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Abstract 

Export is an important strategy for firms to grow, yet researchers tend to ignore how firms can 

exploit and develop their resource-based capabilities to improve export performance. Building on 

the Organizational Capability (OC) perspective, this study develops a novel approach on ways to 

improve export performance. Cross-sectional empirical data regarding Swedish firms were 

collected and analyzed in a number of ways, including application of multi-variate techniques. The 

study identifies associations between mode of entering a foreign market and the firm’s level of 

market orientation (MO) capabilities and entrepreneurial orientation (EO) capabilities. Entry 

modes include wholly-owned subsidiaries and collaborations with other firms. Also, the study 

shows that the associations are contingent on the institutional distance between the home market 

and the host market. Problems due to endogeneity are avoided as an association is established 

between a mode that is aligned with the capabilities and performance. The study found that firms 

possessing extensive MO and EO capabilities select a wholly-owned subsidiary. The analysis also 

shows that the institutional distance between Sweden and the export market moderates this 

association; greater distance favors collaboration with local partners. Moreover, aligning the 

selection of entry mode with firm-level MO and EO capabilities and institutional distance yields 

higher post-entry performance.  
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Sammanfattning 

Export är en viktig företagsstrategi för att växa. Men tyvärr tenderar forskare att ignorera hur 

företag kan utnyttja och utveckla sina förmågor för att förbättra exportresultat. Med utgångspunkt 

i organisatoriska förmågor utvecklar denna studie ett synsätt för att förstå hur exportresultat kan 

förbättras. Empiriska tvärsnittsdata från svenska företags etableringar på utländska marknader 

samlades in och analyserades med olika statistiska tekniker, däribland multivariata analyser. 

Studien identifierar associationer mellan en vald form för inträde på en utländsk marknad och 

företagets marknadsorienteringsförmåga (MO förmåga) och entreprenörsorienteringförmåga (EO 

förmåga). Formerna inkluderar helägda dotterbolag och samarbeten med andra företag. Dessutom 

visar studien att associationerna påverkas av det institutionella avståndet mellan moderbolagets 

hemmamarknad och den utländska marknaden. Problem med endogenitet i modellen som förklarar 

resultat undviks genom att betona att etableringsformen som är associerad med resultat ska vara 

konsistent med företagets MO och EO förmågor. Studien fann att företag som har omfattande MO 

och EO förmågor väljer ett helägt dotterbolag vid etablering på en utländsk marknad. Analysen 

visar också att det institutionella avståndet mellan Sverige och exportmarknaden har en 

modererande effekt; större avstånd gynnar samarbeten med lokala partners. Dessutom visar studien 

att en form som är anpassad efter företagets MO och EO förmågor och institutionella avstånd ger 

ett bättre resultat.  
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1. Introduction 
 

The initial part of this chapter discusses the practical background of the study. This is 

followed by a discussion on the theoretical problem. Then, the purpose of the study is presented 

and research questions is formulated.  

 

1.1. Background 

A remarkable trend in international business during the last decades is the increasing number of 

firms entering into markets outside their home locations (UNCTAD, 2013). Dynamic, emerging 

markets in Asia and Latin America, as well as large, stable markes in North America, Japan and 

Europe are now attracting both small and large firms from around the world. But once a firm has 

decided to enter a foreign market, it must select a governance structure for its operations on that 

market (Brouthers & Hennart, 2007). A governance structure can include, for example, wholly-

owned subsidiary and different forms of collaborations with other firms (Klein & Roth, 1990).1  

Recognizing the huge potential market, a Swedish firm in the personal strength training 

industry recently decided to enter into Brazil. A manager from the firm stated:  

“We wanted to export our products to the Brazilian market due to the heavy 

investments they make in sports right now, given the FIFA World Cup 2014 and 

the Olympics in Rio 2016. […] Setting up a foreign unit is the name of the game. 

[…] In the United States there is no issue to operate with a subsidiary as a Swedish 

firm. On the contrary, I think that it is rather positive. […] However, Brazil is a very 

complicated country to do business in. So we decided to set up a collaboration with 

a local firm” (Blomberg, President, Eleiko Sport, 11 mars 2014). 

Selecting a governance structure – a mode of entry into a foreign market – is one of the most 

crucial strategic decisions that an international firm has to make (Brouthers & Hennart, 2007).2 An 

inappropiate mode of entry may block opportunities and limit the range of strategic options 

available for the firm (Sharma & Erramilli, 2004) and lead to substantial financial losses on the 

foreign market (Shaver, 1998). In addition, once a mode of entry has been established practically, 

it is commonly difficult to change. Thus, the selected entry mode has long-term consequences for 

the firm (Brouthers & Hennart, 2007).  

 

 

                                                           
1 Entry mode is broadly defined as a governance structure that facilitates the firm bringing its products and services to 

the foreign market (Sharma & Erramilli, 2004). The definition, however, highly depends on the theoretical perspective 

used. There are two dominant theoretical perspectives within entry mode research – Transaction Cost Economics, and 

Organizational Capability. These will be discussed in more detail in the next chapter.  
2 In this study “governance structure”, “mode”, “entry mode”, “mode of entry”, and “foreign unit” are used 

interchangeably.  
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A typical situation for a Swedish firm is illustrated by this quotation: 

”The board may request that the firm should increase sales. As the Swedish market 

is limited, the firm may decide to enter a foreign market, as it is sometimes more 

expensive to increase sales on the relatively small home market. Specifically, the 

firm has to decide whether it should either collaborate with a partner or, for example, 

establish a wholly-owned subsidiary. […] The selection of entry mode is based on 

what is most suitable for the firm, and more importantly; on whether the selected 

entry mode may help the firm to increase sales” (Mr. Zastenker, Senior Project 

Leader, Business Sweden, 20 mars 2014).  

 

1.2. Problem Discussion 

The current entry mode research mainly concerns how the selected entry mode is associated with 

post-entry performance3 (Brouthers & Hennart, 2007). The research is related to “[…] how we 

evaluate whether a particular theory provides a valid set of normative rules for business making” 

(Masten, 1993, p. 119) […] when the aim in research is to offer sound prescriptions for business 

decisions (Masten, 1993). 

Woodcock, Beamish, and Makino (1994) found that different modes have different 

associations with post-entry performance. Similarly, the findings of Enz, Canina, and Palacios-

Marques (2013) support this evidence, when the scholars compare the performance outcome of 

different modes and find significant differences. On the other hand, Chan (1995) found that 

performance outcomes do not vary between different modes.  

However, some scholars (e.g. Shaver, 1998; Bascle, 2008) argue that while it might be 

tempting to infer from findings that a particular mode of entry leads to better performance, the 

findings actually reveals little about the performance implication. Instead, Madhok (1997) argues 

that firms select their mode of entry by themselves based on what is most suitable for the firm. As 

a result, a positive association between a particular mode and post-entry performance would be the 

result of this self-selection of entry mode (Shaver, 1998).4 

A methodological problem when the researcher examines associations between a particular 

mode of entry and performance is that both the selection of entry mode and post-entry performance 

are endogenous variables. An endogenous variable is a variable that is influenced by non-random 

factors (Heckman, 1974). In particular, Shaver (1998) argues that it becomes a problem when both 

these endogenous variables are influenced by the same factors.5  

                                                           
3 In this study “post-entry performance”, “performance”, and “export performance” are used interchangeably.  
4 Put differently, Shaver (1998) indicates that a comparison of the performance outcome between different types of 

modes are highly influenced by the self-selection of entry mode amongst firms. That means that a particular mode may 

be associated with better performance for one type of firm, whilst there is no association for another. 
5 A regression between two endogenous variables will results in a constant source of bias, if the variables are influenced 

by the same factors. Since these are constant, this type of bias will not be seen in “t-statistics”, meaning that some 

results will be seen as significant, when they are not. Furthermore, some results will be spurious, and some hypotheses 

will be accepted, when they should be rejected. Other hypotheses will be rejected, even though they are correct (Bascle, 

2008). As Antonakis, Bendahan, Jacquart, and Lalive (2010) stress; the problems of endogeneity cannot be underscored 

enough, and especially not in entry mode research as noted by Bascle (2008). 
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Shaver (1998) and Bascle (2008) argue that in order to understand how the selection of entry 

mode is associated with post-entry performance, one must understand the self-selection of entry 

mode. In other words – what are the antecedents of entry mode?  

When examining the self-selection of entry mode, He, Brouthers and Filatotchev (2013) found 

that firms, on average, have better performance when the self-selection is aligned with the firm’s 

market orientation (MO) capabilities. This firm-level factor represent  “the extent to which a firm 

engages in generation, dissemination, and responsiveness to market intelligence pertaining to 

current and future customer needs and wants, and the broad business environment” (He & Wei, 

2011, p. 536).6 Furthermore, the findings of He and colleagues (2013) have been justified in 

previous research (Shoham, et al., 2005; Ellis, 2006), other than research on entry mode, linking 

MO capabilities to both strategic self-selected decisions and performance.  

Furthermore, He, Brouthers and Filatotchev (2013) found that firms consider the institutional 

environment of the host market when they self-select their mode of entry. Previous research 

(Madhok, 1997; Barney, et al., 2011) has highlighted that capabilities are not universal, but 

contingent on the different settings of countries. He, Brouthers and Filatotchev (2013) found that 

firms have better post-entry performance, when the self-selected entry mode is based on MO 

capabilities and the institutional distance between the home market and host market. The findings 

of He, et al., (2013) show that MO capabilities largely can be seen as a factor that influences both 

the selection of entry mode and post-entry performance.  

However, some scholars (Brouthers, et al., 2008; Balodi, 2014) argue that the self-selection of 

entry mode is due to more than just MO capabilities. Kwak, Jaju, Puzakova, and Rocereto (2013) 

and others (Gonzalez-Benito, et al., 2009) found that MO capabilities co-exist with another firm-

level capability, namely entrepreneurial orientation (EO) capabilities. EO represents the extent to 

which the firm is proactive, innovative and has a risk-taking propensity (Covin & Slevin, 1989). 

EO capabilities are justified in in entry mode research as there are implications for both strategic 

self-selections and performance (Rauch, et al., 2009) in other research domains than entry mode.  

The distinctions of capabilities are important because they reflect various antecedents of entry 

mode. For example, Canoa, Carrillat, and Jaramillo (2004) found that MO capabilities are central 

capabilities for firms where customer interactions are critical for success. Meanwhile, Rauch, 

Wiklund, Lumkin, and Frese (2009) found that EO capabilities are particular important for firms 

where technology preferences change rapidly, for example, in high-tech industries.  

However, few entry mode studies, if any (Brouthers & Hennart, 2007; Canabala & White, 

2008), deal with both MO and EO capabilities as factors that both influence the self-selection of 

entry mode and post-entry performance. Thus, although previous research has contributed 

substantially to the understanding of firm’s entry mode selection (e.g. Brouthers, 2002; He, et al., 

2013), there is a need for further research in the following areas:  

                                                           
6 Thus, He, Brouthers, and Filatotchev  (2013) implies that (1) firms self-select their mode of entry based on their level 

of MO capabilities, i.e. MO capabilities are antecedent of entry mode, and (2) an entry mode that is self-selected based 

on, or aligned with, MO capabilities is positively associated with post-entry performance. Furthermore, for the 

observant reader it is now apparent that the endogenous variable entry mode, and the endogenous variable post-entry 

performance, are influenced by the same factor: MO capabilities.  
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(a) How different capability orientations of a firm are associated with the selection of mode 

of entry into a foreign market, and;  

(b) How institutional distance moderate this association, and; 

(c) How a mode that is aligned with the capabilities are associated to post-entry performance. 

 

1.3. Purpose of the Study 

The selection of an appropriate entry mode in the context of an institutional environment is not 

only a difficult and complex task, but also a crucial one as it is decisive for firms’ success on the 

international arena. Therefore, an important managerial issue is the identification of feasible entry 

modes and relevant mode determinants. Such identification will make significant contributions to 

the understanding of international strategy.  

The purpose of this study is to examine associations between modes of entering a foreign 

market and post-entry performance.7 This will be done by focusing on:  

 Two types of entry mode: wholly-owned subsidiaries and modes relying on collaboration 

with other firms.8  

 

 Distance between the home market and the host market when it comes to financial policy 

of governments.9 

 

1.4. Research Questions  

In this study I intend to examine associations between entry mode and post-entry performance by 

examining the importance of MO capabilities, EO capabilities, and institutional distance between 

the home market and the host market. The findings will provide answers to two research questions:  

 

1 How are firm’s MO capabilities and EO capabilities associated with the mode of entering 

into a foreign market? 

 

2 How is the entry mode associated with post-entry performance on the foreign market, where 

the mode is aligned with the firm’s MO capabilities and EO capabilities, and the 

institutional distance between the home market and the host market?  

 

 

                                                           
7 The term associations is used consistently through the thesis, which is a prevalent term in quantitative research (Field, 

2013). 
8 The reason is that current entry mode research focus on these modes (e.g. He, et al., 2013). 
9 The reason is that it has been found that the financial policy of governments is significantly associated with mode 

selections (He, et al., 2013). 
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1.5. Contributions of the Study 

The contributions of this study are both theoretical and practical. Theoretically, the study 

contributes to entry mode litterature in a number of ways. First, the importance of two antecedents, 

MO and EO capabilities, of entry mode are established. Second, the study contributes as it shows 

the importance of paying attention to the association between an aligned entry mode and post-entry 

performance. Here, the mode is aligned with MO and EO capabilities, and the institutional distance 

between the home market and the host market. Practically, management is advised to identify the 

degree to which MO and EO are applied within the firm. This would be followed by specifying the 

institutional distance to the foreign market in question, and aligning the entry mode with the the 

capabilities and the distance.  

 

1.6. Outline of the Study 

In order to answer the research questions and fulfill the purpose of the study, the structure is as 

follows. Chapter 2 reviews previous research on entry mode. In this chapter I discuss entry mode 

as such and how different theoretical perspectives are used to distinguish antecedents of entry 

mode. Also, I present how research deals with associations between entry mode and performance. 

Chapter 3 is concerned with the conceptual model and hypotheses. Here, theoretical prescriptions 

are outlined that are related to previous research and logic. Chapter 4 presents the methods used in 

the empirical examination. The main findings of the examination are presented in chapter 5, while 

Chapter 6 discusses the findings. Finally, Chapter 7 draws concluding remarks and deals with 

managerial implications, limitations of the study, and future opportunities for entry mode research.  

Appendix A and B present the introduction letter and the survey questionnaire used in the 

statistical examination. Appendix C contains the operationalization of the measures, and Appendix 

D consists of the correlation analysis. Finally, Appendix E presents the guide for the personal 

interview with a representative of the case company.  
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2. Literature Review 
 

This chapter reviews research on entry mode and the two main theoretical perspectives: 

Transaction Costs Economics and Organizational Capability. 

