0.07 -0.06 0.57
PRODUCT -0.05 -0.44 0.74
AVSUBPR 0.17 -0.24 0.72
AVCOMPR 0.13 -0.30 0.80

Table 2. AVE values for reflective latent constructs.

LATENT CONSTRUCT COMMUNALITY (AVE)
Target country institutional experience 0.715
Risk attitude 0.722
Demand uncertainty 0.522

Table 3. Correlations among reflective construct scores (Square root of AVE in diagonals)

TC RISK DEMUN
INST ATT.

TC 0.846

INST

RISK 0.063 0.850

ATT.

DEMUN | 0.058 -0.380 | 0.723

QUALITY OF STRUCTURAL MODEL

Table 4. R? values of each structural equation.

STRUCTURAL EQUATION R?

Demand uncertainty 0.2557
Entry mode 0.2488
Adaptation efficiency in demand context 0.1813
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Table 5. Quality of each structural equation.

BLOCK REDUNDANCY
Demand uncertainty 0.1334
Entry mode 0.2488
Adaptation efficiency in demand context 0.0215

Table 6. The regression coefficients for all endogenous constructs and the p-values of

significant relations.

BLOCK CONSTRUCT REGRESSION STUDENT T P VALUE
COEFFICIENT
Demand General international -0.084 0.7478 0.2288
uncertainty experience
TC institutional exp 0.139 0.9845 0.1644
TC business exp -0.223 1.2526 0.1076
International co- -0.220 1.3232 0.0954
operation experience
Risk seeking attitude -0.452 3.1262 0.0014
Demand volatility -0.068 0.4911 0.3126
Entry mode General international -0.013 0.0953 0.4622
experience
TC institutional exp 0.290 2.5353 0.007
TC business exp 0.133 1.2381 0.1103
International co- -0.105 0.7967 0.2144
operation experience
Risk seeking attitude 0.088 0.5549 0.2905
Demand volatility 0.111 0.9508 0.1728
Demand UN 0.352 2.5392 0.0069
Adaptation Entry mode -0.426 2.4588 0.0084
efficiency in
demand context
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APPENDIX 10. Modified demand uncertainty specific model

Table 1. Indicator loadings, cross loadings and composite reliability for reflective variables

in demand context.

Construct/ TC INST RISK DEMUN
Indicator Pc=0.882 ATT.

Pc=0.839 Pc=0.812
NOPOLA 0,681 0,0 0,094
NOGOVA 0,928 0,069 0,157
NOINFA 0,816 0,048 0,044
PROLOSS 0,126 0,887 -0,313
THROPP -0,034 0,757 -0,321
CLIENT 0,071 -0,058 0,545
PRODUCT -0,054 -0,442 0,748
AVSUBPR 0,172 -0,240 0,739
AVCOMPR 0,127 -0,299 0,782

Table 2. AVE values for reflective latent constructs.

LATENT CONSTRUCT COMMUNALITY (AVE)
Target country institutional experience 0.715
Risk attitude 0.722
Demand uncertainty 0.522

Table 3. Correlations among reflective construct scores (Square root of AVE in diagonals)

TC RISK DEMUN
INST ATT.

TC 0.846

INST

RISK 0.063 0.850

ATT.

DEMUN 0.056 -0.383 0.723

QUALITY OF STRUCTURAL MODEL

Table 4. R? values of each structural equation.

STRUCTURAL EQUATION R?

Demand uncertainty 0.2585
Entry mode 0.2466
Adaptation efficiency in demand context 0.3222
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Table 5. Quality of each structural equation.

BLOCK REDUNDANCY
Demand uncertainty 0.1349
Entry mode 0.2466
Adaptation efficiency in demand context 0.1333

Table 6. The regression coefficients for all endogenous constructs and the p-values of

significant relations.

BLOCK CONSTRUCT REGRESSION STUDENT T P VALUE
COEFFICIENT
Demand General international -0.080 0.7256 0.2355
uncertainty experience
TC institutional exp 0.138 1.0296 0.1537
TC business exp -0.227 1.3378 0.093
International co- -0.215 1.3474 0.0915
operation experience
Risk seeking attitude -0.456 3.3886 0.0006
Demand volatility -0.075 0.5654 0.287
Entry mode General international -0.015 0.1104 0.4562
experience
TC institutional exp 0.291 2.5579 0.0066
TC business exp 0.133 1.2507 0.108
International co- -0.107 0.8074 0.2133
operation experience
Risk seeking attitude 0.088 0.5545 0.2907
Demand volatility 0.113 0.9623 0.1699
Demand UN 0.349 2.5468 0.0068
Adaptation Entry mode -0.067 0.2520 0.401
efficiency in Demand UN -0.543 3.7664 0.0002
demand context
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APPENDIX 11. Behavioural uncertainty specific model

Table 1. Indicator loadings, cross loadings and composite reliability for reflective variables

in demand context.

