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ABSTRACT

Some research argues that companies start thenatitaralization process with
psychically close countries, and after gaining klealge and experience, they move to
more distant countries. The structure for this psscexplains the uncertainty that
companies would face in unknown markets. Alsosibelieved that companies learn
easily about foreign countries when the psychitadise between home and the target
country is minimal. The definition of psychic diste is often used as a synonym with
cultural distance. These distances are differeehpmena, but have proven to overlap.
International business is also affected by a bgsindistance that exists between
different countries.

Many different studies can be found for these phesma; therefore the framework of
this study is to investigate how the distances betwcountries affect the international
maketing. The empirical part of this study will ugedesk study and qualitative and
quantitative methods. The desk study will focustib@ analysis of different cultural
distance theories. The quantitative method willlyaea the psychic distance between
Finland and twenty-four countries, using an Inteswvey. The qualitative method will
make a deeper analysis of South Korea as a casgrgdnecause it is proven to have a
long business distance to Finland.

The results of this study suggest that differerdtatices have varied affect on
international marketing. Markets within the targabuntry might offer excellent
business opportunities for a company, even thobghet would be a great business
distance between the home and target countries. tAls study points out that the use
of different cultural distance theories should @& with careful consideration because
theories offer varied results.

KEYWORDS: business distance, cultural distance, psychicmtistamarket
entry, South Korea
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1. INTRODUCTION

1.1. Effect of the Business Distance on Market ¥ntr

It has been noted that companies’ internationatingbace has long been rapid, and the
business community as a whole has turned to inierreized. One reason for this is
that internationalization process has less limitant before. Fore example, psychic
distance and lack of information might not limitemational business decisions, if one
has correct relations. (Nordstrom 1991: 32, 33,.)18Qeractions between continents
are more common with individuals, and especiallyhat business level. Attitudes and
the reaction to foreign business have changed dghrancreasing knowledge and
experience. Geographical distance is not causingagsr obstacles as earlier because
companies have found financial options for busirtemssactions. Minor transportation
costs can be created if products are manufactarétki country where demand is great,
even if the main company situates in a differeninty. Also networking has created
many opportunities for companies to market theneselnd to create relationships. The
world is starting to shrink and globalize and there it is easy to contact distant places.
With the help of Internet, companies may contadepial customers and partners
quickly through e-mail and video negotiations. Therld's largest economies and
trading systems are becoming even more integrateckase of world trade and foreign
direct investment reflect the rise of internatiomafluence on industry structure and
ownership of value-added facilities. The borderlessld is assessing the speed and

response to changing external factors. (Ellis &lMfhs 1995: 85.)

There are numerous factors influencing markets raacket environment. Companies
have possibilities that will affect their actionsdastrategies in markets, but it is
impossible to affect most factors, such as econainultanges in the home or central
markets, and the amount and structural change tdnpal customers. Not only a
company’s own, but also competitors’ old and netioas affect international markets,
and main political decisions and legislations dftle domain. (Lotti 2001: 54.) Many

forces and factors influence a company’s decisimtgss over the entry and operation
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mode. The decision process includes discovery e$ehfactors, measurement of a
company’s strengths, and evaluation of a compadyection over a future planning
period. For a clearer view, the factors influencaegision process have been divided
into external and internal factors. (Root 1994:. 2&9.) External factors include
marketing, production and environmental factorserehs the latter includes products,
resources and commitment factors. Luostarinen ptesiew of these factors in his
research: the small size of home markets, and magenness in home or foreign
countries. These factors can act as a united rdasamternationalization. (Luostarinen
1989: 68 — 75.) Luostarinen shows in his study thateasing openness of small-size
markets correlate with the increase in the numbexporting firms (Luostarinen 1989:
92). Sometimes a company might have foreign costabefore the real
internationalization process, which mainly influeacmarket selection. Whether the
selection of a country is based on contacts, gebgral closeness, or any other reasons,
it is important for a company to know how nationalifferences affect

internationalization.

Target countries are not always similar to a comgjzamome country, but some
companies are willing, at some point, to enteragistountries, create relationships, and
face competition there. Cultural differences affentry strategy decisions, and entry
mode choice is partly depended on the culturaladist between countries (Kogut &
Singh 1988). Effects of cultural distances areidiff to analyze if the distances are
unkonwn, and the problem is that the differencesaintries are difficult to evaluate.
These variations can be analyzed by the countaeshomical, cultural or psychic
distances. Afterwards it would be easier for a canypto estimate the sales product and
its integration into the target market in ordedéxide the choice of entry mode, to plan
a marketing program, and to control the operatiddoss-cultural communication
affects all aforementioned actions, but this is aletays correctly understood. (Root
1994: 224.) It has been proven that the periodnoé tand the quality of relationships
matter in business communication. Therefore bemglved in a market does not

automatically increase market knowledge. (Karppiakada 1994: 171.)
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Root (1994: 32) has mentioned that when culturatadices between the societes of
home and target countries differ greatly, intelor@di managers are more inclined to
feel ignorant about the target country and feawfuheir capacity to manage production
operations there. He also mentioned that cultuiatadce creates high cost for
information acquisition. Nowadays the high costirdbrmation acquisition can create
great opportunity for companies to understand $ipecultures and countries. After
understanding a country and its market, comparmiedetter able to plan entry modes
and operations realistically. It is quite a geneedion to suggest that managers are
inclined towards culturally distant countries, bhesa when one is aware of cultural
distances, and lacks information, one normally g@a&timore information. All countries
vary, those both culturally distant and close. €fae there is risk for a company to
assume it has all the necessary information, eslbpedn the case of culturally close
countries. The psychic distance paradox argues dpatations in psychically close
countries are not inevitably easy to manage becassamptions of similarity can
prevent learning about critical differencies (LataeO’Grady 1996). When two quite
similar forces, psychic and cultural distancesedffinternational market, they are to
same extent affected by similar factors. Differestidies tend to emphasize the
importance of different factors, depending on tiaefework used in the studies.

Many researchers (Hofstede 1991; Luostarinen 1B89¢ created scales for countries’
distances, and they recommend different operatimde® for different levels of
distances, or for stages of internationalizationffelences and distances between
countries have been topics for many interests. idibéa of formatting reliable methods
for analysis of a country’s differences might ceeathope for a decrease in uncertainty
while conducting international business. Nordstr®91) indicates that perceived
uncertainty and the degree of ‘foreignness’ arestina of information availability and
lack of knowledge of local business conditions,tooers, bureaucratic procedures,
foreign exchange-rate fluctuations, tariff, and +tanff barriers. (Nordstrom 1991: 20.)
Luostarinen (1989: 124 — 125) defines that genetak distances are bound together
with differences between home and target countdits.also states that distances
between countries are assumed to have an impatheoitevel of knowledge. Also

Shenkar (2001: 523) points out that cultural distadecreases as firms learn more
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about a market. The concept of cultural distangeesawith different research, but the
mostly used concept is a combination of differeattdrs, e.g. economical, psychic,
cultural and institutional distances. The cultudiktance has been described by
Luostarinen (1989) to be part of the concept ofinmess distance, which also includes
the economical distances of countries. He mentiloaisgreat cultural distances are seen
through the difficulty of obtaining, identifying, ransmitting and recognizing
international business impulses between counttiesstarinen 1989: 132). Root (1994)
has presented the idea that cultural distance lsanba thought of as an environmental
factor. Cultural values, language, social strucamd ways of life vary widely between
countries and markets. (Root 1994: 30 — 31.)

1.2. Research Objectives and Questions

This study will include many methods and aspectabse most of methods have some
truth in them. Although researchers’ points of \seand information sources have been
quite different, they had same problem which thielvesd to solve in order to explain

and prove a country’s distance in some visible wat}j figures and values.

This study will also investigate issues regarding following research questioktow
does the distances between countries affect teeniaional marketing?n addition it
will compare different studies made from culturatigpsychic distances, and evaluate a
company analysis of how different theoretical mdggo hand in hand with operations
at the Wartsila Power Plants. The research questitinbe examined with lesser
guestion, divided as follows:

- How different distances are defined, and whatedéht results can be found
from distance theories?

- How does the use of distances differ in the ma@onal marketing?

- How do Finnish managers experience the psyckiaudice?

- How the business distances affect a company’&ehantry?



17

1.3. Definitions and Limitations

Research will be limited to to the effect of cuitlipsychic and business distances. The
study will investigate also the results of distaaad how they are used in international
marketing. This study will shortly examine the gninode selections, but it will not
include the selection of a market country nor thetdrs affecting this selection. It is
proved that also other distances affect decisiokimgan business (Dow & Karunaratna
2006), but this study will be limited to three distes. Nordstrom and Vahlne stated
that cultural and psychic distances are complatdfgrent but overlapping phenomena
(Nordstrom & Vahlne 1993: 10), whereas Hofstede9()9used these terms as a
synonym. This study will support the definition séparate phenomena, but because of
their relation to each other, analysis will be mdmea comparison of psychic and
cultural distances. Empirical limitations have bealso made. This study will
concentrate on the distance analysis between Firdad other coutnries. Also a deeper
investigation on the market and culture of the Rdipwof Korea (Korea) is made and

this analysis will be based on the findings of m#sh company.

This paper will not suggest how companies shoutéter their decision while planning

the entry mode. Also it will not make conclusions apinions about marketing

strategies or marketing operations. These sectierd to be considered from a specific
company’s point of view. It would not be reliabfeonly general conclusions are drawn.
Companies have different amounts of resources,rexpe and relationships, and they
can only use this study as a ground work for theure actions. Part of the analysis on
this research is based on industrial companies diness-to-business relationships,

so it cannot be specified to all industries, whecher different countries.

Psychic distances described in several ways, but there is onmitieh used in many
studies: that the distance between the home aedyfomarket relates to the perception
and understanding of cultural and business difflszenNordstrom and Vahlne (1994),
O’'Grady and Lane (1996) have used this same ddiserin their studies, creating
importance for psychic and distance as two diffefaators. Psychic has derived from

the term psyche, referring to mind or soul. Therefthe basis of psychic distance is
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formed by the mind’s processing of perception andeustanding, and distance relates
to the similarity of differences in the degree eparation between two points. Psychic
distance can also be seen as operationalizednrs tef cultural and business distances.
(Evans & Movando 2000: 311-312.)

Cultural distance has also many definitions. Luostarinen describesumtry distance
as the following: the more differences betweentéinget country and the home country,
the more distant one is from other (Luostarinen91924). Luostarinen continues his
description that cultural distance is defined ‘the sum of factors creating, on the one
hand, a need for knowledge, and on the other hbarijers to the knowledge flow and
hence also to other flows between the home andatiget country. A long cultural
distance means that the cultural environments eftWfo countries are very different
from each other.(Luostarinen 1989: 131 — 132.)

Business distancas described by Evans and Movando (2000: 311 - a%2a factor
containing economic, legal and political differesceand also variation in business
practices, industry structures and languages. Rrmoostarinen’s point of view (1989),
the business distance is a combination of physadtural and economical distances.
Therefore, if countries are physically, culturadiyd economically distant, then business

distance differs greatly.

1.4. Earlier Research

Results and conclusions for every research aretatfeby the aspect selected by the
researcher. Therefore there have been some cepfaad some investigations have
criticized other results. Information about podgibs and risks for the choice of entry
mode, and factors affecting it generally, can bentb Also there are many different
descriptions for cultural differences and factevkjch will help this study’s theoretical
view. Much research exists pertaining to marketryefRoot 1994; Davies, Hamill,
Wheeler & Young 1989), international business (Begk& Ghauri 1999; Czinkota,
Ronkainen & Moffet 1999; Ellis & Williams 1995) armlltural differences (Hofstede
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1991; Harris & Moran 1996). In addition the affeétpsychic and cultural distances to
international business has also been investigdtadbpinen-Takada 1994; O’Grady &
Lane 1995; Shenkar 2001).

1.5. Structure of the Study

The background and the rational for this study mesented in the first chapter. In
addition the effect of business distances on a emyip market entry will be
introduced. Also the research questions, probleoh lanitations are presented, and

finally earlier studies and researches on the stibje examined.

The theoretical part will present different thesrad methods relevant to the subject. It
introduces different terms and reasons behind phenoms, and discusses the results
and conclusions between studies. The theoreticdlosewill begin with the second
chapter, which will introduce the effect of cultyrpsychic and business distances on
the international business. All three distances| vié introduced with deeper
investigations. Chapter three describes differeabties about the market environment
and entry strategy. Marketing process will be dised in the fourth chapter. Also
factors affecting markets will be presented.

The empirical study binds the presented framewaork starts the fifth chapter with an
introduction of methodology. This chapter presedtfferent study methods and
introduces the structure of the approaches in gtugdy. Chapter six will present the
analysis for data collected by different methodse Beventh chapter presents the case
study, and will create a deeper view on the cultanal psychic differences for the case

company.

Final discussions and analysis are made in thenbeyg of the eighth chapter, and it
continues with a summary of the study and presentatft major findings. Finally, this

chapter offers suggestions for future research.
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2. EFFECT OF THE DISTANCES ON THE INTERNATIONAL
BUSINESS

In this chapter distance phenomena will be disaussparately in the light of its
influence on international business. Distances éxagnconsist of psychic, cultural and
business distances. Finally this chapter will pnéstudies which are made from these

issues.

2.1. Definition of Psychic, Culture and BusinesstBinces

There have been many studies done regarding psgokicultural distances. Some of
the researchers have been criticized for confufiage two phenomena. It is important
to present a variety of definitions and aspectstifi@se distances. Psychic distance is
quite a complicated concept; therefore it has sgvelefinitions. Vahlne and
Wiedersheim-Paul described it ashé sum of factors preventing the flows of
information from and to markets. Like the differemién language, education, business
practices, culture and industrial developmer(@iirala 1993: 23). Later Vahilne and
Nordstrom (1994: 42) redefined psychic distancéhasfollowing: “factors preventing

or disturbing the learning about and understandafca foreign environment”Psychic
distance has been seen as the difference in pencgftetween buyer and seller, which
is determined by three factors. These factorsumlltsimilarity, trust, and experience,
can be divided into three levels: the national,aorgational and individual levels.
(Siirala 1993: 24.) One aspect of psychic distameele by Bradley and Sousa (2006)
criticizes Hofstede’s method by using the term asymonym for cultural distance.
Bradley and Sousa (2006: 51) see psychic distame@m andividual’s experience in the
differences between home and foreign country amdetbre it can not be measured
with statistics on economic development, level dfi@tion or language. They argue
that Vahlne and Wiederheim-Paul, and Luostarineeduthese factors to indicate
psychic distance; however they all used factoramgasure cultural distance, even

though they noticed the existence of psychic degan



21

Cultural distance is the difference in the valuesveen countries at a cultural level, and
that is why these factors cannot be measured \wghsame indicators. Bradley and
Sousa (2006: 52) emphasize that if psychic distamageeasured at a national level,
some important factors might not be shown becawssehic distance gives a very
subjective point of view. Hofstede has stated tbalture is always a collective

phenomenon (Hofstede 1991: 5), even though he baisedulture distance study on
surveys for individuals. Luostarinen (1989) invgated cultural distance differently

than Hofstede. He set in order the results of tfferdnt values in each country, not by
individual interviews and opinions. These valuesrevébased on each country’s

economical and educational development, and otetla of language.

The term business distance is used in this studyjta meaning is important to explain.
Luostarinen (1989) clarifies business distance asmbination of physical, cultural,
and economical distances. Therefore if countriesgaographically and culturally close
and a long positive economic distance exists betwleem, then the business distance is
close. According to Luostarinen, some countriesnamee favourable as a target country

for a company because of the differences in busidesances (Luostarinen 1989: 138).

