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Abstract

This thesis intendso explorethe process oforeigninvestment and entry mode choices

of small firms from PakistanPakistan being an epicure of global terrorism and
ethnictensions an economy that is driven by small secitine small sector is facing
extreme difficulties to expand theiternationaloperatios. This needs a comprehensive
research to sdeeyond basiinfrastructural impediments to small firms in Pakistarnaty

are themajor behavioural andnalyticalimpedimentso their international expansion?
Cognitive biases are the behavioural impediments and so far there is no research in
Pakistan in general and in advanceduntriesin particular, to seehow cognitive
heuristicsandbiasesaffectheforeign investmentiecisionprocess?

Entry mode is said to be the building block of internationalisationdaedo their small

size, resource limitations and laok international knowledge, smdifrms oftentry to
obtain firstmover advantages through strategic alliances or joint venture operations
abroad Post entry speed is the international developmesi@il firm, once the process

of entry mode choice is complete@intrepreneurialmanagersperceive coperative
modes and other equity investments as nigk oriented strategies due to the legal and
moral hazards associated with-@perative modes of entry. This creates a dilemma as to
how to maintain a sustainalpestentry international speed?

The absece of a unique set of enduring dispositional preferences is strikigge Ts no
research that explores the role of entrepreneurial cogfitem®s insmall firm entry
mode choicesprocess This applies particularly when small firms expand their
intermational operations froramerging to developed economiBased on the integration

of cognitive capabilities and the Dunning eclectic framework, this study develops a
rigorous model ¥ introducing the new resource value generation taxonomies, and
explores he impact ofcognitive biasness irsmall firm entry mode choice proceasd
cognitive dynamism ipostentry speedA subbmodal for the enquiry of cognitive biases

in foreign investment decision process is also introduced. This sub model by qualitative
enquiry found the significant role or heuristics and biases in foreign investment decision
process.

The data was cadcted from a stratified sample of three major provinces of Pakistan
through postal and dregff survey/personal visitslenin-depthpersonal and telephonic
interviewswereconducted to triangulate the entry mode choice process with speed model.
Triangulaton of positivist andritempretivistapproach confirms the validity and reliability

of the research findings'he dependent variable dichotomous forpostentry speed
Logistic regressioffor postentry speed is used to analyse dnantitiive data set.



Foreign investment and/or entry mode choice procesthasmultaneous termgsedin
the entire thesisThe findings support the central role losesin foreign investment
decision process andwnership, dcation and cognitiveadvantagesn the postentry
speed. Th new value generation entry modeoice taxonomies(high and low value
generation modesand cognitive biaseduring thethree stage®f foreign investment
decisionprocessntroduced in this researcbontributes significantly to presentdrature.
Complexities associates with 1B research highligife need for further empirical, cress
cultural and longitudinal studies.

One of the most important challenges that the managers in small firm in developing
economies face is to find new ways tQKDQFH WKH SUREDELOLW\ RI WK
through a suitable entry mod@oice procesforeign investmentlecisionprocess) This

research through careful deliberation presents useful implications that will enhance the
international activity obmall firms from developing economigsgeneral and advanced
economiesin particular The findings are generalizable because the cognitive biases
emerge as behavioural and analytical impediments in any event, process and/or in any
system of relationshipg.he dispositional tendencies wianagers identified in this this

are the source of mitigating the negateftectsof the biases. Thus this study is unique in

its nature that contributes to both economic and behavioural theories.



Glossary

Ambiguity/uncertainty : Ambiguity/uncertaintis the second most important dimension

of transaction cost theory and refers to the uncertainty due to opportunistic behaviour on
the part of either partyAmbiguity or uncertainty is the major sourcecoinitive biases

in managerial decision makin@uckley and Casson, 1976; Islam, Ali, and Sandhu,
2011; Mtigve, 2006)

Asset specificity Asset specificityrefers to the loss of assets when they are utilised in
alternative transactior(8uckley and Casson, 1976; Williamson, 1975)

Cognitive-contextual misfit: Cognitive-contextual misfit is the degree of mismatch
EHWZHHQ DQ LQGLYLGXDOYV SUHIHUUHG DQG GRPLQDQW
information and arriving at a conclusion) and the style demanded of a particular context
(Brigham, De Castro, and Shepherd, 2007: 107; Corbett and Hmieleski, 20Q7: 105)

Cognition: cognition refers to all processes by which sensory input is transformed,
reduced, elaborated, stored, recovered and (Betisby and Gellatly, 2005; Mitchell,
Busenitz, et al., 2002)

Constellation and investment (C&l) modes C & | modes of foreign market servicing,

are the modes of investment that create value for both the partners in local as well as in
foreign market. These modes are also termed as high value generation modes of
investment, such as licensing, franchisingntoventures, strategic alliances and
subsidiariegDimitratos, Johnson, Shg and Young, 2003; Sharma and Erramilli, 2004)

Cultural cognition: Tendency of an individual to engage in and benefit from rational
decision making in unknown cultures abrodo@hnson, Lenartowicand Apud, 2006;
Westerberg, Singh, and Hackner, 1997)

Emerging Economies (EEs): EEs are lowincome, rapiegrowth countries using
economic liberalisation as their primary engine of grogloskisson, Eden, Lau, and
Wright, 2000: 249)

Entrepreneurship: Entrepreneurshigan be viewed in its essence to be individuals or
teams, creating works, such as product and service, for other persons in a market place
(Mitchell, Busenitz, et al., 2002: 96)

Entrepreneurial cognition: Entrepreneurial cognitin refers to the knowledge structures
that people use to make assessments, judgments, or decisions involving opportunity
evaluation, venture creation and groWthitchell, Busenitz, et al., 2002: 97)

Exploration: Exploration refers to the search for new ideas, mt@kor relations
(Brouthers, Nakos, Hadjimarcou, and Brouthers, 2009; March, 1991)

Exploitation: Exploitation is associated with direct actionable behaviour that may
provide more immediate and direct res(Bsouthers, et al., 2009; March, 1991)

Extent: Extent refers to the percentage of sales achieved in international market (varies
from 25 to 75%)Dib, da Rocha, and da Silva, 2010; Gabrielsson and Manek Kirpalani,
2004; Knight and Cavusgil, 2004)
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Foreign Direct Investment (FDI): Foreign Direct Investment rafeto the establishment

of remote office or remote manufacturing unit in the target country of investment. This
term has also used to select the entry mode, wholly owned subsidiary or green field
operations in the foreign countBuckley and Casson, 1985; Dunningdabundan,
2008b)

High value generation modesThe modes that are capable of transformation capabilities
recommended by the resource based view of the firms (REMFtegic alliances/
licensing and joint ventures) are termedhagh value generatioomodes(Barney,1991;
Newbert, 2007; Sharma and Erramilli, 2004)

International rapidity of small firms : Speed, scope and exteme three ways to define
international rapidityof newly established small firms also calledernational new
ventures(INVs) andbr born global fims (McDougall and Oviatt, 2000; Oviatt and
McDougall, 1994)

Intern ational new venture (INV): Oviatt and McDougall(1994: 49)define a born
JOREDO ,19 pybVvV D EXVLQHVV RUJDQL]DWLRQ WKDW IURF
competitive advantage from the use of resources and the sale of outputs in multiple
countrLH V |

Legal and moral hazards Legal and morahazardsare the contextual, analytical and
behavioral factors in developing countries, likextremeterrorism,ethnictension, high
corruption rate and cognitive biases associated with decision situations.

Low value generation modes:The modes that araot capable of transformation
capabilities recommended by the resource based view of the firms (R@@F)ey,
1991; Newbert, 2007; Sharma and Erramilli, 2004 exports modes and sole ventures
are termed a®w value generation modes

Planning Fallacy: Time and cognitive pressure create a cognitive Iplanning fallacy

that emerges as a limitation to decisionuaiion, when the decision maker concludes
WKDW WKH p«H[SHULHQFH LV RIWHQ D SRRU WHDFKHU E|
FRPSOH[ DQG FKDOOHQJLQJ QDWXUH RI WKHediRRAIOG LQ Z|
and March, 1993b: 96)

Proactivity: Proactivity refers to a way of looking forward, seeking opportunity, a
tendency to anticipate and shape the future environifigateman andCrant, 1993;
Gupta and Bhawe, 2007; Lumpkin and Dess, 2001)

Pluralistic ignorance: Pluralistic ignoranceis a social comparison error where an
individual holds an opinionte.g. the Pakistani SMEs want FDI in Iran, mistakenly
believes that others (majority shareholders/investors) hold the opposite opinion
(Halbesleben and Buckley, 2004: 126; Prentice and Miller, 2002; Shelton and Richeson,
2005)

Resource based view of the firmgRBVF). According to Barney(1991)firms make
their resources unique by increasing the stock of available resources and their
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FRPSHWLWRUVY GHJUHH Rl GLIILFXOW\ Hilfy). OReBXLULQJ
resources are valuable and rsubstitutable in the market

Risk-adjusted return: The term isk-adjusted returnis a tradeoff between control,
resource commitments and finally the outcome of international strategy both in financial
and nonfinancialterms(Anderson and Gatignon, 1986; Gar€lanal and Guien, 2008;
Gatignon and Anderson, 1988)

Small and medium size enterprises (SMEs)fhe defintion of SMEs used in this study
uses the criteria of the number of employees being up to 250 and havingppaid
cgpital/sales of up to Pak Rs. 25&fllion. This criteria is most commonly used in studies
of small firms in other nations, such as the Netratt(Masurel, Van Hemert, and De
Groot, 2009) Slovenia(Ruzzier, Antoncic, Hisrich, and Koaeik, 2007) the UK(Pinho,
2007) and SpairfArranz and De Arroyabe, 2009)

Scope:Scoperefers to the diversification of internationgberation;firm serves one or

more international market or the location of international markets (few markets, sa
continental region, and/or various regions of the wo({dhetty and CampbeHliunt,

2004; Gabrielsson, 2005; Musteen, Francis, and Datta, 2010; Rasmussen, Madsen, and
Savais, 2010)

Single outcome calculation:Single outcome calculatioirs a managerial biasness in
which the decision maker, instead considering all the alternatives the decision makers due
to cognitive limitations favours one alternative to others and tries to convince others for
this choicg(Chao, 2011; Schwenk, 1984)

Speed: Speedis the time span between foundation and the beginning of international
activity(Acedo and Jones, 2007; Dib, et al., 2010; Knight ameL€gil, 1996)

Tolerance to ambiguity: The personality dimension of an emreneur who can make
prudent decisions in risky and uncertain environnférgsterberg, et al., 1997)

The ownership, location and internalisation (OLI) framework: OLI framework, also
referred to aseclectic paradignttheory but more often known as the M&EDI
framework (Dunning and Lundan, 2008a, 200&t)empts to explain the determinants of
foreign direct investment (production) decisions by MNHE&is model can also be
applied to ést the foreign expansion process of small fi(Mataloni Jr, 2011; Rasiah,
2011)

The UUU complexity. The UUU complexityis a term derived from(McKenzie, Woolf,

van Winkelen, and Morgan, 20Q9¥ho describes the decision process as a complex
process creating cognitive dissonance and unrest lféhade who are involved in the
decision making process. UUU complexity is a major source of creating cognitive biases
in foreign investment decision process.
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Chapter 1
Introduction and background
1.1 Introduction

Among the internationalisation dimensions, the choice of appropriate entry modes and
postentry rapidity present significant challenges to small resestar®ed firms. A firm

seeking distictive competencies through international operation must choesedbt

suitable mode of entrynappropriate international entohoices pos@ profound threat

for the survivaland growth of the small firms. Legal antbralhazardfhiases alongyith

vai DEOH OHYHOV RI FRQWURO DQG ULVN DUH FRQVLGH
accelerated internationalisation. This chapter presents an introductory background on the
choice of entry modes bgmall businesses ansmall and mediursize enterprises
(SMEs),the aims/objectives of the study and outlines the thesis structure.

1.2 Background

The majority (8690%) of modern economies are driven by srbakinesseand small

and mediumsize enterprises (SMEs) and entrepreneurial fif@baimahawong and
Sakulsriprasert, 2013; Day and Reynolds, 2011; Ullah and Taylor, 2007; Wolff and Pett,
2006) Keeping in view the continuous global expansiod e vast flow of technology
(Anokhin and Wincent, 2012; Cassiman and Golovko, 20hhpvation(Brettel, Mauer,
Engelen, and Kupper, 2012; Pansiri and Temtim&02@nd fierce competitionfirms
camotremain isolated from crodsorder threats forevéBartlett, Ghoshal, and Beamish,
2008; Lu and Beamish, 200d&jirms that remain isolated will realise seo or later that
there LV @fyWocal or domestic market for their survival and growth. International
growth is nd a matter of choice, but rather a compulsion. Firms that take early decisions
become lead mover@Bartlett, et al., 2008; Lu and Beamish, 2006; Prashantham and
Young,2011)

In order to understand how SMEs maintain a higher degree of internationalisation and
performance, it is important to recognise that an internationalisation decision has

FRQVLGHUDEOH LPSOLFDWLRQV IR U(Pas{d ¥ndHT@riitde;l SUH QH
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2010) keeping in view the political, social and economic contexts in which the SME
operates abroadMusteen, et al., 2010; Wolff and Pett, 2006)

According to Freeman, Edwards, a&dhroder ( H«WR H[SDQG HDUO\ DQ
and to penetrate global segments to protect and exploit proprietary knowledge and lock in
clients as a first mover is the main objective of the small-gobalfirm V $mall ILUP V

timely international decisions @y an important part in their sustained growth, which in

turn can generate employment and lead to the economic wellbeing of q@=éty
Filatotchev, and Rasheed, 2012; Chaimahaworty Sekulsriprasert, 2013; Wolff and

Pett, 2006) Conversely, firm stagnation or failure may be the outcome of low
performance or an undesirable degree of internationalisation, and this results in threat to

firm survival andnegative economic ramification@rasharfitam and Young, 2011;

Saridakis, Mole, and Storey, 2008; Wolff and Pett, 2006)

According to Mintzberg et al1976) the strategic decision process comprises three
stages. The identification phaseedognition/diagnosésof decision making, the
development phasdsearch/design of decision making, and the selection phase
(screening/evaluatiorgf decision making. Analogous to this individual decision making
process, the research stream in the international investment decision (Docegsatos,

Petrou, Plakoyiannaki, and Johnson, 2011; Larimo, 1995; Sykianakis and Bellas, 2005;

Wei, Liu, and Liu, 2006)KDV DGRSWHG D EHKDYLRXUDO DSSURDFEK
(1966)three phases dforeigndirect investmentKDI) decision process: the initial idea
JHQHUDWLRQ VWDJH WKH LQYHVWLJDWLRQ VWDJH DQGC
strategic decision process is characterized by novelty, complexity and- open
endedness...and only a vague idea of what that solution might be and how it is evaluated
ZKHQ LW LV (Birt2bet@R 8. HIGA: 250)

A synthesis of recent literature suggests that there are four streams of contributions
exploring the dimensions of internationalisation or cossler first mover advantage in
internationalisation: (1) In the identification phaBems are motivated to find the answer

WR WKH DV WR ZK\ WKH\ VKRXOG JR DEURDG RU WKH ILU

long-term impact on performanc@dcedo and Florin, 2006; Collinson artdoulden,
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2005; Frynas, Mellahi, and Pigman, 2006; Ruzzier, et al., 2007the development

stage a firm tries to find the answer to two questions, when and where should they go
abroad? (2) When a firm goes abroad concerns timing/speed and/or accelerated
internationalisationAcedo and Jones, 2007; Dib, et al., 2010; Freeman and Cavusgil,
2007; Ovatt and McDougall, 2005a)3) Where a firm goes is dealt with in location
(context) specific studies on internationalisati@Dunning and Lundan, 2008a;jala,

2009; Stoian and Filippaios, 2008#) the selection, stage a firm has to find the answer

to the most important question; (Bpw does a firm go abro&dThis refers to market

entry modes(Brouthers, 2002; Brouthers and Nakos, 2004; Claver and Quer, 2005;
Pinho, 2007)

Theoretical approaches rangifrgm the Uppsala model to the innovatibasedmodels
(Anokhin and Wincent, 2012; Brettel, et al., 2012; Johanson and Vahine, 2@08)e
inadequate/incomplete explanations regarding internationalisation, speed or entry mode
choice of small firns. This scholarship is interested in analyswgether theeconomic
perspectiveof entrepreneurial dispositional preference is more powerful or behavioural
dispositional preference strongergiven the appropriatérigger (Brettel, et al., 2012;

Day, Reynolds, and Lancaster, 1998; Johanson and Vahine,.2808plars use
performance (foreign sales as a percentage of total sal@haimahawong and
Sakulsriprasert, 2013; Fleury, Borini, Fleury, and Junior, 2008; Sullivan, 1&®4gtural
(foreign assets as a percentage of tossisets), and attitudinal measures$
internationaliation (Acedo and Florin, 2006; Pangarkar, 2Q@8helimitation associated
ZLWK |LUP §f\int&ndtidoadisdtion is that there is no agreement among scholars as
to what IB theory to adopt and there is no unified measure for its analysis.

The cefinition of international rapidity varies significantly and there is an incomplete
understanding offiie notion of spee@Acedo and Jones, 2007; Dib, et al., 2010; Mofgan
Thomas and Jonegp09) 6 RPH DUJXH WKDW VPDOO ILUPVY VSHHG |
ratio achieved; from 5% in case of bormglobal (Knight and Cavusgil, 2004;
Weerawardena, Mort, Liesch, and Knight, 2007; Zaledand, and Hitt, 2000pr from

50-80% within six to ten year&abrielsson, 2005; Gabrielsson, Sasi, and Darling, 2004,

17



MorganThomas and Jones, 2009%s an average period from the initiation of
international activity (Acedo and Jones, 2007; Coviello and Jones, 20@ther
inconclusive notions of accelerated internationalisation include characteristics of
International New VenturesNVs)/born global firmsthat start foreign servicing in their
formative stages or immediately after their inceptidcDougall, Oviatt, and Shrader,
2003; Oviatt and McDougall, 2005a)after widespread domestic market sdRsll,
McNaughton, and Young, 200Bnd INVs that take less than 3 ye&kight and
Cavusgil, 2004)up to 56 years (Acedo and Jones, 2007; Dib, et al., 2010; Zahra, et al.,
2000) and up to 15 years, with 50% sal&sabrielson, et al., 2004from the start of

internationalisation.