 

2.1. Research on Entry Mode 

Entry mode is broadly defined as a governance structure that facilitates the firm bringing its 

products and services to the foreign market (Sharma & Erramilli, 2004), although there is no 

consensus regarding the definition. Research on entry mode is, however, relatively new. Early 

seminal efforts such as that of Stopford and Wells (1972) examine what modes firms select on 

foreign markets, but without a theoretical explanation. In the late 1980s and 1990s (Anderson & 

Gatignon, 1986; Gatignon & Anderson, 1988; Madhok, 1997), researchers began to both 

empirically and theoretically explore antecedents of entry mode. Entry mode, as a research domain, 

has gained momentum during the past 20 years (Brouthers & Hennart, 2007).  

Literature indicates that antecedents of different modes of entering a foreign market have been 

examined. The most common entry mode under examination is wholly-owned subsidiary. This is 

usually compared with shared ownership (Canabala & White, 2008).10 The researcher generally 

examines why firms select a wholly-owned subsidiary and not a shared ownership. Some 

researchers also compare wholly-owned subsidiary and independent modes, where the mode is 

independent from the firm. Independent modes include agents, distributors, and resellers (Canabala 

& White, 2008). As articulated by Klein and Roth (1990) and later on by He, Brouthers, and 

Filatotchev (2013) the main choice of entering a foreign market is either a wholly-owned subsidiary 

or a collaboration, where a collaboration includes shared ownership and an independent mode. In 

summary, literature usually uses a binary variable as the outcome variable in empirical analyses 

thereby comparing modes chosen by firms when entering foreign markets (Canabala & White, 

2008). 

 

2.2. Two Major Theoretical Perspectives: TCE and OC 

The definition of entry mode highly depends on the theoretical perspective used.  The main 

perspectives are Transaction Cost Economics (TCE) and Organizational Capability (OC).  Both 

TCE and OC provide empirical support to why firms select a particular mode when entering a 

foreign market (Canabala & White, 2008). Also, they are both used when linking entry mode to 

post-entry performance (Brouthers, et al., 2003; He, et al., 2013).  

Even though both TCE and OC represent theoretical perspectives that view the firm as profit-

seeking entities, where the firm searches for rents (Andersen, 1997; Brouthers & Hennart, 2007), 

                                                           
10 A shared ownership is usually defined as a joint venture (Canabala & White, 2008). 
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there are broad differences relevant to the selection of entry mode. Table 1 highlights key 

differences between the two perspectives. These will be discussed in the next section.  

 

Table 1. The two major theoretical perspectives used in entry mode research 

 Transaction Cost Economics 

(TCE) 

The Organizational Capability 

perspective (OC) 

 

Unit of analysis 

 

 

The transaction 

 

The firm 

Primary area of focus  

 

Transaction characteristics  Firm capabilities 

Primary orientation 

 

Cost minimization 

 

Value creation 

Source of competiveness  Efficient management of 

transactions  

 

Exploitation and development of 

capabilities 

Key Assumption Opportunism 

 

Bounded rationality  

Basis for entry mode 

 

Control of the foreign operation 

 

Transferring of capabilities 

Source: adapted from (Andersen, 1997).  

 

2.2.1. Transaction Cost Economics 

Transaction Cost Economics and Entry Mode  

TCE is the most widely used theoretical perspective in order to explain firm’s selection of entry 

mode (Canabala & White, 2008). The theoretical link between TCE and entry mode was according 

to Zhao et al. (2004) initially proposed in the work of Anderson and Gatignon (1986) and these 

scholars followed transaction cost theory (Williamson, 1979). 

Transaction cost theory is based on two general assumptions: (1) opportunism is a general 

approach in economic activity, and11 (2) opportunism is especially important for economic activity 

that involves transaction-specific investments in physical and human capital (Williamson, 1979).12  

Williamson (1979) is interested in why firms organize internally instead of externally and he 

proceeds along the logic of that the transaction costs are central.13 All market transactions involve 

transaction costs, i.e. costs associated with negotiating, monitoring, and enforcing a contract 

                                                           
11 TCE assumes that all firms consist of “face-less” agents with self-interests. Opportunism implies that all agents are 

self-interest seeking, meaning that all agents seek to benefit for themselves. Hence, two agents can arrange a contract 

if they both benefit from it (Williamson, 1979).  
12 Physical capital includes e.g. inventory, plant, and so on, whilst human capital includes e.g. “personal knowledge” 

(Williamson, 1979).  
13 Williamson (1979) states that an internal organization is a wholly-owned subsidiary and he indicates that an external 

organization include collaborations.     
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(Anderson & Gatignon, 1986). Thus, under the general assumption of opportunism, Williamsons 

(1979) interest is especially illustrated by this quotation:   

 “Two common characteristics of long-term contracts are the existence of gaps in 

their planning and the presence of a range of processes and techniques used by 

contract planners to create flexibility in lieu of either leaving gaps or trying to plan 

rigidly” (Williamson, 1979, p. 237). 

Hence, on the basis of a long-term contract not planned in detail, and with the presence of 

opportunism, some contracts will never be reached unless both agents in the contract can benefit 

from the contract (Williamson, 1979). Williamson illustrates the situation where one agent, the 

supplier, is inducing one other agent, the buyer, to invest in a transaction-specific investment 

including physical or human capital. If the buyer sees that the value of the investment is much 

smaller than a specialized use of the investment, then the contract will not be reached. The reason 

is that both the buyer and the seller bargain over the transaction cost-investment whenever a 

proposal to adapt a long-term contract is made by the other agent. Hence, the transaction of human 

and physical capital is contingent on the realization of the benefit of the transaction.14 Williamson 

illustrates:   

 “Although both have a long-term interest in joint profit-maximizing, each also has 

an interest in appropriating as much of the gain as he can on each occasion. Efficient 

adaptations which would otherwise be made thus result in costly haggling or even go 

unmentioned, lest the gains are dissipated by costly sub-goal pursuit. Governance 

structures which attenuate opportunism and otherwise infuse confidence are 

evidently needed” (Williamson, 1979, p. 242). 

Along these premises, TCE defines entry mode as a governance structure that allows a parent 

firm to exercise control over its foreign market operations (Gatignon & Anderson, 1988; Brouthers, 

et al., 2003; Zhao, et al., 2004). Control refers to the firm’s “ability to influence systems, methods 

and decisions” (Anderson & Gatignon, 1986, p. 3). TCE implies that opportunism fails with 

control, since the general clause of seeking individual advantage suffers with a joint identity 

(Anderson & Gatignon, 1986). Following this logic, TCE suggests that a wholly-owned subsidiary 

gives the firm higher control, while an external organization, such as a collaboration, gives the 

parent firm less control (Anderson & Gatignon, 1986). 

The TCE definition of entry mode is in line with the key assumption of opportunism. This 

definition is used in prominent works such as Gatignon and Anderson (1988) and Brouthers et al. 

(2003). Also, the meta-analysis of Zhao, Luo, and Suh (2004) uses the TCE definition of entry 

mode.15 Furthermore, Gatignon and Anderson (1988) examine the 180 largest American 

multinational firms’ mode of entry into foreign markets. These firms’ entered 85 foreign countries 

between 1960 and 1975. Gatignon and Anderson found positive results supporting TCE, and the 

key assumption of opportunism.  

Brouthers et al. (2003) examines the 218 largest Dutch, British and German firms that recently 

have entered into Eastern Europe. Brouthers and colleagues found an overall positive result 

supporting TCE as a theoretical perspective that explains firms enter into Eastern Europe. 

                                                           
14 For this example, it is reasonable to see the supplier as the parent firm, and the buyer as the foreign unit, that is, 

either a wholly-owned subsidiary or a collaboration.  
15 A meta-analysis is a review based on quantitative research.  
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However, the key assumption of opportunism was not always supported, but Brouthers et al. found 

that different transaction costs were in line with opportunism.  

The meta-analysis of Zhao et al. (2004) has according to Brouthers and Hennart (2007) 

provided the most valuable insights concerning the predictive strength of TCE regarding entry 

mode selections. Although Zhao et al. conclude that TCE has “provided rich contributions to the 

understanding of the nature of entry mode selections” (Zhao et al., 2004, p. 540), they criticize 

TCE for not fully explaining modes of entry, because TCE “cannot capture the insights of market 

return or preemptive opportunities” (Zhao et al., 2004, p. 541). Furthermore, the scholars found 

that the association between TCE and the selection of entry mode is moderated by the home country 

of the parent firm and the selected foreign country that the firm entered.16 To put it simple, the 

results of Zhao et al. (2004) indicate that the key assumption of opportunism is not always true:  

“In what way do location specific disadvantages (or advantages) constrain (or 

delimit) […] the nature of the choice of entry mode? […] In a broader sense, given 

the moderating effects of location and country of origin, […] does site specificity, 

which is left out entirely in the existing studies (delineated by Williamson, 1985, as 

a ‘cheek-by-jowl’ of relationships between the buyer and seller […] play a role in 

entry choice?” (Zhao et al., 2004, p. 533).  

 

Transaction Cost Economics, Entry Mode and Performance 

Complicating the issue of entry mode with associations with performance is that the mode is self-

selected by firms, as noted. For example, for one firm a collaboration may be associated with better 

export performance, whilst another firm will not benefit from a collaboration.  

In his seminal work, Brouthers (2002) suggests that because the mode selection is endogenous 

to the firm, studies examining performance implications should not only consider the selected entry 

mode, but the theoretically predicted mode as well. He suggests that by examining antecedents of 

entry mode, one can theoretically predict the factor that is associated with both the self-selection 

of entry mode, and post-entry performance. By “theoretically isolating” the endogenous entry mode 

selection, problems with endogeneity is theoretically minimized.17 Thus, Brouthers (2002) suggests 

that a mode that is self-selected on predicted theoretical grounds would perform better, than if 

misaligned with the theoretical grounds. Moving away from mean comparisons between different 

modes, he examines modes of entry that are aligned with TCE theory. Thus, taking a step away 

from endogeneity problems, with the help of theory.  

A number of studies have attempted to build on this idea. Amongst these, within the TCE 

perspective, are Brouthers, Brouthers, and Werner (2003) and Kim and Gray (2008). Furthermore, 

Brouthers (2002) examines the 213 largest firms in the European Union. He found that firms that 

                                                           
16 Zhao, Luo, and Suh (2004) found that associations between transaction costs and the selection of entry mode is 

affected by the home and host country. As discussed before, TCE indicates that the transaction costs alone is affecting 

the selection of entry mode, due to opportunism. However, as seen in the highlighted quote by Zhao, Luo, and Suh 

(2004), is the key assumption of opportunism questioned.  
17 As noted, problems with endogeneity arises when two endogenous variables are regressed while associated with the 

same constant factor. This factor can be handled with theory. Thus, Brouthers (2002) indicates that by examining a 

factor based on theoretical grounds, associated with both endogenous variables, one can “theoretically isolate” this 

factor. Thus, theoretically minimizing the problems with endogeneity. For this, Brouthers was the 2012 recipient of 

the JIBS Decade Award. For more details, see the chapter 4.  
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align their mode of entry with transaction cost variables have significantly better export 

performance, than did firms selecting modes that do not conform to the theoretical predictions.   

As noted in previous section, Brouthers et al. (2003) examine the largest Dutch, British and 

German firms that recently have entered into Eastern Europe. Brouthers and colleagues found that 

TCE alignment modes performed significantly better than misaligned modes.  

Furthermore, Kim and Gray (2008) examine 222 firms entering into South Korea. However, 

these authors found no significant support for the extended TCE model, in regards to associations 

with financial performance or non-financial performance.18 Instead, they have a discussion over 

the TCE perspectives ability be linked to performance.   

“Entry mode in accordance with the proposed extended model largely based on 

transaction cost theory may not necessarily lead to superior financial performance. 

In particular, the significant, negative relationship between the mode fit and non-

financial performance measures appears to cast some doubt on the fundamental tenet 

of cost minimization posited by transaction cost theory. The focus on economizing 

cost by MNE through the choice of an entry mode may itself have adversely affected 

the market share and the employee satisfaction levels at its affiliate. This lends further 

support to the weakness of transaction cost theory, i.e. a focus on cost minimization, 

not value maximization” (Kim & Gray, 2008, p. 182). 

 

2.2.2. Organizational Capability 

The Organizational Capability Perspective and Entry Mode  

The OC perspective is an emerging theoretical perspective that has implications for entry mode 

(Canabala & White, 2008). The theoretical link between organizational capabilities and entry mode 

was according to Andersen (1997) initially proposed in the work of Madhok (1997). Organizational 

capability are following behavioral theory (Cyert & March, 1963) and the Resource-based View 

(Penrose, 1959).  

The OC perspective builds on two general assumptions: (1) decisions are made under influence 

of bounded rationality, and19; (2) decisions are made in an incremental way20 (Madhok, 1997).  

Madhok (1997) is interested in why firms organize externally instead of internally and his 

logic is that firm’s capabilities are central.21 Capabilities are a complex bundle of expertise and 

knowledge, embedded in organizational processes (Madhok, 1997). Madhok argues that the firm’s 

rent-earning potential incorporates management of capabilities. The potential refers to the firm’s 

                                                           
18 Some authors refer the method developed by Brouthers (2002) as the “extended model”, or “extended TCE model”.  
19 Bounded rationality views the decision-making as a rational process of finding an optimal choice given the 

information available (Madhok, 1997). 
20 Incrementalism implies that changes are made using small (step-by-step), incremental changes instead of a few 

(extensively planned) changes (Madhok, 1997). For example, one might plan a route for a driving trip on a map, but 

one might typically not plan in advance where to change lanes or how long to stop at the next streetlight.   
21 “Internalize”, “internationalization”, and “organize internally”, are synonyms for a wholly-owned subsidiary. 

Furthermore, an external organization is a synonym for collaboration (Madhok, 1997).   
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exploitation of capabilities, and an efficient development of capabilities. Madhok’s interest in 

firm’s management of capabilities is especially illustrated by this quotation:  

“Although the OC perspective sees the earning of rents as the ultimate objective, its 

focus on entering a market is both broad and different. It is concerned with the 

efficient utilization of a firm's capabilities as well as efficient development of them. 

A balance between exploitation and development is considered essential for 

sustained earning. The development of capabilities is a concern because competing 

successfully in the global marketplace of today requires not a single but a complex 

set of capabilities” (Madhok, 1997, p. 42). 