2.2. Effect of the Psychic Distance on Market Opens

Luostarinen has revealed in his research that $tinmompanies usually start the
internationalization process with physically andtuwally close countries that have
short business distances to Finland. Later thesgpanies may enter countries with
greater business distances (Luostarinen & Welcl®)198is usually thought that closer
countries are easier to enter and start the inienaization process than distant
countries. According to Luostarinen, the inforroaticollected from culturally distant
countries might be expensive and difficult, and seme cases impossible to do.
(Luostarinen 1989: 132 — 133.) Companies might kmiec that closer countries are
easier to understand and offer a more familiarremvment. O’'Grady and Lane (1996)

prove in their study the existence of a psychidatice paradox, which means that
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starting the internationalization process by entgra psychically close country may
result in poor performance and in worst case, itarla(O’Grady & Lane 1996: 309).

Nordstrom (1991) made a thorough survey of psydlstance in Sweden, and arranged
forty minutes lectures about psychic distance [efgiving the questionnaires.
Managers were asked to set index values betweerl@0—for twenty-two different
countries, which included most frequently enterearkats by the firms studied. The
index value 0 was assigned to a country experietaced closest to Sweden in terms of
psychic distance. The highest index value 100 viaango a country believed to be the
most remote from Sweden, and the remaining cowvere given intermediate values.
After receiving answers, Nordstrom calculated therage index for each of the twenty-
two countries. The average index values convergedrds the ranking after about fifty

questionnaires was reviewed. (Nordstrom 1991: 1156-)

Nordstrom (1991) points out that the degree of riidBonal competition within
industries affects the choice between wholly owsalks operations and independent
representatives. This means that the global coratemt ratio and the size and
international experience of a company do not hageifgcant influence. Industrial
companies with international competition mainlyes¢lan approach using independent
representatives and acquisitions. Nordstrom alstesvthat companies do not tend to
use acquisition as an operation mode if the conagom ratio with the host country is
high. On the other hand, the global concentratatiom does not have significant effect
on industrial companies’ modes of establishing salebsidiaries. (Nordstrom 1991.:
177 — 179.) Nordstrom’s research explains morg#yehic distance than, for example
research in the Uppsala model (Nordstrom 1991: 24)-Vahine and Wiedersheim-
Paul note that companies tend to begin their forejgerations from nearby markets and
in time continue towards distant markets. They alisgover that companies enter new
markets mostly through exports. They write thatcpgy distance is influenced by the
following factors: level of development, level oflueation, differences between
previous factors, cultures, and in everyday languagd business language between
home and foreign country. Also other existing lindesween the home country and the

foreign market have influence on psychic distanoeiraividual level, according to
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Vahlne and Wiedersheim-Paul. Luostarinen refethiganalysis model in his research,
and he also examines the cultural distance basgd pa these factors.It‘is not only
the geographical distance, but also the economit eudtural distance which have an

impact on impulse exposur¢luostarinen 1989: 52).

As can be seen nowadays, some companies enterdigayt markets, especially so
called ‘born global’ companies. Vahlne and Wiederh€l973 in Nordstrém 1991: 22)

state that heavy manufacturing industries seemnter enore distant markets. They
realize that some individual firms might behavdeatdéntly from their results, when they
emphasized that the evolutionary process of intemmalization is the most typical

(1974 in Nordstrom 1991: 24). Also Johanson andtdéat (1984) note, that the

internationalization model is less valid when btte market and the firm are highly
internationalized. They mention that companies ammpelled to choose markets and
entry strategies that differ from predictions, hesma competitive forces and factors in
internationalized industries create a heterogenguattern of entry opportunities.

(Johanson & Mattson in Nordstrom 1991: 25.)

Another view can be seen from the Uppsala’s intesnalization model; it is assumed
in the Uppsala model that when psychic distanceeases, the knowledge reduces and
perceived uncertainty rises. (Nordstrom 1991: 2Bven though some types of
experiental knowledge would reduce some uncertathig might not influence other
uncertainty components (Kontkanen 2006: 201). Tdrecept for psychic distance that
Nordstrom used implies an assumption of a hetemgenworld - a world consisting of
countries perceived to be different. (Nordstrom 1:9926.) Companies have more
information and quicker and easier access to kragdeFurthermore the world is not
as heterogeneous as it was before, and that idiwhy are more willing to enter even
distant countries with greater risks. Also there arore people with experience and
knowledge of international business, and firms alvke to use these experiences, e.g.
international consulting firms. Also the existermfenternational trade reduces some of

the barriers between cultures and regions. (Naigst991: 27 — 29.)
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2.3. Cultural Distance as Part of the Businessuatan

Kotler (2003) describes that social-cultural enmiment creates the beliefs, norms and
values for every country and religion. It definedationships and views of people
themselves, others, organizations, societies, anché&ture and the universe. Every
society has subcultures, which include groupslieééve in the same values. Marketers
have possibilities to focus only on these subcaeluand create operations for them.
Individuals in societies have cultural values that quite permanent, unlike secondary
cultural values, which vary by time and situatigkotler 2003: 175 — 177.) Unlike
Kotler, Luostarinen (1989) evaluates the effecaafountry’s cultural distance, not the
subcultures or behavioural effects. He views distaas a barrier to impulse flows in
both directions. He explains this promoting theaidleat the number of impulse modes
and the frequency of impulse exchange is usualfflenbetween two culturally distant
than between two culturally close countrigiUostarinen 1989: 132). He also clarifies
cultural distance as one country’s point of viewr Example, although Finns may view
Sweden as the culturally closest country to Finlahds not necessarily vice versa,
because Swedishs might feel a closer cultural pribyxiwith Denmark or Norway. This
can be seen as one point where Luostarinen contusiesal and psychic distances. If
distance is understood as a subjective point af vieis psychic distance, even though
Luostarinen discusses this as a cultural dista@oethe other hand, Luostarinen bases
his study on objective factors: language, educatidavel and level of economic
development. According to him, these environmentahponents have been noted to
differ quite meaningfully between nations. He hpscified cultural distance with these
environmental factors and pointed out that envirents in nations are more unknown
if the differences in language, education and egoo® are great. Luostarinen points
out that psychic distance is not constant becausmries with the development of
related cultural factors, unlike geographical dis&a Even though Luostarinen
discovers the existence of psychic distance, hes dm¢ include it in his research.
(Luostarinen 1989: 134 — 135.)

Hofstede is one of the well-known researchers wdwelstudied the distances between

different countries. His cultural distance ratenaen different cultures base on a data
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collected by a survey. He refers to earlier soarghropology studies showing thatl*
societies, modern or traditional, face the samadpsoblems; only the answers differ”
(Hofstede 1991:. 13). Later the basic problems wadd were suggested by Alex

Inkeles and Daniel Lavinson as follows (Hofsted811:9.3.):

- Relation to authority

- Conception of self: the relationship between wvmlial and society and
individual’s concept of masculinity and femininity

- Ways of dealing with conflicts, including the d¢mi of aggression and the

expression of feelings.

Hofstede’s study (1991) differs from Luostarinebh&cause he studied a survey devised
for the multinational corporation IBM and its sufliaries in over fifty countries.
Hofstede points out that the survey reveals emgloyef IBM were similar in all
respects except by nationality, and he explains ttha effect of national differences
stands out clearly in the employees’ answers (129).: The results are analyzed using
the same set of occupations (1991: 29). Hofstedeeralimensions of culture as power
distance (PDI), collectivism versus individualistDY), femininity versus masculinity
(MAS) and uncertainty avoidance (UAI). These temese already part of earlier social
sciences, and Hofstede understood they would apdgonably well to the basic
problem area, which each dimension stands for.gJ$ia survey, he characterizes each
country by a score on each of the dimensions. ltdtdéstede added a fifth dimension, a
long-term versus short-term orientation discovdargdvichael Harris Bond (Hofstede
1991: 14).

It is very interesting to compare the studies ofdttrle and Luostarinen because they
take a different aspect on the same problem. Figurehows that Hofstede divided
cultural distance to four different factors, wherdaiostarinen combined the results
from several factors to cultural distance. Luosiani did not separate cultural distance
in any way, but included several factors to ecomonevelpoment: level of paper
consumption, number of telephones, level of enargy steel consumption, and level of

industrialization. (Luostarinen 1989: 146.)
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Luostarinen Hofstede

. GTLTUR{L DISTAN (%
Economic development
Language Power distance
Level of education Individualism
Masculinity
CULTURAL DISTANCE . -

K Uncertainty avoulzmce/

Figure 1. Difference between Studies of Luostarinen and tddts.

It can be questioned if Hofstede’s and Luostarisee'searches are comparable with
each others because Hofstede’s does not compéeecdif values to separate countries;
results of four cultural dimensions describe therage behaviour people exhibit in
different countries, whereas Luostarinen comparesumtry’s distance from Finland
and uses business aspects for his results, le@eingvioural factors aside. Luostarinen
points out that the market pull force is strongéew the economic distance is greater in
favour of the target country. Market-pull-force exfts how a company enters a market
in this country. And vice versa, when economicatist is disfavour for target country,
it creates less interest for a company to enterntiaeket (Luostarinen 1989: 136).
Hofstede’'s factors, which can be used as predictactors in power distance
dimension, have the same point of view which Ludiséa use: geographical position,
population and country’s wealth (Hofstede 1991:-486). Hofstede differs in that he
uses business views to describe the culture’s dagrpehaviour, not the individual

consumer’s view.

Hofstede defines power distance as the extent tohwthe less powerful members of
institutions and organizations within a country esfpand acceptance that power is
distributed unequally (Hofstede 1991:. 28). Therefar country with a great power
distance score has a clear hierarchical systemaaddsire for status consistency in
society. On the contrary, a country with a smallvpodistance score has a more equal

environment. Inequality in society is undesirabled aeveryone has equal rights.
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(Hofstede 1991: 32 — 38.) Hofstede points out thatountry’s PDI score can be
predicted by three factors, a country’s geograpHatdude (higher latitude associates
with a lower PDI), a country’s population size {Jar size relates to higher PDI) and a
country’s wealth (a wealthier country associateshwiower PDI) (1991: 44).
Collectivist societies can be described as sosigtiewhich the interest of the group
dominates over the interest of the individual (19%D). Hofstede describes that
personal time, freedom and challenge at the waakeplre very important factors for
individualistic people. Whereas collectivistic péopeed for training opportunities and
a good physical working condition, also they ustrely their skills in the job (1991:
52 — 53). Masculinity is shown strongly in culturgsere people have opportunities for
high earnings and get recognition for their work. masculinity culture offers
opportunity for advancement to higher-level jobsl ameates challenging work. In a
feminine culture employees have good working refeghips with direct superiors and
are able to cooperate with each other. Also pebple an opportunity to live in a
desirable area and have the security to work ag &mthey wish. (1991: 81 — 82.)
Countries scoring high on uncertainty avoidancel temhave more precise laws than
the ones with weak uncertainty avoidance. AccordimgHofstede, high uncertainty
avoidance countries tend to be pessimistic aboeir thossibilities of influencing
decisions made by authorities. (1991: 126 — 127.)

People can co-operate successfully, even though rtlight be from very dissimilar
cultures. Still there are some cultures that woHoperate with other cultures better than
others. Hofstede’s perspective is that most difficultures are ones which score high
on uncertainty avoidance and on power distancethids these cultures will not be
forerunners andthey may have to be left alone for some time timty discover they
have no other choice but to join(Hofstede 1991: 237 — 238). Hofstede does not
describe uncertainty on a deeper level. His argamenthat in high uncertainty
avoidance countries, people tend to think thated#ifices are dangerous. (1991: 237 —
238.) Other reserch shows many factors affectiegoérceived uncertainty. Kontkanen
(2006: 24) made a study that includes a compampermrence, risk-seeking attitude,
dependence and volatility as part of the perceiuadertainty. Some doubt exists

regarding the reliability of Hofstede’s researcltdaese his conclusions were based on
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one company’s employees. There have been dicusgiahs specific company has its
own business culture, and therefore the surveyteldésused might not give a reliable
view. His results cannot be generalized world-walthough they may pertain to IBM’s
own business culture distance to its different mlises. Even though Hofstede
emphasized in his study thatr*@rganization is a social system of a differentuna
than a nation” (Hofstede 1991: 18), he still includes a survegsults from only one
organization as representing national culturesthanl differences. Also the survey was
made for a company in one industry; therefore ighthibe very different with other
industries. For example, cultural differences bemnvdorest industry companies, or
those located in completely different domains, rhighffer from an information
technology industry. Additional note can be madsrfrthe collection of South African
data that bases only on the white population. Th& gresents solely minority’s
opinions because 9,2 % of the population in Soufific& is white (SouthAfrica.info
2006).

2.4. Business Distance

While Hofstede describes that other countries amtlures are more favourable for
business because of the different culture factarestarinen describes that the reason is
the difference in business distance. (Luostarin8891 138.) He commentates that
business distance either favours or disfavoursydntra specific target market (1989:
137). Distance is assumed to impact the level awktedge, and knowledge plays a
main role in decision making in international besis. Generally a company has less
knowledge of a target country if the differenceviltn the home and target country is
large. And the less knowledge a company has, thre meky it is for that company to
enter the market. According to Luostarinen, theetygnd the amount of country
differences affect the type and scope of knowleéige.example, if business distance is
short, then only a little general knowledge is reedLuostarinen 1989: 125 — 126.)
Even though Luostarinen realizes the existenceaffd#rent distance types, he does not

separate them in the same way as Hofstede does.
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2.5. Review on the Studies about Cultural and HeyRIstances

Cultural and psychic distances are studied extehsiand some of this is shown in
Table 1. Table lists articles with critical andiaffative views. The most used study is
probably the one with the most criticism: Hofstexdstudy on culture and organizations.
Dow and Karunatratna (2006: 4) criticize the metilogy of Kogut and Singh (1988)
because they assume that all cultural factors itbanér equally. Kogut and Singh
included Hofstede’s cultural factors in their matiatical formula. Dow and
Karunatratna also doubt the validity of Hofstede'search. Shenkar (2001) found in his
study that the values in the Kogut and Singh index not updated by Hofstede or
others. Kogut and Singh also made an invalid assompof equivalence with
Hofstede’s study. While Hofstede points out thanheoof the four cultural factors are
less disruptive than others, factors were used wefdfhal significance in the study of
Kogut and Singh. (Shenkar 2001: 525.)