The focus of location(context) specific studiegends to bdarge firms seeking the

benefits of ownership or location (institutional determinants) advasitageDI choices

(Dunning and Lundan, 2008a; Stoian and Filippaios, 2008a; Sullivan,.10@4ership
studieshaveanalysed the innovative capabilities of entrepreneurs in the form of various

traits associated with founder of the firgBell,1996; Chiao, et al., 2010; Gupta and

Muita, 2013; Jiang, 2001)Day and Reynold§2011: 03)argued that entrepreneurship is
associated with behaviour and acti@nnot in traits and is indifferent to organization

type and ownershipFurthermore,As a practice, entrepreneurship is deeply infludnme
EHKDYLRXUDO DQG F RShigh, 201l HY)Org DittreDimikatioviq of previous

location specific studies is that proxy variables/archival Hate beenused(Anokhin

and Wincent, 2012; Chiao, et al., 2010; Stoian and Filippaios, 20088 G unu DUFKLY
GDWD GR QRW LQYHQWRU\ WKH SV\FKR R&MVAr, E9B4W W U L E X
330), thus neglecting the decision makers perceptions/cognition that may result in an
inappropriate entry strateg{Bell,1996; Chiao, et al., 2010; Gupta and Muita, 2013;

Jiang, 2001)

Kumar and Subramaniafl997: 64) SL Q S R L Q W H GnodékoD afttrydecisMhKida
complex, ilkdefined, irrerersible and a significant decision for the firm entering a foreign
P D U NHnalfentry mode selection is influenced by multiple contradictory forces

(unfamiliarity/ambiguity /instability) and theognitive preferencesf the decision maker
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(Mitchell, et al., 2007; Zahra, Korri, andu, 2005) Entry mode decisions are not
reversible(Prashantham and Young, 2011; Sapienza, Autio, George, and 2806),

and so sumptimal decisions may result in-gl@ernationalisatiot marketexit. , (Boehe,

2011; Fletcher, 20113nd lead tdatal growth/survivalconsequences. At present, there is

no universally accepted model that can elucidate such complex phenomenon. It is
LPSRUWDQW WR QRWHQGKHKD WKGILFVQE HHWIRQ PRGHO\
answer all the questions of why internationalisation, when/where (timing /location) and

how (entry choices) for both small and large multinatisif@hble 1.1).

Table11 /LQNLQJ FRIJQLWLYH VWDJHV DQG VPDOO ILUPVY LQWHUC

Dimensions

Why When/where How
Stages
Recognition Initial stimuli for Identification of Identification of
internationalisation suitable time and and/or linking stimuli
location with mode choice
Screening Screening of alternativeg Screening of suitable | Screening of strategy
time /location and entry choices
Selection To go or not to go Time and location Final choice of entry
international/ make a selection mode
joint venture or FDI

Aharoni et al.(2011: 138)recently pinpointed thapt5HVHDUFKHUYV KDYH SULP
concerned with organisationi@vel learning, rarely devolving into theognitive

attributesof individual managers. We fountb resarch that specifically addresses the

role of mamgers in the entry mode decisiprocess] Thesmall firm internationalisation

literature to date either explores the international dimensions oftéagimology firms

(Crick and Spence, 2005; Jones, 2001; Ojala, 2008)explains the process of
international development, heavily relying on transaction cost framework to explain the
international behaviour ofngall firms (Brouthers and Hennart, 2007; Erramilli, et al.,

1997; Erramilli and Rao, 1993)

How small firms expand their international opgons in the presence oationally-

bounded cognitive preferencesmains an undeesearched area and has considerable
19



research and managerial implicatio@ggnitive biases are the rationally bounded mental
heuristics and simplification tools to reducde complexity of a managerial
problem/proces@Kahneman and Tversky, 1979; Schwenk, 1984k literature is silent

on the subject of the effects of cognitive biases imifpr investment decision process.
SDUWLFXODU VPDOO ILUPVY HQWU\ PRGH FKRLFH UHPD!
developing nations. This study focuses on dffects of cognitive biases ientry mode

selection procesandstablecognitive prefereces inpostentry speed behaviour of small

firms from Pakistan.
1.2.1Cognitive biases in entry mode selection process

Emerging economieseEgg are lowincome, rapiegrowth countries using economic
liberalisation as their primary engine of growHoskisson, et al., 2000: 249h the EEs

the entry mode choice process of small firms is a complex phenordeedo legal and
moral hazardsassociated with this process. In the choice of strategic alliances and joint
ventures, hybrid structure and networks lead to strong expropriation risks/failure and
inimitability is never assureMusteen, et al., 2010; Oviatt and McDougall, 19%Ball

firms in EEs fail to acquire, integrate and transform the ressutge to their stickiness,
casual ambiguity and embeddedn@gsgut and Zander, 1992; Zhan and Chen, 20[0)
small entrepreneurial firms managers are more proactive but daeysuffer from
cognitive limits. Before reaching an outcome, the entry strategy decision in small firms is
influenced byprobabilitiesthat cannot be objectively stated and/or utility of outcome is
influenced by: (1) uncertainty; (2) conflicting alternativé3) time limitations; and (4)
cognitive preferences of the decision maker about the utility of out¢Bnaésby and
Gellatly, 2005; Mitchell, et al., 2007; Zahra, et al., 2005)

It is well documented that, the decision making style of entrepreneurs is very different
from nonentrepreneuréLevinthal and March, 1993a; Simon and Houghton, 200&is
is due touncertaintyand ambiguityinvolved in entrepreneurial decision making. Poor

information channels in cross border involvemgBrettel, et al., 2012)tendency of

! egal and moral hazarda are the contextual factors in developing countries, like extremem terrorism,
ethenic tension, high corruption rate as compared to other developed countries.
20



individuals to overlook necessary inputs due to cognitive lifitslan and Larimo,
2011) and interaction with informationovedoad results in cognitive limitations
(Levinthal and March, 1993apDue to this tendency organizatiotend to respond
immedide stimul which results in ignoring the long run survival and growth of the firm
(Levinthal and March, 1993aA goal that cannot be stated objectively needsemor
resources to be deployed and cognitive pressure to respond quickly to environmental
changes, forces decision makers to use heuristics/ rule of tfiimbker and Gumpert,
2007) In this readjustment and revisions process theisidec maker ignores or
underestimates the time dimension of decision making and profits that could result from
first mover actions In the identification phaseof decision making gnoring this
dimension results in cognitive biasness calleglanning fallag, which involves
overlooking the pasexperienceand underestimating the amount of time required to

complete a given tagiirslan and Larimo, 2011)

Probabilitiesin strategic decision making some times present very glooming picture and
the decison maker think that thgoals are associated with his ability to achieve the
outcome(Hardies, Breesch, and Branson, 20B)t in reality the uncertainty, unrest and
unpredictable events forces the decision maker to redesign théMeklenzie, et al.,
2009) These readjustments in conflicting alternatives needs further input which results in
ZDVWDJH RI VWDNHKROGHUVY WLPH 7LPH OLPLMDWLRQV
This tendency inidentificationfecognition stage of decision making results in
cognitivétemporalmyopig which refers to ignore the long run picture, overlook failures

in complex alternatives and success trap in chosen alterr(agwinthal and March,
1993a) The opportunity is missed due to extended time in diagnosing the recognition of
stimuli, or to find feasible solutions to achieve desired goals.

Another situation arises when subjectp@babilitiesdo not provide a clear picture that
leads to the achievement of desired goals. A decision maker starts thinking that this time
the situation is different from earlier failure and he expects more fallmusituation to
achieve his desired godlseh, Foo, and Lim, 2002aognitive diversity in goals results

in redesigning the goal$single outcome calculatioduring thedevelopment phasef
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decision makingis to prefer one alternative rather than evaluating all the possible
alternatives. Such biasness in evaluation stage of decision making results when the
decision maker do not follows and overlook the rational decision making (Cie®,

2011; Schwenk, 1984)n the EEs the decision makers are more inclined to find a local
search of solutiomand they are forced to &ein mind thecomplexiterartive process for

information searcliKeh, et al., 2002a)

In theselection stagéhe decision maker tend to-estimate his resource and capabilities.
Cognitive capabilitie®f individuals vary from culture to cultur®luralistic ignorances

the tendency of aulture tocreate a stereotype threat for a particular group or individual
so that they are discriminatédahneman and Lovalld,993; Prentice and Miller, 1993;
Shelton and Richeson, 2005Jhis biasness hinders tlievelopment of alternatives.
Pluralistic ignorancés a social comparison error whexe individual holds an opinior
mistakenly believes that others hold the opposite opin{bfalbesleben and Buckley,
2004: 126) Cognitive conflicts in national diversity are likely to affect scanning,
interpretation and selection  of relevant information in foreign investment decision
procesgAharoni, et al., 2011; Nielsen and Nielsen, 2011)

Paststudies have failed to provide subsequent development of knowledge due to their
weak base and disjointed/othesis from theorySullivan, 1994) and the literaturés
deficient to answer the research question that why some afnijee se of cognitive
principles are moe important for entrepreneurs fapportunity identification and
exploitation (Acedo and Florin, 2006; Bloodgood, Sapienza, and Almeida, 1996;
Mitchell, Busenitz, et al., 2002)'he previous literature predominantly deals with the
entry chace of firms by controlling certain viables and such studies have assurtteat

the decision making process is more structured and well documented. This study is
unique inits application as it dealith cognitive mindset and its link withthe entry

selection processf SMEsin Pakistan

1.2.2Foreign entry processand postentry speed

Oviatt and McDougall(1994)in their seminal conceptual contribution, by integrating the

traditional MNE concepts of internalisation, location and entrepreneurship, identified
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four basic attributes of INVs for sustained rapidity: (1) rinédisation of some
transactions; (2) alternative governance structures; (3) foreign locationagkaand (4)

unique resourcesp'HVSLWH WKH FRQVLGHUDEOH UHVHDUFK D
internationalization, an unanswered question is: what expladifferential
internationalization speed among INVafter their initial erry into international

P D U N HRvaghdhtham and Young, 201275) Born global, global stamips and
international new venture firms are interchangeable terminologies used in studying the
behaviour of small rapid international firni®ib, et al., 200; Rasmussen, et al., 2010;

Weerawardena, et al., 2007)

Oviatt and McDougal(1994) identified that the first and third element of INVs are
EDVHG RQ +\PHUTYTV )', DQG 'XQQLQJYV ORFDWLRQ DQG L
internationalactivities. In the second element of INVs, small firms are encouraged to
choose hybrid structures, such as licensing and franchising, to pool their shareduassets.
entrepreneurshifs socially constructed via a network of personal tiesammitments]
(Smith, 2011: 03)Networks are also beneficial in terms of trust and inavhgations.In

the fourth element, unique resources are imperfectly imitable if tiase unique
organisational history, and are socially complex and completely ambiguous. A meta
analysis of accelerated internationalisation suggests that an abundance of literature
focuses on incorporatingnternationalentrepreneurshigg) theory , theUppsala model
theory(Casillas, Moreno, and Acedo, 201&)d/or network theory in isolation to study

the speed behaviour of small firfRasmussen, et al., 2010; Weerawardena, et al., 2007;
Zucchella, Palamara, and Denicolai, 200The crosdertilisation of the ownership,
location and internalizatiorOLI) theorymodel wih latesttheories,the IE nodels (see
chapter 4 section 4.2) is completely absent in international busibesgure, to the best

RI WKLV UHVHDUFKHUYfVY NQRZOHGJH

In the EEs due to legal and moral hazards, hybrid structures and networks lead to strong
expropriation risks/failure and inimitability is never assu(stlisteen, et al., 2010; Oviatt
and McDougall, 1994)Such impediments do not leave any room for patents and copy

rights to implement them properly; therefdte knowledge does not remain socially
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complex and ambiguou€hao and Chandra, 2012he most compelling factor is that,
due to moral/legal hazards, evennigtwork relationships eoperation do not dominates
opportunism(Oviatt and McDougall, 1994)This creates a dilemma as to how INVs
should tackle their value creation activities in EEs? How might small firms maintain their
sustained rapidity through value generation modes ss licensing, franchising or joint

venture operations in EEs?

Contingencytheory is a popular theory used in many entrepreneurial sett8ggh,

2009b) Contingency theory on entry mode decision, endorsed bynakuand
6XEUDPDQLDQ VWDWHYV WKDW EHVLGHel®&RFDWLRQ
IDFWRUVIGB® GV IWMK® P DNHU {ahd AR D iz reEEl Bre YundarRantal
contributors to a £ U Pefity modeprocess(Kumar and Subramanian, 1997; Wallsten,

1980) p«PDQDJHULDO DWWLWXGHVY DQG SUHIHUHQFHV LC
LQWHUQDWLR QD @4aktd \atLlaR, QOM FI¥TP¥disidnsHNafle by managers
dependonthe DQDJHU TV 8fkhe Fatu8 w th& Ipowledge available to reach the
decision, as managers of bl corporations face time and resource constraints when

making their decisionKumar and Subramanian, 1997)

M7KH DELOLW\ WR H[SRUW LV EHFRPLQJ D FU-tesh\LFDO ID
VXUYLYDO RI PrBmi, Sikgwcs, and Hadjielias, 2008: Q8Arguably,
internationalization speed is, to some extent, a performance variable in itself
(Prashantham and Young, 201that ensuresurvival and growthof small firms(Autio,

Sapienza, and Almeida, 2000; Hambrick and Mason, 1984; Prashantham and Young,
2011) +RZHYHU SUHPDWXUH HQWU\ DV SHU SURFHVV WKHR
DQG PLJKW W KsurAvalVvert @rolpohkRty df speed behaviour suggesatiade

PRYHU ZLOO ORVW ERWK SHUIRUPDQFH DQGuritaBRZWK R S
(Prashantham and Young, 2011; Sapienza, et al., 2Q0%) X \piteGbihverous empirical

studies and some conceptual contributions referring to pace or speed of
internationalization, the topic of pest QWU\ VSHHG LV OLWWOH UHVHD
(Prashantham and Young, 2011: 27Mp researclexploring the link of cognition to

international strategy choices and pestry speed is known this author. There is gap
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in the literature, and it hawot beenexplored whether or not cognitive factors associated
with mental models of experienced managers play a more important part in international
rapidity in norequity based or equity based operations. This study contributesing test
the postentry spHHG DV D SURJ[\ Rerfgrm@anCewhidh ledei§ ¥ botigrowth

andsurvivalof small firms.

Cognitive factors such as cognitive orientation, tolerance to ambiguity, proactivity and

especially investment risk perception play an important patie choice and selection

processRI HQWU\ PRGHV ILUPYV Steds ahd DoQes FR20DMQKRIgHD SL G L\

and Cavusgil, 2004)Theoretical approaches ranging from Uppsala model to innovation

based modal (Casillas, et al., 2012)provide inadequate/incomplete explanation

regarding internationalisatiofCoudounaris, 2012; Johanson and Vahlne, 2008)

performancgBrettel, et al., 2012; Chen and Yu, 2012ntry mode choic@rocess and

postentry speedf small firms (GarcAaVillaverde, RuizOrtega, and ParRequena,

2012) This study will focus on incorporating the leastised resourcdased view
G\QDPLF FDSDELOLWLHV LQ '"XQQLQJfftsenad ef@éyritvd F 1UD P

biases associatedith entrepreneurs in entry mode selectiprocessand cognitive

capabilitiesn postentry speed behaviour.

There is no consensus in the literature aboutsfeed(time), scope(diversification)

and/or theextent(ratiof WKDW DFWXDOO\ PDNHV D ILUP pPERUQ LQW
FULWHULD RI VPDOO ILUPVY VSHHG\ GHYHORSPHQW DUH
of international development in small firms are more subjective terminolddiesstudy

adoptsa broader definition of born global as a firm that with early and accelerated
diversified internationalization(scope) receives initial revenues from international
operations within 10 years of the start of international act{gpged)However, the ratio

of sales development (extent) is an objective term and can be used correctly to estimate

“Speeds the time span between foundation and the beginning of intemahéiotivity, literature offers-25
years of time span for born globdBib, et al., 2010; Kiss and Danis, 2008; Knight and Cavusgil, 1996)
scoperefers to the diversification of internationgberation (few markets, same continental region, and/or
various regions of the worldjMusteen, et al., 2010; Rasmussen, et al., 20&®ent refers to the
percentage of sales achieved in international market (varies frerb%%(Dib, et al., 2010; Gabrielsson
and Manek Kirpalani, 2004; Knight and Cavusgil, 2004)
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the speed behaviour offam. This definition will serve the purpose of both qualitative

and quantitative analysis to see the casual link betwesragerial cognition, heuristics/
biases in process and dispositional preferences in speedy development of born global in
Pakistan. This study operationalizes the tentative measurable dimension eémogt
speedfor quantitative inquiryintroduced by Owmatt and McDougal(1994) and Oviatt

and McDougall (2005a)namely, foreign sales achieved within ten years from the start

of first international activity. This measure covers both performance and timing of
international activityMajority of speediteratureuses the threshold of Z8% of foreign

sales (with iconsistent timing) as accelerated entry into rieeket(Dib, et al., 2010;

Knight and Cavusgil, 2004; Morgarhomas and Jong2009)

This study adopts the terrfregularyapid international for quantitative analysisas
denoting a firm that achieves a sales sped@%#)0% within ten years fra the start

of first international activity(Chetty and CampbeHlunt, 2004; Gabrielsson, 2005;
MorganThomas and Jones, 2009herefore in some ways this study contributes to the
IE/born global phenomenon, but mainly this study explores the role of traditional models
(the OLI model has not been tested in speed literature) in explaining the post entry speed

behaviour of small firms fromadkistan.
1.3 Theoretical background

The conceptual frameworks on entry mode literature have a long history of development
and they range from classical innovation model¢De Maeseneire and Claeys, 2012;
Dunning, 2001; Johanson and Vahine, 2068)wever, theoretical frameworks ranging
from neoclassical to innovation models are lacking the provision of a fuller explanation
of the entry mode phenomenoAccording to Dunning and Rugm#h985), and Ekeledo

and Sivakumar (2004), FDI and internalisation theories ignore the effect of lacation
specific advantage and government policy on the FDI entry mode decisionmesdhece
based view(RBV) is also criticised being based on tautologesdumptiongPriem and
Butler, 2001) having unclear boundaries resulting in lack of specificity and a disgint
model(Hoopes, Madsen, and Walker, 2008)d on the grounds that it is not justified to
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ignore situational contingency surrounding the decision maker, capacity of collaborative

agreements anddation advantaggSmith, 2011; Zhao and Decker, 2004)

In a nutshell, all the IB theories are incomplete and seriously neglect the role of decision
makers in entry mode selectipnocess The innovatiorbased modes camttute to this,

but in general the innovation model (international process not followed by rapid firms)

and international entrepreneurship, neglecting the environmental/location factors
H[SODLQHG E\ 'XQQLQJYV IUDPHZRUN D& GssnpfiodHDU GR
remain striking(Moreno and Casillas, 2008; Rauch, Wiklund, Lumpkin, and Frese,

2009) and in particular, there is no study that explores the role of cognitive dimension as

a firm-specifc advantage in entry mode selectfpncessand postentry speed

1.3.1Dynamic capabilities and small firmsfforeign investmentdecision

The firm-specific resources and capabilities that are one of the basic foundations of RBV
DUH LQ IDFW DOVR WKH IRXQGDW LEAveR and Qrét, 2Y05; )
Mtigwe, 2006; Prashantham and Young, 20Mbhich states that FDI occurs when the
imperfections in the market (knowledge advantage and economies of scale) become
dominant in exploiting crossorder activies. The eclectic paradigm of Dunning (1981)

DOVR VWUHVVHV WKH ILUPYVY VSHFLILF UHVRXUFHV VX
development or commercial resources), interatibs and locatioradvantage that can be

pooled through sharing of assets or tigio being the sole operator abroad. Despite its
limitations, the RBV is also applied in other pioneering theories e.g., Internalisation
Theory (Buckley and Casson, 1976; Williamson, 1975), Network Theory (Johanson and
Mattsson, 1988), and International Eamreneurship Theory (McDougall and Oviatt,

2000). However, the application of RBV (in particular the dynamic capability view as an
extension of RBV) as endorsed by Brouthers and Hennart (2007) and Canabal and White

[1l (2008) in their recent literature veews, is very limited in entry mode literature. A
ILUPYYVY WDQJLEOH UHVRXUFHYVY DUH H[SORLWDEOH EXW \

*N7KH GLVWLQFWLRQ E HeWry bpbeeq id gattivdlady OritibaDf6r tBeRattm growth and
success or failure of knowledgand technologyL Q W H Q V L(Freishahth&i and Young, 2011: 277)
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(technical and managerial kndwow and perceptions) is a gradual, tiowsuming
process and hard to imitate (Amit aBdhoemaker, 1993; Prahalad and Hamel, 1990).