Madhok refers to Penrose (1959) when he argues that management of capabilities on a foreign 

market is important. Thus, exploitation and development of capabilities is viewed as a gradual and 

incremental process, which is “more costly and less efficient relative to competitors who are 

already present and more experienced” (Madhok, 1997, p. 43) on the foreign market. Furthermore 

Madhok argues that exploitation of capabilities “increases the applicability of the firms existing 

expertise” (Madhok, 1997, p. 43) and exploitation of capabilities lowers the incremental cost of 

developing new capabilities since existing expertise can be used. Thus, on the basis of the general 

assumptions of bounded rationality and incrementalism, Madhok illustrates why firms select a 

wholly-owned subsidiary:  

“The decision to internalize implies that it is beneficial for the firm to exploit its 

advantage itself rather than through other firms. […] Where the firm already has a 

strong knowledge base and possesses the required routines, internalization provides 

an advantage and would be the preferred manner of undertaking the activity since 

incremental costs are marginal. […] In the search for rents, firms are motivated to 

conduct business in a manner which best preserves or enhances the value generated 

by such competencies” (Madhok, 1997, p. 44).22 

Along these premises, OC has defined entry mode as a channel for transferring capabilities 

into the foreign market (Madhok, 1997). The benefit the parent firm seeks is to efficiently transfer 

capabilities to the foreign market with a minimal erosion of value. The reason why transferring 

capabilities is important, is that the transferring facilitates exploitation of capabilities, and by 

exploiting capabilities the rent-earning potential is enhanced through incremental developments. 

The focus is therefore on the mode of entry’s ability to transfer capabilities into the foreign market. 

Thus, the exploitation of capabilities is deployed in order to further develop the firm’s rent-earning 

potential (Madhok, 1997; Sharma & Erramilli, 2004) and the possibility to reach the potential is 

due to the particular mode of entry’s ability to channel the transferring of capabilities.  

In accordance with the OC perspective a collaboration is not feasible for transferring 

capabilities. The reason is that capabilities are imperfectly imitable (Madhok, 1997; Barney, 1991). 

This means that capabilities are difficult to replicate, both by competitors and by the partner firm 

on the foreign market. Lam (1997) argues that imperfectly imitable capabilities are a result of 

organizational processes. Hence, capabilities are not owned by a specific individual, but embedded 

in complex social interactions within the organization. This means that capabilities cannot be 

systematically coded but only transferred through intimate social interactions (Lam, 1997). Since 

                                                           
22 Value is a synonym for rent-earning potential. Competencies and advantage are a synonyms for capabilities 

(Madhok, 1997).  
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a wholly-owned subsidiary is embedded in the same routines as the parent firm, a wholly-owned 

subsidiary is suggested to be feasible for capability transferring (Madhok, 1997).  

For the attendant reader, it is now apparent that both the TCE and OC predict the same 

outcome. This is, however, based on different theoretical explanations and general assumptions. In 

summary, TCE argues that firms select a wholly-owned subsidiary instead of a collaboration based 

on high transactions costs, whereas OC argues that firms make this self-selection based on their 

capability to create value. However, under the general assumption of bounded rationality Madhok’s 

interest in why firms select collaboration is particularly illustrated by this quotation:  

 “On the other hand, the capability constraint becomes important when a firm enters 

into unfamiliar areas of activity where the technological and market distance of the 

target activity is far away from the firm's stock of knowledge. In such situations, an 

alternative is to supplement the firm's capabilities through 'crafting' new knowledge 

from others and subsequent integration into the knowledge base. Collaborations are 

a useful vehicle for enhancing knowledge in critical areas of functioning where the 

required level of knowledge is lacking and cannot be developed within an acceptable 

timeframe or cost. Mode decisions, therefore, are made under a calculus governed by 

considerations related to the development and deployment of a firm's capabilities” 

(Madhok, 1997, p. 44).  

Therefore, from the OC perspective, capabilities could suffer from erosion of the rent-earning 

potential on distant foreign markets (Madhok, 1997). Put it differently, the rent-earning potential 

of capabilities is not universal. Therefore, in order to maximize the overall rent-earning, the firm 

can benefit from collaborating with a partner, and acquire capabilities from within the collaboration 

thereby balancing exploitation and development of capabilities (Madhok, 1997). Hence, on the 

basis of bounded rationality and incrementalism, capabilities both limit and direct the selection of 

entry mode. 

The OC definition of entry mode is in line with the key assumptions of bounded rationality 

and incrementalism as shown by Erramilli, Agarwal, and Dev (2002) and Chen and Hennart (2002). 

Furthermore, Erramilli et al. (2002) examine 139 hotel firms’ modes of entry into 46 different 

foreign markets. The results support OC as a theoretical perspective that explains how firms enter 

into foreign markets, and the general assumption of bounded rationality and incrementalism was 

supported. Another example is the study of Chen and Hennart (2002). They examine 269 Japanese 

firms’ entries into the USA and found support for OC as well as bounded rationality and 

incrementalism.  

 

Organizational Capability, Entry Mode and Performance  

The extended model developed by Brouthers (2002) has also been used by scholar’s emphasizing 

the OC perspective. Amongst these are Brouthers, Brouthers, and Werner (2008) and He, 

Brouthers, and Filatotchev (2013).  

Brouthers, Brouthers, and Werner (2008) examine 232 Dutch, Greek, US, and German firms’ 

entering into Eastern Europe. They found that firms’ that aligned their mode of entry with their 

level of capabilities had significantly better export performance, than firms’ that did not.  
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Furthermore, He, Brouthers, and Filatotchev (2013) examine 195 Chines export firms’ enter 

into foreign markets. In their study, He, Brouthers, and Filatotchev found that firms’ that align their 

mode of entry with their MO capabilities, had significantly better export performance, than did 

firms’ that do not conform to the theoretical predictions 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



14 

 

3. Conceptual Model and Hypotheses 
 

Initially, this chapter presents the selected theoretical perspective for the study. Also, the 

conceptual model is presented together with hypotheses regarding associations among 

components of the model. 

 

3.1. Selection of Theoretical Perspective  

While a large part of prior entry mode research relies on Transaction Cost Economics (TCE) that 

has “provided rich contributions to the understanding of the nature of entry mode selections” (Zhao 

et al., 2004, p. 540), TCE suffers from a number of important weaknesses. First, TCE focuses on 

the efficiency of the mode, but some scholars (e.g. Madhok, 1997; Chen & Hu, 2002) suggest that 

firms select their mode of entry based on efforts to exploit and develop capabilities on the foreign 

market. Second, TCE focuses solely on cost minimization in a transaction with a partner although 

some scholars (Madhok, 1997; Erramilli, et al., 2002) suggest that firms also seek benefits together 

with a partner. Therefore, TCE and the general assumption of opportunism is not required to 

understand the self-selection of entry mode: 

 “TCE – with its strong emphasis on the cost side of the transaction and the purely 

incentive-based logic that relies on the assumption of opportunism – does not 

necessarily provide a full explanation of entry mode choice in the international 

context. The mixed findings revealed by this meta-analysis may be attributed […] to 

some inherent shortcomings of the TCE itself. The limitations of TCE include its 

over-determination, exaggerated threat of opportunism, […] an under-socialized 

view of human motivation and an over-socialized view of institutional control” 

(Zhao, et al., 2004, p. 539). 

Instead, in line with the Organizational Capability (OC) perspective, Zhao, Luo, and Suh 

(2004) argue that the OC perspective is a more fruitful theoretical perspective:   

“A derivative and interrelated explanation from this view, […] given the mixed 

findings of the current study, […] is that the firm boundary decision is a capability-

related decision, and that the choice of governance is not one of cost minimization, 

as proposed by TCE, but rather of the benefits or value it creates through generation 

and adequate use of a firm’s capabilities or through knowledge acquisition from 

alliance partners” (Zhao, et al., 2004, pp. 539-540).23  

With respect to the arguments provided above, which essentially criticize the TCE of 

being a doubtful perspective of handling problems due to endogeneity, I select the theoretical 

perspective of OC as a foundation of the conceptual model for the study. Endogeneity is a 

                                                           
23 The selection of entry mode is here referred to as the firm boundary decision.  
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central issue in this study, and OC is in essence capable of handling this (Zhao, et al., 2004; 

He, et al., 2013).  

 

3.2. Conceptual Model 

Figure 1 presents the conceptual model for the study. The model consists of five components. 

Firm’s capabilities regarding market orientation (MO) and entrepreneurial orientation (EO) are 

antecedents of a mode of entering a foreign market. The association between the capabilities and 

entry mode are moderated by the institutional distance between the home country of the parent firm 

and the host country, i.e. the country that is being entered. An entry mode that is aligned with MO 

and EO capabilities, and the institutional distance is, in turn, associated with post-entry 

performance on the host market. This section continues with a brief discussion of the key concepts 

making way for development of the hypothesized associations.  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

The firm’s capabilities play a major role in firm’s selection of modes of entry (Madhok, 1997; 

Chen & Hennart, 2002). Given the broad framework of capabilities, Boladi (2014) suggests that 

capabilities consist of multiple organizational processes within a firm. He argues that different 

firm-level orientations reflect organizational processes, and hence, capabilities in different ways. 

Organizational processes vary widely amongst firms. For example, some firms’ interact with 

customers to a great extent, and others do not. Some firms’ are innovative, and some are not 

(Balodi, 2014).  

 

Figure 1. Conceptual model for the study 
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Scholars (He & Wei, 2011; He, et al., 2013) highlight the importance of capabilities inherent 

in firm’s MO. Such capabilities represent “the extent to which a firm engages in generation, 

dissemination, and responsiveness to market intelligence pertaining to current and future customer 

needs and wants, and the broad business environment” (He & Wei, 2011, p. 536). MO capabilities 

enable a firm to coordinate the production and delivery of tailored offerings based on market 

intelligence, which improves loyalty, customer satisfaction and organizational performance. MO 

capabilities are particularly important in the context of a foreign market, because the capabilities 

help the firm to gain knowledge about the foreign market and to adjust offerings to suit market 

demand, which result in an increased export performance (He, et al., 2013).  

While MO is generally accepted in the mainstream management literature (Kohli & Jaworski, 

1990; Kohli, et al., 1993), some scholars (Kwak, et al., 2013; Balodi, 2014) suggest that MO alone 

cannot represent the underlying organizational processes amongst all firms. Therefore, Balodi 

(2014) highlights the importance of EO capabilities. Capabilities of EO concern rent-earning 

potential such as seeking market opportunities in a proactive way, undertaking risky projects, and 

engaging deeper in innovations (Covin & Slevin, 1989; Kwak, et al., 2013). Thus, EO capabilities 

may be particularly important in the context of a foreign market, because it helps a firm in avoiding 

clashes with direct competitors, which generally result in decreased post-entry performance.  

Prior research on entry mode tends to ignore the heterogeneity of a foreign market, even though 

every country has a more or less unique institutional environment that defines a context in which 

firms’ conduct business (Holmes, et al., 2013). Institutional distance between the home market and 

the host market can make it easier or harder for firms to exploit the rent-earning potential from 

capabilities (Madhok, 1997; He, et al., 2013), such as MO and EO capabilities. Attention to 

institutional distance in studying entry mode most probably helps to further understand associations 

between entry mode and post-entry performance.  

 

3.3. Hypotheses 

 

3.3.1. Antecedents of Entry Mode  

Market Orientation Capabilities and Entry Mode 

When a firm enters a foreign market it needs to understand the market. Market intelligence in the 

foreign market helps the firm to identify changes in technical developments and customer 

preferences, and respond to the changes (He & Wei, 2011; He, et al., 2013). Firms with strong MO 

capabilities have the ability to gather information on the market, analyze and process the 

information internally, and use that information to respond effectively (Kohli & Jaworski, 1990). 

Such firms will select a wholly-owned subsidiary (He, et al., 2013) so they can exploit the rent-

earning potential from their MO capabilities (He, et al., 2013).  

Kohli and Jaworski, (1990) advocate that MO consists of three components: Intelligence 

Generation, Intelligence Dissemination, and Responsiveness. Below, I develop a hypothesis for 

each component. 

MO, Intelligence Generation involves the collection and systematic analysis of information on 

firm’s markets. Intelligence Generation is critical for both the strategy formulation and for the 
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tactical operation of a firm. The generation of market intelligence is judged to be the backbone of 

tailoring offerings to customers (Kohli & Jaworski, 1990). When a firm has a strong expertise in 

Intelligence Generation, it is beneficial for the firm to exploit this expertise on the foreign market 

rather than to develop it together with a partner. This is because a partner may simply offer 

intelligence that replicates the intelligence that the focal firm already has generated, thus, providing 

little if any benefit. The advantage that the firm generally seeks is to harvest from the firm’s existing 

expertise, and exploit it on a foreign market. In addition, expertise in gathering intelligence is more 

efficient if it is transferred to a wholly-owned subsidiary in comparison with transfer to a 

collaboration. The reason for this is that the wholly-owned subsidiary shares the same routines as 

the parent firm. Thus, a firm with expertise in Intelligence Generation will select a wholly-owned 

subsidiary because it provides a more effective governance structure through which the firm can 

gain rent-earning potential from its expertise.  

Hypothesis 1a: There is a positive association between MO, Intelligence Generation 

and a wholly-owned subsidiary.    

MO, Intelligence Dissemination involves the process in which generated intelligence are 

formally  or informally sorted, filtered and diffused across departments and functional areas within 

the firm (Kohli & Jaworski, 1990). A firm with strong expertise in Intelligence Dissemination is 

characterized by efficient and effective transferring of the capability. When the transferring is made 

through a governance structure with the same routines as the parent firm, the erosion of value is 

minimal. Furthermore, since the incremental cost of developing expertise in Intelligence 

Dissemination from scratch is greater than the benefits of exploiting the existing expertise, 

exploiting the intelligence on a foreign market is the preferred. Thus, a firm with expertise in 

Intelligence Dissemination will select a wholly-owned subsidiary in entering a foreign market. 

Hypothesis 1b: There is a positive association between MO, Intelligence 

Dissemination and a wholly-owned subsidiary.    

MO, Responsiveness is the action taken by the firm in reaction to the generated intelligence 

and its dissemination across departments and functional areas within the firm (Kohli & Jaworski, 

1990). Kohli and Jaworski states: “[A]n organization can generate and disseminate information 

internally; however, unless it responds to the market needs, very little is accomplished” (Kohli & 

Jaworski, 1990, p. 6). It is beneficial for a firm with strong expertise in responsiveness to select a 

wholly-owned subsidiary when entering a foreign market. The wholly-owned subsidiary shares 

the same routines as the parent firm enabling efficient transfer of the capability within firm’s 

boundaries. As a result, the erosion of the rent-earning potential becomes minimal (Madhok, 

1997). Second, with an efficient transfer of responsiveness expertise, the governance structure on 

the foreign market can exploit the capability and further develop it. As it is more costly to develop 

capabilities from scratch, transferring of capabilities is crucial.  