Hansson, Sundel and Ohman (2004) investigated fpsala model, which consists of
state and change aspects. They added a firm spaspect based on different criticism
they found in the Uppsala model. O’'Grady and Lah®96) investigated psychic
distance and made an analysis of Canadian retaipanies that entered the United
States. The research focused on industry and conipaels, not on the personal level.
O’Grady and Lane found that companies, which epsschically close countries as a
first step to internationalization might performapky or experience business failure.
They described this situation as psychic distararagox. Some Canadian companies
assumed that markets of the USA were similar with markets of Canada. When
markets were experienced as close, there was dittieanformation gathered, and the
differences in the markets caused some seriousgonstfor some companies. (O’'Grady
& Lane 1996: 310.) Bradley and Sousa (2006) preetpsychic distance is based on
individuals’ perception of different countries. &tinger and Schlegelmilch (1998: 367)
found that psychic distance is perceived remoterwhtensive business relations exist

between countries.
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Table 1.Earlier Studies about Cultural and Psychic Distance

AUTHOR(S) YEAR SUBJECT GAP USED METHOD RESULT
THEORIES
Dow, 2006 Developing a Develop and | - Hofstede Country Practice of using a
Karunatratna Multidimensiona | test a broad (critical) analysis compostie index scales gn
| Instrumentto | selection of the Hofstede’s study as the
Measure Psychig indicators that sole indicator of psychi¢
Distance Stimuli | are referred as distance stimuli isn't reliable
psychic enough.Geographic distance
distance is still the single mos
stimuli. influential ‘trade inhibitor'.
Bradley, 2006 Cultural - Hofstede - Hypot- Psychic distance is based pn
Sousa Distance and - Kogut & heses tes-| individuals' perception of
Psychic Singh ting countries, where intensive
Distance: Two business relations exist No
Peas in a Pod? bigger impact of psychi¢c
distance on export ratio ar
export growth of companies.
Hansson , 2004 The New Uppsala modell - The Uppsala | Interview | Uppsala model is missing
Sundel , Modified does not fully | model (critical important variables. It is
Ohman Uppsala Model | explain - Network only focused on the firm.
internationali- | model
zation process
and behaviour
Shenkar 2001 Cultural Critical review | -Transaction | Desk Kogut and Singh inde
Distance of the cultural| cost theory Research | should supple by long-term
Revisited: distance - Hofstede orientation.
Towards a More | constuct - Kogut & Cultural similarity measures
Rigorous Singh index should be used in conjuctign
Conceptualizatio with other results of cultural
n and diversity. Cultural distance
Measurement of should be thought as 4gn
Cultural independent and a
Differences dependent variable.
Stréttinger, 1998 Explaining Empricial - Hofstede Cross- Decision makers show high
Schlegelmilch Export Develop- | testing of national psychic distances toward
ment Through psychic compare | countries, where intensive
Psychic Distance distance has business relations exist.
- Enlightening or | been neglected
Elusive
O'Grady, 1996 The Psychich Psychic - Hofstede Literature| Entering to  psychically
Lane Distance distance affect review close countries is not always
Paradox choice of entry| Case easiest, because of the
or perfor- studies psychic distance paradox.
mance in the Survey The significance of the
new market differences is more
important than their amoun
Kogut, 1988 The Effect of Relationship | - Hofstede Desk Entry mode selection is
Singh National Culture | between research | affected by cultural factors.
on the Choice of | culture and Kogut&Singh created

Entry Mode

entry choice to
solve country
patterns of

entry modes.

mathematical formula based
on Hofstede’s indices
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3. MARKET ENVIRONMENT AND ENTRY STRATEGY

This chapter will begin with a short introductioor finternationalization and entry
mode. It will lead to different entry modes aftesalissing the decision process, which
companies have to make while choosing an entry médelly this chapter will

explore factors that affect the decision process.

3.1. Market Entry Strategy and Internationalization

Internationalization is not a solution for everyngmany, and some firms might be
unwilling to react to international business immslsif they have a mental commitment
to domestic business and are satisfied with curdembestic situations (Luostarinen
1989: 54). For a small and medium-sized firm, imdionalization may present some
problems. These may occur on a company or enviratahéevel, whereas strategic

consideration would present the previous level aodhpliance with government

regulation the latter level. A company can evalue@ossibilities by rating its internal

strengths and weaknesses. After risks involved Heesn considered, alternative entry
strategies can be estimated. Most of the smallraadium-sized companies that plan
strategies for market entry consider four differstriategies: indirect exporting and
importing, direct exporting and importing, licengiand franchising. (Czinkota et al.

1999: 371 - 373.)

International market entry mode can be thought ®©faa arrangement made by a
company. A company’s different resources can besfeared to new target markets due
to entry mode. These resources may include produaethinology, human skills,
management or an equivalent. An entry strategybeanreated if a company wants to
build a permanent market position and remain adtivihe international market for a
long run (Root 1994: 25). Narrow perspectives presaly two different methods in
arranging entry to a foreign country: export ofaanpany’s products from a production
base and the transfer of a company’s resourcespiidtricts can then be sold directly
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to consumers or manufactured by foreign compamewider perspective takes into
consideration benefits and costs of every possikéind separates these two methods
into lesser parts. (Root 1994: 24 — 26.)

Decision on entry to a foreign market is a resdltnmany different phases in a
company’s management and employees. A companyochasake strategies for each
entry decision it will make, even if the operatimcludes a product or a market entry.
Former entry means that a company offers a newugtam a market it has operated
before, whereas in the latter entry, a companyrergenew market with product it has
already supplied into other markets. (Root 1994) 2&er planning the strategy for a
specific product or market, a company has to gathestrategies together and form a
strategy for the corporate international entry.uFég2. shows different elements that
affect international market entry strategy, acaogdio Root (1994). A decision for a
target market begins with evaluation of a compapyxiucts and foreign markets. Root
points out that a company has to set objectives goads in the target market. The
selection of an entry mode is important, and itudthdoe done from exports, contractual
arrangements and investment modes. After seleetmgntry mode, there is need for
design a marketing plan, which may include pric@npotion, and distribution plans.
Finally a company must constantly control the psscef planning the entry strategy. It
has to evaluate all the phases in strategy plaranidignonitor performance in the target
market, when the strategy is carried out in practltis also important to know that
plan for international market entry is a continuargl open-ended process. (Root 1994:
23.)

Root (1994) divides entry modes to three main pavteere each has specific modes
with different attributes: export, contractual, angdestment entry modes. Export entry
is the only mode where the final products are mactufed outside the target market.
Indirect export uses middlemen, who normally logata company’s home country and
who does the actual exporting. Direct export is mieghen a company does not have
middlemen in a home country, but it might have rredten in a target country. Direct

export can be divided into two different parts: mger export distributor, and direct

branch or distributor. In the first part middlemenl market exported products, and in
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the latter situation a company has its own opegatimits in the target country.
Contractual entry modes are mainly vehicles forvkiedge and transfer of skill, even
though it might create opportunities for exportifignis mode consists of a long-term
association between a company and an entity imeagio target country. If a company

will use a contractual entry mode, it will not haatey equity investment.

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

1 2 3. 4
Assessing . ] o
products Setting Choosing Designing the
and foreign objektives . the entry . marketing
markets and goals mode plan

A

........................................................................

Entry
operations

Control System
5.

3

Figure 2. The elements of an International Market Entry 8ggt(adapted from Root 1994: 23).

The licensing and franchising have similaritieshwéach other, but the franchising
includes more factors than licensing. Licensingordy a transfer of a company’s
industrial property, e.g. patents, know-how anddéraarks, whereas in franchising, the
company assists the franchisee in organizationketiag, and general management,
with intentions to remain the agreement permangiso the franchising mode admits
the use of company’s name, trademarks and techyo(®pot 1994: 27.) Investment
entry modes mean that a company involves the oWwiperd manufacturing plants or
some other production units in the target counthese subsidiaries might be only part
of the product’s manufacturing process, when theyanly simple assembly plants,
which import products from the parent company. 8liages can also manufacture the
entire product. These foreign subsidiaries candé @f sole or joint ventures. In sole

ventures, the parent company has complete owneegstdpcontrol, whereas in joint
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venture, the ownership and control is shared tagetlith the parent company and the
local company. Sole ventures can start with newbdishments or acquisitions. (Root
1994: 28.)

Luostarinen uses other methods for entry mode idividHe separates operations into
four different categories by combining functionahda investment classification
(Luostarinen 1989). Luostarinen refers to functlookassification by two separate
operation modes - production operations (POS), wipeoduct manufacture is
transferred to the target country, and marketingragions (MOS), when final products
are marketed abroad but manufactured in home goulmvestment classification is
characterized by non-investment operations (NIQ®) direct investment operations
(DIOS). Unite of the NIOS and MOS constitutes NIMQ®n-investment marketing
operations) and uniting of DIOS and MOS creates OBAdirect investment marketing
operations). A conjuction of NIOS and POS creat#306 (non-investment production
operations) and the conjuction of DIOS and POStese®IPOS (direct investment
production operations). (Luostarinen 1989: 107 9.1Quostarinen has included the

following operations in different categories (19899 — 111):

1. Non-direct investment marketing operations (NI$)O
a. Indirect export operations for goods
b. Direct export operations for goods
c. Service export operations
d. Know-how export operations
e

Partial project export operations

2. Non-direct investment production operations Q)
a. Licensing operations
b. Franchising operations
c. Contract manufacturing operations
d. Turnkey operations
e. Co-production operations
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3. Direct investment marketing operations (DIMOS)
a. Sales promotion subsidiaries
b. Warehousing units
c. Service units
d

Sales subsidiaries

4. Direct investment production operations (DIPOS)
a. Assembling subsidiaries

b. Manufacturing subsidiaries

Luostarinen describes the effect of physical, calt@and economic distances on the
determination of the combined modes of internatidmesiness operation (Luostarinen
1989: 163). Based on Luostarinen, operation mofi@&MOS and NIMOS are used in
most opposite types of countries. Figure 3. shdwas there is a greater probability for
the company to use direct investment marketing aifmrs when the physical and
cultural distances are slight and the positive eoain distance is great between the
home and target country. Use of a non-investmeodymtion operation is more likely
when physical, cultural, and negative economicatiisés are long between home and
target country. If the cultural and negative ecormdistances are long, while physical
distance is short between a home and a target rigouhén a company normally uses
non-investment marketing operations. Long physaa positive economic distances
together with a short cultural distance betweenntwes, create possibility for a

company to use direct production operations. (Larosen 1989: 165.)
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short physical distance MOS

long cultural distance NIOS NIMOS
long negative economic distance  NIOS

short physical distance MOS

short cultural distance DIOS DIMOS
long positive economic distance  DIOS

long physical distance POS

long cultural distance NIOS NIPOS
long negative economic distance  NIOS

long physical distance POS

short cultural distance DIOS DIPOS

long positive economic distance  DIOS

Figure 3. Joint Effects of the Physical, Cultural and Econoiistances on the Determination of the
Combined Modes of International Operations (Ludstar 1989: 164).

Kogut and Singh (1988: 414 — 415) indicate thatwthee cultural distances are great
between investing and entry countries, it is mdkely that a company will choose a
joint venture or wholly owned Greenfield over amgaisition. The same possibility
exists in a situation where uncertainty avoidarscgreat in a culture of investing firm,
regarding organizational practices. Acquisitions ased as an entry mode when local
concentration ratios are high, especially whenrapany takes over a large share from
the entry market. This also occurs when industwéhk very slow or fast growth are

favoring acquisitions. (Nordstrom 1991: 85.)

3.2. Assessing Foreign Markets and Environments

Kotler (2003) has examined the evaluation of faremgarkets. He brings out that all

parties operating in markets are performing in anmmanvironment of forces and

trends, which partly create the opportunities amedats. Companies need to monitor
these forces and trends and then react to thenerd@s mentioned a few global forces
that might occur in foreign markets (2003: 161 2)16
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- Speedup of international transportation, commation and financial
transactions affect rapid growth for world tradel amwestment.

- Movement of manufacturing capacity and skill$awer-cost countries.

- Rising economic power of several Asian countiresvorld markets will open
new potential target market and increase the glotxalpetition.

- Rise of trade blocks, e.g. European Union and NABignatories’ influence on
ease of access to new markets and the affect ativeetosts of trading.

- Rapid privatization of publicly owned companies.

- Increasing ethnic and religious conflicts in eértcountries and regions.

- Growth of global brands in food, clothing, andctfonics.

These global forces may affect companies and coesim the economic environment.
Interaction between different global forces is imipot to realize when analyzing
market environments. Kotler has divided these ®ra®o six different sections:
demographic, economic, natural, technological, tpal-legal, and social-cultural.
Interaction between these factors will lead to ribreats and opportunities in specific
markets. (Kotler 2003: 161 — 162.) Other reseaghieave also realized these
environments, but the division that Kotler madeorse often referred to. Dibb and
Simkin (2004) discuss the analysis of the marketipgortunity, not only the market
environments. They introduce the following factorgolved in marketing opportunity

analysis:

- Business opportunity evaluating

- Environmental scanning

- Business capability and asset understanding
(Dibb, Simkin 2004: 176.)

Both Root (1994: 30 — 31) and Kotler (2003: 16364)lhave emphasized the meaning
of economical environment. Kotler describes thahodgraphic environment is part of a
macro environmental force. Demographic environmentusually analyzed and

monitored before other forces, because market typioy needs people. The size and

growth rate of population in a specific region, afe educational levels, regional
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characteristics, and movements are part of the onaavironmental force. Root (1994:
30 — 31) gives a detailed explanation on the mgaofrmarket economy and how it is
dependent on the size of the economy, which is atbynmeasured by gross national
product (GNP). According to Root, economy size ieplhe level of performance and
the relative importance of its economic sectorsadyics of the market economy relate
to investment rate, growth rate of GNP, personabmme, debt and credit availability,

among other factors.

External economic relations are also valuable médron for an analysis: direction,
composition value of export and imports, balanceafments, debt service burden and
exchange rate behaviour are important factors. eélotlescribes the economical
environment quite the same as Root, but Kotler ggakeeper with his analysis. Trends
in consumer-spending patterns and income patteams give a marketer a good
conception of a market’s economical environmenveland distribution of income and
industrial structure vary between different cowrgri When investigating closely on
industrial structure, it is better to divide econesinto smaller parts, for example,
subsistence economies, raw-material-exporting eo@® industrializing economies,
and industrial economies. Subsistence economiex offly a few opportunities for
marketers, whereas the industrial economies aheniarkets for all types of products.
Raw-material-exporting economies export raw maletia foreign countries, and offer
a good market for equipment, supplies, and luxwgdpcts for wealthier citizens.
Industrializing economies demand new and diffetgpés of products because markets
consist of a new rich class and a growing middds<l (Kotler 2003: 168 — 169.)

Also the political environment is mentioned by béthtler and Root (1994: 30 — 31) as
part of the market environment. Kotler sees thditipal environment is influenced by

laws and agencies, and by groups that create peessuwrganizations and individuals.
Development of political and legal issues affectrkating decisions and sometimes
laws might create new opportunities for businessvduld be important to know the

laws protecting competition, consumers, and sociBtisiness legislation is meant to
protect companies from unfair competition, protaeitomers from unfair practices, and

to protect society’s interest from unbridled busméehaviour. Recently there has been
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more new legislation affecting businesses. For giarthe European Commission has
created a new framework of laws, which include cemtpe behaviour, product
standards, liability and commercial transactionesm8 countries have specific laws
protecting their markets, which might be very difiet compared to other countries. A
company needs to consider also the ethical sidiésdfusiness. (Kotler 2003: 174 —
175.)

Affecting the political environment, the naturaM@onment has risen to a critical factor
in market environments. More people are concernaoutagreenhouse gas in the
atmosphere and shortages of water, among otherlepneb There can be found
opportunities and threats impacting the naturalirenment. Lack of raw materials,
increased cost of energy, increasing pollution, godernments’ changing roles are
moving natural factors to different levels. Esplgiandustries have had to follow new
regulations by investing in pollution-control equipnt and for more environment
friendly fuels. If a manufactured product requisesne of the raw materials that are in
short supply, a company must face increasing cédss. the increasing cost of energy
affects companies’ actions. Nevertheless, compaamesmarketers with solutions for
environmental factors will have strong opporturstisn those countries aware of

environmental issues. (Kotler 2003: 169 — 170.)

Public and private sectors invest in technologidalelopment; therefore it is very
important part of environmental factors. The tedbgmal environment, especially the
amount of newly discovered major technologies, affects an economy’s growth rate.
According to Kotler, following trends should be éstigated in this environment while
proposing, developing, and launching new produdikis includes the pace of
technological change, innovation opportunities,daid for research and development,
and regulations. Investigators and scientists gtag to accelerate the appearance of
new ideas and their successful implementation. Btankcertainty is another threat for
technological development; investment cost andatlrare very high and the profit is
uncertain. Regulatory uncertainty appears whenvarmgoent does not approve certain
technological products. (Kotler 2003: 170 — 174.)
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3.3. Factors Affecting the Entry Mode Decision

Companies might have several objectives while argea foreign market, including
non-profit objectives. Davies, Hamill, Wheeler avidung (1989: 251) point out those
objectives must be included in any model of theryestrategy choice. They have
applied three different approaches on the entry, development of an entry mode
decision: the economic approach, the stages ofloj@went approach, and the business
strategy approach (Davies et al.1989: 251). The@woic approach emphasises rational
behaviour, when entry and development modes ar@amd by costs and benefits. The
purpose is to find options maximizing long-run pigfand then it will be determined
both by risk and available return rate. High-coh#matry modes increase return and risk,
and low-control modes reduce resource commitmenlt @k, but reduces return.
(Young et al. 1989: 253.) The stages of a developrapproach connect with the entry
mode decision for the internationalization procesgvhen a company’s
internationalization increases, it needs greateantial and managerial resource
commitments, with the shift towards entry and depsient strategies. (Davies et
al.1989: 260.) The business strategy approach emphasises the ptegmature of
decision-making in most organisations which arigesn uncertainty and the need for
consensus.(Davies et al. 1989: 251.) Thus it differs from ezonomic approach and

the stages of development approach, because thesnagational decision-making.