Choice of suitable alternative @e of the basic characteristic of adgcisionprocess.

There is a dearth of information about, and scant attention has been paid to,
understanding the application of RBV (@dynic capability view) to entrepreneurial
cognition and cognitivebiasesin investment process This is particularly true of the
cognition associated witbhoice ofresource generatiomodes §uitable alternativesf
investmenti.e. in the choice oftrategic alliances/joint venturésr foreign operations
Previous empirical work tends to be at the level of the firm, or to assess the general
attitude of CEOs in international activity, and thera allfrom implications of research

by Nummela, Sarenketo, and Puumalainen (2004), Coviello and Jones (2004), and
Canabal and White Il (2008) for research specifically directed towards the mental
PRGHOV RI ,19V 7KHVH DXWKRUV PHQWLRQ WKDW WKH

tolerance for ambiguitgnd riskoriented decision.

Of the internationalisation dimensions the most controversial is the (cognitive)
dimensions, and there is no research exploring the rolegoiitcan in firm entry mode
selection procesand postentry speed dynamics. Entry nei regarded as a cornerstone
and building block(Casillas, et al., 2012; Jones, 2001; Root, 198 )small firm
internationalisation In other words, the entry mode is the central nervous system
(Mathews, 2006)of small firms deciding on the path of arrangements for foreign
servicing. This study explores the role of ownership, locatioiv@mwmental and
cognitive biasesn the entry mode selection phase of small firms from Pakistathe
entry mode selection phase the cognitivaesesare explored through phenonwogical
approach and is triangulated with quantitative methods to explon®lthef cognitive

adoptability in postentry speed behaviour of small firms.

The FDI and locationspecific theories (OLI mode&lnd transaction cost thegrglassify

the entry choices as equity (wholly owned subsidiary) and-eooity choices
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(exporting/licensing and franchisifig)OLI stresses the role of control, while the
transaction cost stresses the minimization of investment costs in fdraiggactions
Equity choices offer higher control, but at the expense of higher investment risk in full
control mode(Chiao, et al., 2010; Forlani, Parthasarathy, and Keaveney, ,2808)
higher dissemination risk in constellation and investment (C&I) modes, due to
opportunistic behaviour on eitherdsi(Dong, Zou, and Taylor, 2008; Hill, Hwang, and
Kim, 1990)

Thevalue generationf any entry mode choice/alternatife small firms in EEs depend
upon the partne[ V. VWUHQJWK D0OhG disb S€pEnd® briwthdd Managerial
capability to take risks in turbulent conditions. Cognitive biases serves to limit the
decision capacity of a manager or they tend to crestr optimismin choice of
alternatives.To resdve this dilemma, based on entry mode literature (Forlani, et al.,
2008; Karhunen, et al., 2008; Meyer, Estrin, et al., 2009), by integrating the OLI and
dynamic capability view, new alternative parameters/comparatofsalue generation

potential)of entrychoices are introduced in this thesis.

6PDOO ILUPVY HQWU\ PRGH FKRLFH LV TXLWH GLIITHUHQV
The resourcebased view of firms (RBVF) provides an alternative classification for mode
choices as compared to old traditiomabdels. The modes that are capable of value
creation and transformation capabilities recommended by the pioneering redimsee

view (RBV) contributions(Barney, 1991; Kahiya, 2013; Newbert, 2007; Sharma and
Erramilli, 2004) (strategic alliances/ licensing and joint ventures) are termdugas

value generation modewshile modes lacking this capacity (exports and s@etures)

are termedow value generation modes

“The resourcéaselviewclassification is different from that of FDI and OLI mode®trategic alknces,
OLFHQVLQJ DQG MRLQW YHQWXUHY DUH WKH PRGHYV WKDW DUH FRPS
transfer advantages that generate resources to host country/pésteesection 6.3.2This study adopts
the resourcédased view of firm§(RBVF) classification of entry choiceBarney, 1991; Sharma and
Erramilli, 2004)
® Strategic alliances and joint ventures are the modes that create higher order value for small firms. For
speedy development, such modes are capable of reducing cost,@idlildew IURP D SDUWQHUYV GL
strategies.
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No empirical reseah focusing on uniquéaxonomy of entry mode choice is known to

the author. This classification is the integration of old economic and RBV models,
adopted fogualitative analysis atis study. According to the resourbased view, this
integration has more explanatory power than any single parameter explained by the
transaction cost or OLI paradigmBhe qualitative analysis will focus on the question
that, how the cognitive biases wdffect the choice of two alternatives i.e. the choice of
low and high value generation modes? Further, how this choice process will affect the
postentry speed of small firms in Pakistan?

1.3.2Aims and objectives of the study

The main task of this thesis isé@amine the international behaviour of small firms from
developing countries, specifically Pakistan. In particular, this thasia firm level
analysis,focuses on the international entry modw®ice processnd postentry speed
behaviour. An evaluationfgorevious contributions suggests that a number of issues
remain underesearched. On the one hand, from an academic and strategic point of view,
these contributions have pinpointed the new venture formation, internationalisation
degree or firm performana@routhers, Brouthers, and Werner, 2008; Kropp, Lindsay,
and Shoham, 2008; Pansiri and Temtime, 201@nZmnd Chen, 2010The most novel
issues, in particular the effect of cognitive aspects on the tools to capture foreign markets
as a firmspecific advantage through appropriate mode of entry and international rapidity,

remain underesearched.

%XFNOH\ DQG &KDSPDQ SURSRVHG WKDW WKH
LQLWLDWLYH OLHV LQ p«GHYHORSL Qalytally HgaroeslafdR UH F R«
WUDFWDEOH \HW UHPDLQ IOH[LEOHY -RKDQVRQ DQG 9DI
ORGHO VXJJHVWHG WKDW p«WKHUH Lbasdd mpHetsGof IRU Q'
internationalisation. We think it might be worthwhile to reconaitel even integrate the

WZR DSSURDFKHVY ,Q RUGHU WR DFKLHYH WKH GXDO JRI
&RYLHOOR DQG -RQHV PDGH WKH FRPPHQW WKI
core concepts from entrepreneurship and internationatdssstheory into a flexible yet

WUDFWDEOH FRQFHSWXDO PRGHOY .HHSLQJ LQ YLHZ WK
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UHVHDUFK ZLOO LQWHJUDWH 5%9 UDUHO\ XVHG LQ

framework to explore the role of cognitive underpimgsitin foreign servicing.

Conceptually this study identifiagshat major entrepreneurial cognitivelimensions are
VLIQLILFDQW LQ VPD O GehalituPWhen/lwieWw tHe) prdlWfitniR fedlsO
comfortable to expand its operation/location advantage and fihaly small firms
expand their interrieonal operation/entry mode selectiprocess.To this end, this study
explores the role of ownership, location/eommental andctognitive biasesin the entry
mode selection proces$ small firms from Pakistan. At the same time, by incorporating

H CQ

FRIJIQLWLYH IDFWRUV DV D WKLUG SLOODU RI 'XQQLQJTV

opportunity to explore the bridging effect of etmew extension of RBV (dynamic
capability view) in posentry speed dynamics. This integration will give a new
dimension to the existing literature and has significant managerial implications regarding
entry mode selectiorprocessin Pakistani SMEs. The aor objectives can be

summarised as follows:

1. To identify the entrepreneurigbgnitive biases andognitive dimensions
faced by small firms expanding their international operations from Pakistan.
2. Bearing in mind the complexity of the IB phenome, the second objective is

to determine the proper theories that can be helpful to integrate and explain the

VPDOO ILUPTVY LQWHUQDWdcBs® DO HQWU\ PRGH FKRLFFE

3. To explore the role of entrepreneuriahsesand cognition as a dynamic

capabilitythat KHOSV WR LQIOXHQFH VP D Qotvbcesshha their HQW U\ |

international rapidity from emerging economies, when it is incorporated as a third
IDFWRU LQWR 'XQQLQJYV 2/, IUDPHZRUN

4. To develop a model of integration of international business entry choice
processwith cognitive psychology and its link with the identification of a new 1B

theory for emerging economies (EE), i.e. OLC theory.
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1.4 Thesis structure

Figure 1.1 shows the outk of thesis structure and organisation. Part one consists of
background of study, research objectives, and contributions of this study to knowledge
and thesis structure. Part two comprises three cha@bepter 2presents the context
background and thsituation of small firms and entrepreneurshigPakistan Chapter3
presents the literature review of paraemnstof entry mode, and Chapteis4he literature

review of the entry mode theories. This chapter also presents major limitations and gaps
in enty mode models and theories in previous research. This research focused on stage
three of entry mode decision and pestry speed dynamics in SMES Pakistan.
Finally, Chapter Jresents the conceptual framework, research problem and hypothesis

tested fo this study.

Part three of the thesis includes teloapters. Chapter 6 sheds light on the population
and sample, research design, and data analysis techniques used for testing the conceptual
model and hypothesis. Reliability and validity of the dataase also included in this

chapter.

Part four of the thesis contains the final data analysis and testing of logical hypotheses.
Two chapters are devoted to this part and contain final results and discussion. Chapter 7
presents the basic profiles of tresponding SMEs in Pakistan. Chapter 8 presents the
gualitative results and discussion. Chagtand 1Gypothesis testing and decision model
analysed for this study and deals with core findings regarding the role of the Dunning
framework integrated witthe dynamic capability view in explaining SMEs entry choices

in Pakistan and pogintry speed dynamics.

Part five of this thesis draws together the main findings and presents the major research
and practical implications for the managers in Pakistani SNIEs. part also deals with

the major limitations and contribution of this study to theory and practice.
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Figure 1.1 Thesis structure and organization

PART ONE INTRODUCTION AND BACKGROUD
Chapter 1 Introduction

PART TWO CONTEXT BACKGROUND AND LITERATURE REVIEW
Chapter 2 Research context and SME background
Chapter 3 Literature review parameters of entry mode
Chapter 4 Literature review entry mode theories

PART THREE HYPOTHESIS AND METHODOLOGY
Chapter 5 Research questions and hypothesis
Chapter 6 Research design

PART FOUR RESULTS AND DISCUSSION
Chapter 7 Basic profiles of responding firms
Chapter 8 Qualitative results and discussion
Chapter9 Hypothesis testing amdecision model
Chapterl0 Discussion of results

PART FIVE CONCLUSION AND IMPLICATIONS
Chapter 11 Conclusion and implications
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1.5 Summary

This chapter presents the introductory background of the study. In EEs, for first mover
advantage, the preferences for entry mode of large firms in generahaidfirmsin

particular remain inconclusive. The literature offers the role of general
demogr&S KLFV SHUVRQDOLW\ WUDLWYV LQ VPDOO ILUPTV HQV
global phenomenon as a proxy for international rapidity. The theoretical models from
Uppsala to innovatiohased models fail to account for the role of entrepreneurial
cognittiRQ LQ VPDOO ILUPVY HQavtdthébe& bf dukKikRawkeldgé thére

has been no empirical or conceptual contribution that explores the role of entrepreneurial
cognition in entry mode selection apdst entryinternational rapidity. This studyainly

contributes by exploring the role of ownership, location and cognitive advantages in
VPDOO 3DNLVWDQL ILUPVY HQWU\ FK Rratand Yevienkofth®@ H[ W FK

parameters aéntry modewith special reference to EEs.
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Chapter 2

Research context and SME background

2.1 Introduction

The combination of diverse nations and ideologies makes Pakistan acutuital

territory, where the individual cultural identity is not defined. This muuttural

ideology emerged as a complex state, where it was difficult to interpret how social
clases are defined, how and when the democracy will bring about change in political
instability. Local ethnic groups and ideologies, including Punjabi, Pathan, Baluchi, and
Sindhi with a different languages and heritage were usually attached to agrariae, cultu
OHVV HPSKDVHV ZDV JLYHQ WR LQGXVWULDO UHYROXWL
HOLWH FODVVHV Rl 3XQMDE SURYLQFH 33UDLQ %UDWK
civilization, and Karachi (Sindh) and Punjab provinces was more developed than other
provinces of Pakistan.

Entrepreneurial culture is more complicated as Pathan and Baloch are not well educated,
hence they are not statagented. On the other hand Sindhis, Muhajirs and Punjabis are

well educated and they tend to more entrepreneuriabasitiess oriented. This disparity

in social and life style creates multifaceted dichotomy between agrarian and industrial
ODQGRZQHUV ZKHUH WKH LQGXVWULDO ODQG RZQHU EH
lower and middle income group. The narratstory of the socigultural environment in
SDNLVWDQ GHVFULEHG DERYH OLQNV ZLWK WKH .KDQ DQ
of these two cultures and societies pushed political and economic institutions of Pakistan

to backlog, more complex and médiceted.

In order to asses mcc@ HYHO 60(fV EXVLQHVV FXOWXUH DQG W
behaviour, it will be worthwhile to elucidate compelling endogenous and exogenous
forces associated with small business growth and survival. This chapterigheds la

global scenario of entrepreneurship development and its comparison with developing
countries. To this end, a brieddutoethnographic view is introduced first. In the

subsequent sections, economic and historlmatkground of Pakistan is presented
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Further, this analysis includes, but is not limited to, the soaitural, politicatlegal,
HFRQRPLF DQG FRPSHWLWLYH VLWXDWLRQV RI HQWUHSU

border operations.

2.2 Research contextzcultural and personal aspects

After qualifying with a Masters in Economics, and MBA and serving Allied Bank of
Pakistan as foreign exchange officer, | joined academic field. At Allied Bank | met
entrepreneurs doing cross border business who told of their daily difficulties arising from
the weak infrastructure for FDI in Pakistan. In 2005 | attended a conference in Serina
Hotal Quetta (Pakistan) and was surprised to learn that Pakistan was classified as a factor
driven economy (that is, an economy that relies on its natural resourceghevi@DP

per capita of less than $2000. In contrast, neighboring countries (India, China, Taiwan
and Korea) were classified as innovatanven economies with per capita GDP of more
than $10000. | was curious know why these countries were FDI leaddra;hat are the
cultural and behavioral impediments to the development of Pakistan. This was the trigger
to launch my research studies in the field.

In 2006 | enroll onto the M.Sc. in Management Research (MRes) programm in
University of Glasgow to stly entrepreneurship in Pakistan. Inspired by many
academicgAcedo and Jones, 2007; Davies, Kenny, and Trick, 1996; Young, Dimitratos,
and Dana, 2003) came to believe that the political, social and cultural barriers are the
primary source of cognitive barriers to F@velopment. My Ph.D. research thus arose
from a motivation to build academic career, and also to contribute understand and support
in the development of marginal entrepreneurs and farmers working in Pakistan.

| belong to multicultural environment ofaBichistan (Pakistan) and have command of
three major languages spoken in Pakistan (Brahvi, Pushto and Urdu). Language
similarity, access and trust in relationships with ethnic community made it possible for
me, as a relative insider, to get richer andpdmformation about their context. Despite
their reluctance to provide financial information and difficulties in data collection
through questionnaires, the Phattan community welcomed me as a researcher and

provided every possible assistance in learrdbgut the social, cultural and behavioral
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aspects of the business. The cultural and ethnic heritage demanded that | adopt tradition
dress(Saunders, Lewis, and Thornhill, 2007; Yin, 201&)d the respondents were keen

WR VHH D UHVHDUFKHUYfY UROH LQ HOQWUHSUHQHXUVKL S
uncover the cognitive biases that influence the foreign investmerggg@dopted by the

small firms in Pakistan.

237KH WHUULWRU\ DgpGthvriPHaks@nI LU P TV

Pakistan, having a population of over 162 million and being seventh most populous
nation in the world, is an important gateway to China, India, the PersiagnaGdil
Southeast AsigGlobal Insight, 2007; Talbot, 1998pakistan is an economy driven by
theagriculture and the service sector. During the last decade on average the contributions
of agriculture and service sector were 21.6% and 53.3% respectively. Due to multiple
contradictory forcethe ranking of Pakistan is declining every year in ternissaflobal
competitiveness (92 during 20@8 but 101 during 20089) as compared to other
developing and newhndustrialised countries (NIC), Malaysia (21), Korea (11) and
Taiwan (17)Bosma, Acs, Autio, Coduras, ahdvie, 2009; World Bank, 2009)

Small firm growth plays a vital role in the development of nations, and almost 90% of all
economies are dominated by small fir(lked Rohra and Panhwar, 2009; Wolff and Pett,

2006) Economies thaare successful in the developmenteoitrepreneurshipand the
international development of small firms become world leaders. The advanced nations

are in a sound competitive position and their share of global exports is increasing every
year. In particulg on average during 2088, German exports contributed 47% of the
FRXQWU\TV *'3 IROORZHG E\ 86% &DQDGD DQG
6UL /DQND DQG %DQJODGHVK SDNLVWDQYV WR
the lowest of the deeloping nations, e.g. India (1.16%), Malaysia (1.08%) and Indonesia

(.73%) (Bosma, et al., 2009; World Bank, 200%conomists suggest that this is related

% See section 2.5 for details.
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to the failure of fiscal and monitory policies, corrupt@ngrassroots level and threat of

global terrorismto the Pakistan economy.