Hypothesis 1c: There is a positive association between MO, Responsiveness and a 

wholly-owned subsidiary.    

 

Entrepreneurial Orientation Capabilities and Entry Mode 

When a firm enters a foreign market, the firm frequently faces new kinds of competition. By 

seeking market opportunities proactively, undertaking risky projects, and engaging deeper in 

innovations the firm may avoid clashes with direct competition (Kwak, et al., 2013). Firms with 
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strong EO capabilities have the ability to seize opportunities and thereby increase the potential of 

rent-earning potential (Balodi, 2014). Such firms will select a wholly-owned subsidiary so they can 

exploit the rent-earning potential from their EO capabilities.  

Covin and Slevin (1989) argue that EO consist of three components: Proactiveness, Risk-

taking Propensity, and Innovativeness. Below hypotheses are developed for each EO component. 

EO, Proactiveness is the “extent to which a firm anticipates and acts on future needs by seeking 

new opportunities which may or may not be related to the present line of operations” (Balodi, 2014, 

p. 190). A firm that is proactive is first to spot opportunities for rent-earning potential (Balodi, 

2014). It is logical to assume that a firm with a capability of Proactiveness benefits from selecting 

a wholly-owned subsidiary. There are several reasons for this. First, as the firm searches for higher 

performance, it is motivated to conduct business in a manner which best preserves the rent-earning 

potential. Since the wholly-owned subsidiary shares the same routines as the parent firm, the rent-

earning potential is enhanced. Transferring such expertise generally does not weaken the content 

of the capability. Second, it is more beneficial to develop an existing expertise than to start from 

the scratch.  

Hypothesis 2a: There is a positive association between EO, Proactiveness and a 

wholly-owned subsidiary.    

EO, Risk-taking Propensity refers to “the degree to which managers are willing to make large 

and risky resource commitments” (Balodi, 2014, p. 190). A Risk-taking Propensity involves a risk 

of a costly failure, but also a profitability potential (Covin & Slevin, 1989). If a firm possess a risk-

taking propensity based on a strong knowledge base and routines for making large and risky 

resource commitments, the firm may not consider it to be beneficial to collaborate with partners. 

Instead, Madhok (1997) argues that it is beneficial for the firm to exploit the expertise itself. 

Following this logic, a firm which has a risk-taking propensity sees the benefit inherent in 

establishing a wholly-owned subsidiary on a foreign market. 

Hypothesis 2b: There is a positive association between EO, Risk-taking and a wholly-

owned subsidiary.    

EO, Innovativeness has been defined as “a firm’s tendency to engage in and support new ideas 

novelty, experimentation, and creative processes that may result in new products, services, or 

technological processes” (Balodi, 2014, p. 190). When a firm is a skilled innovator, it is beneficial 

to exploit the capability on the foreign market rather than developing it together with a partner. 

The partner may simply offer innovations that replicates what has already been innovated by the 

firm, thus, providing little if any benefit for the firm. With a wholly-owned subsidiary, which 

shares the same routines as the parent firm, the transferring of innovation capabilities is more 

efficient, than transferring to a collaboration. A wholly-owned subsidiary means lower incremental 

costs and an enhanced rent-earning potential. 

Hypothesis 2c: There is a positive association between EO, Innovativeness and a 

wholly-owned subsidiary.    

 

The moderating role of institutional distance 

The arguments for H1 and H2 suggest that firms’ MO and EO capabilities are significantly 

associated with the selection of entry mode. However, this association is far from universal 
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(Madhok, 1997) as some host markets are distant to the home market when it comes to, for 

example, openness to foreign operations (Holmes, et al., 2013). Differences between the home 

market and the host market are often referred to as institutional distances (Kostova, 1999; Xu & 

Shenkar, 2002). In this study, it is suggested that the preference of firms’ with strong MO and EO 

capabilities for a wholly-owned subsidiary will decrease when the institutional distance increase.24  

The institutional environment of a country market impacts, for example,  banks’ and financial 

institutions’ allowance of extended credits, acceptance of deposits and operations in foreign 

currencies (Holmes, et al., 2013). When a firm with strong MO or EO capabilities enters a foreign 

market that is institutionally distant from the home market, the firm does not just find it more costly 

and less efficient relative to competitors who are already present on the foreign market to exploit 

its capabilities, but the capabilities could suffer from a rent-earning erosion (Madhok, 1997). 

Kostova (1999) suggests that transferred capabilities “may not be consistent with the institutional 

environment into which they are transferred, and may even be in conflict with them” (Kostova, 

1999, p. 315). The reason is that the institutional environment influences firms’ way of doing 

business and management of people, and even firms’ interaction with governments (Holmes, et al., 

2013).  

Hence, when a firm with strong MO or EO capabilities enters an institutionally distant market, 

the firm could supplement its capabilities through 'crafting' new knowledge from other firms and 

subsequently integrate the acquired capabilities into the existing base (Madhok, 1997, p. 44). Since 

the partner in a collaboration is “institutionalized in the host country environment” (Xu & Shenkar, 

2002, p. 613), the firm can acquire capabilities from the partner and thereby exploit capabilities 

from within the collaboration (Madhok, 1997). Another benefit that a firm generally seek is to 

lower the incremental cost of developing new capabilities on the foreign market. By teaming up 

with a partner, the firm can use the collaboration’s existing capabilities in order to develop new 

capabilities (Madhok, 1997). For all these reasons, a wholly-owned subsidiary is not preferred 

when the firm has strong MO capabilities and the institutional distance between the home market 

and the host market increases. 

Hypothesis 3a: The greater the institutional distance between the home and host 

country, the weaker the association between MO, Intelligence Generation and a 

wholly-owned subsidiary.  

Hypothesis 3b: The greater the institutional distance between the home and host 

country, the weaker the association between MO, Intelligence Dissemination and a 

wholly-owned subsidiary.  

Hypothesis 3c: The greater the institutional distance between the home and host 

country, the weaker the association between MO, Responsiveness and a wholly-

owned subsidiary.  

Following the same reasoning: a wholly-owned subsidiary is not preferred when the firm has 

strong EO capabilities and the institutional distance increase:  

                                                           
24 A perhaps more pedagogic arguing would be that firms’ with strong MO or EO capabilities will prefer collaboration 

when the institutional distance increase. However, due to the pedagogical limitation in statistical analyses, the 

presented argumentation is more in line with the hypotheses that will be outlined.  
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Hypothesis 3d: The greater the institutional distance between the home and host 

country, the weaker the association between EO, Proactiveness and a wholly-owned 

subsidiary.  

Hypothesis 3e: The greater the institutional distance between the home and host 

country, the weaker the association between EO, Risk-taking Propensity and a 

wholly-owned subsidiary.  

Hypothesis 3f: The greater the institutional distance between the home and host 

country, the weaker the association between EO, Innovativeness and a wholly-owned 

subsidiary.  

 

3.3.2. Performance Effect of Aligned Entry Mode  

Relying on the Resource-based View (Penrose, 1959), the OC perspective (Madhok, 1997) 

suggests that a firm’s management of capabilities has a significant impact on performance. Firms 

that align their mode of entering a foreign market with their capabilities will achieve better post-

entry performance than firms without such an alignment.    

The prediction is important for two reasons. First, a mode of entering a foreign market cannot 

itself be generally associated with superior performance, since the mode is selected by the firm as 

an effect of bounded rationality. This means that a particular mode of entry may be associated with 

superior performane for one firm, while it is not associated with superior performance for another 

(Shaver, 1998; Bascle, 2008). Overlooking that firms self-select their mode of entry may imply 

that the researcher gives incorrect advices to managers (Antonakis, et al., 2010). Second, although 

a number of researchers have found a positive association between a firm’s possession of resource-

based variables and superior performance (e.g. Gonzalez-Benito, et al., 2009), others indicate that 

this association is overestimated in an international context (Frishammar & Andersson, 2009). A 

recent meta-analysis of resourse-based studies shows that the value of the resource-based variables 

are significantly effected by host country factors (Ellis, 2006). This result is in line with the 

assumption that resource-based advantages are not universal (Madhok, 1997).  

Therefore, examining an aligned entry mode manifests an effort by the researcher to reduce 

the effect of endogeneity in a mis-specified empirical model (Brouthers, 2002; He, et al., 2013). 

An aligned entry mode suggests that a firm selecting a mode of entry based on a bounded rational 

decision of  capabilities, will achieve superior performance. In other words, an aligned entry mode 

implies that the researcher is examianing the selected mode’s alignment with antecedents, which 

in this study are MO and EO capabilities and moderations due to institutional distance.  

Hence, when the firm is entering a foreign market it needs to select a mode of entry that is 

aligned with its capabilities. Yet, if the firm is entering an institutionally distant foreign market, 

the rent-earning potential of their capabilities may be negatively affected. The reason is that the 

capabilities “may not be consistent with the institutional environment into which they are 

transferred, and may even be in conflict with them” (Kostova, 1999, p. 315). In such circumstances 

the firm needs to adjust the mode of entry, so that it fits the institutional environment:  

 



21 

Hypothesis 4: There is a positive association between an aligned entry mode and 

post-entry performance, where an aligned entry mode is the firm’s selection of an 

entry mode that fits the level of MO and EO capabilities that are contingent on the 

institutional distance between the home and host country.   
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4. Research Methodology 
 

This chapter describes the method used in order to test the conceptual model empirically.  

 

4.1. Validation of the Conceptual Model  

In order to secure the practical relevance of the topic of this study I initially interviewed an expert 

on firm’s entry into foreign markets. At the interview I had the opportunity to validate the 

conceptual model and also check the relevance of the hypotheses. The interview was conducted 

with Mr. Oleg Zastenker, Senior Project Leader at Business Sweden, on March 20, 2014. Business 

Sweden is familiar with the topic of this study since the organization has over 40 years of 

experience of “planning, coordinating and implementing measures to promote Swedish exports” 

(Business Sweden, 2014). Furthermore, prior to the interview I ensured that the interviewee had 

relevant years of experience from Business Sweden, as well as several years of experience from 

his work as a President in the business sector on the Russian market.  

Before the interview was conducted, the conceptual model was constructed based on a 

literature review. The result of the interview showed that the topic was relevant, and that the 

conceptual model including all hypotheses was valid. Mr. Zastenker illustrates the practical 

relevance of the topic:  

“Occasionally, when a firm enters a foreign market, a scenario might be: Look, 

Poland! Let’s go into Poland! However, it takes more time and cost more than you 

think to enter a foreign market. And then the firm goes to the bank and asks for 

money, but the bank says: no thank you, you have no foresight. In that scenario the 

foreign project dies and the firm may die too. That is why the firm must carefully 

select a suitable mode of entry” (Mr. Zastenker, Senior Project Leader, Business 

Sweden, 20 March 2014). 

 

 

4.2. The Research Design 

Learmonth (2009) discusses the dilemma of strategic management research and argues that 

“evidence is never just there, waiting for the researcher to be find. Rather it is necessary to construct 

it in some way – a process that is inherently ideological and always contestable” (Learmonth, 2009, 

p. 92). Therefore, I do not assume that explanations of the social reality are lawful which might be 

the case in the physics world where one can abstract from time and space. Accordingly, my 

scientific viewpoint means that causality is inaccessible as long as a study does not capture a time 

span separating a cause from an effect.    

There are two types of research approaches; either a qualitative or a quantitative (Bryman & 

Bell, 2011). Research on entry mode traditionally relies on the quantitative approach (Brouthers & 

Hennart, 2007). The advantage that the quantitative approach has is its ability to present statistics 

with the aim to draw general conclusions. The ambition behind the use of a quantitative approach 
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is generally to examine associations between a few variables based on an analysis of a large sample 

(Field, 2013). Hence, since the purpose of this study is to examine associations between mode of 

entering a foreign market and post-entry performance, the quantitative research approach was 

suitable. However, the disadvantage of the quantitative approach compared to the qualitative 

research approach is its inability to describe complex situations where a deeper understanding of a 

specific problem is needed (Bryman & Bell, 2011).   

However, given the dominance of quantitative research in entry mode research, Shaver (2013) 

states that deeper understandings are ignored to a large extent. Shaver notes that the field of entry 

mode “tends to give little consideration to what the firm did previously, what it did in another 

market, what it did in another area of the value chain, or what its competitors have done” (Shaver, 

2013, p. 26). Hence, by combining the specificity and accuracy of the quantitative research 

approach with the ability to interpret deeper understandings, provided by the qualitative approach 

(Bryman & Bell, 2011), the strengths of both approaches could be kept.  

Therefore, I used the quantitative approach in order to search for statistical associations 

between a few variables, and the qualitative approach in order to interpret the findings. In order to 

implement the latter approach I interviewed one firm. The quantitative approach is discussed in 

section 4.3, whilst the qualitative approach is discussed in section 4.4.  

 

 

4.3. Cross-Sectional Study 

The statistical data were collected from a sample of Swedish firms during the same period of time. 

This kind of cross-sectional study is common in entry mode research (Canabala & White, 2008). 

  

4.3.1. Sample and Data Collection 

The sample consisted of 178 Swedish manufacturing firms’ operating on the Swedish home market 

and on various foreign markets. The number of firms in the sample were chosen according to the 

number of explanatory variables in the study (Tabachnick & Fidell, 2006).25 I put together the 

sample by examining lists of firms provided by Solid Info. Solid Info provides list of firms with 

operations exclusively in Sweden, and also outside of Sweden. However, to my knowledge, there 

exists no complete number of firms with characteristics such as the one in this study.  

There are several ways of collecting quantitative data. In this study, I used a web-based survey 

questionnaire in order to collect data regarding MO and EO capabilities, and the entry mode used 

in the latest foreign market entry, post-entry performance on that market, export share, industry of 

the firm, and local market experience. Data were not just collected through the web-based survey, 

but also from secondary sources. For institutional distance between the home market of a parent 

firm and the host market attributable to the latest foreign market entry data were collected from 

Index of Economic Freedom as suggested by Holmes, Miller, Hitt, and Salmador (2013). Data on 

corporate size of responding and non-responding firms were collected from annual reports.  

                                                           
25 I will discuss the explanatory and outcome variables in section 4.3.3. 
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One of the advantages of web-based surveys in comparison with traditional in-person or 

physical postal survey questionnaires is the cost-saving aspect. The amount of time in this study 

was limited and a major drawback of the other collection techniques is the amount of time needed 

for every respondent (Dillman, 2007). Hence, with a short period of time and a low budget, I chose 

a web-based survey. However, one general disadvantage of web-based surveys, as well as for other 

non-personal surveys, is that there is a risk of a low response rate (Dillman, 2007). A low response 

rate implies that there may be a non-response bias, i.e. what would be the impact on the study if 

firms who had not respond had respond (Frohlich, 2000).  