When a company creates a country operation paitamay use one or more operation
methods simultaneously within the same foreign miatkuostarinen 1982: 129). For

example, a company might establish a joint ventiima, and create a licensing

agreement with it. Luostarinen has clarified soreasons why companies choose
specific operation modes. He thinks that compaaieshot aware of all of the modes, or
some modes are just more familiar than others (anoen 1989: 113). Luostarinen

points out that a decision is affected by uncetyaiavoidance and risk escape.
Kontkanen (2006: 199) found that socio-culturainded and behavioural uncertainties
impact the operation mode choice. Companies tenaséomore integrated operation
modes when perceived demand and behavioural uimdgriacreased. In some cases,

however, companies used less integrated modeseyf fiflt they had other ways to
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manage the situation. Also Kogut and Singh (19BBkta foreign market’s uncertainty
affects managers’ choices on overseas investingefttainty is the unexplained country
patterns in the selection of entry modes, and Kagdt Singh make clear that both firm
and industry level variables relate to the choiterdry mode. (Kogut & Singh 1988:
417.) They separate firm level variables as firmhigersification, country experience,

multinational experience, and asset size (1988:-4420).

Root (1994: 36 — 37) divides firm level variables more detail with external and
internal factors. His point is thaeftry mode for a target or product country is the net
result of several often conflicting forces(Root 1994: 35.) Also a company’'s
commitment to international business is affected deyeral factors, i.e. the role
accorded to foreign markets in corporate stratabg, status of the international
organization, and managers’ attitudes. Many congshave greater commitment when
the international experience increases. (Root 1951 Luostarinen uses also the
division of external and internal system environisgii989: 50). External factors can
be political, legal, socio-cultural and economicahd most of them are known and
treated as constants in domestic business. Biieifioreign business they are different
and often poorly known or not known at all, andréfiere these factors are treated as
variables. As the environmental factors, the actib@rnatives vary in foreign countries.
(Luostarinen 1989: 50.)

Luostarinen assumes that a company normally chogseation alternatives that are
well-known and do not need a high decree of resowa@mmitment. Therefore he
specifies that a company is not willing to use DIBI@s an entry mode because it needs
more resource commitment than NIMOS. Table 2. shalifferent risks and
uncertainties related to different investments.dtaanen clarifies that if a company has
started operation with NIMOS, it will most likelyontinue to utilize it, unless there is
strong external stimulus. Other operations can banged through organizational
learning, or if resources are allocated towardsrirdtional business activities. Also
change appears when a company’'s reaction towards ingernational business
impulses is strong. (Luostarinen 1989: 116 — 118.)
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In Table 2. can be seen that financial commitmensmall in the operation modes
belonging to NIMOS, and in the licensing and coettrananufacturing. Financial

commitment is large in the turnkey, co-productiamd an the operation modes of
DIMOS and DIPOS. Management commitment is largeaifcompany uses co-
production, assembling unit or manufacturing uklse of know-how export, sales
promotion or service unit creates varied commitmertd other operation modes
provide small management commitment. Market comsremall with the use of indirect
and direct exports, licensing or turnkey. Furthemnohe control is large in the
operations of sales promotion, assembling unitraadufacturing unit. Diverse market
control is represented with the use of service &nmdw-how exports, contract
manufacturing, co-production, or warehouse andicerunits. Table 2. divides risks
into financial and political risks. The financiask is high if following operations are
used: turnkey, co-production, operation modes lggtanto DIMOS or DIPOS. A firm

has low financial and political risk if it usesdigsing, contract manufacturing or the
operation modes from NIMOS. High political risk gained if a company uses
operations modes from DIMOS or DIPOS. Turnkey aoegpmduction offer range

between low and high political risks.



Table 2. The Matrix of Different Foreign operations and loé tMajor Characteristics of These Operations (largstn 1989: 117).
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Characteristic\ | £ &) n x 3 O & F ®) n = n n < =
Financial very small  small small | very small large large | large large large large veryvery
commitment small small large large
Management | very small  small small{small small Ilarge large small small  small- large very very
commitment small large large large large large
Market control | very  small small- small - | small small- small small-|large small- small- very very  very
small large large large large large large large large large
Financial risks | very low low low low low very  high high high high high very very
low high high  high
Political risks | very low low low very  low low- low- | high high high high very very
low low high high high  high




4. METHODS FOR INTERNATIONALIZATION

This chapter will present the marketing processaiaduss how it affects the entry of a
company. At the end of this chapter the factors itiftuence international markets will
be presented.

4.1. Marketing Process as Part of the Internatinaiibn

Not only has the description and content of cultulistance aroused conversation
among researchers, but its influence on businesscheated different conclusions.
Johanson and Vahlne (1992) argue that companiggistainternationalization process
from psychically close countries before they embere distant countries. This is due to
the uncertainty companies would face in the disteew markets. Also Luostarinen
(1989: 142) states: “Wy bother to enter geographically, culturally andoaomically
distant markets if there are alternative marketsoltare closer in all three aspects and
for which the uncertainty and risk felt are muchadier.” Luostarinen clarifies that
business distance will diminish after a company'st successful foreign entry, because
the first entry is critical (1989: 143). This obgercan be questioned, because he states
that the closest markets are the easiest marketssdompany to enter; thus there might
be more critical market entries afterwards wherommany is entering a distant, and

therefore more difficult, market.

Johanson’s and Vahine’s internationalization preasscribes phases of market entry,
which companies follow when internationalizing. eaand O’Grady (1996) describe
this as a gradual process, learning through expezi¢Lane & O’'Grady 1996: 309 —
310). The internationalization process is somewsaspect by some researchers
(O’'Grady & Lane; Hansson et al.) because, so calleth global companies make their
first market entry to a very distant country. Ndrds (1991) sees criticism of the
internationalization process because competitove ltaeated international oligopolies
in certain industries. A company’s actions relagetlie action-reaction pattern of its
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competitors, and therefore Nordstrom thinks tha¢ should realize the competitive
conditions in order to understand the actions sihgle firm. (Nordstrom 1991: 26.)

After developing an entry strategy, it is necesdarycreate strategies and plans for
operation while continuing business. Dibb and Smm(004) have created a four phase
marketing process companies need to follow in eveayket where they will operate.
They see marketing as a long process with a goamleatify market opportunities: to
fulfill the customers’ present and future needs, bl® competitive compared to
competitors, to differentiate the products, andrdéceive financial rewards from the
business. Dibb and Simkin divide marketing prodess four different stages, which
are seen in the Figure 4. In the beginning of tlaeketing process, it is important to
understand markets. A company must also make dgssaefore it creates different
marketing strategy. This stage has the same claisicts that Root uses in his
marketing entry strategy process (see Figure 2 38y Marketing programming is the
third stage of the marketing process and it incdudectors from marketing mix:
products, pricing, promotion, and people. Dibb &ichkin point out that a company
should decide the programs that different marketnng factors need. A marketing mix
should not be developed before the market stratetpych includes the creation of
segmentations and brand positioning. Implementatiahcontrol stage will be the final
stage for the marketing process. In these stagesmgany has to set budgets and
schedules, and divide different responsibilitiesdecided programs and strategies. The
outcome has to be monitored because informatiosived from it will help in future
decisions. (Dibb & Simkin 2004: 5 — 6.) Before amqany is able to make strategies, it
has to know its customers, competition, environmlemtends and organizational
capabilities - in other words the marketing ingdince must be understood. It is
significant to investigate different parts of thanketing intelligence more deeply and
carefully. The result will most likely be more r@ile if all the marketing intelligence
parts are investigated holistically. (Dibb & SimKki604: 47.)
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UNDERSTANDING MARKETS - ANALYSIS
- Customers
- Competition
= Trends / Marketing environment
- Organizational capabilities

\_ MARKETING INTELLICENCE

MARKETING STRATEGY

- Market segments
- Target markets

- Positioning
\_ - Utilizing differential advantages y
- MARKETING PROGRAMMES )
- Products
- Pricing
- Distribution
- Promotion
\_ - People, process, physical Y,
f N\
IMPLEMENTATION AND CONTROL
- Budgets and schedules
- Personnel and responsibilities
L - Benchmarking and monitoring y

Figure 4. Marketing Process (adapted from Dibb & Simkin 2084:

4.2. Factors Affecting Markets

Strottinger and Schlegelmilch (1998) mention thagration in foreign markets does not
mean only that a company will gain additional bessopportunities; a company has to
also face unknown challenges, e.g. differencesamgiage, consumer behaviour,
cultural standards, legal framework and purchagioger. Specific foreign markets
might be seen as more attractive than others beazfuheir similarity or dissimilarity
to the home markets. (Stréttinger & Schlegelmil&®8: 358.)

Markets are forever changing environment becauswethrare new competitors,
customers, partners and legislations that mighéreahd affect the structure of the
current market. Companies need to understand thegels and factors that affect

market; therefore the used operation mode is neayd effective in all situations of
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market change. Companies should go through theetiagkprocess occasionally and
evaluate markets in the light of any changes. larosn (1989:. 34) has created
behavioural decision-making framework indicating tstages of processed decisions
within companies. Companies’ decisions and theoastbased on them, have an effect
on markets. Luostarinen describes the behavioueaisin-making process to be
composed of perception, reaction, search, and ehdlrese phases are done in the light
of firm-related factors. The firm-related factorse anfluenced by a firm, and they
indicate a company’s ability to respond the chaéenf foreign markets and its ability

to exploit the alternative ways for doing businabsoad. (Luostarinen 1982: 72 — 73.)

Luostarinen (1982) has included other factors iditewh to home and target country
environment that affect a company’s decisions fioside and outside its operations.
Factors inside the firm are divided into firm andcion making related factors

(Luostarinen 1982: 23 — 24). Firm related factas be viewed by structure, character,
product, planning, and foreign operation relateziments (Luostarinen 1982: 73). But
unlike Luostarinen, Nordstrom (1991: 179) thoughatta company’s size has no
significant influence on the average choice of atryemode, whereas a company’s
international business experience might increase phobability for the use of

acquisition instead of Greenfield investments. fhissions and objectives of a firm are
part of the company’s planning (Luostarinen 1982. ®ibb and Simkin (2004) wrote

about companies’ objectives and the different bessncharacteristics. The business

structure will affect the nature of a market, whachompany must evaluate.

Dibb and Simkin separate the business-to-consuemisonment from the business-to-
business environment, and they present some diffesebetween these markets. There
are several individuals, and sometimes departmégiteig part in purchase decision
making in business-to-business environment. Inghigtion, marketing programs have
to be developed in a way that pleases all of thiegsainvolved in the decision process.
Other differences in the business-to-business iecmocess is that the risks involved
are higher than in the consumer decision procesguse the products are usually more
specified. Also the process is more formal becéusiness-to-business customers need

to evaluate the duration of the product and thaeeghbenefits from the company’s point
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of view. Figure 5. shows the different factors umefhcing the decision process in
business-to-business buying. (Dibb & Simkin 2008 :-337.) Dibb and Simkin explain
that feedback is one important factor that is affiddoy problem recognition, product
development, and by search, select and evaluatiosupplier and product. Other
possible influencing factors are environmental, aorgational, interpersonal, and
individual factors. All decisions involving markptocess cannot be done through the
stages shown in Figure 5. Sometimes there is moe tto gather research and
information that would help decision making, efgdécisions are done spontaneously.
Many people make decisions with the help of thein@xperience and instinct, or with
the knowledge of others. It is still important todw the basic methods of investigating
markets because these methods make the differakietmafluencing factors visible.
(Dibb & Simkin 2004: 47.)

POSSIBLE INFLUENCING FACTORS

Individual

- Age

- Education level
- Job status

Environmental Organizational Interpersonal

- Competitive factors - Objectives - Co-operation

- Legal and regulatery - Purching policies - Conflict
forces - Resources - Power relationships

- Personality
- Income

- Economic conditions - Buying centre
- Sociocultural issues structure

- Technological changes

| | 1 |1

BUSINESS-TO-BUSINESS BUYING DECISION PROCESS

Develop Evaluate Select and
Problem product Search for products and order I‘I‘Il_.lst Evaluate
recognition specifications products and suppliers appropriate product and
to solve supplier relative to products and supplier
problem specofocation suppliers performance
? Feedback E

Figure 5. The Business-to-Business Buying Decision Prodegsh(& Simkin 2004: 36).
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5. FRAMEWORK AND THE METHODOLOGY FOR THE STUDY

This chapter will introduce the framework for ttsguidy that is based on the earlier
theoretical part. Also a theory for different resdamethods, which can be used for a
study, will be presented. Finally this chapter whlrtly introduce an empirical research

design for this study.

5.1. Framework for the Study

This study will approach the business distance famnndividual and cultural level and
investigate how they affect the entry mode decigiba company. Several factors that
affect a company’s entry mode decision were presemt the theoretical part; however
this research will focus only on the effect of gsigcand cultural distances. Most of the
values or views of the cultural distance theoreslieate the situation in the pass time,
therefore it is essential to observe what diffeesncan be found if the results base on

the present values.

Figure 6. introduces the framework for this studyhich will present different
researches of psychic and cultural distances inptiesent time. Both distances are
closely related even though they offer differenpexs on the distances. Based on the
theoretical discussion, it was noted that cultagiiatance study of Hofstede (1991) and
Kogut and Singh (1988) were criticized by seveesearchers (Dow & Karunatratna
2006; Shenkar 2001). The business distance studyjuostarinen (1989) provides
cultural distance results from different aspect dose it includes various factors
affecting the distance. Economical differences iactuded as part of the framework
because they were essential parts of the Luostesifaisiness distance study. The
theoretical description by Nordstrom (1991) willpport this study’s psychic distance
analysis, together with the earlier psychic distastudy (Siirala 1993). Organizational

capabilities and marketing environment are parthef marketing intelligence and a
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company should know these factors before creatmgtiategies (Dibb & Simkin 2004
47).

Figure 6. Framework of the study.

5.2. Different Methods for a Research

A marketing research locates and solves specifiketiag problems with the help of
essential information and collected data (Lotti 4990). Five different phases
determine the structure for a research, accordind.dtti: the problem definition,
creation of a research plan, data collection, datalysis, and a presentation of the
results. (Lotti 1996: 27.) A research should beedmnpartially and truthfully and there
should be caused no harm for the persons who gfeemation. Different demands are
required for a research, which are validity, raligband objectivity (Hirsjarvi, Remes
& Sajavaara 2005: 216). A researcher should beaicethat the correct subject is

examined as reliable as possible. The reliabitgtronger when no hazard affects the
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results; hazard can occur when a respondent remendmenething incorrectly or
chooses unintended answer. (Uusitalo 1996: 84.ulBeshould be the same if a
research is done again in the same circumstandass The results should not be
affected by a person’s own experience, valuestau@es. Objectivity of an interview
can be tested by comparing whether the resultsh&esame when an interviewer is
different. (Hirsjarvi et al. 2005: 216.)

A research strategy is seen as an entity of andseaethod, and can be divided to three
different parts: an experimental research, a suresgarch or a case study. The research
method is part of the research strategy and widwem how the research is done.
Frequently used methods, a qualitative and a cia#img research signal the character
of the research target. (Hirsjarvi et al. 2005: £2527.) Difference in a qualitative and
a quantitative research is that previous uses mhthat is theoretically representative,
whereas the latter research collects numerical ttata defined sample. Different
phases are clearer in the quantitative researchubecdata collection must be done
before data processing. Usually data is not chamgeatiwill not have any additional
factors after its process. These mentioned phasesciate with each other in the
gualitative research (Uusitalo 1991: 79 — 80). Alsmixed method approach can be
used in a study, itfbcuses on collecting and analysing both quantieaind qualitative
data in a single study(Creswell 2003: 210).