2.3.1The economic situation of Pakistan

The Cold War between the Soviet Union and the United States of America lasted two to
three decades. This cold war affected the geographiaaliical and business
environment in Pakistan in at least three w@§tsan and Amine, 2004; Schofield, 2000)

(1) due to its weak political, industrial and institutional structure, its undesirable
dependence on the World Bank, IMF debt burdens and associategticorrmade
Pakistan into a front line partner in the Cold War ; (2) the ties of its historical rival India
(due to its near geographical location) with the Soviet Union created a regional upset.
East Pakistan (the present Bangladesh) separated from Radldsth War with India and
Pakistan losing a huge region and ultimately being divided into two parts made it a less
attractive market for world players; (3) this Cold War as a result of the weak economic
situation, compelled Pakistan to become a strat€gild War partner to the United
States, and this affected its sovereignty in terms of economic and political decisions.
Although Pakistan was emerging as an atomic power and was still struggling to push
itself out of political and economic crisesh@& alliance with the western world and the
global financial crisesand their counter affectare striking threatsto its political and

financialautonomy.

Beside these threats Pakistan, due to its-kelwn Islamic heritage, adopted its basic
principles of peacand harmony to reconcile the differences with rival India at the end of
Cold War(Khan and Amine, 2004; Schofield, 200@)ying to shift the overall scenario

" News International in its Jan 12011 printed edition say30 XOOHQ VD\V 3DNLV#bba) HSLFHQV
W HUURTop WB commander Admiral Mike Mullen, the Chairman Joint Chief of Staff said, it is
absolutely critical that the safe havens in Pakistan get shut down.
The Economist in its Jan™3 HGLWLRQ VD\V As&icak WpQortfeD I AMusharraf
(President of Pakistan ), justified as necessary to combat extremism next door, has fostered extremism at
KRPHT
News International in its Jad'%2011 printed edition sayshe US drone attackstargeting the aQaeda
and Taliban hideouts in the tribal beftPakistan, killed 98 people every month, 23 people every week and
3 people every day in 2010. According to conservative estimates some 4000 people have died as a result of
bomb blasts since 2007 (The News International March, 9, 2011: p, 10).
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towards better growth and economic prosperity. Pakistan is also a signatory of economic
and political orgaisations such as the South Asian Association of Regional Cooperation
(SAARC) and the United Nations Organisation (UNO), and is on the path towards the
development of an effective infrastructure for the business world. Due to such a number
of positive deviwpments, Global Insight decided to upgrade the political risk rating from
4.25 to 4 in 2007Global Insight, 2007)

On the other hand, the National Corruption Perception survey (2009) conducted by the
Pakistan Chapter of Transparency International declared that the amount of corruption
increased from Rs. 45 billion during the last alde to Rs. 195 billion in 2009. The
transparency score of the corruption level improved from 1 out of a full score of 10 in
1996 to 2.7 in 1998, which proved to be higher than in the following decades and the
basis for declaring Pakistan the second mostupd country of the worldPakistan
Defence Forum, 2009)The corruption level of India and China were at tmae level in

2002, India improved to attain a score of 3.4 and China improved it to 3.6 in 2008. With a
corruption level of 2.5 in 2008 and 2.3 in the year 2010, corruption stands at 75% which
means that of every Rs.100 we spend on development, almos6 Rge7lost in
FRUUXSWLRQY VD\V VHQLRU HF R(@RKstax \Wefdnoey Foryd $Q ZD L
2009)

The economic situation in Pakistan became more severe when the corruption combined
with serious natural threats during the last decade. Mr. Miranda, the president of the
Asian Development Bank, declared that the damage caused by the flodalKOinvas
greater than the combined impact of the Indian Ocean tsunami in 2004, the 2005
earthquake in Pakistan and the Haitian earthquake in Januar{@@h, 201Q0)There
are serious concerns of the world coomity over the misappropriatiécorruption of

funds for flood victims.

Despite such paradoxical situations, Pakistan, having a very important geographical
location, is a combination of fertile land, forests, mountain peaks and vast deserts. In the

south, Aabian Sea and in the north, the mountains of Karakoram invite international
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YLVLWRUV WR EH LQVSLUHG E\ WKH EHDXW\ Rl 3DNLVWDC
peaks, such as K2 (2825sq.fts).

2.3.2A brief history of Pakistan, the context

The political ad religious conflicts between Muslims and Hindus in the {Rd&
subcontinent came to an end in 1947, and British India gave birth to two culturally
distinct statesPakistanandIndia. The word Pakistan is the combination of two words,
Pak (meaning Holyand Stan (meaning Land). East and West Pakistan jointly remained
part of combined Pakistan for 25 years after their independ@alk, 2008; Talbot,

1998) In the year 1971 due to a huge political upset and economic crisis, East Pakistan
separated from unitdélakistan and became an independent state named Bangladesh, The
and present Pakistan is actually in the western region and is called the Islamic Republic

of Pakistan.

Kashmir has been a disputed territory since the independence of both India and Pakistan,
both of which claim Kashmir as their stat@ixit, 2002; Schofield, 2000)India says
.DVKPLU LV LWV p$WRW $WDQ,J4nd PakstanCladis iKeghrRid a8V KH L U
WKHLU p6KDK 5XJY D YLWDO DUWHU\ LQ WKH QHFN ZKLF
disputed territory both countries fought three wars in 1949, 1965, and 1991; the issue is

still on top UN agenda and a number rekolution have passed in favour of free
referendum in Kashmir so that people of Kashmir can decide their riglselto

determinationbut the issue is still disputed and unresolved.

Pakistan become the only Muslim nuclear state in the year 1998, inedderocratic
government of prime minister Nawaz Sharif of the Pakistan Muslim Le&Gog,
Shipley, Omer, and Khan, 2008yt still faced a lower literacy rate (48%) than that of
many developing aions. Despite having nuclear power, the country has been unable to
deal with the internal challenge of instable political situation in the last several decades
(Malik, 2008; Talbot, 1998)Three unavoidable periods of Martial Law (army regime)
since patrtition hve shaken the confidence of the world community and the low survival

rate of periods of democracy is a profound challenge in the present era.
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Pakistan having four culturally distant provinces, the provin€eshad (Khyber
Pakhtunkhwa) and Baluchistanis situated on the lIranian plateau, and the province
Punjab and Sindlare situated in the nortlvestern region of the Indian plate@alik,
2008; Talbot, 1998)The North West border of Pakistan touches with the Durand Line
border of Afghanistan, the western border with Iran, wittn€hn the north and India

situated to the eastern border of Pakistan.
2.4 Growth in global exports

Global exports dramatically increased, particularly after World War 1. In 1945, the total

of exports worldwide waapprox.$40 billion (Bosma, et al., 2009; World Bank, 2009)

After 199798, due to the Asian financial crisis, there was an overall declining trend of
foreign expansion in general and in production and investment in particular. Real GDP in
East Asia fell to 8% in the year 2009, compared to 8% in 2Q00&rld Bank, 2009)
According to world economic sources, the global domestic product due to recent
ILQDQFLDO FULVHV DQG UHFHVVLRQ FRQWUDFWHG WR
falls on a steep drop in global trade, down 10% annually in dollar terms, arkdahdag

in foreign IQYHVWPHQW WKLV \HDU W(Scott, 2089: 00praReQ.1ZRUO G Z |
summarises the -8 economic/export performance details; it is evident tte
economies high in export performance enjoy high GDP and ultimately lead the world in

terms of economic and strategic power.

The beginning of the year 2009 brought the world into economic and financial crisis,
with high inflationary and poverty presggrin emerging economiéBosma, et al., 2009;
World Bank, 2009) The large economieslue to their strong institutional and political
base, managed to remain competitive and there was no large swing in the international
ranking of the United States, which is a leading economy of the world. Economists
attribute the feature of advanced nasiaiw their highly innovative industry structure
followed by high company spending on R&D (rankelf) 3and collaborationsof
educational institutionwith business developments (rankEY in the world(Bosma, et

al., 2009; World Bank, 2009)
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Table 2.1 G-8 Export rank an overview
Country GDP Exports GDP Export
(Billion $) % of GDP Rank Rank
USA 13980 38 1 1
Japan 4909 24 2 3
Germany 3280 47 3 2
UK 2645 26 4 4
France 2453 27 5 5
Italy 2293 29 6 6
China* 4326 35 7 2%
Canada 1400 38 8 8
India* 1217 24 9 4*
Russia 1607 33 10 10
Source(China Financial Daily, 2010; World Bank, 2009)
*Not members of G8

Despite the top economies having higimking exports, particularly the-G FRXQWULHV
efforts in pushing $750 billion of funding by the year 2a@to improve IMF policies

for developing countries, the world economy shows a gloomy picture as poveriggema

below 2% in developing countries, which ultimately affects the developed economies as

well (lal Rolra and Panhwar, 2009; World Bank, 200Bhe lower economic health in

rural areas shifts their populations to urban areas; therefore, the population shift from
GHYHORSLQJ FRXQWULHYVY WR GHYHORSHG FRXQWULHV KI
a shift in developed countries. This is becahgeunemployment rate rose to 9.5% in US

in 2009, the highest ever in the previous 25 yéacott, 2009; World Bank, 2009The
responsibility rests with the -8 countries to allow their policies to be implemented at

global and more precisely, at regional levels, not at their own igolenel.

Although the entire world is bearing the brunt of economic and financial crises, China
and other newhlndustrialised countries (NICs) have shown remarkable progress in their
foreign expansiofWorld Bank, 2009)In 2009, the Chinese GDP growth forecast rose to
the respectable figure of 7.2 %, as comsplaio the Pakistan GDP of $143.60 million and
growth of 4.6 % in 198B7 and 6.4% 2007. East Asian middieome countries, due to
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their effective policies, faced the financial crisis in a better way than Pakistan. These

countries include Thailand, Malags Indonesia and the Philippin@&/orld Bank, 2009)

Table2.2 below comparethe average annual % GDP growth of East Asian countries; it

is evident that NICs and other countries such as Indonesia and Malaysia enjoy a
respectable rising trend in average annual growth. In particular, Indonesia increased its
annual growth from 4.1%t5.1% in terms of GDP and from 2.2% to 6.3% in terms of its
average annual growth of exports of goods and services, ultimately effecting its growth in
world trade. Similarly, Malaysia has emerged as one of the most important contributors

to world trade sare, and in the near future will emerge as a strong competitor to NICs
(Bosma, et al., 2009; World Bank, 2009; 2010)W LV HYLGHQW WKDW 3DNLVYV
world trade is among the lowest of all the eleping countries at .13%, which surpasses

RQO\ 6UL /DQNDTYV ILIJXUH RI DQG %DQJODGHVKYV ILJ
the seventh most populous country in the world. Even countries smaller in terms of
population are contributing more than Pakisto world trade and therefore are in a better

position to build their higher GDP figures.

Table 2.2 Population and trade share comparisons in developing and NIC economies
Gross domestic product comparisons
Country Pc_)pulanon Million $ Per capita $ (%) Share in
Millions 200708 200708 world trade
Pakistan 164,625 145,784 896 13
Bangladesh 147,100 70,436 444 .10
Malaysia 26,200 171,753 6,475 1.08
Indonesia 228,100 427,519 1,895 73
Sri Lanka 21,100 31,014 1,540 .06
India 1,135,600 1,144,027 1,018 1.16
China 1,331,400 3,140,980 2,379 7.32
Korea 48,100 951,436 19,569 2.70
Singapore 4,400 146,857 32,357 2.08
Sources(Bosma, et al., 2009; World Bank, 2009)

Even other developing countries such as Iran, Sri Lanka and former East Pakistan,
Bangladesh, are also showing rising trends in terms of average annual growth in GDP. It

is evident that Pakistan, although showing a positive trend in average annual igrowth
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terms of GDP, has a striking negative growth in terms of its export of goods and services,

as its share of growth in world trade shows a constant negative trend ZIxble

Table 2.3 World trade share growth comparison
Country World trade share growth (%)

200004 200507 200809
Pakistan 2.6 -3.4 -13.7
Bangladesh -1.4 0.9 5.5
Malaysia -0.6 -2.4 -4.1
Indonesia A 2.2 6.3
Sri Lanka -3.3 -4.5 -1.7
India 6.6 14.9 1.0
China 14.2 9.3 3.2
Korea 2.9 2.2 2.7
Singapore 0.4 0.2 2.9
Source(Bosma, et al., 2009; World Bank, 2009)

Other developing countries such as Iran, Sri Lanka and Bangladesh are also showing

declining trends, but are far from negative figuj@®rld Bank, 2009)

HSGYLVRU WR WKH 3ULP HShauk& L Teréghbhid gt overdliDedeits

recorded a negative growth of Jesentduring JulyApril 2008-09 against th@ositive

growth of 10.2presentLQ WKH FRUUHVSRQGLQ{EcS&BNLREeR! ODVW
2009) According to the Federal Bureau of Statistics, the global share in the export
market dropped to .13% during the year 2088 from .21% in 1999. Exports dropped

from $19.1 billion to $17.8 billion in 20089 (Economic Survey, 2009; Pakistan

Defence Forum, 2009) Economist attribute this to several factors such as poor
manufacturing infrastructure, failure of monetary/fiscal policies to control high
inflationary pressures (22.3% during 2008 DV FRPSDUHG WR WKH SUHYLRX
energy/poweibreak down problems (103 hours of power load shedding in 24 hours),
inefficient government/credit support and lack of trust on the part of international

customers in the quality of manufactured products.

Japan, South Korea and other advanced natienpaying considerable attention to the

promotion of SME facilities such as access to credit, training and development and
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international orientation for the small business sector. Japan provides 50% of total loans
WR 60(V 7KH 3HRSOHTV 9% hGhbir policg $tdtepnbntGhid priordisatibon

of commercial bank credits for small enterprises. South Korea allocates 47% of total
loans to the SME sector and SMEs contribute 63% of total employBashir, 206).

In India, SMEs contribute 57% of total employment, in Indonesia SMEs employ 60% and
in USA 63%, of the total workforce. SMEs in Japan contribute 81% of labour force
employment, 53% to GDP and 38% in total exports, whereas in Pakistan SMEs employ
78% of the workforce and contribute only 30% to GDP and 26% to total eXpashir,

2006; lal Rohra and Panhwar, 2009)

For the purpose of evaluating global economies, the Global Competitive Index (GCI)
provides robust criteria fomeasuring the competitiveness of different countries. The
competitive position of countries is divided into three stages. Economies in the factor
driven stage rely basically on their natural resources, such as land, agriculture and an
unskilled labour fore. This is the reason that the economies heavily reliant on the
agricultural sector and not on the manufacturing sector fall into the category of factor
driven economies (Figur.1). Factordriven economies, despite substantial efforts, do

not usually sysass the GDP per capita figure of US$ 2000.

Figure 2.1 Income threshold for establishing stages of development

Source (Bosma, et al., 2009)

Pakistan, along with other developing countries such as Sri Lanka, Nepal and Bangladesh
are factordriven countries (Tabl@.4). Such countries are heavdisadvantaged by their
weak institutional base, unstable governise high corruption,turbulent climate
(floods/earthquakes) and unhealthyl/illiterate workfoRRecently, Pakistan has come to
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WKH ZRUOGYTV DWWHQWLRQ Bad vinf aduinst teiisr@mind @& LQ WK

ethnic tensionsin three provinces makes the situation wdkgean and Amine, 2004)

Table 2.4 A comparison of developing countries at each stage of development
Country Stage 1 Transition Stage 2 Transition Stage 3
from 1to 2 from 2 to 3
Pakistan X
Bangladesh X
Malaysia X
Sri Lanka X
Nepal X
China X
India X
Taiwan X
Korea X
Source(Bosma, et al., 2009)

Efficiency- and innovatiordriven economies are characterised by sophistication, and an
efficient work force driven by technological skills, capturing high competdwveestic/
foreign marketsin production and processéBosma, et al., 2009NIC countries by
competing with the world leaders in technology, innovation and political stability have
passedhe transition stages and are enjoying efficiemmyinnovationdriven stages of

development.
2.5 State of small firms and entrepreneurship in Pakistan

The development of a high ranking in terms of competitiveness and innovation in

developed economies idtributed to critical private enterpris¢Bartlett, et al., 2008;

& News Intenational in its March 4 SULQWHG HGLWLRQ VDT&troXx Q\VGCHUIV WHKWH K HI
3)DLVDODEDG WKH FRXQWU\YfV WKLUG ODUJHVW FLW\ KDV IDFHG LW
132 injured), up until now, the populous textile méatturing centre had not been hiilasts in the Punjab,

for the most part took place in Lahore or Rawalpindi, that houses the military headquarters (Taliban claim
UHVSRQVLELOLW\ ~

° News International in its Jan 18 SULQWHG H GChaR\R Q QV \DDNbE ¥drtindous

killing in Karachi means the city remains in chaGsK H 3SDUWLDO FXUIHZ" DQQRXQFHG E\ L
XQOLNHO\ WR KDYH DQ\ UHDO LPSDFW RQ WKH YLROHQFH LQ .DUDFKI
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Coy, et al., 2007; Wolff and Pett, 2008he old concept of heavy reliance on large firms

is no longer an attractive concept, as most advanced nations are striving hard to build a
EDVLF LQIUDVWUXFWXUH IRU VPDOO ILUPVY JURZWK DQG
but are not limitedto, the United States, Japan, Germany, Canada and the United
.LQJGRP 7TKH FRQFHSW RI pELJ LV EHOIXhahd Ra@df, LV QR
2007) as 90% of modern economies will be led by smathgi(Bartlett, et al., 2008;

Mtigwe, 2006; Wolff and Pett, 2006)

Pakistan is an economy driven by the agriculture and service sectors; the contribution of
the agriculture and service sectors to GDP is 21.6% and 53.3% respectively. The
manufaoW XULQJ VHFWRUYV FRQWULEXWLRQ WR *'3 LV D\
.RUHDYV 6LQIJDSRUHTV (BdBaGetéak PAB) PO NLVWDQ TV
being heavily relying on agricultural sector and weak growth in manufacturing sector
forces it to remain a factatriven economy in stage one (Tab?4). The weak
contribution of the manufaatimg sector reflects the poor health of the small business
sector and even the large business sector is unable to contribute significantly as other
developing nations do.