In order to avoid a low response rate I approached firms’ headquarters by making phone-calls 

in order to secure personal involvement of respondents. The calls were directed to managers 

responsible for export sales and establishments on foreign markets. My intention was to send the 

web-based survey questionnaire to those managers who were willing to participate in the study. In 

cases where direct phone-numbers were unavailable for public use, I asked the receptions of the 

firms’ headquarters to connect me to relevant managers. When I talked to an intended respondent, 

I communicated the purpose and time plan of the survey, as recommended by Phillips and Phillips 

(2004), and I asked for participation in the survey. The introductory letter appears in Appendix A 

and the survey questionnaire is presented in Appendix B. Both were originally written in Swedish.  

Before the survey was sent out, it was pre-tested in one face-to-face interview with a 

representative of a firm in the sample in order to eliminate ambiguous questions and phrases. The 

procedure has been recommended in order to strengthen the validity of a survey study (Phillips & 

Phillips, 2004; Dillman, 2007). Through the face-to-face interview I was able to interact with the 

manager and clarify questions. The interviewee indicated that one question in the survey needed to 

be rejected, which was done. This question was later replaced with another question. Furthermore, 

the manager indicated that the conceptual model was relevant. The face-to-face interview lasted 

for 1 hour and the interview is further described in the firm interview section that follows in section 

4.4.  

In summary, 178 survey questionnaires were sent out and 92 were returned (52% frequency of 

answers). Of these responses 9 were unusable since the respondents’ failed to complete the survey 

or completed the survey more than once. Thus, the usable response rate consisted of responses 

from 83 firms’ (46%) of which 45% had selected a collaboration for their most recent market entry 

and 55% had selected a wholly-owned subsidiary. The usable response rate can be compared to a 

similar study of Brouthers et al., (2003) which had a usable response rate of 13%, and the study of 

He et al., (2013) which had a usable response rate of 39%. Brouthers, et al., (2003) sent out postal 

surveys without a pre-notice, while He, et al., (2013) sent out postal surveys with a pre-notice. The 

procedure of collecting quantitative data in this study seems to differ in comparison to other similar 

studies and the pre-contacts with desired respondents most probably explains the high response 

rate in this study.   

The respondents of the answering firms on average had 16 years of experience from the firms’ 

industry. The foreign operations represented different institutional settings of the foreign markets. 

The total number of host countries was 33. The selected entry modes were geographically 

distributed across 19 countries in Europe, 5 countries in Asia, 4 countries in Africa, 2 countries in 

North America, 2 countries in South America, and 1 country in South Pacific. Furthermore, the 

foreign units represent difference in terms of export share, corporate size, and local market 

experience. In total, the survey questionnaire answers represented data variance that is needed in 
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cross-sectional studies (Field, 2013). Table 2 describes the answering firms’ and collection of this 

data is presented in section 4.3.3.  

 

Table 2. Descriptive statistics of the responding firms 

 Mean Min Max 

Export Share in %1    63 2 99 

Corporate Size2 347 1 3680 

Local Market Experience3 5 1 29 
1 

Export’s share of corporate turnover.  
2 

Corporate turnover in 2012 in MSEK. 
3
 Number of years since the most recent foreign market entry.  

The presence of non-response bias was tested by comparing size of the firms representing the 

answers and the non-answers to the survey. Thus, I conducted an Anova test that showed no 

significant difference between sizes of the firms’ in the two groups. The F-value was 2.70.   

 

4.3.2. Perceptual Measures  

The survey questionnaire mostly relied on perceptual measures using 7-point Likert scales. 

Following the advice of Babin and Svensson (2004), single indicators were avoided as much as 

possible. The reason is that single indicators may be a source of measurement error.26  By using 

multiple indicators a multifaceted representation of the underlying construct was offered (Babin & 

Svensson, 2004). However, for the binary variable entry mode a single indicator was used. This 

was however not a problem, since entry mode was an objective variable although reported by 

respondents (Brouthers, et al., 2003). Furthermore, only the most recent entry was considered in 

order to reduce the influence of recall bias (Podsakoff & Organ, 1986). Objectivity also goes for 

the institutional distance variable, which was collected through secondary sources as will be 

described in the next section.  

Most measures were reported by the same manager. This means that there may be a problem 

of common method variance (Podsakoff & Organ, 1986) that potentially influence the association 

between the examined variables. I do agree that common method variance can pose a problem 

when the survey is based on reports by the same manager. However, the time and cost restrictions 

of this study made it impossible to collect objective measures for all variables. In addition, as 

obvious as it may be, there are no archival data or alternative-to-managers source of information 

concerning the majority of the variables. This concern is however common in most quantitative 

research (Podsakoff & Organ, 1986).  

As suggested by literature (Podsakoff & Organ, 1986), the likelihood of the problem was 

reduced in four different ways. First, by using 7-point Likert scales with different formats (from 

strongly disagree to strongly agree; from very dissatisfied to very satisfied; from very rarely to very 

often; from very slow to very fast), the motivation of the respondent to always use the same answer 

                                                           
26 Measurement error is the discrepancy between the values of what is representing the measure and the actual value 

of what is measured, i.e. the value if it could be measured directly (Field, 2013).   
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was reduced. Second, by separating the explanatory variables from outcome variables, the risk of 

missing details by the respondent was reduced. Third, the inclusion of interactions in the conceptual 

model meant that respondents most probably had difficulties visualizing important associations. 

Four, Harman’s single-factor test (Podsakoff & Organ, 1986) showed a 3-factor solution. The 

largest factor explained 31% of variance in the data, while the others explained 18% and 12% 

respectively. Thus, there was no dominating factor or common method bias in the data.  

Furthermore, by ensuring the confidentiality and statistical use of the data, further steps were 

taken in order to reduce the problem of response bias (Phillips & Phillips, 2004). Also, the mean 

value for respondents’ experience from the particular industry was 16 years and this secures that 

the respondents possessed enough experience to be able to answer the survey properly. 

  

4.3.3. Operationalization  

The theoretical concepts were operationalized into variables and variable values as described 

below. 

 

Entry Mode 

For the binary outcome variable Entry Mode, firms represented two values; Wholly-owned 

subsidiary and Collaboration. The respondents were asked to indicate the statement that best suited 

the governance structure they used in their most recent foreign market entry. Wholly-owned 

subsidiary was given the value 1 and was measured using the following statement: “We have a 

wholly owned subsidiary (at least 95% share). Collaboration was given the value 0 and was 

measured using three statements: “We run a business together with another firm (less than 95 % 

share), or “We use distributors”, or “Other, please specify”. Collaboration in many forms have been 

examined in previous entry mode research (Canabala & White, 2008). Thus, in order to measure 

the mode variable three items were required. The items are further presented in Appendix B and C, 

and this goes as for the rest of the variables as well.  

Market Orientation (MO) capabilities 

To measure MO capabilities, I used Kohli, Jaworski, and Kumar’s (1993) MARKOR scale. This 

scale has been shown to be reliable in international contexts (He & Wei, 2011) and in entry mode 

research (He, et al., 2013). A total of 6 items (anchored by “very rarely” to “very often” on 7-point 

Likert scales) were used to represent the three explanatory variables of MO: MO, Intelligent 

Generation (2 items), MO, Intelligent Dissemination (2 items), and MO, Responsiveness (2 items).   

Entrepreneurial Orientation (EO) capabilities 

For EO capabilities, I used the scale developed by Covin and Slevin (1989) and Kwak, Jaju,  

Puzakova, and Rocereto (2013). The scale is reliable in international contexts (Jantunen, et al., 

2005), but it seems that the scale has not been used in entry mode research (Brouthers & Hennart, 

2007; Canabala & White, 2008). Appendix B and C presents 6 items (with scale points from “very 

rarely” to “very often”, and from “strongly disagree” to “strongly agree”). These items were used 

to represent the three explanatory variables of EO: EO, Proactiveness (2 items), EO, Risk-taking 

Propensity (2 items) and EO, Innovativeness (2 items).  
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Institutional distance 

To assess the institutional distances between the home and host country, I used the Economic 

Freedom Index (EFI). It has been found that this index has significant association with foreign 

direct investment (Holmes, et al., 2013) and the index has been used in other entry mode studies  

with significant result (He, et al., 2013). I used the index for the variable Institutional distance 

because the index captures the institutional aspect on the foreign markets in terms of openness to 

foreign operations (Holmes, et al., 2013). To calculate the institutional distance between the home 

country and the host country, I transformed the absolute difference between the home and host 

country for each firm into logarithmic values. Thereby the magnitudes of the variable became 

comparable with magnitudes of other variables in the study. I will further develop the reasoning on 

logarithm values when I present control variables in this section.   

Interactions  

The interactions were calculated by multiplying the MO and EO capability variables with the 

institutional distance variable. This method is common in quantitative studies (Field, 2013).  

Post-entry performance 

To assess the outcome variable post-entry performance, respondents were asked to indicate to what 

degree they were satisfied with performance regarding sales volume, return on sales, and sales 

growth during the past three years. As seen in Appendix B and C, a 7-point Likert scale was used 

for the performance items. 

 

Control Variables  

I included control variables that previously have been linked to the selection of entry mode (e.g. 

Sharma & Erramilli, 2004; Brouthers, et al., 2003). Export Share was measured as the logarithmic 

value of exports’ share of total sales for each firm.27 For this variable, respondents were asked to 

indicate the firms export share. Corporate Size was measured as the logarithmic value of firm’s 

turnover in 2012. This variable was collected through the firm’s annual reports. Local Market 

Experience was measured as the logarithmic value of the number of years each firm had been 

established on the relevant foreign market. The fourth control variable Industry was a dummy 

variable representing the major industries of firms in the sample: limited value adding firms (scale 

point 0) and extensive value adding firms (point 1). See Appendix B and C for more details.  

Aligned Entry Mode  

As suggested by Madhok (1997), firms select their mode of entry based on management of 

capabilities. Shaver (1998) explains that the selection of entry mode relevant to performance is an 

endogenous choice as the selection of mode is self-selected by the firm. Ignoring linkages with 

underlying capabilities can lead to incorrect associations with performance. In order to minimize 

endogeneity problems I constructed a new variable, Aligned entry mode. Following previous entry 

mode research (e.g. Brouthers, 2002; He et al., 2013), the value 0 or 1 were assigned to a firm 

based on a comparison between the actually selected entry mode for the most recent foreign market 

entry, and the predicted mode based on underlying capabilities and moderations due to institutional 

                                                           
27 Logarithms of variables (for example Export Share) was calculated because the variable otherwise is preponderance 

relative to other variables (such as for example MO, Intelligence Generation). For example, the variable Export Share 

may have a value between 1 and 99 (between 1 percent export and 99 percent export share). This value is far greater 

than a variable that is measured with a 7-point Likert Scale (MO, Intelligence Generation can have a value between 1 

and 7). If Export Share is not a logarithmic value, then this variable is otherwise in preponderance relative to other 

variables. Thus, to reduce this issue these kinds of variables are then transformed into logarithms. See Field (2013).  
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distances. The predicted mode was a result of applying the full model in the logistic regression that 

explained modes of entry into foreign markets. Thus, values for each variable for each firm were 

put into the full model and the result was a predicted mode for the firm. A firm that had selected a 

mode that was aligned with the predicted mode was assigned scale point 1 for Aligned entry mode, 

whilst a firm that had selected a mode that did not align with the predicted mode was assigned 0.  

 

 

4.3.4. Analysis Procedures 

Statistical analyses were done using the IBM Statistical Package for Social Science, i.e. SPSS, 

program. The following analyses were executed: correlation analysis, binary logistic regression 

analysis, linear regression analysis, Anova analysis, and Variance Inflation Factors (VIFs) were 

examined in order to assess any multicollinearity among explanatory variables. 

Correlation analysis  

The correlation analysis is presented in Table 8 in Appendix D. This analysis was used to determine 

associations between pairwise variables and the common Pearsons Coefficient were used as there 

was a mix of different scales (Field, 2013). The coefficient is a value between -1 (negative 

association) and +1 (positive association), where 0 means a weak association. The outcome 

variable entry mode was excluded since this variable was binary. This goes also for the explanatory 

variable aligned entry mode and the control variable Industry.  

Binary logistic regression analysis  

To test the predicted associations involving capabilities, interactions with institutional distance, 

and entry mode a hierarchal logistic regression (Field, 2013) was suitable as the outcome variable 

was binary. This procedure was carried out to test Hypothesis 1a-1c, Hypothesis 2a-c, and 

Hypothesis 3a-f.  

Thus, a positive coefficient of an explanatory variable or an interaction favored a wholly-

owned subsidiary, while a negative coefficient meant favor of a collaboration of entry. The control 

variables were entered in the first model (Table 4) and this was followed by the institutional 

distance variable. The effects of the hypothesized EO and MO variables were then tested, and all 

variables were included in the final model. This also goes for interactions. In their study on 

antecedents of modes of entry, Gatignon and Anderson (1988) and Pehrsson (2008) used a binary 

logistic regression analysis, since their outcome variable also was represented by a binary variable. 

Similarly, Canabala and White (2008) suggest that a binary logistic regression is the rational data 

analytic tool when the outcome variable is binary. Thus, the binary logistic regression technique 

appeared to be the proper one for the present study. 

Linear regression analysis  

For Hypothesis 4, regarding the performance implications of aligned entry mode, a hierarchal linear 

regression (Field, 2013) was suitable as the outcome variable represented an ordinal scale.  

The first model contained control variables and the second model also incorporated the 

explanatory variable, Aligned entry mode (Table 5). In his seminal work that links aligned entry 

mode to post-entry performance, Brouthers (2002) employed a two-stage technique to measure the 

performance in which logistic regression was used to separate firms into two groups (one fit group, 

in which firms’ selected entry mode that was predicted by theoretical assumptions, and one non-fit 

group, were the selected entry mode was not predicted by theoretical assumptions). Linear 
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regression was then used to compare the performance outcome of these two groups. Moreover, the 

linear regression technique has also been used in similar studies (e.g. Brouthers, 2003; Kim, 2008; 

He et al., 2013), thus, this statistical technique seemed to be suitable for the present study.  

Anova analysis  

In order to provide further information an Anova analysis was included. Table 6 compares the post-

entry performance outcome of an aligned entry mode and a non-aligned entry mode. Generally, an 

Anova analysis compares estimates of group variances and determines if there are any significant 

differences between groups. Also, other entry mode studies have applied Anova analysis (Kim & 

Gray, 2008). Therefore, this technique appeared to be a proper data analysis in order to provide 

further information.   