Researcher has possibility to make a desk studgnwdiready existing data and
materials are used. Existing data can be formattiédble for a researcher’'s own study.
Previous data can be difficult and problematicndauwith the researcher’s own results,
therefore this method might minor the reliability the study. Materials can be used
from research, statistics, different personal andiress documents. (Uusitalo 1991:
48.) Desk study will be used in this study, becauseessential to analyze the original
results in order to compare the results from caltalistance theories. One part of a
qualitative study is a case study that collectsitket empirical data from one or more
cases. Often the information for case studies atleeged through interviews (Yin 1994:
84). A case group should be small and they shontdrrelate with each others.

(Hirsjarvi et al. 2005: 125.) Deeper analysis isgible to create when there is only one
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case in a study. This study will focus only on arese and tries to create deeper

understanding and analysis for market environméaote country.

5.3. Methodology used in the Study

Structure of the empirical part in this study vidllow the phases in Figure 7. To gain
reliable results this paper tries to find valueattimdicate the actual situation in the
chosen countries. The desk study presents an @afshe business and cultural
distances. The business distance analysis is lmasdide study of Luostarinen (1989),
and will evaluate it with the current business ahses that are found in this study. The
current business distance is calculated with thmbioation of the geographical,
cultural and economical distances between Finland @®venty-four countries. The
values of the different factors, for each counamng converted to standard score with the
standard deviation and average result for the Bpdactor. The distance variables are
realized with the comparison between the standaales of Finland and other
countries. The distance variables indicate theadcs of a country value on the different
factors compared to Finland. The sum of these faaieates the physical, cultural and
economical distances (see Appendix 1.). The culdistance analysis bases on the
studies of Hofstede (1991), and Kogut and Singl88).9Hofstede’s study results are
used as he has presented them in his publicatsaes Appendix 3.). Kogut and Singh
calculated the cultural distances for differentrtoies in the light of America’s indices.
This study will use the same mathematical form ealtulate the cultural distances

between Finland and twenty-three countries.

Figure 7. Structure of the Study.
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The guantitative data introduces an analysis ofpyehic distance, and the results are
compared with the similar study by Siirala (199Questionnaire used in this study,

investigated the psychic distances between Finlamd twenty-four countries. The

survey was arranged in the Internet; therefore dqestions were encoded into

Hypertext Markup Language (HTML), which is speaamputer language for a web

page creation. Also HTML provided simple structdioe the web page and made it

possible for the participants to reply questionmaasily. All answers received were
directed to a specific e-mail address with a PHRuage, and later they were

transferred to a SPSS-program. A pilot test wagl hel fifteen persons and few

modifications were done based on the feedback.fiflaéquestionnaire (see Appendix

4.) consists of background information and inteéoratl experience of the respondent,
and of the background information of his or her pamy. The questionnaire was sent to
270 Finnish managers and the final respondentwate thirty percent. Few answers
were not included into results because the miksffthe questionnaire.

The qualitative data for this study is collectedhwan interview and a case study. The
interview used in this research followed the setmiefdured interview that combines the
advantages from the structured and non-standardisediews. In the semi-structured
interview the asked questions are usually specibet an interviewer may ask beyond
them. (Ackroyd & Hughes 1981: 71 — 72.) Analysis tiee qualitative data will create
deeper analysis on the Finland’s cultural and psydistances to South Korea. The
study evaluates also operation modes and oppadsiidr Wartsila Power Plants. As a
conclusion the different analysis and their affacthe entry mode are estimated.
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6. CULTURAL AND PSYCHIC DISTANCES AND THEIR EFFECT
ON ENTRY MODE

This chapter will introduce the empirical resultsr business, cultural and psychic
distances between Finland and twenty-four differemintries. Business and psychic
distances base on one model, whereas culturahdesi@nalysis will concentrate on two
different models. All models will compare the etfemf mentioned entry modes.

Finally this chapter will introduce a case compargntry modes to different countries.

6.1. Business Distance and Operation Mode

Luostarinen (1989) based his business distanceandseon the factor values from
Finland in 1976 — 1977. His research method mighsent the distance in the late 80’s,
but to gain more reliable results for the presenef values should be calculated with
the updated sources. This study calculated ratesuent situation using the same
method that Luostarinen used. There are four distatusters included in the results
that Luostarinen described and determined in higlyst(Luostarinen 1989: 146).

Appendix 1. offers more detailed description onftiiwing indicators:

- Physical distance is the geographical distanteden Helsinki and the capital
cities of the target countries.

- Cultural distance is determined by the langualgeel of education and
economical development. Language was scaled fromo B, according to
frequency of language knowledge in Finland. Edoceti level was measured
with the enrolment ratios for university educatifiruostarinen 1989: 135 —
136).

- Economic distance describes the size of GNP, @é&lpopulation and the size
of population.

- Business distance is calculated by the combinestartte of geographical,

cultural and economical distances (Luostarinen 1288).
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The four cluster values for selected countries vieoed from statistical Internet pages
(CIA 2006, GNP 2005, Infoplease 2006, Thorsen 2QESCO 2006). Comparison
rates indicate countries’ situation during 200000& These results can be regarded as
current situation because economical and cultuosiditions change slowly. Table
formulation for this study followed the same sturet that Luostarinen used in his

study.

“Values of these variables were transformed intal'rdistance variables (by dividing target country
variables by the corresponding Finnish figures,leding language and kilometres). Because of thatgre
differences in the variance of the variables, itsviaund necessary to convert the data matrix fram r

scores into standard scores. Because of the skaswiresthe distribution of data logarithmic

transformation was used (Luostarinen 1989: 147.)

It is obvious that business distance has changedtexenty years, although the distance
was examined in the same method. Few additionalegalvere analyzed in this study
because results are more reliable for the curiardt®n when they are included. In the
1976, Luostarinen evaluated countries’ culturatasises with paper, energy and steel
consumption together with the number of telephcares the level of industrialization.

For this study countries’ cultural distances westingated with few added factors:

number of cellular phones and number of personaiptiers, because they indicate
economical development nowadays more realistidlidn the number of telephones
alone. As a comparison cultural distances betwaelartd and twenty-four countries

were calculated with the original values that Laasken used. Difference for using

original and additional values on the current aaltalistances had only minor changes,
and they can be seen in the Table 3. The cultusgdrttes of only four countries were
changed with the additional values while the resolt other countries remained the
same. The cultural distance of Brazil increasethé& number of cellular phones and
personal computers were included to calculation.tl@&ncontrary cultural distances of
France, United Kingdom and United States decreasexlculations included the

additional values. The analyses for the businestanites in this study consist of the

cultural distance with the additional values.
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Cultural distance

Cultural distance with

Country with original values additional values
(Index from 1 —5) (Index from 1 —5)
Brazil Distant (4) Very distant (5)
France Distant (4) Average distant (3)
United Kingdom Average distant (3) Close (2)
United States Average distant (3 Close (2)

Appendix 2. shows the cluster of physical, cultuealbnomic and business distances for
situation in the 1976 and in the 2006. Distancetcate countries’ distances between
Finland, and therefore they cannot be regardeceasrglly accepted. It can be seen in
the Appendix 2. that some differences has occurréde business distance during this
time. The method of Luostarinen could be criticiZed the generalizations he made
while comparing several countries. According to ima high population indicate that
country is economically advanced. However thisas always the case because there
are some developing countries, which are overpogdiland economically poor at the
same time. Luostarinen includes both the populadith the size of GNP as part of the
economical cluster, and their equal affect on tlngter might not state the economical
distance realistically. Also historical and othexctbrs that influence a country’s
situation are neglected from the Luostarinen’s methf the business distance between
two countries would be closely analyzed, the reswbuld be more accurate and
reliable. Then again, it would take more time teate a deeper analysis for all chosen

countries, but quantity can not substitute quality.

In the Appendix 2. can be seen that biggest chamgse business distances between
the years 1976 and 2006, have occurred in FranogedJ Kingdom and Russia.
Russia’s positive economical distance might be a&rpld with its huge population
growth compared to Finland. The GNP per person #5@ dollars in Russia, while
Finland’s GNP per person is 37 471 dollars (GNP @apita 2005). This rate is
normally used as a national income and output mnmeadout in the method of

Luostarinen, it has equal affect with other factonseconomical distance. Luostarinen
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clarifies that companies are more willing to entéeonomically larger than smaller
markets, compared to economical situation in thaekiic markets (Luostarinen 1989:
150).

Cultural distances of the countries can be evatlatgh the combined modes of
international business operations (see Table 2e g&gand Figure 3. page 36). Using
combined modes, it can be stated that DIMOS shbelthe most used operation mode
in France, Germany, United Kingdom, Norway, Sweden Netherlands. NIPOS
should be most used operation mode in Russiaeifréisults from 1976 — 1977 are
evaluated. This study will be critical on the Ra&sicurrent business distance rate and

therefore any deeper analysis is not made.

6.2. Comparison of the Cultural Distances

Cultural distances are difficult to compare betweabe studies of Hofstede and
Luostarinen, because Hofstede examined culturabritie by four factors: power
distance, individuality, masculinity, and uncertgiavoidance. In the Appendix 3. can
be seen that Norway (index 31), Sweden (index G&ymany (index 35) and United
Kingdom (index 35) have closest power distance ceslito Finland (index 33).
Hofstede noted that PDI and IDV rates are negativelrrelated because countries,
which score high on the PDI rate have also low I2¥¢ (1991: 54). Hostede presented
a reason for the correlation from economical dgwalent; when economical
development is constant, relationship disappeansdsn the IDV and PDI. (1991: 56.)
Estonia (index 60), Poland (index 60) and SouthcAf(index 65) have the most similar
individualistic indices with Finland (index 63). dividualistic cultures provide the
privacy as well as equal laws and justice for evrey Also the GNP rate per capita is
high in the individualistic countries, according ltofstede. (1991 73.) The greatest
rates on the GNP per capita in 2005 were in Nornvignmark, USA, Sweden and
Japan. If we observe the situation of Japan and,W&Anotice the GNP rate per capita
in USA is 43 734% and in Japan is 38 984 dolla@NR p.capita 2005.) In the

Hofstede’s research (see Appendix 3.) USA’s indigidndex is 90, which is analogous
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to Hofstede’s argument of a strong GNP rate peitaaplowever Japan’s individual
index is only 46; therefore Japan is more colléstiz country even though its GNP rate
per capita is high. Thus Hofstede’s all charadiessof the four factors can not be

accurate.

Hofstede’s masculinity indices between Finland afwbsen countries are remote
compared to rates of power distance, individuadityd uncertainty avoidance. The
masculinity rate of Estonia (index 30) is closeghwrinland (index 26), that is why
both countries are more feminine than masculineeties. In the feminine societies,
social gender roles overlap, hence both men andenare supposed to be modest and
tender. (Hofstede 1991: 83.) Comparing the uncdstaiavoidance indices (see
Appendix 3.), it can be seen that Iran has exabtysame index with Finland (index
59), also Estonia’s is very close (index 60). Higitertainty countries tend to have high
stress rate and emotional need for rules and hesterding to Hofstede (1991: 125).

Estonia has closest values with Finland in mosthef Hofstede’s factors. Based on
Hofstede’s results Estonia can be thought as @lljurcclose to Finland. As was
mentioned earlier, Hofstede notes the most proliemations to be the ones with very
high uncertainty avoidance and power distance ratesording to Hofstede’s results
Russia, Poland, Japan, China, and India are recadedenot to enter for a while.
Hofstede neglects the meaning of a history and rgebical closeness. From the
Finland’s viewpoint, Russia has been important iess partner for long. Finland paid
its war depth as technological products and creagkadionships in the industry at the
same time. Therefore many industrial products mmesterred and sold to Russia even

though country’s indices are high on power distaarue uncertainty avoidance.

Kogut and Singh (1988) used their own method foalysing Hofstede’s cultural
factors. They created an algebraically index (semthematical formula 1), and
calculated the cultural distances relating Hofstedmuntry values to one specific

country.
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4

(1) CD= {(I; = V)4,

i=1

Mathematical formula is the sum of different cu#lufactors, which Hofstede used. In
the formula, | stands for the index of the i:th cultural dimemsio j:th country. Vis
the variance of the index of the i:th dimensiorindicates the Finland, and G
cultural difference of the j:ith country from thenkind. (Kogut & Singh 1988: 422.)
Rates for different countries have been calculatade Table 4. with the mathematical
index. The variances of the indices in the Hofstedanensions are following:

- Variation of the power distance index is 93 (Hef 2005: 56 — 57).

- Variation of the individualism index is 85 (Hoésle 2005: 91 — 92).

- Variation of the masculinity index is 105 (Hofd&2005: 133 — 134).

- Variation of the uncertainty avoidance index @8 I{Hofstede 2005: 183 — 184).

Kogut and Singh assume that a company’s entry matlebe a joint venture if the
invested country is culturally distant from the homountry (Kogut & Singh 1988:
422). This study calculated cultural distance betweFinland and twenty-three
countries using the mathematical formula by Koqud &ingh. The rates of the cultural
distances are presented in the Table 4. and tligsate that Finnish companies entering
China, Japan or Russia would most likely use atjognture as an entry mode.
According to these distances, the culturally closesntry to Finland would be Estonia.
Finland and Estonia appear culturally close alsthenbusiness distance study and in
the indices by Hofstede. It is interesting to se Iculturally closer to Finland than
Germany (see Table 4.), whereas in the businetndes study, Iran is one of the most
distant countries (see Appendix 2.). The resultsufural distances indicate also that
South Africa would be culturally closer to Finlatitan one of the Nordic countries,
Denmark. Rate of the South Africa can be questiderhuse Hofstede gathered South
Africa’s results only from the white population (fdtede 2005: 41). Also the business
distance study shows that South Africa is cultyrdistant to Finland (see Appendix
2.).
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Table 4.Cultural Distance between Finland and 23 Countries.

Country Cultural Country Cultural
distance distance

Estonia 0,2 USA 5,93
Norway 1,08 Italy 6,5
Netherlands 1,35 United Kingdom 7,19
Canada 2,85 Brazil 7,28
Sweden 3,41 Turkey 7,4
Iran 3,79 India 8,88
Germany 3,95 Poland 9,54
South Africa 4,2 South Korea 9,94
Denmark 4,31 Russia 14,73
Spain 4,33 Japan 15,99
Australia 5,24 China 17,21
France 5,92

The studies of business and cultural distancestlamdates of Hofstede present quite
different results on the cultural distances. Aoaatusion for the comparisons, Russia
and Poland are culturally distant in all studielse business distance values from 1976
and 2006 show that Brazil, Turkey, and Iran areucally distant to Finland. The
cultural distance study shows that Iran is supgiyiclose, although Brazil and Turkey
are rather distant to Finland. These results shoate thought to be reliable because,
as it was mentioned earlier, Kogut and Singh assaiindofstede’s factors contribute
equally and their mathematical formula based os #sisumption. This can be also an
explanation for the unexpected results for theucaltdistances between Finland, Iran

and South Africa.