According to Lal Rohra and Panhw#2009: 1073) in advancectountries the
SME sector contributes 55% of GDP and over 65% of total employment , whereas in
Pakistan the SMEs represent 90% of all enterprises, employing 78% of the labour force
contribute only 30% to GDP. A number of factors contribute to this peicalo
VLWXDWLRQ 3DNLVWDQTY UDQNLQJ LV GHFOLQLQJ HYHU!
in developing and NIC nations (92 during 2608 whereas 101 during 20@®), and its
score (3.65) is the lowest among faetioiven economies in terms of ehGlobal
Competitive Index (GCI). The significant contribution of SMEs to GDP but the lower
role of exports and international competitiveness is attributed to the shortage of skilled
labour for the newhprivatised sector coupled with a lack of financealwgovernment

policy and corruption at grassroots level (Tab).
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Table 2.5 Global competitive index (GCI) comparisons

Country GCI Rank GCI Rank GCl score
200708 200809 200809
Pakistan 92 101 3.65
Bangladesh 107 111 4.02
Sri Lanka 70 77 4.02
Indonesia 54 55 4.24
China 34 30 4.70
India 48 50 4.33
Malaysia 21 21 5.04
Korea 11 13 5.28
Taiwan 17 17 5.28
Singapore 7 5 5.53

Source(Bosma, et al., 2009)

Pakistan, like other developing nations, has 3.2 million SMEs/establishments. Out of
these establishments the majority (56%) are in urban areas and 99% of these
HVWDEOLVKPH QW ¥fiplbyees ONRAdtigh larggeale enterprises contributed

to 10.10%growth, smallscale industry has been striving hard to maintain the small
average growth rate of 4.46% during the last three decades. During the 1990s, the SME
sector had fewer than 99 workers on average, contributd®%igrowth, and generated

25% of eyort earnings. A recent census conducted by the Federal Bureau of Statistics
(FBS) reported that currently the SME sector contributes 25% in export earning and 35%
in manufacturing value additiorflal Rohra and Panhwar, 2009; Rohra, Junejo, Lal, and
SALU-Khairpur, 2009)

Khan and Aming2004)explained the historical and economic profile of Pakistan, stating
that Pakistan used to be a planned and closed economy and in its early decades of
independence smadicaleindustry proved to be an informal secfbtaque, 2007)In this

era, the import substitution role was mainly attributed to poor infrastructure in the
industrial manufacturing sector, which recorded an average growthofa#®8%,
competing with rest of the wedlstablished economies, although it was hampered due to a
host of factorgFayyaz, Mian, and Khan, 2009)
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Since its early independence Pakistan has declared itself committed toriahdust
civilisation, freedom of speech and entrepreneurial independence. However, this early
egalitarian rhetoric proved an illusion due to reeeking activities, and manipulation of
economic activities by bribery and corruption ultimately led to a digm@epreneurship
culture(Haque, 2007)

'XULQJ WKH V 3UHVLGHQW )LHOG ODUVKDO OXKDPPD
strong initiative to promote industrialisation, and economic growth accelerated at a stable
pace(Bashir, 2006; Dixit, 2002; Talbot, 1998After a political and economic rift with

East Pakistan, its subsequent separation from Pakistan and emergence as an independent
state, Bangladesh, further hindered the performance of the industrial &@asbrir,

2006) The establishment of the Pakistan Industrial Development Corporation (PIDC)

was one of the significant steps taken by the federal government. However, all such
efforts were to promote the fatdtion oflarge enterprisesand the 2% growth rate of

small firms provided strong proof of large sector developm@&ashir, 2006) In
SDNLVWDQ SROLFLHV DUH PDGH IRU H homid policg) KLV LV
ZKLFK KDV EHHQ ELDVHG WHaaub,2@Y. 09 KH ODUJIJH VHFWRUY

During the 1970s a couple of rich families dominated the Pakistan economy as a result of
WKXWWRTV Q DoWth&k @MigesdaleD serkieeQand manufacturing sector. This
nationalisation was a red light for the further growth of the economic sector, but the
nationalisation not only proved dangerous but also bad for the flourishing of the small
sector competitive eimonment. Renteeking was enjoyed by some elite and dominant
IDPLOLHYV pZHUH DEOH WR LQIOXHQFH WKH H[FKDQJH L
S R O L (Hadl¥, 2007: 11)The largescale sectorecorded a growth of 185% per
annum on average during the 196@s. As a result, decentralisation and privatisation
era began to take root in the 1990s, and the importance of small firm growth was realised
in all four provinces of Pakistafirayyaz, et al., 2009; Haque, 2007; Kreamd Amine,
2004)namelyPunjab, Sindh, Sarhad /KhybBakhtunkhwaand Baluchistanalong with

one territory (Federally Administered Tribal Areas/FATA).
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In this era, the government began to realise the importance of the small sector. The
government stéed to establish provindevel advisory services along with the Small
Business Finance Corporation (SBFC), the Small and Medium Size Development
Authority (SMEDA), the SME Bank and the Khushali Bank. Such steps improved the
growth rate of small firms anthe small sector recorded a growth of arour8P® per

annum on average during the 199Bashir, 2006)

Pakistan is predominantly an agricultural economy; in particular, the provinces of Punjab

and Sindh notonly contribute significantly through agricultural but also through an
HITHFWLYH PDQXIDFWXULQJ LQGXVWU\ ,Q WKdharFDSL WD
braderif LV FROQWULEXWLQJ VLIJQLILFDQWO\ WR VWHHO DQC
W KAdiann % U D Gisl thbtfiring the textile sector in Faisalabad (Punjab), and the

K KLQLBWYWG VEIXM SR W atd dgnificefitly contributing to sports and surgical

sector development in Sialkot (Punjab).

The development of these sectors significantly iIRpFHG WKH 60(VY KHDOWK L
after privatisation. The share of exports, which contribut&d6to GDP duringl970,

has grown to 1-36% on average in the present decade. SMEs played a key role in the up
grading and diffusion of local and internatiot@thnology. The textile sector on average
contributed 6665% of total exports in the countfrayyaz, et al., 2009; Khan and

Amine, 2004) The textile sector is vital for the development of SMEs, as this sector is

the backbone of agricultural economies such as Pakistan.

The impotance ofSindh province to overall economic and export development is not
inconsequential. The share of SMEs in the total export earning of Pakistan is 25% and
Sindh province contributes 9% of the overall exports of Pakif@nRohra and
Panhway 2009) Sindh province has a worldass port that makes international exports
easier by connecting important regions of the world through the Arabian Sea. This natural
ability gives rise to the production of fish and its preparations for local aechattonal
markets. Beside fish, Sindh province also contributes through the export of rice, raw
cotton/ textile products, leather products, fruit and carpets.
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The provinces oNWFP/ Sarhadand Baluchistanare famous for their natural resource
endowmentssuch as marble, chromitesd carborreserves. In particular, Baluchistan
province is famous for its worddlass gems and jewellery hidden in vast hill areas.
Unfortunately, despite the richness of its natural resources, the development of
international sindards of marble exports is lacking in Pakistan. The problems that hinder
its development include, but are not limited to, social class inequalities/ethnic tensions,
lack of information technology and psychological capacity building/international

manageml talent.
2.6 Definition and characteristics of small firms

A comprehensive unified definition of a small firm is lacking in the entrepreneurship and
international business fiel@Coy, et al., 2007; Tambunan, 2009) small firm may range

from a handicraft business run by a husband and wife in a rural area of Bengal, to a
modern software firm employing 28D0 workers in Toky@dapan Small firms can be
roughly categorised into foutifferent typologies. Typically, firms with fewer than 10
employees are termed micro enterprises, those with up to 50 employees as small
enterprises (SEs), and firms havingZ&D or in some cases up to 500 employees, are

categorised as medium enterprife&s).

Other developing nations categorise small firms in three distinction taxonomies: micro
enterprises (MIEs); small enterprises (SEs) and medium enterprises (ME&lalysia
the Small and Medium Industries Development Corporation (SMIDEC) defindts Sl
enterprises with an annual sales turnover not exceeding RM 25 million and full time

employees not exceeding 16ambunan, 2009)

In Indonesia the National Agency for Statistics with the labloration of the Ministry of
Cooperative and Small and Medium Enterprises (Menegkop and UKM) uses number of
workers to differentiate MIEs, SEs and MEs. In their distinction, MIEs hadeviirkers,
SEshas5-19 workers and MEs have B® workers. In 2008he Ministry issued a new

law by differentiating the three units as MIEs having fewer than 5 employees and a

turnover not exceeding RM 250000; SEs havirsD5employees and a turnover between
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RM 25000010million; and MEs as having 5150 employees and arhover of RM
10mRM 25m(Tambunan, 2009)

According to the state bank of Pakistan, SMEs in Pakistan are defined as any concern
(trade, service or manufacturing) having a sales turnover of lasRkta800 million per

year (State Bank, 2004). SME policy introduced by the government of Pakistan in 2007
introduced a more precise definition of SMEs: an SME should have a workforce of up to
250, and sales of up to Rs. B%illion (Fayyaz, et al., 2009; Mustafa and Khan, 2005)

The definition of SMEs used in this studses the criteria of the number of employees
being up to 250 and having paigh caital/sales of up to Pak Rs. 2%Qillion. This
criteria is most commonly used in studies of small firms in other nations, such as the
Netherlands(Masurel, et al., 2009)Slovenia(Ruzzier, et al., 2007)the UK (Pinho,
2007) and SpairfArranz and De Arroyabe, PO).

Small firms, due to their particular characteristicsoainership style, scale/scope of
operation and unity of control and commafface unique challenges as compared to their
larger counterpartgAlbaum, Strandskov, and Duerr, 2002; Tambunan, 2008gir
particular characteristics demand a high degree of managerial talent to cover survival
shocks. Profound global recession along with domestic uncertainties requires a different
perspective to organise activities of continuous change and innovBashir, (2006)
pointed out that due to these liabilities of smallness, newiessand Beamish, 2006)

and foreignnesgZaheer, 1995)small firms are discriminated against around the globe in

at least three ways:

First, when small firms approach credit institutions, due to their low rate of survival, they
are perceived as rigkased ventures ubke to repay loans in case of their liquidations. In

the developing countries, the share of Development Financial Institutions (DFIs) in
extending finance to small firms is nominal. In Pakistan, DFIs extended 10% of credit to
SMEs, whereas large firms eggd a share of 88% from financial institutions. On the
other hand, the advanced nations are more prone to prioritise the small sector in credit
facilities. Indonesia allocates 23%, USA 43%, South Korea 47% and Japan 50% shares

for small enterpriseBashir, 2006)
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Second, small firms, due to their liability of smallness fimdignnesgBell, et al., 2012)

are unable to provide sufficient security/eddiral, and resource constraints in developing
countries restrict small firms to a 8@ loanequity ratio. Further, the documentation
procedures in developing countries are more cumbersome as compared to advanced
nations. In Pakistan, exports can be mawdathrough letters of credit through financial
institutions and the documentation/process of the letter of credit is so lengthy, that small
firm owners, having limited resources, usually avoid the process. As an example,
Singapore needs 4 documents tocess an export case, which requires 49 days and US$
456 (per container cost of exports). Similarly in Malaysia, 7 documents, 33 numbers of
days and US$450 are required to process an export case. On the other hand, in Sri Lanka
8 documents and US$ 865 amequired to process an export case. In Pakistan 9
documents, 44 days, US$ 611 per container are required for export shifwierits

Bank, 2009)

Third, small firms are discriminated against by the aforementione¢peisieption and
collateral, and the situation becomes worse when the small firms are charged higher rates
of interest as compared to their larger counterparts. Small and large firms are assessed on
the basis of the five Cs principle of bank lending. They are, character, capacity, collateral,
creditworthiness and conditions. Character is considered to be one of shénmportant
assessment attributes for small and large sector enterprises. Small firms are given a low
ranking in terms of character due to their low survival rate and sudden disappearance in
developing countries. In Pakistan, small firms face an intea¢éstof 15% on business

and export credit loans, while the large sector is charged 10% interest on business and
letters of credit for export purposes. There is for sound small firm policy to be
implemented by concerned quarters for the development of entafprises.

2760(VT HYROXWLRQ WKHRUHWLFDO GHYHORSPH

The economies of scale concept dominated the world trade regime for at least two

centuries. The economies of scale dominated as an acceptable wisdom duriffbgtfe: 19

20" centuries, and until th#970s, the concept of economic success was to build dragon

multinationals such as automobile factories, steel mills and large manufacturing plants
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(Mathews, 2006; Smith, 1776)The small firms were demoted to insignificant roles to
prRYLGH UDZ PDWHU.Lds@igsedVa&s tdadibe@ownd, low incone and
economically backward activities, offering few and probably decreasing opportunities for
UDLVLQJ (TentbRram 20D9: 24)

The psychometric scanning refers to the term used by cognitive psychologists to
investigate any event, process or system of relationship in a systematic pattern
(Mintzberg, et al., 1976; Simon, 1956; Sitkin and Weingart, 1985psychometric

scanning of past literature suggests that there are twondamparadigms in firm
HYDOXDWLRQ LWV OLQN ZLWK D ILUPYV RZQ SHUIRUPD
development. The classical scholarship/PNE scholarship holds the view that the
economic share of multinational enterprises (MNEs) will rise whth dominance of
economies of scale captured by the majority of large firms in the ecofidumping and

Lundan, 2008b; Penrose, 1959; Polyakov, 2005itir776; Townsend, Yeniyurt, and
Talay,2008) 7KLV YLHZ FRQFOXGHG WKDW WKH PRUH D ODUJF
domestic vs. Internationalactivities, the more the firm will be engaged in domestic vs.
international activities. Put differently, the higher the resource combination in
international activities by MNEs, the higher will be the resource generation potential in
international operains and vice vers@oley and Fahy, 2009; Polyakov, 2005; Stienstra,

Baaij, Van den Bosch, and Volberda, 2004; Wiklund and Shepherd,. 2008 stream of

research declared that the share of small firms in gross domestic product will decline
steadily(Beck, Demirg¢-Kunt, and Levine, 2003; Tambunan, 200&\d ultimately this

share, as a source of increasing income and competitive advantage, will become less

reliable.

,Q WKH V. WKH GRPLQDQW YLHZ RI B3IOH[LEOH VSHFLL
work of Piore and Sabel1084), (Cited in : Berry, 1998; Tambunan, 200@hich

replaced the traditional, classical view of Fordist (mass production) by th&andist

approach (Berry, 1998; David, 2005)This research stream was predominant in
introducing preSME behaviour in advanced nations.
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The former research philosophy, which can also be referred to asitgpro-SME
subsidisingparadigm, isconsistent with industrial organisation theories, which generally
support the view that large firms are more effective in job creation, fostering innovation,
poverty alleviation and practive internationalisation. However tm and atcross
countrylevels, this view provides inconsistent results regarding the effectiveness- of pro
SME or preMNE view and its role in profitability and economic development. This
research found no support for their hypothesis that theSpte policies will help to
alleviaie poverty, foster innovation, quality of corporate governance, economic growth
and, subsequent internationalisati®eck, et al., 2003; Berry, 1998; Terjesen and
Hessels, 2009)

Studies exploring the role of firm at cressuntry level and at individual level argued
that the developing natior(8ashir, 2006; Beck, et al., 2003; Berry, 1998; Coy, et al.,
2007)have particular characteristics such as individualism in Taiwan and collectivism in
Japan, which differentiates ém in terms of their capabilities, attitudes and export
orientation. In NIC countries, small firms are dominant in literature and small firms
dominate in such economies. Such firms at individual levels in developing countries such
as Pakistan, Sri Lanka @érBangladesh might adapt the characteristics of independent
firms in Taiwan, but are still unable to grow internationgBeck, et al., 2003; Berry,
1998) Therefore, the crossountry analysis is unable to provide us with conclusive
evidence that any interpretation of crassintry findings will lead to sound policy
implications and subsequent studies. Taiwan and Japan, through the development of their
small enterprises, contribute to economic development, but the poor economies of
Pakistan, Sri Lanka and Bangladesh are istithe trap of the classical economist who
believes that the development can only be achieved througHigEbpolicies.

In developing countries, th@assical/preMNE viewwas more dominant as international
firms transfer technology to local firms to thewn advantage or local firms imitate the
behaviour of large foreign competitive firnfMathews, 2006; Stoian and Filippaios,
2008a; Yamakawa, Peng, and Deeds, 2008)se results support the premise that

financial constraints hurt small firms mo(8aridakis, et al., 2008nd large growing
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firms have easier access to finances thus, ensuring the survival and growth ofriasge fi

in the international arena. The technology imported through collaboration with
LOQOWHUQDWLRQDO SDUWQHUY EHFRPHYV D VRXUFH RI FRP
really mattergAlexander and Korine, 2008; Hutchinson, Quinn, and Alexander, 2006)

as economies of scale can only be achieved through competitive collaboration with a
largescale partner. Thus, mass production becomes a source of increasing profits and it

is perceived that SME subsidisation is of little or no use for developing eweso It is

striking that there is only limited research on this concept (Tab)e

Table 2.6 SME developments: a comparison of classical and flexible literature

Paradigm Focus Policy implications Theories/ level
of analysis
Classical view| Developing XPro-MNE policies FDI theories
countries xCrosscountry data

XPro-SME policies No research so

xndividual country datg far
Flexible Developed XPro-SME policies Modern theories
specialisation | economies xindividual

country data

Source: Author

According to Fayyaz, et al2009) and Haque(2007) very few small enterprises in
Pakistan rely on sophistited technology of international standards, which results in a
wastage of processing material of arouneb8%. The situation is coupled with a lack of
government interest in small firms, as the authorities feel that the entrepreneurship in
large firms ismore useful in boosting economic development. In this effort, the majority
of entrepreneurship development policies of the government of Pakistan, apart from
some recent developments in the form of the Small and Medium Size Enterprise
Development Authoty (SMEDA), the SME Bank and the Khushali Bank, still favour
the classical/prdMNE view or large enterprisggayyaz, Khan, and Mian, 2008; Fayyaz,

et al., 2@9), through the establishment of the Board of Investment (BOI), the Trade

Development Authority of Pakistan, and the Central Board of Revenue (CBR).
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Despite recent developments and new the SME policy of 2007 which helps to promote
SME internationalentrepreneurship culture, the small sector still perceives a lack of
managerial skill in entrepreneurship, actual access to formal/reliable finance, and
corruption at national/ political levels in small firms, as common obstacles to small firm

internationhdevelopment.