Variation Inflation Factors  

As there were some significant correlations (Table 8) I tested the hypotheses by conducting 

regression analyses. In order to secure that multi-collinearity did not violate the regressions, 

variation inflation factors (VIFs) were calculated for each regression equation. No VIF score was 

greater than 2.3 and as this is far from 10, multi-collinearity was not a serious problem.28 Others 

that have used this technique are e.g. He, Brouthers, and Filatotchev (2013).  

 

4.3.5. Validity and Reliability 

Validity of data and variables has been secured by conducting tests for common method variance, 

and variance inflation. Furthermore, by executing a proper operationalization it has been secured 

that the measurements represent the theoretical concepts, and the appropriateness of the conceptual 

model and the hypotheses have been checked in a face-to-face interview. The use of scales 

developed in previous studies together with an explicit documentation of each step in the study 

mean that reliability is high. 

 

4.4. Firm Interview  

An individual firm was studied in this study in order to interpret the statistical findings as an 

interview generally provides a deeper understanding of a phenomena (Eisenhardt, 1989; Yin, 

2014). Yin (2014) indicates that an interview is suitable when one tries to understand an entry mode 

selection: 

The essence of interviews, […] “is that is tries to illuminate a decision or a set of 

decisions: why they were taken, how they were implemented, and with what result” 

(Yin, 2014, p. 15).  

The intention was to select a firm that represented the variation according to the conceptual 

model. Therefore, I decided to keep the home country effect constant, but the host country effect 

in variation. Thus, a Swedish parent firm with at least two foreign market entries was decided to 

                                                           
28 The literature indicates that a VIF value greater than 10 indicates problems with multi-collinearity. Further, the 

presence of multi-collinearity indicate the presence of non-independent explanatory variables (Field, 2013).  
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be a suitable case. It was essential that one of these foreign markets was institutional distant from 

the Swedish home market, and that the other one shared a similar institutional environment.  

Following the principle of a convenience sample (Eisenhardt, 1989), the Swedish firm Eleiko 

Sport was contacted. This firm was selected for several reasons. First, Eleiko Sport has since 2010 

a wholly-owned subsidiary on the United States, i.e. the US, market, and since 2014 the firm 

collaborates with a partner on the Brazilian market. These markets represent variations in 

institutional environment, since the US market have similar institutional environment as Sweden, 

while the Brazilian market is institutionally distant. Second, I have previously interviewed a 

representative of the US wholly-owned subsidiary in Chicago, and for that reason I had a pre-

understanding of Eleiko Sport (Pehrsson & Pehrsson, 2014). Third, the parent firm of Eleiko Sport 

is located in Halmstad, Sweden, which made this firm even more convenient, since I am also 

located in Halmstad.  

The interview was conducted on March 11, 2014, with Mr. Erik Blomberg, President of Eleiko 

Sport. Mr. Blomberg was a representative of the parent firm in Sweden and had several years of 

experience from Eleiko Sport, as well as several years of experience from his work at an investment 

bank in Sweden. Thus, the informant were well informed about the issue and well suited as an 

informant (Yin, 2014). 

The interview was semi-structured (Yin, 2014) and the questions followed the theoretical 

concepts of this study. The informant provided detailed information over the course of 60 minutes. 

In order to deepen the comprehension I asked follow-up questions when needed. Appendix E shows 

the semi-structured interview guide. In order to reduce the risk of affecting the informants’ answers 

(Yin, 2014), I discussed possible answers with colleagues and friends before the interview. After 

the interview, the informant and I discussed the interview and the informant had the possibility to 

clarify misunderstandings. However, no misunderstanding was indicated. Table 3 describes the 

interviewed firm.   

 

Table 3. Description of the interviewed firm 

 Eleiko Sport 

Founded  1957 

Core product Equipment for 

personal strength 

training 

Export Share in %1    50 

Corporate Size2 1 

Most recent foreign 

market entry  

Brazil 

Local Market Experience 

on the foreign market 3 

0 years 

1 
Measured as the respondent’s perception of total corporate export share.  

2 
Measured as the group turnover in 2012 in MSEK. Data was collected through annual reports.  

3
 Measured as the respondent’s perception of year of establishment on the most recently entered foreign market.   
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In order to further interpret the statistical findings, information from Eleiko Sports were 

complemented with secondary sources from one other Swedish firm case: Blueair (Pehrsson & 

Pehrsson, 2014). This firm case was selected in order to further represent the conceptual model and 

this enabled interpretation of the findings. The case study was conducted in a similar way as the 

Eleiko case study, and the study of Blueair relied on a similar theoretical framework as the one 

presented in this study.  

The interview was conducted on April 17, 2013, in Chicago, United States, with Mr. Herman 

Philträd, President of Blueair Inc. Mr. Philträd was a representative of the US subsidiary and had 

two years of experience as President of the US subsidiary, as well as several years of experience 

from Blueair’s parent firm in Sweden. Thus, as Mr. Philträd was well informed he was well suited 

as an informant (Yin, 2014). 

 

4.5. Ethical Considerations  

The relationship between the researcher and the respondent may involve a violation of the 

respondent’s private sphere (Bryman & Bell, 2011) and the researcher, therefore, is faced with 

ethical dilemmas. These dilemmas are based on the respondents consent, privacy, and the 

requirements of being correctly interpreted.   

The basic premises of considering respondents’ consent lies in the respondents’ voluntarily 

participation of the study. By contacting the respondent I was given the opportunity to explain the 

purpose of the study and ask for respondent’s participation. Thus, I believe that I have dealt with 

the respondents consent in line with an ethically correct manner. Furthermore, in line with a 

statistical study, privacy was not violated, since the information received by the respondents were 

coded into statistical data. Also, in a statistical study it is important to correctly repeated 

respondents. I have tried to minimize this potential problem by executing several tests and different 

types of analysis techniques. 

As this study also consists of individual interviews some informants are identifiable. 

Therefore, I asked all informants whether they or the firm wanted to be anonymous. However, no 

informant wanted to be anonymous. Therefore, I am of the opinion that I have dealt with the 

informants’ privacy in an ethical correct manner. In addition, the interview was discussed after the 

interview, where the informants had the possibility to clarify misunderstandings.  
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5. Test of Hypotheses and Findings 
 

This chapter presents the hypotheses and findings.  

 
5.1. Antecedents of Entry Mode   

Table 8 in Appendix D shows the correlations, mean values and standard deviations of variables in 

the study. The correlations matrix reveals high correlations between the components of MO 

capabilities. The three components of MO capabilities are all significantly correlated (p<0.05), 

which is expected due to results of extensive prior tests (Kohli, et al., 1993). Furthermore, the three 

components of EO capabilities are significantly correlated at p<0.10.  

The capability components of EO and MO correlate to various degrees. For example, EO, 

Risk-taking is not significant with MO, Intelligent Dissemination, while it is significantly 

correlated with MO, Intelligence Generation (p<0.10). For the control variables just modest 

correlations are found. Corporate Size is significantly correlated with Export Share (p<0.05), but 

there are no other significant correlations. Table 8 shows that there are underlying associations that 

need to be further examined.  

Table 4 shows the four hierarchal logistic regression models that were created to test the 

hypotheses H1a-c, H2a-c, and H3a-f, regarding antecedents of entry mode.  As the first step, Model 

1 includes four control variables. However, the model is not significant and the results from this 

model are irrelevant. In Model 2 the explanatory variable Institutional distance is added. However, 

Model 2 is not significant. Model 3 adds the three explanatory variables of MO capabilities and the 

three explanatory variables of EO capabilities in order to find associations with the selection of a 

wholly-owned subsidiary. As this model is not significant it cannot be used as a basis for 

interpreting results.  

Model 4 examines the direct effects of the seven explanatory variables (Institutional distance, 

three variables of MO capabilities and three variables of EO capabilities) on the selection of a 

wholly-owned subsidiary. Also, the model adds the interactions among capability components and 

institutional distance. As the model significantly (p<0.05) explains the variance in the outcome 

variable it is used as a foundation for interpreting results of the tests of the hypotheses. Table 4 

shows that Model 4 explains almost 78 percent of the variance in the outcome variable.  

Furthermore, the control variable Corporate Size is significant (p<0.05), while the other 

control variables and Institutional distance are not significant.  
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Table 4. Logistic regression of antecedents of entry mode a 

 Variables Model 1 Model 2 Model 3 Model 4 

Constant -0,93 (1,76) -1,58 (1,96) -3,13 (3,16) -11,59 (10,77) 

Control variables     

 Export Share -0,47 (0,83) -0,35 (0,87) -0,43 (0,99) -0,06 (1,15) 

 Corporate Size 0,86 (0,41)** 0,80 (0,42)** 0,91 (0,44)** 1,00 (0,52)** 

 Industry 0,44 (0,51) 0,48 (0,51) 0,36 (0,55) 1,01 (0,71) 

 Local Market Experience -0,14 (0,73) -0,06 (0,75) -0,13 (0,83) 0,08 (1,18) 

Explanatory variables     

 Institutional distance  0,44 (0,56) 0,39 (0,61) 4,53 (7,84) 

H1a MO, Intelligence Generation   0,15 (0,35) -4,48 (2,30)** 

H1b MO, Intelligence Dissemination   0,31 (0,35) 4,31 (1,66)*** 

H1c MO, Responsiveness   -0,29 (0,42) -2,93 (1,87) 

H2a EO, Proactiveness   0,48 (0,35) 2,92 (1,48)** 

H2b EO, Risk-taking Propensity    -0,08 (0,25) -1,53 (0,96) 

H2c EO, Innovativeness   -0,28 (0,27) 2,64 (1,48)*** 

Interactions     

H3a Institutional distance x MO, 

Intelligence Generation 

   4,30 (1,93)*** 

H3b Institutional distance x MO, 

Intelligence Dissemination 

   -3,20 (1,92)** 

 

H3c Institutional distance x MO, 

Responsiveness 

   1,88 (1,36) 

 

H3d Institutional distance x EO, 

Proactiveness 

   -1,86 (1,14)* 

 

H3e Institutional distance x EO, 

Risk-taking Propensity  

   1,02 (0,68) 

 

H3f Institutional distance x EO, 

Innovativeness 

   -2,38 (1,22)** 

 

-2 Log likelihood 91,88 91,25 87,12 69,38 

Nagelkerke R2 0,13 0,14 0,20 0,45 

Chi-square 7,05 7,67 11,81 29,55** 

Correct classifications (%) 66,7 73,6 65,3 77,8 

Note: n=83. a = Collaboration = 0; Wholly-owned Subsidiary = 1. Coefficients with standard error in parenthesis. 

*p < 0.10; **p < 0.05; ***p < 0.01. H1a – H3f indicate hypotheses.  
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Hypothesis 1a-c  

Hypotheses 1a-c predict a positive association between the three components of MO capabilities 

and the selection of a wholly-owned subsidiary on the foreign market. 

For H1a the explanatory variable MO, Intelligent Generation (p<0.05), is significantly and 

(p<0.05) negatively associated with the selection of a wholly-owned subsidiary, i.e. significantly 

positively associated with the selection of a collaboration. This was opposite to what was predicted 

and, thus, the result provides no support for H1a. For H1b, the variable MO, Intelligent 

Dissemination is significant (p<0.01) thus providing support for H1b. However, as MO, 

Responsiveness is not significant there is no support for H1c.  

Hypothesis 2a-c  

Hypotheses 2a-c predict a positive association between the three components of EO capabilities 

and the selection of a wholly-owned subsidiary. 

EO, Proactiveness is positively associated with the selection of a wholly-owned subsidiary 

(p<0.05), thus, providing support for H2a. On the other hand, EO, Risk-taking is not significant 

and there is no support for H2b. H2c is supported as EO, Innovativeness is significantly positively 

associated (p<0.01) with the selection of a wholly-owned subsidiary.  

Hypothesis 3a-f  

The final hypotheses in Table 4 include interactions between the components of MO and EO 

capabilities and Institutional distance. The hypotheses predict that greater institutional distance 

means a negative associations between strong capabilities and a wholly-owned subsidiary (i.e. a 

positive association with the selection of a collaboration). 

H3a is not supported as the result does not show the predicted negative association with a 

wholly-owned subsidiary. On the other hand, H3b, H3d, and H3f are supported as the coefficients 

are significant (p<0.05; p<0.10; p<0.05) and negative. However, H3c and H3e are not supported.  

  

5.2. Performance Effect of Aligned Entry Mode   

Table 5 shows the results of the two hierarchal linear regression models that were created to test 

Hypothesis 4. This hypothesis captures associations between an aligned mode of entering a foreign 

market and post-entry performance. The base model (Model 1) contains four control variables and 

Model 2 adds the explanatory Aligned entry mode.  

Hypothesis 4  

H4 predicts that a firm selecting an entry mode that is aligned with the firm’s MO and EO 

capabilities, and interactions with institutional distance between the home market and the foreign 

market, accounts for higher post-entry performance in comparison with a firm that selects a non-

aligned mode. 

The result shows that Model 2 is significant (p<0.10) as R2 increases from 0.12 to 0.16 

compared to Model 1. The coefficient of the control variable Corporate Size is significant (p<0.05), 

while the other control variables are not significant. The result supports H4 as Aligned entry mode 

is significantly associated with post-entry performance (p<0.10). Thus, a firm that selects a mode 



35 

 

of entry that fits the level of MO- and EO- capabilities and the institutional distance demonstrates 

greater post-entry performance than a firm that selects a non-aligned mode. 

 

Table 5. Linear regression of post-entry performance a 

 Variables Model 1 Model 2 

Constant 4,75 (1,11)*** 4,40 (1,11)*** 

Control variables   

 Export Share 0,23 (0,52) 0,18 (0,52) 

 Corporate Size -0,64 (0,23)*** -0,56 (0,24)** 

 Industry -0,12 (0,33) -0,14 (0,33) 

 Local Market Experience 0,75 (0,47)* 0,66 (0,47) 

Explanatory variable   

H4 Aligned Entry Mode   0,57 (0,33)* 

 

R2 0,12 0,16 

Adjusted R2  0,07 0,10 

R2 change  0,04* 

Note: n=83. a = Aligned Entry Mode =1; Non-aligned Entry Mode=0. Coefficients with standard 

error in parenthesis. 

*p < 0.10. **p < 0.05. ***p < 0.01 

 

Table 6 is included in order to provide further information. It shows the result of a one-way Anova 

analysis that was executed to compare post-entry performance between firms representing Aligned 

entry mode and Non-aligned entry mode. The result displays a significant difference (p<0.05) 

between the two categories when it comes to mean values of post-entry performance. 