6.3. Manager’s Psychic Distance with Business-teHBess Experience

Nordstrom (1991) made a survey for Swedish managerind out the psychic
distances between Sweden and other countries. Tibstignnaire in this study will
follow the same structure that Nordstrém used snrésearch (see Appendix 4.). Survey

for this study was encoded to Internet and sefirinish managers. Survey was limited
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for business-to-business companies that operatelynai industry because there was
not enough resource to process larger company amdime business-to-business
companies were selected if they had internatiormitact in their business. The
questionnaire was sent to top and medium level gemsabecause they often have
international experience, and therefore are abldefme the country differences. The
inquiry form was available in the Internet for tareveeks and respondents had
possibility to access page easily. The inquiry fomas sent to 270 persons with 80
responses. Three answers were not included to jsgidtance study because they had
missing values. Reply percent was thirty and it benregarded as reliable because
Nordstrom pointed out that average result for coesit psychic distances does not
change after fifty answers are given; bigger resaises only the reliability of the
survey. (Nordstrom 1991: 115 — 116.) The resultshef survey are compared with a
similar study by Siirala (1993), who made a sunabout Finnish medium level
managers’ psychic distances.

Siirala investigated psychic distances from thenisim managers’ point of view for 27
countries using Nordstrom’s method. Siirala inclidénland’s most important export
countries. The studied psychic distance in thisaesh included only 24 countries, and
some of them differed from Siirala’s choices. A oty selection of this study based on
the most important partner countries in the 2005 threrefore it varied from Siirala’s
choices. Also some countries were not importantterpsychic distance research, and
they were left out from the survey. Feedback fropilat survey revealed the difficulty
of marking the psychic distances for 24 countrtbsrefore a greater country amount
might have decreased the answer rate. The Inteumeey was answered by 65 males
and 15 females, from which 35 % were 41 — 50 ye&tsand 31,3 % were 51 — 60
years old. Most common educational background wechnical (47,5 %) and
economical (42,5 %) educations. Table 5. showscthmtries included in the survey.
According the experienced psychic distances in 18882007, countries are clustered
into five different groups: very close, close, ags, distant and very distant. Countries
with ‘very close’ cluster had distance indices frdimto 20, the indices of ‘close’
countries were between 20 and 40, indices of thatces in ‘average’ cluster were

between 40 and 60, countries with ‘distant’ clustad indices between 60 and 80, and
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‘very distant’ countries had indices from 80 to 1@ifference with the results is that
the study in 2007 found only one very distant coyntvhereas the study in 1993
showed four very distant countries. Average partéée most of the countries as close

in both surveys.

Table 5.Results for Psychic Distances of the Surveys. Gamare divided into five clusters (20 points
each). (Siirala 1993: 42.)

PSYCHIC DISTANCE 1993

STUDY
Groups Very close Close Medium Distant Very distant
Countries Sweden NL USSR Turkey Chile
Germany USA Canada Brazil India
United Kingdom CH Portugal Mexico Taiwan
Denmark Austria Poland Argentina Iran
Norway France Japan
Belgium Australia
Italy
Spain
PSYCHIC DISTANCE 2007
STUDY
Groups Very close Close Medium Distant Very distant
Countries Sweden United Kingdom  Australia)]  Turkey Iran
Norway Iceland Russia South-Africg
Estonia NL Japan
Denmark Canada Brazil
Germany Italy China
USA India
Spain South Korea
France
Poland

Table 6. shows the average indices, which were dofrom both studies. Main
difference is the greater index variation in therent psychic distances compared to
psychic distances in 1993. Even though Swederitipggchically closest country in the
results in 2007, the index 8.7 shows that partrdipaveren’t unanimous. If all answers
would have placed Sweden as a closest country,intiex would be close to O.
Perceived psychic distances have changed from 888 land currently Finnish
managers feel Norway, Estonia and Denmark to bi edser than Germany. Siirala

found in her study, that Germany was felt as seabosest country. Also in her study
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the Nordic countries were not felt as close as #reynow. One explanation could be as
a consequence of increased entries to distant mesinFinns feel the neighboring
countries much closer than earlier because theg traveled to more distant countries.
Travel frequencies were found from the survey i0722Qsee questions 13 and 14 in
Appendix 4.). Most of the partakers have work assignt abroad for 100 days in a
year, but their spare time travelling was smalheostly twenty days in a year. Survey
showed that 32,5 % of the respondents have livashanforeign country, and 22,5 %
have lived in two or three foreign countries. Moéthe respondents (38,8 %) had not
lived in any foreign country. Also the nature oé ttelationships with foreign persons is
intense because 40 % of the attendants have pésnacts monthly with foreigners.

Table 6.Results between the Studies of Psychic Distances.

Psychic Distance Psychic Distance

in 1993 in 2007

Country Index | Country Index
1 | Sweden 3.3 Sweden 8.7
2 | Germany 11.2 Norway 14.4
3 | United Kingdom 12.1 Estonia 17.7
4 | Denmark 12.7 Denmark 17.7
5 | Norway 12.7 Germany 20.3
6 | Netherlands 23.5 United Kingdom 27.2
7 | USA 23.7 Iceland 27.3
8 | CH 24.4 Netherlands 27.9
9 | Austria 24.5 Canada 32.9
10 | France 25.7 Italy 34.7
11 | Belgium 28.4 USA 36.2
12 | ltaly 30.1 Spain 38.4
13 | Spain 32.8 France 38.7
14 | USSR 41.5 Poland 38.8
15 | Canada 42.3 Australia 41.9
16 | Portugal 43.5 Russia 43.9
17 | Poland 54.8 Turkey 63.3
18 | Japan 57.3 South-Africa 64.1
19 | Australia 59.6 Japan 64.9
20 | Turkey 65.1 Brazil 66.7
21 | Brazil 76.5 China 69.1
22 | Mexico 78.3 India 71.8
23 | Argentina 79.7 South Korea 72.6
24 | Chile 82.2 Iran 87.3
25 | India 85.0
26 | Taiwan 85.3
27 | Iran 89.5
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It was interesting to notice that question 9 (sepexdix 4.) was difficult to answer for
some partakers. Respondents were asked to naneerttust important target market
countries of their company. Most of them named nibea three countries, and some
answered company’s markets to be global or wortiewDbviously there was difficulty
to determine which countries were most importanttifie@ company. It is hard to draw
reliable conclusion for the result of this questi®espondents might not be aware of
the company’s most important target countries, ewkaugh the selection of
respondents based on their higher position in apeom It was assumed that top
management would understand the company’s focusmost important markets.
Another reason for the reply dispersion can be téspondents did not understand the
meaning of the question. They might have thougatpilrpose to inquire the amount of
countries where the company operates. Final exjidanaan be that companies take
seriously all markets they operate. This conclusioes not seem to be reliable because
normally companies have varying amount of finanaiad labor resources for different
markets and operations; therefore the most impbteget country markets could be
analyzed by the invested resources. This study hemeill assume that the answers for

this question were not reliable, and neglect issilts.

It was found that respondents have high foreigguage knowledge (see questions 15
and 16 in Appendix 4.). Many of the respondentsenanle to speak several foreign
languages or knew the basics of some languagesegdbndents can speak English and
only few mentioned they can not understand Swedgnman is spoken by 77,5 % and
French by 27,5 % participants. Inquiry revealed tRassian (20 %) is more known
language than Spanish (15 %), also Chinese is stwel by 5 % of the respondents.
Other known languages were Italian, Dutch and Ngrare These rates might show the
importance of communication with foreign languagédso the knowledge on
languages can indicate the need of companies tiemiational contacts.

In addition to psychic distance, Siirala examinkd perceived importance for eight
different culture elements that influence interoa#il contacts. These elements were
language, attitudes and values, politics, relighastory, education, social group (family

and friends), art and aesthetics. She found tHaesaand attitude were felt as the most
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important culture element, and the second importalgment was language.
Respondents felt that third important element wasas organizations. (Siirala 1993:
94.) The same question was asked in the survdyiottudy (question 17 in Appendix
4.) and 50 % of the answers showed that valuesattitddes were most important
factors in international contacts. Language wasvec as the second important factor,
and third important was education. People who hatl lived abroad ranked the
language as the most important factor in cultueidtions, and the values and attitudes
only as the second important factor. Then agairpleeaho had lived in one or more
countries ranked the values and attitudes as myxirtant factor. Also the religion and
history were noticed if there was more experient¢he foreign countries.

6.4. Entry Modes of Wartsila Power Plants

Entry modes of a Wartsila Power Plants to diffei@ntries were asked with a short e-
mail inquiry (see Appendix 5.). The inquiry was senWartsil&d’s regional directors in

the same twenty-four countries that were evaluatezhrlier subchapters. Entry modes
for only seven countries were received from diffiereegional directors. These results

can be seen in the Table 7.

Wartsila Power Plants began its operations in Alistthrough an agent, by selling first
engine in 1989. Wartsila Marine had different aganustralia than Power Plants, but
nowadays Power Plants has its own network offiqgeer@ions in China started in 1988
from Guangdong province, southern region of Chindially Wartsila used an agent,
but set a legal entity to Hong Kong 1990, aftebiisinesses grew. Watrtsila has its own
entity and headquarter in Shanghai because maretls and needs for capturing
business in domestic have changed. (Kuo 2007.)sil&Has operated in Estonia since
1996 and has not changed the operation mode: disdes and export from Finland
(Lindroos 2007). Wartsila Power Plants’ first entoylran has not been registered, but
the second entry was in 1968. Rough estimationstate that the first entry was on
60’s. Watrtsila has always used agency agreemdnarnand will most likely continue

with it for some time. At a one point Wartsila hmade a licence agreement for a small
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engine type, and therefore a small assembly ig Iouilran which Wartsila has no

ownership. (Norrgard 2007.) Japan was enterederséme year as China in 1988 when

the first power plant engines were sold througlagent. Wartsila Power Plants used the

same agent which Marine had, but nowadays comparyith own network office in

Japan.

Wartsila Power Plants operated in Soviet Unionesib®86 and after country’s break-

up, Wartsila has operated in Russia. First modeRugsia were Wartsila’'s own

representative office and export from Finland. Ndags there is own service and sales

company, from which the previous is carried outajocal Russian company. Also

export is currently used in the markets of Rusdiandroos 2007.) There are no clear

registrations for Wartsila Power Plants first opierain USA, but steady operation

started in 1987, when the first power plant sales weade in the Caribbean. In the

beginning Wartsila used a network for broker anenay and nowadays sells directly to

customers, even though brokers are still occadipnaked. (Donnelly 2007.)

Table 7.Operations of Wartsila Power Plants in Differenu@mies (E-mail interviews 2007).

pr

agreement

ENTRY YEAR ENTRY MODE DPERATION MODE
AUSTRALIA 1989 Agency agreement Own network office
(different than marine)
CHINA 1988 Agent (legal entity 1990) | Own China entity
ESTONIA 1996 Direct sales and export Direct sales and éxp¢
IRAN 1968 (second sale) Agency agreement Agency agréemen
JAPAN 1988 Agency agreement Own network office
(same as Marine)
RUSSIA 1992 - 93 Own representative office  Own salessandice
(1986 Soviet Union) and Export company and export
USA 1987 Broker and agency Own USA entity

As a result, Wartsila made its first market enttiesSoviet Union and USA. These

countries were calculated to be both culturally gisgchically distant countries for
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Finland. According to business study (Appendix #hg cultural distance index for
Russia is very distant, but business distance esage. Hofstede’s indices show that
Russia should not be entered as the first targehtop Cultural distance study by
mathematical formula revealed that Finnish comasi®uld use a joint venture while
entering Russia because the cultural distance idosQ (see Table 4. page 60).
According to Luostarinen, Finnish companies shous® DIMOS operation modes
entering to France, Germany, and United Kingdore {&able 2. page 43). The study of

psychic distance showed that Russia’s psychicrlistavas average.

Geographical closeness does not give explanation\iartsila Power Plants’ entry to
USA, but the study of business distance showsth®atountry is average distant with
Finland (business distance rate was 2 in 1976 and807). Wartsild’s entry to distant
countries can be partly explained by its indusi&g. was mentioned earlier, heavy
manufacturing industries seem to enter more distemkets. Therefore the behaviour of
these companies is much more difficult to analyzealise they behave differently from

the results that were found earlier (Nordstrom 122).
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7. EFFECT OF MARKETING INTELLIGENCE ON THE ENTRY
MODE

This chapter presents the marketing intelligencéhefempirical part. It introduces the
organizational capabilities of Wartsila Power-P$arithis chapter continues with deeper
observation on South Korea as a market, and finaisents the energy business as

marketing environment combined with the firm andrmoy level variables.

7.1. Wartsila Power-Plants in Energy Business

Wartsila was established in Tohmajarvi Karelia esaamill in the 1834 and 17 years
later iron mill was built in the sawmill’'s placeo@pany was renamed as Oy Wartsila
Ab in 1898. A license agreement for Turku factoengrated first diesel engine in 1942
and later company merged to Lohja and Imatra. (81ar2006.) Wartsila is divided to
three sections: Power Plants, Marine and Servitégre are a bit over 12 000
employees in the company and most are workingarséivice department. Wartsila has
130 offices around the world in over sixty courdri&¢he turnover for Wartsila Finland
was 2638,8 million euros in the year 2005, fromakihr 10,3 million euro was net sales
of Wartsila Power Plants. Main customers for WéitBiower Plants are utilities, oil and
gas industries, industrial manufacturers, and iaddpnt power producers. Company’s
future target is to maintain its position in cuseyngroups, especially its leading
position in heavy fuel oil markets. Other goal ¥artsila is to grow in developing

countries in gas power plant sections. (WartsilgpGation 2005: 2 — 3, 19 — 21.)

Wartsila Power Plants are based on engines thataigrocated and therefore offer
flexible and efficient operations in power planiigtime. Power plants are divided to
three different sections: oil and gas power plaasi combined heat power plants. Oil
power plants range from 1 — 300 MW and they arg eéficient and reliable. Oil power

plants are suitable for stationary, floating basadl and stand-by applications. The

benefits for these plants are the fast-track delie@d operation flexibility.
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Gas power plants vary from 4 — 150MW and they agsighed to perform with
decentralized power production applications, bothntermediate and base load. The
advantages in gas power plants are efficiency,|éasting and delivery, low emissions,
simple design, and easy extension possibilities mathtenance. Combined heat and
power (CHP) is a method that generates both etégtrand heat. With CHP it is
possible to use most of the energy in fuel, unlikeconventional power generation,
where most of the fuel energy will be wasted. Aevah in the Figure 8. the normal
engine transfers only 45 % energy to electricitihereas the CHP, uses 55 % of waste
energy again; therefore another 45 % of electrigtyeceived and only 10 % of total
energy is wasted. The engine efficiency is only&3ut the efficiency of entire plant is
90 % with the use of CHP. As a combined advantdge CHP plants are electrically
efficient and environmentally friendly. Consideritige demands of Kyoto Protocol and
enabling emission trading, this method will modtely play important part in the
energy markets. (Vaasa Wartsila 2006.)

Figure 8. Combined Heat and Power plant.
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7.2. South Korea as a Market Environment

“Korea is like a shrimp between two whales: if itisnimble, either of the giants can
eat it” (Luova & Antikainen-Kokko 2006: 74.) This desce® Korea’s international
situation with China and Japan. Even though it®ifpr trade has grown tenth of
percents in the last few years and its nationahecty is eleventh biggest in the world,
it is still in the shadow of China and Japan. Japad China are keeping the lead
position in Asian economy and have affected Kor@assket and economy during its
history. China affects to the development of enexggt raw material markets, whereas
Japan has shown an example for Korea’s developmedel and politics; objectives
was to built on heavy industry and replace the impath domestic production. (Luova
& Antikainen-Kokko 2006: 74 — 78.) The governmerdgshlocated the economical
development as a first goal of its actions becatiseants Korea's economy to be
productive and competitive in the foreign tradem@ohave seen that the government
has even neglected issues of equality and socfatyséo gain the resources for
economical development (Vesterinen 2000: 230 — .243pnsequence for the
government’s actions was country’s undevelopedpamt economy that has changed in

time, despite the Asian economical collapse in 1997

Korea’s land territory is over 99 000 krand its different natural resources are coal,
wolfram, graphite, molybdenum, and lead. Korea'guation is about 48,3 million
nowadays, and is predicted to increase to 49,6amilly the year 2010 (IEA 2006: 52).
There are almost 14 000 companies that are pattteoKorea Importers Association
(KOIMA). These companies are commission agents angorters for foreign
companies and they handle over 83 % of the Korgajorts. Korea has free-trade
agreement only with Chile, but had similar negatiag with Singapore and Japan. Also
energy sector negotiations for co-operation exéttveen members of Northeast Asian
countries. (MOCIE 2006.)