The most important drawback in the developing economy of Pakistan is that there is no
formal data available on SME development, nor any proper directory of SMEs and there
is limited research on the concept that whether based on the alassez or on flexible
specialisation, the pr8ME policy or preMNE policy relates to economic growth, and
how an international piSME view can be promoted for the development of economy. In
this respect, this research fill the gap by exploring locatontextspecific, ownership

and cognitive antecedents as a means of identifying the foreign service modefsuccess
growth path for the international development of small firms in the emerging economy of

Pakistan.
2.8 Research focuszsituational aspects

To caclude this chapter, the following section will illustrate how the chaotic and
complex context of the Pakistani environment had a direct impact on the conduct of the
research reported in this thesis. The cultural mix of weanagerial abilities,
infrastiucture failure, thnic conflicts,in-grainedcorruption and global terrorisfound in
Pakistan has a profound effect on the conduct of busirgkswise, the scial, cultural

and behaviouratharacteristics of the countlgave little room for a systematresearch

process.

One of the primary challenges in the research lay in obtaining information about potential
respondents. In Pakistan, there is tamdard industrial classification of exporting SMEs

in Pakistan This posed a number of real pradtiaad logistical challenges. Email is not
widely adopted as a standard form of communication amongst SMEs avedllesged

are in any case,reluctant to use-mail. Not havingcomplete address and contact

details of the owner or export manager offines meant that the researcher had to travel
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extensively, using very poor infrastructure, to make personal visits were needed to obtain

contact information for respondent companies.

Once contact details were collected, the Pakistani context influ¢heathta collection
process. The export managers and CEOs in certain cities in the Baluchistan and Punjab
regionstend to be inexperienced masearch initiativeand the researcher found there to

be a lack familiarity of data collection methods which ammmon in the West.
Mechanisms such aompleing a questionnaire returning it in a graid envelope were
largely unfamiliar. As a result, the researcheneégded taely on multtmethod data
collection (a combination of probability and nrprobability sampling) in a process
including mail survey, nail, dropoff/personal visits.The period of data collection
lasted a period of some nine months and required extensive travel and personalollow
with individual managersThis entire scenaridepictsa complicated process whettee
researcher has to involve friends, colleagues and in particular University students of
different ethnic groups, who are influential in areas of Baluchistan réifjisstrating the

significance of social capital and netwoyks

Furthermore, in theBaluchistan and KhbeéPhaktoonkhaw#here is a deep reluctance to
provide research and financial informatiodue to generalized mistrust ¢ the
financial/taxation structur€such as corruption at gross root leveds)d in research
initiatives. There were a number of consequences for this research. Considerable effort
was needed to reassure individual managdeas the financial informatiorprovided
would be confidential andot disclosed to the tax authorities or utilized ottiem for
research purposes

Such sociepolitical constraintseaxperienced in the conduct of this research illustrate at
the micro level the anstraintsexperienced at the nation level aftendencytowards
inaction stifled innovation and entrepreneuridévelopment. The context is thus highly
complex. This thesis intends to uncover whether tlegnitive mechanisms used by
decision makers to simplify this complexitwill be a source of international

diversification. In sucha context,t is very intersting toexamine theunfolding picture
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of cognitive errorsmade byless privileged entrepreneurs in small firms, where

internationalization is a compulsion not a choice.
2.9 Summary

This chapter presentautcethenographic situation of contexan overview ofthe
Pakistani economy, the state of entrepreneurship in Pakistan and theoretical
developments in SME evaluation. Pakistan, as a developing country, still lags behind the
NICs and even very poor nations in terms of its development in international markets.
This chapter also focuses on the theoretical developments in international market
literature. A review of the literature reveals two broad paradigms. First, there is the
classical paradigm which favours the PMNE view and presents analysis at firm and
crosscountry levels. At cross county level, these results revealed the insignificant role of
SMEs in economic development and the results are not conclusive. At individual country
level, the preSME view is highlighted. One of the significant limitatiorfgtee preSME

view is that the majority of the studies originate from developed nations.

7KH VHFRQG SDUDGLJP UHIHUUHG WR DV HIOH[LEOH VS
focus on the pr&ME role in economic growth. The role of small firmseoonomic
development in both the approaches (classical or flexible specialisation) remains limited

in emerging economies and there is no conclusive evidence about the exact criteria of
VPDOO ILUPVY VXFFHVV LQ HPHUJLQJ HFRORRLEY DQG
helpful in identifying and exploiting international opportunity. This thesis fills this void

by explaining the ownership, location and cognitive dimensions of small firm
internationalisation in general, and entry choice in particuldre ffiext chpter presents

the literature review of the parameters of entry modes
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Chapter 3

Literature review: parameters of entry mode

3.1 Introduction

Academicians, SME managers, entrepreneurs and policy makers are making an effort to
answer the question athy a firm expands its operations rinrodomestic to foreign
operation.Why some firms are quicker in crossing borders and why some firms are
unable to face even domestic competition and disappear without any gtotrito the
economy or socigP If a firm is successful in the domestic marketatv makes it
possible to gain propettility from the right choice of building block/ tool (Entry Mode)

to face volatile competitioabroa® The mode of entry decision is-illefined, complex
process leadig to cognitive biases.hls chapter sheds light on the arguments that the
cognitivevalues represetthe principles for ordering alternativeatry choicesccording

to the timeand cognitivepreferences. Such preferences are bourtdedecisionPDNHU V

limitations and the&ontext in which the entrepreneur is working.

Entry strategy decisionomprises threédistinctive stages. The stag are identification,
developmentand selection of entry choices. This chapaéso reviews the relevant
literature ornthe comparators angaraneters of entry modesThis literature revieweads

to the development of entistrategyand their link with utility of entry decision in the

form of postentry speed
3.2 Stages of foreign entry mode process

Mintzberg, et a[1976: 250)xplained that the strategiecision process characterized

by novelty, complexity andpenendedness. Decision may be categorized by the stimuli
that evoked along a continuum. Decision may be opportunity based, problem/crises based
and complexity/commitment based. At one extremeom@ortunities basedlecisions,

those initiated purely vohtary basis, to improve an already secure situation. Decision
may be problem decisiongevoked by milder pressure) arises decision(where

organization respond to intense pressure). Decision process can shift along the
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continuum: an ignored opportunitamr later emerge as a problem or crises or a manager
can use a crises or problem situation as an opportunity to innovate. Decision may be a
complex/committed business decision. This type of decision develops long term
opportunity for a firm. This decisionsideliberate and the decision maker, after a

comprehensive planning works out a project for sustainability of the organization.

Decision may be classified by solutions; first the solution may be gesmh+made that

is, at the start of the process,aan be developed during the process. Secoustom
madesolution may be developed especially for the solution. Finally, the solution may
combine readynade and custommade feature3 aremaodified to fitparticular situations
(Haynie, Shepherd, Mosakowski, and Earley, 2010; Mintzberg, et al., .19Viéat
constitutes a good decision? Strategists are most often concerned with outcome: a good
outcome means a good decision. Economic psychologist, Wicki28®6:58)taking a
broader view, asserted that while the outcome of the decision is not ignored, emphasis is
DOVR SODFHG RQ WKH 3STh&d aie/thrfetRgeY stridte@didedision R Q

process.

3.2.1ldentification phase

Mintzberg, et al.,(1976: 253)defines decision as a specific commitment to action
(usually a commitment toesources) and decision procesas a set of action and
dynamic factors that begins with the identification of stimulus for action and ends with
specific to actionStrategic decision do not emerge as a simple, linear decision, they do
not present themsas to the decision maker in convenient ways, problems and
opportunities in particular must be identified in the streams of ambiguous, largely
complex and verbal data that decision maker receives. Opportunities, problems and crises
are most clearly distingshed in the identification phase, the decision makers tend to
recognizethat the opportunity or problem is important for the survival of the firm. The
strategic decision making comprises both the exploitation of opportunity and the reaction
to problem ad crises, perhaps the later behaviour more prevalent.

The first step following recognition is the collection of relevant information about the
nature and strength of the international opportunity. This phaselialgoosisthe current
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issue and decision aker start a formal process of investigation. While problems and
crises based decisions, offer an array of partially ordered data, and decision maker found
himself in a situation where heuristics and biases are more attractive diagnosis. The role
of heuridics and biases is almost totally absent in both descriptive and normative
literature. Mintzberg, et al(1976: 254)pinpointed that the opportunities do not requires
much investigatiod there is nothing to correct, only something to improwehile

intense problem and crises may prodtige and cognitive pressurésat discourage the

use of formal diagnosi

Time and cognitive pressure create a cognitive lplasning fallacythat emerges as a
limitation to decision situation, when the decision maker concludes that the
M«H[SHULHQFH LV RIWHQ D SRRU WHDFKHU EHLQJ W\S
compOH[ DQG FKDOOHQJLQJ QDWXUH RI WKH ARiNDa LQ ZKL
and March, 1993b: 96)They end to treat the current situation different, thus isolating it
from the past experiendgahneman and Lovallo, 1993The plans and forecasts of
intuitive judgment are often anchored on scenarios of success rather than on past results,
andthe decision makemay be overlytimid or overlyoptimistic(Kahneman and Lovallo,

1993; Keh, et al., 2002a)ntuition and experienced learning related wibmplex
historical records, memory decady in the form of bounded rationality induces long run
optimal outcome as noisy and confusing. Decision makers notoriously reluctant to give
up such mental models, and the rigidity associated with past events teastéathe time

and scarce resourcg&ahneman and Lovallo, 1993; Liethal and March, 1993b)
Planning fallacyis a result oftwo subthemes; temporal myopia and narrow decision
frames.Temporal Myopi&’is a cognitivebiasnessin which decision maker is prone to

ignore the long run procure in favour of short run outcarNarrow decision framé$is

10Tendency to ignore the long ribevinthal and March, 1993a)

“Narrow decision frames occurs when the decision maker ignores or underestimates objective dimension of decision
making, isolating the current problem wittofn other choices. Ignoring this dimension results in cognitive errors
ZKLFK GHFOLQHYV |L(ArB&nang HadrhB, 20D, @&hHeman and Lovallo, 1993; Keh, et al., 2002a)
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induced in decision making and the firms are forced to subjective planning of their

decision rather to consider objective obstacles

3.2.2Development phase

Mintzberg, et al.(1976: 255)inpointed that, the heart of the decision making process is
the set of activities that leads to the development of one or more solutiondiolenpor

crises or to the elaboration of an opportunity. Development may be described in terms of
two basic routinessearch and desigrsearchis evoked to find readymade solutions or to
modify readymade solutions; design is used to develop cust@de solutions or to
modify readymade ones. The decision maker starts either memory, passive and/or active
search of alternatives. Memory searclhhis scanning of organization or human memory.
Passive search is waiting for unsolicited alternative to approach. Active search is the
direct scanning of alternatives. Thiesigndecision can be narrow down to choose
custommade and those modified to fitedinatives.

The research questions that pertain to decision making in general and entry mode choice
process in particular are those that seeks to search and design the alternatives. Where did
management seek solutions? Were many alternative solutionsosprbpor did
management "satisfice” by taking and testing alternatives one at a time? To what extent
was each step or subroutine programmed. The question specific to international
marketing: How to assess sales opportunities in specific marketing? Wieatwlitites a
market form other markets? What is the best entry mode? How to select overseas
distributors for available entry mode alternatives? How to adopt product for foreign
customers? How joint venture and alliances helps to increase sales &paedsyil,

2006; Kinnear and Taylor, 2003; Mintzberg, et al., 1976: 248)

In search of optimalternatives the decision maker redesign initial consideration of
utility of outcome with respect to resource limitatiqgdenes, 2001; Jones and Coviello,
2005) cognitive limitation/heuristics /bias€Buhaime and Schwenk, 1985; Kahneman,
2003)and strategic limitation. Behaviour decision theory pinpointed that the managers
XVH VLPSOLILFDWLRQ DV 3KHXULVWLFV"™ WR GiH®@HVLJQ V

outcome calculations a managerial biasness in which the decision maker, instead
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considering all the alternatives the decision makers due to cognitive limitations favours
one alternative to others and tries to convince others for this cliGicao, 2011,
Schwenk, 1984)Two subthemes of single outcome calculation identified arference

of impossibility? in which decisiormaker selectively underestimates the negative aspects
of nonpreferred alternativesidjustment and anchorirfgin which the final estimates of
values to a choice are biased towards the initial values. The decision maker fails to revise
these judgements agw data comes i(Baron and Ward, 2004; Schwenk, 1984; Tversky
and Kahneman, 1986)

3.2.3Selection phase

Mintzberg, et al.(1976: 255)pinpointed that the seleoti is logically considered to be

the last step in the decision process: however, because the development phase frequently
involves factoring one decision into a series of sub decisions, each requiring at least one
selection step, one decision process cooldlve a great number of selection steps,
many of these intricately bound with development phase. Selection is typically a
multistage, iterative process, involving progressively deepening investigation of
alternativesScreenings used to reduce a largeimber of readynade alternatives to a
feasible onesgvaluation choicés then used to investigate the feasible alternatives and to
select the final course of action.

Mintzberg, et al.(1976: 259)presented a series of situation to choose final alternative;
the decision can be made by judgment, bargaining and analysis. In judgment the decision
maker mées a choice by using his past experience, his own mind (perceptual
considerations) and situational complexities. Bargaining principal, used by group of
decision makers with conflicting goal system, invites more time and cognitive pressures
in decision maing. In analysis the process of evaluation is carried out by technocrats,
followed by judgment. In this phase the firms try to develop and select an alternative that
provides survival, sustained growth and long term opportunities. The research questions
remains unanswered in final market and entry mode selection process are: How to
prioritize and select final international market? How to overcome the liability of

foreignness? How to choose from available entry alternatives? How to prepare and
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implement méaketing plans? How to monitor performance of foreign subsidiaries and

distributors? How to maintain a desirable sales speed in the international market?
3.3 Strategic value of entry strategy decisions

It is well documented that entry into the international market is the reflection of
FRPSDQLHVY REMHFWLYHV JRDOV UHVRXUFHV DQG D
targeted market through a comprehensive [kstmaroni, 1966; Root, 1994)jLocation

choice is one of the most crucial decisions that MNEs need to make in their
LQWHUQDW LR Q D(Duahmdwy20R) 6 5HdRdvet Mifefnational entrglecision

is described as a process of choosing a mix of several indivich@ugi/market plans in
diversified marketgBrouthers, et al., 2009; Karabulut, 2013; Root, 1994)s believed

that for the most companies the individual decision to invest in a particular market

becomes fruitful, and needs less time, information and cost to enter in subsequent

markets. Aharon{1966: 79)SRLQWY RXW WKDW p« $Q\ EXVLQHVV P

LQYHVWLIJDWH WKH SRVVLELOLWLHYV RI LQYHVWPHQW LQ
not wise to adopt same entry strategy is all markBtsuthers, et al., 2009)s the
response to entry strategies is always different in terms of time and cost in multiple

international market@Root, 1994; Young, Hammill, Wheeler, and Davies, 1989)

In practice the entry strategy requiredecisionson (1) the choice of a target
product/market, (2) the objectives and goals in the target market, (3) the choice of an
entry mode to penetrate the target country, (4) the marketing plan to penetrate the target
market,and (5) the control system to monitor performance in the target market (Figure
3.1). Choice of international market entry cannot be taken lightly in SMEs due to their
small size and resource constraints as compared to their larger countgpedis and

Jones, 2007; Day and Reynolds, 2011; Roper and Scott, .2@@@gtion is costly to
DOWHU DQG DOVR KDV D SURIRXQG LPSDFW RQ WKH
RYHUVHDV LDRuakmaV2e1a:.Mitimust be noted that the screening process
should not be too narrow to analyse the contingency involved and at the same time it

must be sfiiciently viable to exploit first mover advantage in diversified markétse
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utility of entry strategy is the result tinely decisiongnd appropriate diversification is

the first step toward accelerated internationalisation.

Figure 3.1 The elements of entry strategy

Entry
Assessing Designjng the !
products Setting Choosing the mgrketlng plan, —»
and foreign Objectives entry mode. price,
markets. promotion.

Control system:
Monitoring
Operations/Revising.

T

Individual Mental maps

2/

Globalisation Means Entrepreneurial Cognition

Source: Adapted from Root (1994).

There are varieties of approacheglézisionmaking,and an increasingreoccupation of
with cognitive psychologyAharoni, 1966; Ayton, 2005; Cardon, Foo, Shepherd, and
Wiklund, 2012) However thedecision to invest abroad is influenced by disciplines that
are outside psymlogy- particularly fromeconomics/mathematiesdsociology(Ayton,
2005; Braisby andzellatly, 2005; Zahra, et al., 2009Ylathematicians and economists
typically try to find the ideal decisions, but, they often egupnot to be interested in the
guestions of how people actually make decisions

Mathematicians and economists, influenced by transaction cost framework, assume that
decisions are rational/computable and they are made under the condition of certainty
(Aharoni, 1966; Ahmad, 2010; Brouthers, et al., 2009; Buckley and Casson, 1976)
Sociologists psit that a decision is always environmeonstrained and that individual
decision making is influenced by the social norms and the society/context in which the

decision ismade(Haynie, Shepherd, and Patzelt, 2012; Malthet al., 2007; Zahra, et
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al., 2005) Thus the choice and selection of an individual idea/market is influenced by the
interaction ofcognitive preferenceand the experience with a particutardture/context

The decision rationality is more likely to be influenced by facexternalto decision
maker(Nummela Saarenketo, and Puumalainen, 2004; Zahra, et al.,.2005)

International strategy decision is an entrepreneurial phenomenon and subject to
uncertainty and riskBaron and Ward, 2004; De Maeseneire ance®a2012; Morgan

Thomas and Jones, 2009)ndividual preérences are subject to hubriThe
HOWUHSUHQHXUYYVY HJR DIIHFWHG E\ VRFLDO QRUPYV DQG
the strategic decision. The role of entrepreneurial cagnithas been highlighted

(Mitchell, et al., 2007; Zahra, et al., 200&htrepreneurial cogtion js the knowledge

structures that people use to make assessment, judgment, or decisions involving
RSSRUWXQLW\ HYDOXDWLRQ (Mitehell\B¥daritz Fetdat P2002:RT0) DQG J
Zahra, et al(2005) state that while a cognitive approach has its short comings, it offers
multiple benefits that can enrich the literatufghe literature ignores the role of
entrepreneurial cognitioand biasesL Q V P D O Otry imadreficVioiee® and peshtry

speed.