Construct/ TC INST RISKATT BEHUN
Indicator Pc=0.884 Pc=0.828 Pc=0.926
NOPOLA 0.68 -0.05 0.03
NOGOVA 0.93 0.02 0.25
NOINFA 0.82 0.07 0.26
PROLOSS 0.13 0.72 -0.04
THROPP -0.03 0.91 -0.18
OWNINT 0.10 -0.16 0.85
PROBL 0.18 -0.28 0.87
HIDINF 0.31 -0.07 0.87
COMPET 0.21 -0.16 0.87

Table 2. AVE values for reflective latent constructs.

LATENT CONSTRUCT COMMUNALITY (AVE)
Target country institutional experience 0.718
Risk attitude 0.709
Behavioural uncertainty 0.757

Table 3. Correlations among reflective construct scores (Square root of AVE in diagonals)

TC RISK BEHUN
INST ATT.

TC 0.847

INST

RISK 0.042 0.842

ATT.

BEHUN 0.171 | -0.180 0.870

QUALITY OF STRUCTURAL MODEL

Table 4. R2 values of each structural equation.

STRUCTURAL EQUATION R?

Behavioural uncertainty 0.1857
Entry mode 0.2766
Control efficiency 0.2127
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Table 5. Quality of each structural equation.

BLOCK REDUNDANCY
Behavioural uncertainty 0.1407
Entry mode 0.2766
Control efficiency 0.0248

Table 6. The regression coefficients for all endogenous constructs and the p-values of

significant relations.

BLOCK CONSTRUCT REGRESSION STUDENT T P VALUE
COEFFICIENT
Behavioural General international 0.114 0.8091 0.2109
uncertainty experience
TC institutional exp 0.180 0.9078 0.1838
TC business exp -0.125 0.8507 0.1992
International co- -0.301 2.1310 0.0186
operation experience
Risk seeking attitude -0.251 1.5666 0.0613
Entry mode General international -0.091 0.6251 0.2672
experience
TC institutional exp 0.279 1.8427 0.0352
TC business exp 0.103 0.9287 0.1784
International co- -0.064 0.5058 0.3074
operation experience
Risk seeking attitude 0.027 0.1572 0.4378
Behavioural UN 0.401 2.8881 0.6027
Control efficiency | Entry mode 0.461 5.5936 0.00
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APPENDIX 12. Modified behavioural uncertainty specific model

Table 1. Indicator loadings, cross loadings and composite reliability for reflective variables

in demand context.

Construct/ TC INST RISKATT BEHUN
Indicator Pc=0.884 Pc=0.829 Pc=0.926
NOPOLA 0,675 -0,048 0,028
NOGOVA 0,931 0,019 0,248
NOINFA 0,816 0,073 0,266
PROLOSS 0,130 0,721 -0,030
THROPP -0,030 0,909 -0,173
OWNINT 0,101 -0,160 0,856
PROBL 0,178 -0,273 0,868
HIDINF 0,310 -0,067 0,871
COMPET 0,212 -0,155 0,866

Table 2. AVE values for reflective latent constructs.

LATENT CONSTRUCT COMMUNALITY (AVE)
Target country institutional experience 0.718
Risk attitude 0.710
Behavioural uncertainty 0.757

Table 3. Correlations among reflective construct scores (Square root of AVE in diagonals)

TC RISK BEHUN
INST ATT.

TC 0.847

INST

RISK 0.043 0.843

ATT.

BEHUN 0.168 -0.179 0.870

QUALITY OF STRUCTURAL MODEL

Table 4. R2 values of each structural equation.

STRUCTURAL EQUATION R?

Behavioural uncertainty 0.1845
Entry mode 0.2772
Control efficiency 0.2139
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Table 5. Quality of each structural equation.

BLOCK REDUNDANCY
Behavioural uncertainty 0.1397
Entry mode 0.2772
Control efficiency 0.0261

Table 6. The regression coefficients for all endogenous constructs and the p-values of

significant relations.

BLOCK CONSTRUCT REGRESSION STUDENT T P VALUE
COEFFICIENT
Behavioural General international 0.111 0.82150 0.2073
uncertainty experience
TC institutional exp 0.179 0.9999 0.1607
TC business exp -0.122 0.8178 0.2084
International co- -0.303 2.1334 0.0185
operation experience
Risk seeking attitude -0.250 1.6014 0.0573
Entry mode General international -0.090 0.6343 0.2642
experience
TC institutional exp 0.279 1.8497 0.0347
TC business exp 0.102 0.8938 0.1875
International co- -0.063 0.5150 0.3042
operation experience
Risk seeking attitude 0.027 0.1638 0.4352
Behavioural UN 0.402 2.8674 0.0029
Control efficiency | Entry mode 0.481 3.1405 0.0013
Behavioural UN -0.047 0.2205 0.4131
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