Korea’s main industry is electronic, car and chehiedustries, and its import products
are mainly petroleum, groceries and machines. Maiport products are electronic

products, machines and motor vehicles, and steklvassels. In the Table 8. can be
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seen these different industry areas and Korea's) irading partners. Korea is very
dependent on the foreign trade, even though ioh&sfew main trading partners. The
biggest import countries were China 19,6 % and U882 % in 2004. In the same year
Korea exported mostly to Japan 20,6 % and China %3 ,(Nuutinen 2006: 5.)

Table 8.Korea’s Industry and Main Trading Partners (Nuuti2@06: 5).

Main Industry Products Main Import Products | Main Export Products | Main Trai ning Partners
Electronic industry Petroleum/Crude oil Electroproducts Japan

Car industry Groceries Machines, equipmen China

Chemical industry Machines, equipment Motor vehscle USA

Ship building Chemicals Steels Hong Kong

Steel Metals Ships / Vessels Saudi Arabia
Textile Textile

Clothes Clothes

Footware Footware

Groceries Fish

Trade between Finland and Korea has increasedgllast few years. Main nature of
the trade has been Finland’s export with manufadiyproducts 46 %, machines and
equipments 3 5% to Korea. Finnish companies hatreraely good business possibility
in the shipbuilding, ICT-sector in three generatgystems, environment technology,

and in the spare time building. (Nuutinen 2006:6L)-

Korea’s unemployment rate doubled and created dribeomarket risks and threats.
Also many companies have fallen to bankruptcies laamk sector has its problems.
(Nuutinen 2006: 4 — 6.) Conflict with North Koreauses a long-run risk for market and
for example, if a company representative would @rade South Korea after visiting
North Korea, he should have two passports becdaasgpsrom North Korea is thought
as a political risk in South Korea. The countriesdonly truce because they have not
solved their conflicts and North Korea is still po&king South Korea with border
violation. (Rossi 2006.)

Korea’s government has involved in different busseactivities and owns many

enterprises from market. The government has cheg@oh companies may enter
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different businesses and therefore pure competitias not existed for long time.
Government gives financial support, tax encouraggémigonuses, and different
information services mainly to huge Korean compar(ghaebols). Chaebols have a
significant role in the country, and they form néwsinesses all the time because
Korea’s market has turned to more industrializeat. &ample Samsung is the biggest
chaebols in Korea and is vital for Korean governingifth of all imports are done by
Samsung and therefore government has tight rekdtiprwith it. (Sillanpaa 2006: E3.)
Other well-known chaebols in Korea are Hyundai, kyaGoldstar and SK-group.
There have been many criticisms for chaebols’ astizecause they have monopolistic
power and strong control for the Korea’s economesatironment. (Chen 1995: 155 —
163.)

7.3. Opportunities for Wartsila Power Plants in thdgiorea

Domestic competitor is favoured in Korea insteadtlad foreign company; even if
foreign company would offer cheaper and more gealiproducts and services, Korean
companies prefer domestic products. (Luova & Antika-Kokko 2006: 85.) Wartsila
has managed to operate in Korea mainly becauds gbod reputation, rapid delivery
time, and high quality (Rossi 2006). Wartsila'stbrg in Korea shows a good example
of a company that uses several different operatiodes over time. At the beginning of
its operations in Korea, Wartsila established alld@ding agent in 1979. Three years
later, Wartsila got a first order with containerssel from Korean market. In the
beginning of the 90’s Wartsila received many ordersoffshore projects. In the 1986
Wartsila created a nine years license agreemeiit 8#ang Yong Heavy industry.
(Rossi 2006.) Agreement was year before countrynabzed its relations with socialist
countries (Luova & Antikainen-Kokko 2006: 9). In 99 company made license
agreement for Heavy Hyundai Industry-EMD. Wartsilérged with NSD in Korea, and
changed the name to Wartsila Korea Ltd in 2000.ER® Korea Ltd. merged into
Wartsila Korea Ltd. in 2006. (Rossi 2006.)
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Wartsila Marine had the first operations in Korehiles Wartsila Power Plants sold its
first engines to South Korea only in 1994. Koreaasy important for Marine because it
reached the first place as the most important Vesaeufacture country. Japan held this
position before the year 1994 and in the near &u@iina will most likely pass Korea in
this industry. Wartsila Power Plants’ first contaxtKorea was by a purchase of French
Scam Diesel, which had sold power plants to Kofeasgi 2006). Wartsila Power
Plants used then its own representative office Was under Wartsila Japan. This was
the same office with Marine, but nowadays Powen®l&as its own network office in
South Korea. (Doktar 2007.)

It is important for Wartsila to be part of the Asianarkets because Asia provides
opportunities and increase of general competitiewen though it is challenging to
operate in Korea, it can be seen as an importamkandor technology companies.
Korea has become one of the most important cosnitri¢he world’s gas markets, even
though its main energy source is oil. Natural gasuised in Korea by industry and
households and the usage is meant for productidrheating. All gas is imported in the
form of liquid natural gas (LNG) and nowadays coyns the world’s second largest
importer of the LNG, with amount of 19 billion’nper year during last years. (IEA
2002: 8 — 13.) Since Korea do not have own natesdurces, government planned that
33 % of the Korea’s energy source would become fnociear plants. It already built
120 new power plants during 1995 — 2006, and sottean generators are planned to be
ready by the 2010, which means that country willehd4 nuclear plants. (Harris, Law
2005: 6.) Competition from foreign suppliers hasr@ased in Korea because shipping
cost for LNG is declined. Also energy demand isréasing in Asia and will bring
suppliers near to Korea’s energy market. Appendighbws the gas pipeline networks
in Korea. The technological area in Korea is sédatnainly near the Pusan because
there has been dockyard industry for a long timsoAhe area of the capital, Seoul is
very important for industries. (IEA 2002: 100 — 101

As seen in the Figure 9. Korea is very dependenthengas import, and predicted
situation in 2015 shows that country’s need does amange. The gas demand is

affected by the LNG price and because no internatimarket price can be found for
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gas, there are two different pricing methods in déortraditional and new method.
Korea’'s government has a purpose to move to nevnodetalthough it takes a long
time to carry out. Traditional pricing for LNG oarlg-term contracts is affected by the
oil price; when the oil price rises or falls, thece of LNG does the same. New pricing
method creates a floor and a ceiling for the priberefore contracts and negotiations
between a supplier and a buyer are confirmed oaifsp@rice level, even though the
oil price would change. (IEA 1996: 59.) Governmewns the Korean Gas Corporation
(KOGAS), which is a monopoly of the LNG import ihet country. Operations of the
KOGAS have increased constantly and it has becbmevorld’s biggest LNG importer
(IEA 2002: 95). It is predicted that KOGAS mightst its position as a monopoly
because government had to slowly open energy nsafketcompetition. (IEA 2002:
100 - 101.)

Figure 9. Gas Demand, Import Dependency, 2000 and 2015 @ld&aiv 2005: 4).

There is potential growth for a decentralized epesmgd CHP in Korea, but before
planning any strategies, Wartsila Power Plants Ishmark both market drivers and
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barriers for these factors. Figure 10. shows fay #@trivers and barriers that affect the
market of decentralized energy in Korea. Sinceeimronmental issues have risen as
one of the important factors in the energy marttet, public has pressured for usage of
decentralized energy. Also after representing fHeBasic Plan of electricity demand
and supply, there have been conversations aboong ube CHP and decentralized
energy. Usage of a decentralized energy would aéshuce bottlenecks of the
transmission. Finally, Community Energy Service 8}Bas been seen as a catalyst for
investments of a decentralized energy. There amesbarriers that affect Korea’s
energy markets; Korea’'s state monopoly is residtiteguse of a decentralized energy
and there is not much knowledge about the tardgeeaing. Also current investment of
a power sector is focused on the high-voltage tégsson lines, and large remote
nuclear plants. (WADE 2006: 21.) Environmental temare very strict, which must be
followed in the energy market of Korea. One reasothat the carbon dioxide (GD
emission in Korea has been extremely high and asong, mostly because of country’s

energy markets.

Figure 10. The Key Drivers and Barriers of Decentralized Eyan Korea (WADE 2006: 21).
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7.4. Psychic and Cultural Distances of South Korea

Psychic distance between Finland and South Koreafewand to be great in this study.
Nevertheless, the psychic distance might decredssnwvindividual’'s experience and
knowledge increase. Most important cultural factorKorea affecting relationships
and communications are collectivism, hierarchy,irext expressions and formality.
Koreans have strong ‘we-orientation’ and the serisaterdependence. They also have
conversational routines and kinship terms betwemmgiblings. Hierarchical order is
inheritance from Confucianism and is influencedagge, and is displayed in nonverbal
behaviour. Koreans are humble and tend to underatitheir own achievements. Also

Koreans formality is shown in the way of addresglifterent terms. (Korhonen 2006.)

An interview with Ari Rossi (see Appendix 6.) thefdrmation Manager of Wartsila
revealed the importance of an individual's own\agtion information collect. Rossi
lived in Korea between 1994 and 1997 and helpeHd thigt build of a local service unit
for Wartsila. (Rossi 2006.) Some specific cultuchlaracteristics were seen in the
country and the people. For example the admirdborWWestern countries existed and
people approached easily Western people. Korednsd/dor success and emphasized
of success and status. Hierarchical order existedarea; people were carefully
estimated by work titles, family ties, educatiohildren, and by pay checks. Sons were
important for family, partly because they were sasrthe security for seniority. Rossi
experienced that Korea has some similarities affigrdnces with Finland. Former
characteristics were that Koreans were loyal amd@entious, and latter characteristics
indicate the politeness and the meaning for priotecof a face. Especially strong
protection was seen among the work community, aglies, and superiors. Employees
supported their work community in a conflict sioat Also the difficult to refuse or

say ‘No’ was characteristic for Koreans. (Rossid0

An individual's experience of the Korean culturendae evaluated with the earlier
researches. If the results from interview are caeygbavith the Hofstede’s four cultural
dimensions (see Appendix 3.), it can be seen tloatds individual index is very small
(index 18). The interview showed also that Koreprefer to work in a group and is
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therefore a collectivist country. Korea’s indexHiofstede’'s power distance was quite
high (index 60), which can also be found in theeiview; Koreans have clear
hierarchical system and have desire for statusistemey in the society. Korea’'s
uncertainty avoidance index was also high (index 8®untries with high uncertainty
avoidance tend to have precise laws, and fromegadsults it could be seen, that this is
the case with Korea. Hofstede also defines thaplpea uncertainty avoidance cultures
tend to think that differences are dangerous. Hewawlividuals in Korea were very
keen of Western people and had no tension betwesn,taccording to the interview
with Rossi. Korea can also be seen as a femininatgpbecause its masculinity index
was quite low (index 39), based on the study ofstéafe. In the feminine culture people
are supposed to be modest and the relationshipsna@tant. (Hofstede 1991: 96.)
Relationship was an important feature in Korea’kuca, and therefore country might

be more feminine than masculine country. (Ross6200

According to the business distance study, Korealiwirally average distant to Finland

(see Appendix 2.), therefore Finnish companies dowit enter Korea at the early stage
of internationalization. Wartsila provides diffetegxample on this because it entered
Korea in 1986, which is ten years earlier tharensy to Estonia. Estonia is culturally a

close country to Finland, according to most ofghelies in this research.

A survey for psychic distance (see Table 5. pagesBdwed that Korea is a distant
country. This can indicate that Finns do not havensich of knowledge on Korea
because psychic distance usually decreases whemiation and experience increase.
Most likely there must be several contacts withdéams to decrease the Finns’ psychic
distance because opinions and characteristics ealifficult to receive in the beginning

of the communication with Koreans. (Rossi 2006.)
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8. SUMMARY AND CONCLUSIONS

Summary of the Main Findings

The aim for this study was to find out how the aistes between countries affect
international marketing. Theoretical framework lthea the psychic distance theory of
Nordstrom (1991), business distance theory by larostn (1989) and on the cultural
distance theories of Hofstede (1991), and Kogut @imgh (1988). The framework of
this study included the marketing intelligence ablband Simkin (2004) and different
factors that affect the entry mode. Dibb and Singaimt out that before the creation of
a marketing strategy, it is important to understaradkets and create analysis for them.
A case market of the study was South Korea, whiak presented in the empirical part
of the study.

This paper introduced also a desk study for thiemiht results from distance theories.
A long cultural distance can be seen as the difficof obtaining, identifying,
transmitting and recognizing international busindsgpulses between countries
(Luostarinen 1989: 132). This study can not draw ewnclusion, which countries are
culturally remote to Finland due to the variatiohtlbe results. If the results of an
individual country are based on the analysis ofewidegion the outcome will be
unreliable because of the variation. It is bettefoicus the analysis only on the country
in question. The comparison between cultural degaresults is difficult mainly
because Luostarinen, Hofstede, and Kogut and Sisghl different methodology and
had different aspect on the culture distance. Thdysof the business distance (see
Appendix 2.) shows that Iran and Brazil are cultyraistant to Finland, whereas
Hofstede (see Appendix 3.) found that Russia, Rbldapan, China, and India are
culturally difficult to enter. The cultural distamcstudy using a mathematical formula
(see page 59) reveals that culturally closest cmmto Finland are Estonia, Norway,
Netherlands, Canada, Sweden, and Iran. Culturafitant countries to Finland are
China, Japan, Russia, South Korea, and Poland diogoto the same method (see
Table 4. page 60). The results from this culturiatashce study should be used with

caution because they were proven to be unreliable.
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This study also investigated how Finnish manage&perence the psychic distances
between Finland and 24 countries. A method by Naids was used and the results
were compared with an earlier study of Siirala @99 he questionnaire of the psychic
distance was sent to 270 people and from thosty rcent replied. The results for the
guestionnaire (see Table 6. page 63) show thatidfinmanagers consider Sweden,
Norway and Estonia as the psychically closest cmmitto Finland; whereas India,

South Korea and Iran are felt as the most distannties. Nordstrém and Vahlne

(1994: 42) describe psychic distance as a faciatr ghevents or disturbs the learning
and understanding of a foreign environment. Bradleg Sousa (2006: 51) investigated
psychic distance as an individual’'s experiencenm difference between the home and
foreign country. Therefore results from the survegan that Finnish managers do not
have much knowledge and understanding on the emeats of India, South Korea,

and Iran. Instead they have individually felt tord&nowledge and understanding on
Sweden, Norway and Estonia. It has been showniticatase of knowledge might

decrease some factors of the uncertainty and tireréfiese psychically close countries

might not be felt risky to enter.

As a summary of the different study variation; gmatl cultural and psychic distances
are shown in Table 9. between Finland and five treeasm Germany is culturally and
psychically close to Finland in most of the studiesth exception on Hofstede’s
masculinity rate. Values of Iran indicate the latistance between Finland in all studies
except on the cultural distance study, and on tbfstelde’s uncertainty avoidance rate.
Japan is a country that has quite unanimous ressittswing it is culturally and
psychically distant to Finland. Results from busmelistance in 1989 show Russia as
culturally close to Finland, but all other rese&shndicate a long distance between
Finland and Russia. South Korea is a distant cguatd for example the cultural
distance study indicates that Korea is fourth distauntry to Finland. Hofstede’s study
is only one that shows some closeness betweemBiallad Korea; Korea’s masculinity
rate is rather close to Finland, which indicatest thoth countries are more feminine

countries.
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Table 9.Comparison of the different studies in five cousstri*) indicate that a country was not part of
the study.