Psychologists argue that decisions are not rational atr@pgreneuridy stableinternal
attributes such as cognitive orientation, proactivity, tolerance to ambiguity and risk
perception are fundamental in decisioakimg (Ayton, 2005; Haynie, et al., 2012; Zahra,

et al., 2005) Decision analysis is the subjective evaluation of the qualityjutdf
outcomé?® Before reaching an outcome, the entry strategy decision in small firms is
influenced byprobabilitiesthat cannot be objectively stated and/or utility of outcome is
influenced by: (1)uncertainty (2) conflicting alternatives(3) time limtations, and (4)
cognitive preferencef the decision maker about the utility of outcofraisby and
Gellatly, 2005; Mitchell, et al., 2007; Zahra, et al., 200%)ychologists assume that the
decisions are more likely to vary from person to person and international strategy, being

iterative in nature needs continuous trial and error for a fruitful outcome.

212U JD QL]DW L RXpDtDstRéyes BB efféctivenésare vieved as reflections of thealues and
cognitive basesRl SRZHUIXO DFWRU YV (HaghbrictK &hdRdsbb, Qaspb1da) R Q |
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6PDOO ILUPVY LOQWHUQDWLRQDO HQWU\ LV ZHOO GRFXPH
how a small firm expands its borders in the presencenckrtainty and turbulent
environment The evolution of investment and entry strategy is an iterative gsogigh
multiple loops(Kaleka, 2012; Root, 1994pecision makers shy away froomcertain
complex control systermnd unproductive small markefBrigham, et al., 2007; Kumar

and Subramanian, 1997/ essimistigpsychological and geographibiaes may emerge

as an elend injected into the evolution proce¢Baron and Ward, ZB; Simon,
Houghton, and Aquino, 2000)Bias or distortion in the decision process can be drastic
for small neophyte firms, as small firms can disappear from globe without any
contribution to the market/society. Aharq&B66)endorses two elements of prejudice in

the foreign investment decision process: first, in the evolution process, executives might
not be willing to retract prior policies; second, a complex organisational structure may

not be able to eate a comprehensive document of decisions and control system.

Recent IB literature has a research focus on dynamic SMEs and international new
ventures (INVs)(Majeed, et al., 2011; Prashantham and Young, 20Wijity of

outcome is highest fatimely decisions [nternationalizing too slowly may mean lost
JURZWK RSSRUWXQLWLHYV EXW LQWHUQPraghaRtiaD@id]LQJ W
Young, 2011: 285; Sapienza, et al., 2Q00@6¥ulting in survival risk and failufgasillas,

et al., 2012; Sapienza, et al., 2008)eedtime), scope(diversification) ancextent(sales

ratio) of international entry by smditms are the three basic attributes researched in new
venture literaturéMusteen et al., 2010; Rasmussen et al., 2010; Sommer,. 2010 is

no consensus concerning the time horizons (initial andegyusy speed) for smallLU P V
LQWHUQDWLRQDO GHYHORSPHQW p7KH-ery ¢pwddQFs WLRQ
particularly critical for the longerm growth and success or failure of knowledged
technology L Q W H Q V L ¥Prhshdr®hidifi and Young, 2011: 27This is why there

exists multiple terminologies suchiastant globgl born global and muliomestic due

to their accelerated movements in tlmernational arena since their inception
(McDougall and Oviatt, 2000; Qatt, Shrader, and McDougall, 2004)

68



Hambrick and Masor§1984) and Nielsen and Nielsef2011: 187)pinpointed that a
GHFLVLRQ  ¢&obriiveU fbdse is made wup ofi (1) knowledge or
assumptions/ambiguities about future events; (2) knowledge of altamatand; (3)
knowledge of consequences/outcomes atthth WR DOWHUQDauksyiH Wirnpu & RJIQ L\
represent the principles for ordering alternatives accordingreéferencef] Cognitive
preferencesare linked with time limitations and appropriate scnegrof the context in

which the entrepreneur is workin@ardon, et al., 2012; Casillas, et al., 201Phe

literature on small firms fails to identify the enduring cognitipeeferences of
entrepreneurs keen to build their international strategy for long run growth. In particular,

the literature says little or nothing about advanced and/or EEs in finding a true solution
IRU VPDOO ILUPYTV HQWU\ E&gRilvE ptefereiigeVKH SUHVHQFH R

This study focuses on the entry mode choices of small firms from Pakistan. In particular,

this study explores the role of cognitiseasesSUHIHUHQFHY LQ VPDOO ILUP
choices. The subsequent sections shed light® ofl) alternatives available to
firms/classification; (2) the measures a firm has to adopt foreatny control
system/comparatoys(3) the criteria of final selectiopArametersin entry strategy

analysis. Finally, this leads to the link between entry stratbgjces and (4¢ognitive

preferenceswhich is the main focus of this thesis.
3.4 Categories of Entry Modes

Choice of a new market plan is always influenced by multiple contradictory forces
(Arregle, Hébert, and Beamish, 2006; Brouthers, 2002% ILUPTVY DOORFDWLRQ R
ard utilisation of its capacity to deploy resousds deemed crucial to explaits value

generating potential in international expansidmit and Schoemaker, 1993; Arraand

De Arroyabe, 2009)There are two schools of thought regarding decision making in

13Small firms have limited entry mode choices/alternatives; section 2.2 distissesegories/alternatives
of entry modes available to firms. The firm entry choice screening process is affected by
varying/ambiguous levels of control, risk, return and resource commitr@ntierson and Gatignon,
1986; Hill, et al., 1990)Section 2.3 discusses the measures/comparators of entry mode dbogratve
preferenceof decision makers depends upon the internal and external forces/parameters working with the
ILUP HQYLURQPHQW 6HFWLRQ GLVFXVVHV WKH OLQN RI V
profitability/outcome.
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international strategy. From aHFR QR P LV W (V if St Uddr8ddtic Wrahket is
sufficient to generate resources, then entry in the international market throuwis exp
remains best. In this stream of research, the FDI theorists argue that, if it is viable to
transfer the resources to the host naticheap labour and economies of sqMataloni

Jr, 2011; Nielsen and Nielsen, 201pyoduction in the host nation allows maximum
resource generatiofDunning and Lundan, 2008b; Hymer, 196Bjom amanagement
perspectivdKumar and Subramanian, 1997; Root, 19%)en a firm wants to enter a
geographical region, there are several modes of entry to choose from. The extant

literature classifies entry mode into three basic generic categories (Bigure

Figure 3.2 Foreign market entry mode options

Source: adapted from entry mode literature

3.4.1Export entry modes

Three aspects of internationalisation, international strategy, international marketing and
international business are interlinkddohanson and Mattsson, 1993iternational
strategy involves the goals of ianfi and its resources available for strategic deployment

(Boehe, 2011; Johanson and Mattsson, 1988; Root, 198t®rnational marketing helps
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to identify and evaluate the target markets, and international business involves the
selection and evaluation of entry choiédetcher, 2011; Johanson and Mattsson, 1988

The choice of entry/market is one of the most critical decisions for a firm, as the choice
PXVW EH EDVHG RQ DQ DVVH \armR profitVpoehtidJoDBM,L RQ TV
Scholes, and Whittington, 2008; Root, 199&xport is the simplest initial form of
international expansiofor inexperiencednovice firms and aprimary foreign-market

entry modeused bysmall firms(Yamin, et al., 2008: 08)7 KH H[SRUW PRGH VHWYV
targets for longerm selection of markets for advanced commitméDena, Hamilton,

and Wick, 2009; Fleury, et al., 2008; Root, 1994)

Discovering international opportunities is an entrepreneurial phenomenon and exporting
is said to the first step towards entrepreneurial suc¢dsses, 2001; Leonidou,
Katsikeas, Palihawadana, and Spyropoulou, 208@)evaluation of exporting literature
suggests that exporting provides the basic knowledge/experien@arygr starters to
remove anxietabout tle availability of bondide opportunity and further development in

the international areng§Cheng, 2006; Ekeledo and Sivakumar, 2004; Johanson and
Vahine, 1977)

Johanson and Mattssor{(1995) and Johanson and Vahlne (1977) analysed
internationalisation as a gradudarned processf increasing foreign commitments.
Johanson and Mattssdh995) pioneers of Network approaches stated that the studies
using the Uppsala model also described this-stage process and its transition to the
VLWXDWLRQ RI WKH pORQ®O\LMQW U Q B&H RDRMANID LRNSRWIW
having fewer less formal relationships with firms abroad (Fi@®8® In the early stages
of international development, exporting helps to give the advantage of first mover and
thereby reduces the risk of Estment Johanson and Mattssd995: 63), by:

xMinimisation of the need for knowledge development

xMinimisation of the demands for adjustments
xUtilisation of the position in the markets of already established firms.
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Figure 3.3 An analysis of the Network model for exporting

Degree of Internationalisation of the Market

L H
L
The Early Starter The Late Starter
Degree of
Internationalisation
of the firm The Lonely International The International Among others
H

Source: Johanson and Matts§988)

Root(1994 :73)PDLQWDLQHG WKDW p7R JR LQWohphyDE RQD O |
overcomeanxiety DERXW LWV DELOLW\ WR FRPSHWH LZDWHUQDWL
‘80) HISDQG WKLV FODVVLILFDWLRQ DQG LQGLFDWH WKDW
ago that the dominance W RGD\fV JOREDO JLDQWV LV URRWHG LQ
ILUVW PRYHU VWDWXV 1 &RFD &ROD EXLOW LWV EUDQG L
world. Caterpillar became the first recognised overseas competitor, and first mover
Matsushita created the Video Home System (VHS), thus becoming the technical leader

in video cassette recorddBartlett, et al., 2008)

On the other hand, a neophyte small firm faces uncertainties/pioneering costs (a first
mover cost later erdnts can avoid), and the liability &reignnesdecomes higtBell,

et al., 2012) if the targeted market or the chosen mode in question is
turbulent/inappropriatéAlexander and Korine, 2008; Root, 1994; Zaheer, 1998ljrect

exporting helps to overcome and contamixiety*, pioneering (first mover) costs, and

4 Anxiety and depression are terms used by cogni8¢\FKRORJLV WV $ VPDOO ILUPTV HQV
comprehensive framework to explore such preferences. Tolerance to ambiguity is an objective term to
explore the cognitive strength of entrepreneur used in this study. Higher tolerance reduces anxiety.
Ainducto-deductive approach of scrutiny has more value in terms of its application to turbulent
environments.
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liability of foreignness by learning through an agéBell, et al., 2012; Fleury, et al.,
2008; Katsikea and Skagas, 2003)

Direct and indirect exporting are primary tools for small firms for international
diversification (Brouthers, et al., 2009; Driscoll, 1995prganisation learning theory
(Johanson and Vahlne, 197&so concludes that the internationalisation process of
small firm initiated with higher export intensity increases the export exploration and
exploitation potential of snflafirms (Brouthers, et al., 2009; Dana, et al., 2009;
Prashantham, 2008)Brouthers, et al., (2009) found that the export intensity and
multinationality of firms is positively associated with theerceived international

performance.

No doubt export is the first step of crdssrder success for small firms, but it suffers
from many drawbacks. Katsikeas, Leonidou, and Mor@#i00) believe thatexport
planning is not determined by the financial performance of a firm in terms of
profitability, sales and growth, but is a function of flexibility, adoptability and is a
managerially proactiveesponse to international markéfsharoni, et al., 2011; Nielsen

and Nielsen, 2011)They further outline that firm s&zand experience are not the basic
determinants but might prove strong stimuli to exports. Researchers in this area tend to
conclude that no doubt export provides higher flexibility but at the expense of reducing
control and loweringprofitability (Anderson and Gatignon, 1986; Hill, et al., 1990;
Kumar and Subraanian, 1997)

Another stream of research exploring the behaviour of knowAgdgesive fims

observed that the exporting does not help small software firms in speedy development
(Crick and Spence, 2005; Fink, Harms, and Kraus, 2008; Jones, Zbek)and Spence

(2005)and Jone%2001)found that the speedy n@equential internainalisation of

small software firms was attributed to technological developmentnabhsorkswith

foreign partners . Others, according to the innovabiased view, argue that neither firm

VLIH QRU D ILUPYV UHVRXUFHV SOB\blm Gat hEldetiwion. Q LQ Wt
PDNHUYV YLVLRQ QHVW Zz&ipdllinG fadtdd @REBAR Hapiv development
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(Brazeal and Herbert, 1999; Elg, Ghauri, and Tarnovskaya, 2008; McDougall and Oviatt,
2000)

One of the importanshortcomings in previous research is that the multinationality
research is dominated by MNE activities or research on SMEs from advanced (ations

g. Annavarjula and Beldona, 2000; Bhaumik and Gelb, 2005; Brouthers, et al., 2009)
while little research is available on multinationality or export intensity of small firms
from EEs and their link with accelerated internationalisation. Styles, Patterson, and La
(2005) commented that there is limited research into the export stimuli of service firms
and they also agreed with and reported that the combination of technology and
appropriate use of capabiliti€¢dlexander and Korine, 2008; Almquist and Lee, 2009)
along with personal interest of top executives are the critical success factors in export

stimuli.
3.4.2Contractual entry modes

In terms of technology transfer or skills, contractual modes e.g. licensing, franchising and
strategic allianceparties(Clegg and Cros2000; Clegg and Kamall, 1998; Driscoll, 1995)
involve norequity association between/among firms at home or ab{Na#os and
Brouthers, 2008; Root, 1994 ontractual modesadifferentiated from exports in terms
of their valuegenerating potentigErramilli, Agarwal, and Dev, 2002; Madhok, 1997)
Licensing, franchising and strategic alliances are major contributors to-cralagon in
smalland largefirms (Gomes, Cohen, and Mellahi, 2011; Légéavarro, Callarisdriol,
and MolinerTena,2013; Young, et al., 1989) icensinghas the benefit of incorporating
an established name in itBrgoing process without a presence in psychicdistant
markets (Erdilek, 2008; Johanson and Wiedersh&aul, 1975) without equity and
without bearing any additional cogtSriscoll, 1995; Root, 1994)Licensing also shares
scarce resources to target additional marketBont any additional inputéDoole and

Lowe, 2008; Jeannet and Hennessey, 2006)

Franchisingis the other form oficensing and is very popular for service firms, as the
franchisor sells the trade mark and franchisee agrees to abide by the rules set by leader in

exchange for a particular level of compensation acceptable to both fatigg and
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Cross, 2000; Clegg and Kamall, 1998; Driscoll, 1998)ernationalicensingand franchising
evidently havea number of features icommon(Clegg and Cross, 20Qdylotivation and
duration of franchising might differ frodicensing The franchisor with the intention of
developing a permanent relationship with franchisee assistbe organisation and
overall management of the ta@Rlegg and Cross, 2000; Root, 199Bpole and Lowe

(2008) asserted that franchising is a steady and predictable stream of income without the
requirement of any excessive investment. Franchising with ateyngstable partnership
carries psychologal involvement, which proves beneficial even in manufacturing
enterprisessOF'RQDOGTV % XUJHU .LQJ DfgsGfosiIVehaiddlsd XOWL QD
franchising as a viable international tdr longrun value generatiofJeanet and
Hennessey, 2006; Young, et al., 1989)

Strategic alliancesire third most attractive contractual mode of entry for both small and
large firms (Gomes, et al., 2011; Young, et al., 1988he analytical psychometric
literature dealing with strategic alliances concluded ti@mtcontract or agreement is
comprehensivéAnderson and Gatignon, 198Bleyer, Wright, and Pruthi.S., 2008nd

the capacity of international alliance depends upon tailored contracts based on trust
(Karhunen, Bfgren, and Kosonen, 2008; Malhotra, 2Q0@jocedural ihteractional
justice(Gomes, et al.2011) compatibility of strategic goal®yung I, et al, 2009; Park,
Giroud, and Glaister, 2009nd joint ownership(Lee and Makhija, 2009; Mas and
Brouthers, 2008)Wiklund and Shepherd (2009) in their study of 319 Swedish SMEs
found that the more a domestic firm was involved in domestic resource exploitation
activity, more the firms were engaged in domestic alliance/acquisition and tieeamo
international firm was involved in resource combination activity, the more the firm was
involved in international alliances. As trdsased contracts avoid dissemination risks, the
cost of monitoring contracts/partner behaviour and ability of knayddadansfe(Byung

Il, et al., 2009; Rahman, 2008; Tse, Pan, and Au, 1997; Wiklund and Shepherd, 2009)

Contractual modes provide valgeeation to small firms but have various limitations.
Contractual modes having low investment riskrga high expropriation riskClaver,
Rienda, and Quer, 2008; Hill, et al., 199@¥s the knowhow transferred to licensees
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might be used for their own benefBhaumik and Gelb, 2005; Madhok, 199%) the

know-how can also be transferred to potential compeffoderson and Gatignon, 1986;

Barney, 1991)Themarketing functiomemains unaffected and uncontrolled by lices

so the real value creation potential of royalty payments and revenues §Aiffarez and

De Arroyabe, 2009; Jeannet and Hennessey, 2@®)le and Lowe(2008: 243)assert

WKDW IUDQFKLVLQJ p«LV FRQVLGHXS$G« BAPRWE YAWAKD\OV KDLWYQ
motivation, time and energy of the people who are investing their own capital in the
buVLQHV VY

Metaanalyses of the alliance/acquisition literature suggest that the big companies falil
due to weak value generation potertiaperational, logistic and strategic synergies
strategydriven limitations (Figueirade-Lemos, Johanson, and Vahine, 2011; Wiklund

and Shepherd, 2009; Wilhas, Round, and Rodgers, 2009everal small firms due to

their confined infrastructure, narrow organisational setting, and overambitious
individua®™® QHHGV p« VPDOOHU EXIIHU WR GHDO ZLWK PLVWD
LPSRUWDQFH WR WKHLU DELOLW\ WR DSSURSULDWHO\
(Wiklund and Shepherd, 2009: 199)he literature on small firms fails to identify the
situational complexities of alliance formations in the presemé environmental
turbulence.The alliance literature both in the advanced a&amderging economies is
deficient in findings answer to a question, whether for a small neophyte firm, strategy
driven, crisesdrivent® and/or personalitgriven alliance is beneficialh particular, the

literature says little or nothing about role of criskewen alliances for international

expansion of small firms in the presence of weak value generation potential

5 McCarthy (2003)in their study of small manufacturing, service and software Irish firms found that,
when the entrepreneurs described their objectives, there was a touch of idealisindnctinents. The
comments of stakeholders suggested that the profit goals of some entrepreneurs were unrealistic. Another
entrepreneur realised that his plans ats¥8 ZHUH XQUHDOLVWLF VWDWLQJ WKDW 3WKI
IBM when you are irthe garageV W\OH RSHUDWLRQ °
18 Crises are the events thhteatens the company survivahotably a currency crises, change in customer
taste, and the change in the preferéndsk-taking mentalityof the entrepreneyMcCarthy, 2003)
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3.4.3Investment entry modes

As firms develop their international operations they rely on open markets and foreign
direct investment (FDIYDana, Welpe, Han, and Ratten, 2008; Driscoll, 1995; Root,
1994) FDI involves higher control and ownership in the form of acquisition, mergers,
Greenfieldand sole venture operatiofong, et al., 2008; Forlani, et al., 2008; Root,
1994) Shared modes of ownership and control include equal or majority\vjeimures.