 

Table 6. Post-entry performance of firms selecting an aligned entry mode vs. a non-aligned 

mode 

 Aligned Entry Mode 

(n = 43) 

Non-aligned Entry Mode 

(n = 40) 

Anova F 

Outcome Variable 

 Post-Entry Performance 4.46 (1.37) 3.80 (1.21) 5.32** 

Note: Mean with standard error in parenthesis. 

**p < 0.05.  
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5.3. Summarize of Findings 

Table 7 summarizes the findings from the test of the hypotheses; 13 hypotheses were developed of 

which 7 were supported and 6 were rejected.  

 

Table 7. Summary of findings 

 Hypotheses  Hypothesized sign Finding 

Antecedents of Entry Mode     

 MO Capabilities   

H1a MO, Intelligence Generation + Rejected* 

H1b MO, Intelligence Dissemination + Supported 

H1c MO, Responsiveness + Rejected 

 EO Capabilities   

H2a EO, Proactiveness + Supported 

H2b EO, Risk-taking + Rejected 

H2c EO, Innovativeness + Supported 

 Interactions   

H3a Institutional distance x MO, Intelligence 

Generation 

- Rejected* 

H3b Institutional distance x MO, Intelligence 

Dissemination 

- Supported 

H3c Institutional distance x MO, Responsiveness - Rejected  

H3d Institutional distance x EO, Proactiveness - Supported 

H3e Institutional distance x EO, Risk-taking - Rejected 

H3f Institutional distance x EO, Innovativeness - Supported 

Performance Effect of Aligned Entry Mode    

H4 Aligned Mode + Supported 

Note: * = The findings was opposite to what was hypothesized.  
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6. Discussion  
 

This chapter discusses the overall findings and detailed findings. 

 

6.1. Discussion of Overall Findings 

The topic of this study reflects an issue that many firms face today. A large number of firms of 

different types and sizes continue to enter foreign markets each year, some for the first time. To a 

large extent, this phenomenon is due to an ongoing globalization of foreign markets. Markets that 

were previously limited within the boarder of a country are now global in scope to a higher degree. 

As the interest in foreign markets grows among firms, an important issue that needs resolution is 

how to select an appropriate mode of entry into a foreign market (Brouthers & Hennart, 2007).  

This study confirms that the selection of entry mode on a foreign market is a critical decision 

that significantly affects firm’s performance. Furthermore, the study contributes by showing that a 

firm selects its mode of entering into a foreign market based on organizational capabilities. 

Provided that the selected entry mode is aligned with the capabilities the mode is positively 

associated with post-entry performance. The study contributes by adding that not just market 

orientation consists of capabilities that are central to an aligned entry mode, but also capabilities of 

entrepreneurial orientation. In addition, the study contributes as it was found that institutional 

distance moderates associations among both capabilities and entry mode. 

The theoretical contributions mentioned above are based on findings generated through 

application of statistical techniques. Thus, binary logistic regression and linear regression were 

applied in the analysis of data on Swedish firm’s entry into foreign markets. The binary logistic 

regression procedure is consistent with the procedures used in previous research involving selection 

of entry mode (Gatignon & Anderson, 1988; Erramilli, et al., 2002; Chen & Hennart, 2002; 

Brouthers, et al., 2003; Pehrsson, 2008; He, et al., 2013). Furthermore, the application of linear 

regression in this study is consistent with the analyses used in previous entry mode research 

involving associations between aligned entry mode and post-entry performance (Brouthers, 2002; 

Brouthers, et al., 2003; Kim & Gray, 2008; Brouthers, et al., 2008; He, et al., 2013). 

 In this study, measurements were controlled for common method bias, and the regression 

analyses were tested for multi-collinearity problems by assessing variance inflation factors. None 

of the control tests indicated any data problem and, thus, data were valid. Besides the multi-variate 

analyses, empirical data were scrutinized using bi-variate analyses in terms of a correlation analysis 

and Anova tests of differences between mean values. Also, frequencies were analyzed. 

 

6.2. Discussion of Detailed Findings  

The findings support several hypotheses developed in this study, and the OC perspective appears 

to have good explanatory abilities. To start with, the OC perspective explains the selection of a 

wholly-owned subsidiary. Strong MO and EO capabilities are antecedents of a wholly-owned 
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subsidiary on a foreign market that has a similar institutional environment as the home market. A 

wholly-owned subsidiary facilitates transferring of capabilities, which is important for the 

exploitation and development of capabilities on a foreign market. Furthermore, the OC perspective 

explains the selection of a collaboration on an institutionally distant foreign market. Collaboration 

facilitates acquisitions of capabilities from other companies that are involved in the collaboration. 

Such acquisitions enable firm’s exploitation and development of capabilities on distant markets. 

Furthermore, the findings support the prediction that there is a positive association between an 

entry mode that is aligned with the capabilities and the institutional distances, and post-entry 

performance. The detailed findings regarding supported hypotheses are discussed and empirically 

illustrated below. 

 

6.2.1. Antecedents of Entry Mode 

Market Orientation Capabilities 

Regarding MO capabilities, the findings support the importance of intelligence dissemination 

capabilities as an antecedent of a wholly-owned subsidiary, as was predicted in H1b. This 

underscores that intelligence spreading on the firm level is relevant to the selection of entry mode.  

The Swedish firm Blueair have established wholly-owned subsidiaries in the US that is market 

oriented to a high degree (Pehrsson & Pehrsson, 2014). Thus, the firm case illustrate the finding 

that there is a positive association between intelligence dissemination and an entry mode consisting 

of a wholly-owned subsidiary.   

Blueair’s subsidiary offers a broad range of air purification products for indoor use, and targets 

many types of customers of which individual consumers constitute the largest target group. The 

subsidiary is located in Chicago in the USA. A manager from the subsidiary illustrates why the US 

market is of importance: 

“There is a historical connection between the US and the development of air 

purification products. During the 50s and 60s air pollution was a disaster in the US, 

and the environmental destruction was enormous. Chicago River just outside this 

office was caught on fire because the air was so heavily polluted. When rivers starts 

to burn – then it’s bad. […] Because of this the US has become the world’s center 

of air purification products, and thus, Blueair’s most important market” (Mr. 

Philträd, President, Blueair Inc, 17 April 2013).  

Mr. Philträd explains that the US subsidiary receives market intelligence from customers 

which are systematically analyzed through all departments of the subsidiary, and disseminated to 

the parent firm.  

“Everything that can be quantified is disseminated to Sweden: customers’ demand, 

what the customer is complaining about, and, essentially everything that can lead 

to increase of our sales on the American market. We send monthly reports to 

Sweden with problems that have arisen and how the parent firm can solve the 

problems. Moreover, we have regular meeting with the parent firm (Mr. Philträd, 

President, Blueair Inc, 17 April 2013). 
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Hence, as a result of the intelligence dissemination ability of Blueair’s subsidiary, product 

development and sales personal are customized to fit the customers in the US.   

Furthermore, the findings show that there is a negative association with a wholly-owned 

subsidiary when there is a high institutional distance (Figure 2).  
 

Figure 2. The interaction between MO, Intelligence Dissemination and Institutional 

Distance a 
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Note: a = The figure illustrate associations with the selection of entry mode.  

 

The finding is somewhat different to what He, Brouthers, and Filatotchev (2013) found in their 

study. They found that institutional distance positively moderates the association between MO 

capabilities and the selection of a wholly-owned subsidiary. Practically, this means that firms’ 

preference for a wholly-owned subsidiary increases as the institutional distance increase. However, 

it should be noted that He, Brouthers, and Filatotchev examine the concept of MO capabilities, and 

includes TCE variables, while I am examining MO capabilities components that are based on the 

organizational capability perspective.  
 

Entrepreneurial Orientation Capabilities 

The study shows that EO in terms of proactiveness is an antecedent of a wholly-owned subsidiary, 

as predicted by H2a. This underscores that firms’ proactive opportunity spotting is relevant to the 

selection of entry mode. Furthermore, innovativeness is positively associated with entry mode in 

terms of a wholly-owned subsidiary, as predicted by H2c. Thus, experimentation and creative 

processes that may result in new products are important to the selection of entry mode.  

The Swedish firm Eleiko Sport operates in several different countries, including Russia, 

Germany, Brazil, and USA. In the US, the firm has established a wholly-owned subsidiary that is 

entrepreneurially oriented to a high degree (Pehrsson & Pehrsson, 2014). Thus, the case illustrates 

a positive association between proactiveness, innovationess and the selection of a wholly-owned 

subsidiary.  
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Eleiko’s subsidiary offers equipment for personal strength training, and targets universities 

and colleges. A manager from the parent firm illustrates the difference between the Swedish and 

the US market: 

“Our subsidiary in the US is driven by the heavy demand from universities and 

colleges that use traditional heavy strength training equipment for local teams. The 

target customers in the US differ from those that are targeted in Sweden, since these 

are gyms and fitness facilities that use other equipment’s. In Sweden customer 

relations and service are mostly in focus, whilst the US subsidiary focuses on 

different ways of approaching universities by customizing Eleiko’s products” (Mr. 

Blomberg, President, Eleiko Sport AB, 11 March 2014). 

Hence, in order to seize opportunities and expand on the target market the US subsidiary 

continuously searches for innovative marketing procedures that combine direct sales and 

specialized retailers. Also, the subsidiary is innovative and takes part proactively in developing 

products that fit the US market. Mr. Blomberg explains that the entrepreneurial orientation is 

facilitated by the subsidiary:  

“To be honest I think it is logical. The advantage that I find with a subsidiary is that 

we, as the parent firm, can transfer knowledge into the U.S. market. However, 

another advantage is that the parent firm also can gain knowledge from the 

subsidiary. For example, we try to learn from the American market on ways to 

produce weights that we can pass on to Sweden and Europe” (Mr. Blomberg, 

President, Eleiko Sport AB, 11 March 2014). 

Figure 3 illustrates that the interaction between institutional distance and proactiveness is 

negatively associated with selecting a wholly-owned subsidiary when it comes to entering a foreign 

market. The same result appeared for innovativeness (Figure 4).  

 

Figure 3. The interaction between EO, Proactiveness and Institutional Distance a 
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Figure 4. The interaction between EO, Innovativeness and Institutional Distance a 
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The Swedish firm Eleiko Sport may also illustrate the negative association between the 

interactions proactiveness/innovativeness and institutional distance, and the selection of a wholly-

owned subsidiary.  

In 2014 Eleiko Sport established collaboration on the Brazilian market. Mr. Blomberg explains 

that it was not an easy decision to invite a partner into the collaboration. However, the decision 

was nevertheless justified, as is illustrated by this quotation:  

 “I consider the Brazilian market to be a difficult market to operate in. I think that 

we need a strong local partner in order to get competencies that are hard to build 

for ourselves. This involves the way business is done in Brazil. […] In the United 

States there is no problem to operate with a subsidiary as a Swedish firm. On the 

contrary, I think that it is rather positive. One could imagine a very similar situation 

in Brazil. However, I think that a local partner is more vital (Mr. Blomberg, 

President, Eleiko Sport AB, 11 mars 2014). 

Through the collaboration Eleiko Sport acquires capabilities and develops them:   

 “The access to customers is important, but what is also needed is a way to organize 

our company, a way to find professionals, and a way to develop new products. The 

firm we are partnering with has a very talented design team. We are collaborating 

with them when it comes to innovating products for the local market in Brazil. In 

fact, firms need to see the whole picture. It is a combination of the knowledge our 

partner has of the Brazilian market, but also their skills in product development. I 

think that both our partner and Eleiko Sport can be more proactive and come up 

with product innovations for the local market faster through the collaboration” (Mr. 

Blomberg, President, Eleiko Sport AB, 11 mars 2014).  
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6.2.2. Performance Effect of Aligned Entry Mode  

Previous entry mode studies tend to compare performance outcomes of particular modes. Some 

scholars have found significant differences (Woodcock, et al., 1994; Enz, et al., 2013), whilst others 

have not (Chan, 1995). As a response to this type of research, Shaver (1998) suggests that it will 

not appear that one type of mode unconditionally outperform another. Instead, a significant 

difference between modes is due to firm’s self-selection of modes.  

This study advances the small but growing part of entry mode literature (e.g. Brouthers, 2002; 

He, et al., 2013) that provides normative models to explain how firm can select modes of entry into 

foreign markets in order to achieve better post-entry performance. The basic rationale of Brouthers 

(2002) findings is that firms that align their mode of entry, based on theoretically grounds, have 

better export performance, than firms that do not align their mode. 

The literature review in chapter 2 shows that those studies applying the TCE perspective found 

mixed results regarding the association between aligned mode of entering a foreign market and 

export performance. Two of these studies (Brouthers, 2002; Brouthers, et al., 2003) found a 

positive association, while the third one (Kim & Gray, 2008) found a negative association. 

However, the two studies that build on the OC perspective found a consistent positive association 

between aligned mode and performance. One of the studies (Brouthers, et al., 2008) examines 

modes that are aligned with capabilities in general, and the other study (He, et al., 2013) focuses 

on alignment pertaining to just MO capabilities. 

My study contributes by showing that it is important to include both MO capabilities and EO 

capabilities that fit an aligned mode. Specifically, this study clarifies that the intelligence 

dissemination component of MO capabilities is important and this also goes for components of EO 

capabilities, i.e. proactiveness and innovativeness. In other words, a firm that select a mode of 

entering a foreign market that is aligned with information dissemination, proactiveness, and 

innovativeness, in general, will have better post-entry performance. However, it is important to 

note that institutional distance is a crucial moderator of the association. A host market that is distant 

to the home market of the parent firm favors collaboration instead of a wholly-owned subsidiary. 

Thus, the study contributes to literature on the association between entry mode and performance 

by showing that a selection of entry mode needs to be aligned with MO capabilities and EO 

capabilities, and also adapted to the institutional distance.  

 

 

 

 

 

 

 

 

 



43 

 

 

7. Conclusion and Implications 
 

 This chapter provides the conclusions and theoretical implications of this study. Also, 

managerial implications are presented, along with limitations and suggestions for further 

research.  

 

7.1. Conclusions and Theoretical Implications  

This study focuses on a topic that arguably is of importance within the research domain of entry 

mode: antecedents and performance associations with modes of entry. The purpose is to examine 

associations between modes of entering a foreign market and post-entry performance. In order to 

fulfill the purpose, I examined the importance of market orientation (MO) capabilities, 

entrepreneurial orientation (EO) capabilities, and institutional distance between the home market 

and host market. The following research questions were formulated:  

1 How are firm’s MO capabilities and EO capabilities associated with the mode of entering 

into a foreign market? 