STUDY (Rate SOUTH
variation) GERMANY IRAN JAPAN RUSSIA KOREA
Business distance

1989 (1 -5) 2 4 3 2 *)
Business distance

2007 (1 —5) 3 5 3 4 3
Hofstede PDI

(Fin 33) 35 58 54 93 60
Hofstede IDV

(Fin 63) 67 41 46 39 18
Hofstede MAS

(Fin 26) 66 43 95 36 39
Hofstede UAI

(Fin 59) 65 59 92 95 85
Cultural distance

2007 (0-) 3,95 3,79 15,99 14,73 9,94
Psychic distance

1993 (0 — 100) 11,2 89,5 57,3 *) *)
Psychic distance

2007(0 — 100) 20,3 87,3 64,9 43,9 72,6

This study also discussed how distances betweemtroesl affect international
marketing, especially the entry modes of a compawcgording to Luostarinen (1989:
165), Finnish companies entering Germany or Swedleuld use direct investment
marketing operations, and companies that enter iRussuld normally use non-
investment production operations. Earlier operatioode includes sales promotion,
warehouse-, service-, and sales unit, whereas atter lincludes licensing, contract
manufacturing, turnkey, and co-production. Basedthan results of cultural distance
study, Finnish companies are more likely to useiat jventure as an entry mode to

China, Japan, Russia, South Korea, and Poland.

This study compared different distance results witase study that concentrated on the
market of South Korea. The case study shows thidteiWartsila Power Plants’ market
situation, the use of agencies is common in théully and psychically distant
countries. Later the operation mode is changedwio entity or office, which can be

explained with the increase of knowledge and urideding of the target market.
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Luostarinen described that business distance eitveurs or disfavours an entry to a
specific target market (Luostarinen 1989: 137).sken from the example of Wartsila
Power Plants there are many other factors influendhe market entry, which

Luostarinen did not include in his research. Thaulteof a business distances could
improve the understanding for the market differsneeit it does not directly mean that

other markets would be easier to operate or enter.

Conclusions

The results of this study suggest that the effeictdiéferent distances vary in

international marketing. The distances are onlyt paithe factors affecting the entry
mode decision of a company. Although business mlistavould be long between the
home and target country, it might offer great bassopportunities for a company. The
case study observed that Wartsila Power Plantsesht®outh Korea earlier than other
closer countries. Furthermore this study points that the use of different cultural
theories and results should be given a careful ideration. Also it is important to

understand aspects and methods that are behiralttiexwies.

The results of the cultural distance comparison lmamused as an information source.
They bring the varied study results into attentidherefore the criticisms about
investigated theories and methods can be found fnisrstudy before they are used in a
research. It is necessary to investigate existieghods in order to create new ones.
Whether markets are analyzed in a global dimensiamly specific areas are included
for analysis, a researcher has to decide whehterséoexisting method in analysis

eventhough they would be obsolete.

The meaning of a psychic distance is important ndeustand because it influences
person’s decisions and actions. When a distanperiteived short, more understanding
for countries exist and most likely the influendetiee decisions and actions are better
known. Although many different methods and values @alculated for the distances
they do not fully explain the perceived distanceaofindividual or the decisions based

on it. Rating the countries by cultural and psydfigtances can be questioned because
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the investigated studies give variable results.ofintry has own specific culture and
environment despite it would have some similar ab@ristics with other countries.
The different measured values of the cultural asgcpic distances do not necessary
indicate what operation mode would be the bestyThther show the attitude and the

concept of globalization on individuals.

The case of South Korea proves the importance deeper analysis on different
markets and environments. It was essential to aedlye operations of Wartsila Power
Plants in Korea in order to find the organizatiocegbabilities and industry. These affect
the decision making of a company’s entry and opmratnodes in a foreign country.

Wartsila is an excample of a heavy manufacturinghmany entering more distant
markets. Other country examples in this study shmat the common history between

countries plays important role for a company’s agens.

Suggestions for Future Research

The results of the psychic distance were compaiddthe earlier study of Siirala, and
thus it is recommended to carry out a similar stiadgr in the future. It would show the
change in attitudes and understandings of Finnishagers over time. Furthermore it is
suggested to create a study of the psychic distasicgy a qualitative method, which
would differ from this and Siirala’s psychic distanstudy. The different researches of
cultural distances could be used as preliminarylietuif there is a possibility to
investigate a new method for culture analysis amethvironmental affects on entry and
operation modes. Also a business distance studyidwioel important to create as a

comparison for the results in this and Luostarisestudy.
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Appendix 1.

Independent Variable No.

91

Description

PHYSICAL VARIABLE

1. Distance in kilometers from Helsinki to the dapcity of
the target country (Thorsen 2006)

CULTURAL VARIABLES

2. Newsprint consumption in kilos (UNESCO 2006)

3 Number of telephones (Infoplease 2003)

4. Steel consumption in kilos (CIA 2006)

5 Industrial activity as percentage of gross ddimgsoduct
(CIA 2006)
Main language (Kielesta kiinni 2000)

7. Enrolment ratios for the third level of educatio

(UNESCO 2006)

ECONOMICAL VARIABLES

8.

10.

Gross national product at market prices, US3ohil
(GNP 2005)

Gross national product at market prices, pert@apS$
(GNP p.capita 2005)

Population size (CIA 2006)
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The Distribution of Countries into Different DistanClusters. Comparison is done between years 49¥2005.

1976 — 1977 2004 — 2005
Physical Cultural Economic Business Physical Cultural Economic Business
1 | Australia 5 1 D+ 2 Australia 5 2 C+ 3
2 | Brazil 5 4 D+ 4 Brazil 5 5 VD+ 5
3 [ Canada 4 2 D+ 2 Canada 4 3 D+ 3
4 | Denmark 1 1 C 1 Denmark 1 2 C+ 2
5 | France 2 1 VD+ 1 France 2 3 VD+ 3
6 | Germany 2 2 VD+ 1 Germany 2 3 VD+ 2
7 |lceland 3 3 VD- 3 Iceland 3 3 D- 2
8 |lIran 3 4 C 4 Iran 3 5 D+ 4
9 |ltaly 3 2 D+ 1 Italy 3 3 D+ 2
10 | Japan 4 3 VD+ 2 Japan 4 3 VD+ 2
11 | Netherlands 2 3 D+ 1 Netherlands 2 3 D+ 1
12 | Norway 1 1 C 1 Norway 1 3 D+ 2
13| Poland 1 3 D+ 3 Poland 1 4 D+ 3
14 | Russia 1 2 VD+ 1 Russia 1 4 VD+ 3
15| Spain 3 2 D+ 1 Spain 3 3 D+ 2
16 | Sweden 1 1 D+ 1 Sweden 1 2 D+ 2
17 | Turkey 3 4 D- 4 Turkey 3 4 D+ 3
18 | United Kingdom 2 1 D+ 1 United Kingdom 2 2 VD+ 3
19 | USA 4 2 VD+ 2 USA 4 2 VD+ 2
20 China* 4 5 VD+ 4
21 Estonia* 1 4 D- 3
22 India * 4 5 VD+ 5
23 South-Africa* 5 4 D+ 4
24 South Korea * 4 3 VD+ 2
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Hofstede’s score rank on four cultural distancedisc(Hofstede 1991: 26, 53, 84, 113).

country values marked with * are from second edi{idofstede 2005: 56, 91, 134,

183).
Country PDI Country IDV  |Country MAS Country UAI
Denmark 18 South Korea 18 Sweden 5 Denmark 23
Norway 31 China* 20 Norway 8 Sweden 29
Sweden 31 Turkey 37 Netherlands 14 China* 30
Germany 35 Brazil 38 Denmark 16 United Kingdo®b
United Kingdom | 35 Russia* 39 Estonia* 30 India* 40
Australia 36 Iran 41 Russia* 36 USA 46
Netherlands 38 Japan 46 South Korea 39 Canada 48
Canada 39 India 48 Spain 42 South-Africa 49
Estonia* 40 Spain 51 France 43 Norway 50
USA 40 Estonia* 60 Iran 43 Australia 51
South-Africa 49 Poland* 60 Turkey 45 Netherlands 53
Italy 50 South-Africa 65 Brazil 49 Iran 59
Japan 54 Germany 67 Canada 52 Estonia* G0
Spain 57 Norway 69 India 56 Germany 65
Iran 58 France 71 Australia 61 Italy 75
South Korea 60 Sweden 71 USA 62 Brazil 76
Turkey 66 Denmark 74 South-Africa 63 South Korea 8b
France 68 Italy 76 Poland* 64 Turkey 85
Poland* 68 Canada 80 China* 66 France 86
Brazil 69 Netherlands 80 Germany 66 Spain 86
India 77 United Kingdom 89 United Kingdom 66 Japan 92
China* 80 Australia 90 Italy 70 Poland* 93
Russia* 93 USA 91 Japan 95 Russia* 95
Finland 33 Finland 63 Finland 26 Finland 59
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Appendix 5.

Good day,

| am studying international marketing in the Unsigr of Vaasa and | am doing my
Master's of Thesis about operation methods in callly distant and close countries. |

was given permission to use Wartsila as a case aoynp my Thesis.

| contacted you, because you have been markedeggamal director of (COUNTRY). |

hope you are able and have time to answer followinge questions:

- How long has Wartsila Power Plants operated QUGITRY)?

- What was the first operation method which Wéitsised in (COUNTRY) (use
of agent, joint venture with another company, asijon, export etc.)?

- What is Wartsila’s operation method nowadays<d®@UNTRY)?

| hope you are able to send me answer as soorsa#feo If you are not aware of all of

the questions, you may send only the answers &qtiestions you are able to answer.

Best Regards,
Minttu Koskinen

minttu.koskinen@uwasa.fi
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Henkildtiedot

1. Ammattikuvanne

2. Onko nykyisessa tai aikaisemmassa ammatissdiué&ansainvalista toimintaa

3. Kuinka laaja kansainvalinen kokemus teilla onirtka monta vuotta olette mukana
kansainvalisessa toiminnassa)

4. Minkalaisia kansainvalisia kokemuksia Teillaalut tydnne tai vapaa-aikanne puitteissa?
(Henkilokohtaisia tapaamisia, séhkdposti yhteyksia)

5. Olitteko olleet yhteydessa Koreaan ennen WarBdwer-Plantsin siirtymista sinne?

6. Minkéalainen ensimmainen kokemuksenne oli Koeast

7. Kuinka hyvin saitte tietoa Koreasta etukateenstaer

8. Onko tiedon saanti helpottunut kun olette olls@mman maiden kanssa tekemisissa, mista
luulette sen johtuvan.

9. Kuinka henkilokohtaisesti koette Korean nykyagana, kuinka etéisena? Miksi? Mita yhteista
ja eroavuutta maalla on Suomeen verrattuna?

10. Onko Koreassa jotain tiettya piirrettd, as@apa tms. joka on erityista juuri korealaisille?

11. Kuinka paljon seuraatte Korean tapahtumia nikya

12. Muita asioita jotka tulevat mieleen

Yritystiedot

13. Minkalainen oli Wartsila Power-Plantsin ensinime@i yhteys Koreaan? Tuliko aloite Suomesta
vai Koreasta?

14. Kuinka paljon Power-Plantsin, Marinen ja hunliglilla oli yhteisty6ta Koreassa?

15. Milloin Wartsila Power-Plants aloitti toiminndtoreassa?

16. Mita operointimuotoa Watrtsila Power-Plants k&yfSuora vienti, agenttien kaytto,
yhteistydyritys, valloitus |. acquisition

17. Kuinka kauan kului sujuvan yhteistyon luontilfirtsilan ja Korelaisen
yhteistydyrityksen/asiakkaan valilla? Oliko ongednhallituksen, saanndsten, kilpailijoiden tms.
kanssa?

18. Mita operointimuotoa Wartsila Power-Plants k@§mnykyaéan Koreassa?

19. Kuinka epavarma ja vaikea Eteld-Korea on madddlueena (mikd maa on epavarmempi, tai
varmempi)

20. Muita asioita jotka tulevat mieleen

1. Ari Rossi works for Information Management in Mgéda Corporation

2. In the present work Rossi do not have much mattisnal communication, but he has long work
history with international experience.

3. He has had wide, twenty years international B&pee.

4. Rossi has travelled in South America, Arabianntnes and in Asia during his international
contacts. He left for South Korea as an expatiratk994 to build up a local service unit, and he
felt that earlier international experience easedatttaptation in some level.

5. Rossi did not have any personal connection te&defore he left there. Only earlier contact
there was family friends who lived in South Koreatyears in 1987 — 1989

6. As many expatriates, he had cultural shock atespoint. There were were some activities for
wives which eased the cultural difference (Nordied alnternational associations). Some
problems existed with language, but Rossi gaineaesielp in different situations.

7. Rossi received information about country throggtide books, friends, offices in Korea and
from interviews with local Finnish families. Waltsiarranged him and his wife a trip before
their move, so that they could create a view famtoy’s situation.

8. Rossi told that international experience carhblpful with the necessary information collect

from different cultures, because the thresholdaiher the information might become lower.
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9.

10.

11.

12.

13.

14.
15.
16.

17.
18.

Rossi experienced that Korea has some simdariéind differences with Finland. Factors to
previous are that people are loyal and consciesitiand factors to latter are the politeness,
protection for face and respect for the senioriigpecially strong protection was among the
work community, the colleagues, and superiors. Korsupported their work community in a
conflict situation.There could be seen some adomrifor Western countries, people tend to
approach Western people, but invitation to home m@sdone as easily. Speciality in Korean
was that succes and emphasizing succes was impdttgn youngsters might buy an expensive
car instead investing to home. Status was impartalso the title was noticed and carefully
estimated. Everyones’ education, family ties, aleifd (especially boys), and pay check were
noticed. Wifes took care for the family funds. Thesde invests and men did not have that
much knowledge of it. Sons were seen as seniagityrity. One specific factor in Korean people
is the company loyalty. E.g. Shipyards and car rfasture company’s employees do not use
other brands and its their duty to be a ‘brokertheir family and relatives. One cannot even get
to dockyard with another brand car.

Rossi follows situations in Korea generally &ag planned to travel there sometimes during his
vacations. If he would go there again, he shouldlie to avoid the mines.

Rossi told that it was difficult to receive fdifent opinions from Koreans at the beginning, but
after time he learned to find it out by detour &watned to “read” the issues in communication.
Business introduction came from Finland andetiveas some straight sale. Through Wartsila's
own products it became joint venture and licence@gents. Changing all the time. Korea is
protected ground and government is careful on timepanies entering there. first in 1990 it was
feasible to establish an office to korea. Licenssebagents did not have so big risk.

At first marine and power plants operated spdy in Korea, but service acted as uniting facto
for these two businesses. There were new empldyieed to Wartsila. Power plant personnel
were located Seoul office while Marine and Sendffice was located in Pusan. Nowadays the
Seoul unit is closed.

Look at the notes
Look at the notes
Employees were good and loyal, and co-operatiemt well. They had a warm atmosphere and
they seemed to enjoy their work. Korean had thein gpecial feature at work; they did not do
the jobs as was told, but quickly organized anchghd the given task. They planned tasks long
before started to work with it. But when their owagotiations were over, they were quick in
their work, because everyone knew exactly whaoto d
Look at the notes
There are some restlessness in Korea - ttoeatdr, because North and South Korea has only
armistice. Rossi had to have two different passpoetause he would be thought as security risk
for nuclear power plants if he had passport stanoym North Korea.

When power plant was sold to North Korea, Wartsdd to get service people from China not
from South Korea. Wartsila entered Korea quite veeith its good products, good customer
care, relationships (correct title, so that youldamegotiate with right person), reputation. There
were risks during the economical crash, many comeganent to bankruptcies.

Wartsila Marine is much powerful in Korea than Powdants. Korea’s huge dockyard offers
great market for business. In 2004 Korea becaméligdargest shipbuilding nation
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LNG Terminals and Trunkline Network (IEA 2002: 97).