2 How is the entry mode associated with post-entry performance on the foreign market, where 

the mode is aligned with the firm’s MO capabilities and EO capabilities, and the 

institutional distance between the home market and the host market?  

My study contributes to entry mode literature by showing that both MO capabilities and EO 

capabilities are important antecedents to the selection of entry mode into a foreign market. In 

particular, this study clarifies that the intelligence dissemination component of MO capabilities is 

important. Furthermore, two components of EO (proactiveness and innovativeness) are also 

important antecedents. Thus, the study shows that firms in possession of the crucial capabilities 

tend to select wholly-owned subsidiaries when it comes to entering foreign markets.  

Also, my study shows that the institutional distance is an important moderator of the 

associations. In particular, a foreign market that is institutionally distant from the home market of 

the parent firm means that collaboration with other firms is an appropriate mode for the firm; 

greater distance favors collaboration with a local partner. 

Furthermore, my study shows that an aligned entry mode is positively associated with post-

entry performance on the firm’s foreign market. Here, alignment means that the selected entry 

mode fits the MO and EO capabilities. Also, the selected mode needs to fit the institutional distance.  

 

7.2. Managerial Implications  

The findings reported in this study offer some practical implications that managers may benefit 

from. For an exporting firm, the selection of a mode of entering a foreign market is a vital decision, 

and the study provides managers with a framework of how to select a suitable mode of entry. Here, 

entry mode includes wholly-owned subsidiaries and collaborations with other firms. More 
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specifically, when portraying the parent firm and the foreign unit as a whole entity, it becomes 

possible for managers to apply insights generated in this study that will help them to select a 

suitable mode of entry.  

Based on the findings of this study, managers are advised to rely on the firm’s capabilities 

when selecting a mode of entering a foreign market. In particular, capabilities may concern 

dissemination of market intelligence across departments, and proactive seizing opportunities. It is 

also necessarily for management to be sensitive to their capabilities of innovativeness. Thus, the 

suitability of mode is manifested by the degree to which the selected mode is aligned with the 

market orientation and entrepreneurial orientation capabilities.  

Essentially, alignment means that the firm may efficiently transfer capabilities to the foreign 

unit in question. Firms in possession of extensive capabilities are advised to select a wholly-owned 

subsidiary, provided that there is a short institutional distance between the home market of the 

parent firm and the foreign market. On the other hand, if there is greater distance the study shows 

that collaboration including external firms is more suitable. It is decisive to select an institutionally 

corrected mode of entering the market as the study shows that there is a positive association 

between an aligned mode and post-entry performance.  

A firm that wishes to achieve higher post-entry performance is advised to develop and transfer 

its capabilities of disseminating market information, its capabilities of conducting innovations, and 

to emphasize its proactiveness. Based on such improvements the chances increase to get higher 

post entry performance in the foreign market provided that the selected mode is aligned with the 

capabilities and the institutional distance.  

 

7.3. Limitations and Suggestions for Further Research 

This study is a step towards creating a better understanding of associations between entry modes 

and post-entry performance. However, as most empirical studies the present study suffers from a 

number of limitations, which may offer additional research opportunities.  

First, I extended entry mode research to explain how different firm-level capabilities, MO and 

EO capabilities, influence the selection of entry mode and post-entry performance. But I did not 

consider other organizational capabilities. Future research may benefit from exploring this issue in 

more detail, as organizational capabilities appears to be fruitful in entry mode research. In this way 

we can extend our understanding on how firms create value on foreign markets. However, as two 

hypotheses was rejected although the empirical association was significant, it would be interesting 

to examine these associations in more detail. The result shows that the intelligence generation 

component of MO capabilities behaved in an opposite way compared to the prediction. It would be 

interesting to examine why different components of MO capabilities behave in different ways, as 

this has not been clearly examined in previous entry mode literature, nor in the present study. 

Furthermore, as some hypotheses was rejected due to that they were not significant, also these 

would be interesting to examine in more detail. The reasons may be many, but perhaps partly due 

to methodological or theoretical reasons. 

Second, only secondary data to measure institutional distance were used. However, firms may 

be influenced by the institutional environment in different ways. Also, an institutional environment 

may change over time. These, and other issues, may influence how successful a mode will be. 
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Hence, researchers may benefit from developing more sensitive measures that capture relevant 

institutional environments. Also, in this study a nation level variable was used to measure 

institutional distance. However, in their study of the ongoing industrialization in the regions of 

Chengdu and Sichuan in central China, Fri, Pehrsson, and Solberg Sølien (2013) found that 

sublevel (locational) variables have an impact on innovation strategy. Therefore, it would be 

interesting to examine the moderating impact of subnational institutional environments on the 

selection of entry mode (and associations with performance).  

Third, only Swedish exporting firms were examined, and thus it is difficult to generalize the 

findings. Therefore, it would be interesting to replicate this study and test the stability of the results. 

Moreover, it would be interesting to find out to what degree studies of different industries generate 

different results. This study separates industries into two groups and this may not capture the 

heterogeneity amongst industries. The separation was partly due to the small sample of the thesis. 

Therefore, it would be interesting to examine a larger sample and separate industries into groups 

according to, for example, their industry classification. In this way, the heterogeneity of industries 

may be reflected, and this could perhaps better capture the relevance of industries in entry mode 

research. Furthermore, given the cross-sectional approach in this study, the present one cannot 

explain the dynamic process of entry mode selections. Shaver indicates in his commentary article 

(2013) that entry mode research tends to ignore the past-dependency of entry mode selections. 

Therefore, deeper case studies may be fruitful. Also, by applying a longitudinal approach perhaps 

causal associations may be explained.  

Forth, this study was restricted to the most recent entered foreign market amongst firms. Yet, 

as was found in the survey questionnaire, some firms have established export in more than one 

foreign market. To improve our understanding of the selection of entry mode, future research may 

benefit from examining how firms apply multiple modes of entry and how firms use these modes 

to further transfer their rent-generating capabilities. And finally, but not least, it would be 

interesting to further explore potential methodological ways of avoiding endogeneity in entry mode 

research.  
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Appendices 
 

This section presents information that for various reasons are not presented in other parts of the 

study.   

 

Appendix A: Introduction Letter  

 

Hello and thank you for your participation in this study!  

 This study intends to clarify relationships related to firm’s governance in foreign markets. The 

result of the study will show how firms can strengthen their positions on a foreign market.  

Everyone that responds to the survey will have the opportunity to get access to the results, as 

soon they are completed. Note that all responses will remain confidential and that all processing is 

done statistically.  

The survey is conducted as a part of my Master’s thesis at Halmstad University. I estimate that 

it will take around 10 minutes to answer the questions of the survey. For questions regarding the 

survey, please contact me or my supervisor, Professor Mike Danilovic.  

Again – thank you for you participation!   

 

Tobias Pehrsson – mobile phone number – email address 

Mike Danilovic – mobile phone number – email address   
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Appendix B: Survey Questionnaire  
 

Background characteristics  

This firm’s focus on markets  

The following section deals with your perception of your firm’s focus on markets in general. To 

what extent do you agree with the following statements? (Please tick one). 

 

 

 

 

 

 

 

 

 

 

   

Q1 How many years of experience do You have in your firms industry? Years: 

Q2 What is this firm’s export share? Share: 

 

 

 

   

 In comparison to competitors, this firm is first to… (1=Very rarely; 7=Very often)  

Q3 …introduce new products or services… 1 2 3 4 5 6 7  

Q4 …take the initiative in various market-specific situations… 1 2 3 4 5 6 7  

   

 This firm invests in projects…  (1=Very rarely; 7=Very often)  

Q5 …with high financial risk… 1 2 3 4 5 6 7  

Q6 …that require relatively large resources… 1 2 3 4 5 6 7  

   

 This firm… (1=Strongly disagree; 7=Strongly agree) 

Q7 …invests in research and development… 1 2 3 4 5 6 7  

 This firm has during the last five years… (1=Very rarely; 7=Very often)  

Q8 …developed existing products or services… 1 2 3 4 5 6 7  
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Continuing on this firm’s focus on markets  

The following section deals with your perception of your firm’s focus on markets in general. To 

what extent do you agree with the following statements? (Please tick one). 

 

This firms most recently entered country market  

The purpose of this section is to identify a foreign market that this firm most recently entered. 

Please answer the following questions based on the specific foreign market.   

 

 

 

 

  

 This firm analyses information on changes in…  (1=Very rarely; 7=Very often) 

Q9 …technological development… 1 2 3 4 5 6 7 

Q10 …customer’s preferences… 1 2 3 4 5 6 7 

  

 On this firm, information on critical changes in…  (1=Very slow; 7=Very fast) 

Q11 …technological development reach the right decision maker… 1 2 3 4 5 6 7 

Q12 …customer’s preferences reach the right decision maker… 1 2 3 4 5 6 7 

  

 This firm adapts to changes in… (1=Very slow; 7=Very fast) 

Q13 …technological development… 1 2 3 4 5 6 7 

Q14 …customer’s preferences… 1 2 3 4 5 6 7 

   

Q15 In what country market did this firm most recently enter with local 

presence? 

Country market:  

  

Q16 Which statement best represent this firm’s governance structure in 

this most recently entered country market? 

 

(Tick one) 

A We have a wholly-owned subsidiary (at least 95% share)  

B We are involved in a business together with another firm (less than 95% 

share) 

 

C We primarily sell through agents, distributors or dealers  

D Other, please specify  

  

Q17 What is the main product in this firm’s most recently entered 

country market? 

Main product: 

Q18 What year did this firm enter this most recent country market? Year: 
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Result on this firms most recently entered country market 

The following section addresses your opinion of the recent financial results on in this firm’s most 

recently entered foreign market. To what extent do you agree with the following statements? 

(Please tick one).    

 

 

 

 

 

   

 What is your perception of the last three years result in this firm’s 
most recent entered foreign market regarding… 

 

(1=Very dissatisfied; 7=Very satisfied) 

Q18 …sales level… 1 2 3 4 5 6 7  

Q19 …return on sales… 1 2 3 4 5 6 7  

Q20 …sales growth… 1 2 3 4 5 6 7  
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Appendix C: Operationalization 
 

Variables Scale type Questions (Q) Source 

EO capabilities Ordinal Q3-Q8 (Covin & Slevin, 1989; Kwak, et al., 2013) 

 EO, Proactiveness  Q3, Q4  

 EO, Risk-taking Propensity  Q5, Q6  

 EO, Innovativeness  Q7, Q8  

MO capabilities Ordinal Q9-Q14 (Kohli, et al., 1993) 

 MO, Intelligence Generation  Q9, Q10  

 MO, Intelligence Dissemination  Q11, Q12  

 MO, Responsiveness  Q13, Q14  

Entry mode Binary Q16 A-D (Klein & Roth, 1990; He, et al., 2013) 

 Wholly-owned subsidiary  Q16 A  

 Collaboration  Q16 B-D  

Post-entry performance Ordinal Q18-Q20 (e.g. Brouthers, 2002; He, et al., 2013) 

Control variables  Q2, Q17, Q18 (e.g. Brouthers, et al., 2003; He, et al., 2013) 

 Export Share Interval Q2  

 Corporate Size Interval (Annual reports)  

 Industry Binary Q17  

 Local Market Experience Interval Q18  

Institutional distance    

 (Country)  Binary Q15 (He, et al., 2013) 

 (Institutional distance) Interval (IEF)* (Holmes, et al., 2013; He, et al., 2013) 
* IEF = Index of Economic Freedom 
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Appendix D: Correlation Analysis  
 

Table 8. Means, standard deviations, and correlations 

 Construct Mean SD 1 2 3 4 5 6 7 8 9 10 11 

1. Export share 1,70 

 

0,39 

 

1 

 

          

2. Corporate Size 2,18 

 

0,70 

 

-0,07 

 

1          

3. Local Market 

Experience 

0,53 

 

0,36 

 

-0,32** 

 

0,21 

 

1 

 

        

4. Institutional distance 1,14 

 

0,46 

 

-0,10 

 

0,18 

 

-0,07 

 

1 

 

       

5. MO, Intelligence 

Generation 

5,20 

 

1,16 

 

0,12 

 

-0,03 

 

-0,13 

 

-0,01 

 

1 

 

      

6. MO, Intelligence 

Dissemination 

5,45 

 

0,93 

 

-0,03 

 

-0,13 

 

-0,11 

 

-0,13 

 

0,51** 

 

1 

 

     

7. MO, Responsiveness 4,89 

 

0,99 

 

-0,10 

 

-0,18 

 

-0,25* 

 

0,10 

 

0,57** 

 

0,42** 

 

1 

 

    

8. EO, Proactiveness 4,67 

 

1,07 

 

0,23* 

 

-0,03 

 

-0,20 

 

0,21 

 

0,36** 

 

0,24* 

 

0,48** 

 

1 

 

   

9. EO, Risk-taking 

Propensity 

3,27 

 

1,29 

 

0,34** 

 

-0,03 

 

-0,20 

 

0,01 

 

0,27* 

 

0,02 

 

0,04 

 

0,28* 

 

1 

 

  

10. EO, Innovativeness 5,06 

 

1,27 

 

0,35** 

 

0,04 

 

-0,22* 

 

0,05 

 

0,28* 

 

0,14 

 

0,27* 

 

0,53** 

 

0,31** 

 

1 

 

 

11. Post-entry 

performance 

4,14 

 

1,33 

 

-0,00 

 

-0,26* 

 

0,13 

 

-0,07 

 

0,18* 

 

0,19* 

 

0,06 

 

0,06 

 

-0,01 

 

-0,09 

 

1 

 

Note: n=83. Export Share, Size, Market Experience, Institutional distance = Logarithm values.   

*p <0.10. ** p <0, 05.  
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Appendix E: Semi-structured Interview Guide 
 

Tell me about this firm’s history. Which are the cornerstones?  

Tell me about this firm’s core business.  

Tell me about this firm’s main strengths/weaknesses.  

Tell me about this firm’s focus on the Swedish market.  

 Proactiveness 

 Risk-taking Propensity  

 Innovativeness 

In what way does this focus help the firm?  

 Intelligence Generation 

 Intelligence Dissemination 

 Responsiveness  

In what way does this focus help the firm? 

Tell me about this firm’s foreign market expansions. 

What are this firm exporting? Does it differs amongst markets? Why?  

Tell me about the differences this firm find between Sweden and the various foreign markets that 

you operate in. 

Tell me about how this firm’s focus has influenced the selection of mode. Why?  

Tell me about how differences between Sweden and foreign markets influence selections. Why?  

What is your perception on the foreign markets export performance?  

Is there something else that is peculiar for this firm, here in Sweden, or on your foreign markets 

that we have not yet discussed?  
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