In depressed markets and with volatile competition, companies most probably choose
their operations through 100 percent share of ownership. Empirical evidence on FDI
endorsed by Young et al(1989: 19)differentiates three basiorims/motivations of
wholly-owned subsidiarie§Bhaumik and Gelb, 2005; Dunning and Lundan, 2008b;
Erdilek, 2008; Tayeb, 2003)

1. Marketoriented investmentstalso known as import substituting investment
where the company replaces exports, wholly or partially, by manufacturing within the

country (although the evidence in fact shows substantial complementarities between
investment and exports).

2. Costoriented investments, usually based on-tmgt labour oother input costs,
with the subsidiary being used to service thdodintry markets or world markets in
general, or to be linked into the global manufacturing strategy of the MNE. This is
sometimes termed export platform or rationalised manufacturing meast

3. Resourceoriented investment. This relates primary to energy and extractive
investments, where the activities of the multinational are vertically integrated from
extraction to perhaps, retailing, as in the oil industry.

High growth, saving and codss the common rational for acquisition and merger
investment strategig®unning and Lundan, 2008b; Tayeb, 20@3)e toa wide range of
differences in national and corporate cultures, the domestic acquisition varies in terms of
their performance and vakgenerating potentialCheng, 2008; Abnson and Houlden,
2005) International acquisitions/mergers having psychic distance aspects involve
serendipity, with uncertain outcomé@oole and Lowe, 2008; Wiklund and Shepherd,
2009) Knowledge and capability augmentation emerge as a source of effective value
creation when a strong, wetlanaged firm takes control overweaeakeror less wel
established riva{Karhunen, et al., 2008; Meyer, et al., 2Q08hieving comprehensive
global reach by the merger of tvamualsis another rationale when both equal rivals
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perceive this merger as a sourdecombined success, e.g. Gla¥ellcome and Smith
line and Beecham as equal rivals, targeted markets for combined value c{Patbs
and Lowe, 2008)

While exporting transfer products, licensing transfer kimw and p  VWURQJHU W
EHWZHHQ WKH WZR SDUWQHUV FKDUDFW (tynay,etGl.E\ D VR
2006: 333 joint ventures ihvestment modes make it possible for a firm to transfer
financial and no#inancial resources to penetrate effectively in the target market
(Erdilek, 2008; Frynas, et al., 2006; Masurel, et al., 2008jge market size,heap

labour/raw material, economies of scale and saving in transportation/custom duties are

the main drivers of FDI that cannot be obtained through exports or licedsiragnz and

De Arroyabe, 2009; Bhaumik and Gelb, 2005; Dunning and Lundan, 2008bal

production also targets the needs, preferences and purchasing power of the customers.
Faceto-face communication between timyesting firm and local distriltors reduces the
contractual risk/costéMasurel, et al., 2009; Root, 1994; Tayeb, 2003)

No doubt Investnent modes maintains higheontrol but at the expensef certain
pitfalls. Joint ventures, international mergers and acquisitions face-aribssal
challenges(Hofstede, Neuijen, Ohayv, and Sanders, 1990; Mead, 2@0%5flicts in
governance structuréBleury, et al., 2008; Sykianakis and Bellas, 208%] finally, the
perception of customers about the neergr acquisition deal affect the future value
creation potential of the new enterpri@@ong, et al., 2008; Doole and Lowe, 2008;
GarciaCanal and Guiller2008)

Empirical evidence presents contradictory results on factors affecting the choice and
selection of FDI mode of operations. Che(2006)indicated that the more specific the

firm assets transferred to the foreign market, the higher the likelihood of its FDI through
greenfield operation. Claver and Qu&005) IRXQG WKDW D ILUPYV VL]H DQ
experience played significant roles in selecting FDI modesntdi Meyer(2008) found

that general international experience favours sole venture operations, while in emerging
economies, partner selection dominates due to idiosyncrasies idvolessdeveloped

markets.
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3.5Measures and Comparators of entry modes

The psychometric literature on entry modes contains a variety of measures and
comparators for entry mode choice. Key measures and comparators in FDI and entry
mode literature include but are not limited Beegree of ownership/contr@nderson and

Gatignon, 1986; Root, 1994; Smith, 2009a; Young, et al., 1989l of resource
commitment(Burgel and Murray, 2000b; Johanson and Vahlb@77) level of risk

(Claver, et al., 2008; Driscoll, 1995; Hill, et al., 199@xibility (Erramilli, et al., 2002;

Lee and Makhija, 20099nd level of fixed and variable co@Buckley and Casson, 1985;

Welch and Luostarinen, 1988 RQWURO UHIHUV pWR DXWKRULW\ RYH
GHFLVLRQ (HID BtLa®,J¥P90: 118)Anderson and Gatigno(l986) described
FRQWURO DV 3WKH DELOLW\ WR LQIOXHQFH V\VWHPV F
operations, cheating pending international activity and misrepresentétinforonation

are major pitfalls, if the parties involved follow their own interests without thinking about
WKH SDUW Q Bucklgy an@d Gassor 1986\VMtigwe, 2006; Young, et al., 1989)

Control of entry operations becomes a cause of strategy revision in search of a possible
viable future outcome (Anderson and Gatignon, 1986). Control involves higher equity

and resource commitment and in the long term, choice of alternative mode increases the
switching cost that has a dominant effect on the-adjkisted return trade offfpung et

a., &RQWURO p«LV D IRFXV RI HQWU\ PRGH OLWHUD
LPSRUWDQW GHWHUPLQ D QMhd&sorkahilvdatighlo986:00Q) GheU HW X U Q
term Riskadjusted return refers to the capacity of a firm to adjust the prdigabfli

outcome with respect to its profits both in financial and-fioancial terms. This is a

tradeoff between control, resource commitments and finally the outcome of international
strategy(Anderson and Gatignon9&6).

Higher control encounters higher international risk and ultimately, a higher level of

resource commitmer{Forlani, et al., 2008; Hamel, Doz, and Prahalad, 1983eping

in mind the tradeff between control and resource commitment, firms try to adopt a

strategy that increases their financial perforneaaad control, and at the same time

minimises their international risk§Ahmed, Mohamad, Tan, and Johnson, 2002,
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Anderson and Gatignon, 198@he entry mode literate refers thislsoasrisk-adjusted
return (Anderson and Gatignon, 1986; Gar€lanal and Guillen, 2008; Gatignon and
Anderson, 1988)

The tradeoff between control, resource commitments, risk and flexibility is of paramount
importance (Young et al., 1989) Perceived uncertainty in entry choice, resource
deployment and psychic cost in this analysis ranges from 0 to 100%. Higher the
perceived uncertainty, the higher may be the psychic and sunk costs associated with
foreign operatios (Bianchi, 2009; Johanson and Vahlne, 197'However, exact
measurement of uncertainty is not always possible due to limited information and the
capacity of the human min(Brigham, et al., 2007; Kumar and Subramanian, 1997)
Greater perceived uncertaingnd risk in international operations needs cognitive
scrutiny of the internal and external environments. Managers perceive that a different
lens should be available to organise cross border uncertainty, resource deployment, and
control vs. risk tradeff (Figure3.4).

Figure 3.4 Comparative control, risk and psychic cost tradeoff

Capital investment
0% (equity participation). 100%

High High

Desired
cognitive
role in
managerial
decision

Perceived
uncertainty

Low Cognitive Scrutiny Low

Indirect Licensing, Contractual Joint Wholly owned
exports Franchising arrangements ventures production.

Methods of international supply

Source: Adapted from: Simyar and Argheyd,(1987: 228)
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Flexible firms are more prone to control costs as compared to controlled organisations
(Fleury, et al.,, 2008; Lee and Makhija, 200¥nderson and Gatigno(l986: 03)

described flexibiLW\ DV 3WKH DELOLW\ WR FKDQJH V\VWHPV DQC
F RV 8ilarly, a fair degree of control is offered by exports, can be switched to higher

level of control and can be supported by direct investments in marketing operations
abroad(Young et al., 1989)

The literature investigating the measures and comparators in entry choices found that a
firm increases its level of commitment when it is able to exploit doosder opportunity
through general and experiential knowled@daudeGaudillat and Quélin, 2006; De
Carolis, Litzky, and Eddleston, 2009; Ekeledo and Sivakun@®4@ An increase in
knowledge and experience increases the probability of resource commitment and
tendency of overcoming the fixed andriable cost associated with unforeseen events
and alien environment abrod@laver and Quer, 2005; Johnson, et al., 2006)re
formalised and controlled organisations found it difficult to allocate resource
commitmens in collaborative arrangemenfdrranz and De Arroyabe, 20Q9¢hange

their systems quickly and control costs associated with unforeseen ¢vehtakov,

2005; Roper and Scott, 2009; Welch and Luostarinen, 1988)

Entry mode with higher control usually carries a higher rikneestment. Unstable

economic, political or legal systems are the basis of-imghstment risk. In a highisk

situation, firms shy away from equity investments as switching cost becomes substantial
(Agarwal and Ramaswami, 1992; Pinho, 200&hderson and Gatigno(1986) argue

that transaction cost analysis suggests that in a volatile environmgéante are better

off accepting o wFRQWURO HQWU\ PRGHV WKH 3GHIDXOW RSWLI
some contradictory empirical findings, e.g. Nakos and Brouthers (2002) and, Pinho
(2007), who found no significant relationship between lower riskgpgian and choice

of a nonequity investment.

Beside investment risk, dissemination risk is one of the other novel issues in entry mode
selection(Brouthers, 2002; Erramilli, et al., 2002yirms seldom agree to share and

disseminate their knoswow, since the reduction in quasints diminishes the value
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generating potential ddnowledge(Brouthers, Brouthers, and Werner, 2003; Hill, et al.,
1990) When behavioural constraints are not restricted by market forces or rule of law,
firms are forced to take contractual risks. Opportunistic bebhawiecomes the basis of
disseminating knovhow to use for their own benefiErramilli and Rao, 1993; Nakos

and Brouthers, 2002; Sharma and Erramilli, 200d)cases of licensing and minority
share in joint venture, the risk of dissemination remains high, and in the case of majority
joint venture and wholwned subsidiary, the risk of dissemination remains low
(Anderson and Gatignon, 1986; Hill, et al., 1990) foreign operationgjoth contractual

and non-contractual modes involve the use of dedicated assets (resource commitment)
that cannot be redeployed to alternative use without loss of (&tcamilli, et al., 2002;

Hill, et al., 1990; Sharma and Erramilli, 2004)

Figure 3.5 presents the economic (cost) comparison of three generic modes: exporting,
licensing and FDI. The fixed cost in exporting depends upon the volume of investment in
the distribution system, but usually remains lower than FDI. However, the eacdasis

due to transportation and tariff payments remain high in exporting as the volume of the
business increases. In contrast, the fixed cost in FDI remains high in manufacturing

ventures.

Figure 3.5 Economic comparison of fixed and variable costs in entry modes
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Source: Adapted from Buckley, PJ and Casson, M (1985).
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To conclude, full equity ownership, sole ventures and wholly owned subsidiaries provide
full control. In the case of a whollpwned subsidiary, the control on temporary activities
may be delegated to subsidiaries, but the actual control remains withrgioeate office

(Hill et al., 1990).Equal partnership and contractual agreements provide moderate
control and minority equity agreements, exports andreetrictive contracts provide a

low level of control. In relation to choice of a particular levelcohtrol, risk and
resource commitment, Tablel3shows the form of modelling process involved in the
selection of control, risk and resource commitments used in prior lite@unear and
Subramanian, 1997; Root, 1994; Young, et al., 1989)

Table 3.1 Measures and comparators of entry modes

Characteristics Exporting Shared modes Integration modes
(Licensing, J.V) (FDI)

Investment risk Low Moderate High

Dissemination risk Low high Low

Return Low Moderate High

Control Low Moderate High

Integration Low Moderate High

Sources(Kumar and Subramanian, 1997; Root, 1994; Young, et al., 1989)

A robust scan of psychometric literature on FDI measures and comparators concluded that
the international dny choices depend not only on resource commitments, but also on the
cognitive preferences of decision makésouthers and Hennart, 2007; Canabal and White

[ll, 2008; Nadkarni and Barr, 2008).iterature has neglected thidndersson and Florén,

2008; Rahman, 200&nd economibased approaches concentrate either on environmental
comparators or on personal demographics in isolafigenzing, Chu, and Kara, 2009;
Herrmann and Datta, 2006; Manolova, Brush, Edelman, and Greene, 2002; Riley, Kalafatis,
and Manoochehri, 2009The strategic behaviour of the firm with respect to cognitive style
should be incorporated in econonrtiased approaches for empirical validation, and this
research need is also recognised(Ggnabal and White Ill, 2008; Dunning and Lundan,

2008b; Young, et al.,, 1989 herefore, this study incorporates the stratdmgbaviour,
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cognitive adoptability and biase R H[SORUH WKH HIIHFasbhohtcQriadl V- R 1 ">

to analyse entry mode selection process of small firms from Pakistan
3.6 Parameters of entry mode

Choice of international supply is dependent on a number of complexities involved and
subject to the application of suitable conditions for transferring ressizapabilities in
extraborder operations(Erramilli, et al., 2002; Morschett, Schrardthein, and

Swoboda, 2010; Pansiri and Temtime, 2010; Young, et al., 188@nstrategy choice

may be matched to any situation; switching entry choice lsedorstantial psychic costs

in that alteration cannot be carried out without profit deterioration and serioutelomg

capability valueerosion (Brouthers, et al.,, 2008; Erramilli, et al.,, 2002; Root,

1994) 01 (VY UHVRXUFH DEXQGDQFH LQ WHUPV RIhBDQDJIHPE
PRUH QXPHURXY GLYHUVLILHG HQWU\ RSWLRQ#&is®&RRW
drain on scarce resourcgollinson and Houlden, 2005)

SPDOO ILUPVY FRUSRUDWH VWUDW H Zbhuntrg BXgdnon BQ@LQJ ZL
consequence of dealing affectively with two forces: (1) internal foffbes resources

and characteristics, managerial competency and attitude); and (2) external forces
(industry and foreign market opportunities and threats). Arranz and De Arr(320@)

pointed out that these forces do not work in isolation and therefore an iategpproach

to handling the crossectional effect on both forces results in successful

internationalisation.
3.6.1Home country screening

A number of pioneering authors have argued thategport behaviour is the first step
towards increased involvement in extegional activities/Aharoni, 1966; Hessels and
Kemna, 2008; Wiedershe#aul, Olson, and Welch, 1978 ome state that pexport
success in domestic market creates a stimulus for international exp@nskiumd and
Sheperd, 2009)Others argue that saturation of the domestic market or fortuitous orders
create a stimuli/responses to environmental pressure, i.e. reextereal stimuli

(Westhead, Ucbasaran, and Binks, 2004 prder fully grasp entry mode complexities, it
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LV XVHIXO WR H[&por bUdhavibw Rorfthe Bary seventies, when pioneers
EHIDQ WR LQLWLDWH WKH G\Q D& InfroleméhEdhd/ waluablellBUP 1V L
theories began to emerge as accepted wisdom. In this effort, linking pioneering
theoretical contributions to more advanced exploration will be very useful to

understanding and evaluating the effect of {wgty speed dynansc

Pioneer sWiedershe#aul, Olson, and Welcfl978)introduced a dynamic model that

ZDV ZLGHO\ DFFHSWDEOH DQG JHQHUDWHG-HJBRUZDN\V F
activities and their effects in further higher involvement (Fegr7).

Figure 3.6 Factors affecting the preexport activities of a firm

A 4 A 4 l

Decision maker [ ¢————| Firmenvironment [¢—» Firm

A A

\ 4
Attention-evoking factors
-internal

-external

A

y

Attention evoked

\ 4

Pre-export information activities

\ 4
Internationalisation

Source: Adapted from Wiedershém-Paul, Olson, andWelch (1978)

7KLV PRGHO SURYLGHG WKH EDVLV RI IXUWKHU GHEDWH
external stimuli/attentorHYRNLQJ IDFWRUV [ILUPVY FKDUDFWHULV\
characteristics (demographics) associated withegport behaviour. In their noel
WiedersheimPaul, Olson and Welc{l978) posit that the decision maker is influenced

by and exposed to different kinds of environmental and firm level atteetioking
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factors during the extreegional expansion procesghis model stresses the pesport
activity of the firms as an important explanation of the start of an international process.
The interplay between the three factors of decision maker, environment and the firm itself
decides the nature and strength of thierdion evoked. This is a twway process and the
demographics of the decision makers, the nature /strength of available opportunity and
alternatives available to the firm decide whether the environment is conducive. All these
pre-internationalisation actities are also based on pegport information activities: the
activities are grouped into three phases.

X Willingness to start exporting

x  Information collection activity

X Information transmission activity
The movement from domestic to international activity, as described by the model, is
GHSHQGHQW RQ WKH GHFLVLRQ PDNHUYV ZLOOLQJQHVV L
HITHFWLYH WUDQVPLVVLRQ RI LQIRUPDWLRQ itaheLVLRQ F
outcomes might result in fostering internationalisatiéiirst mover advantage and
penetration of a target market/country without delay are also influenced by the market
and environmental factors in the home cour(forschett, et al., 2010; Pansiri and
Temtime, 201Q) The home country screening process has multiple facets. Home country
internal facors, such asgost of information/productigmature of the domestic rivals
communications between the kegsource personnednd clarity ofoperational goals
have pivotal role in foreign investment decision prod¢édsroni, 1966; Johnson, et al.,
2008; Root, 1994)

Aharoni (1966: 80)asserted that cost of investigation increases due to four different
conditions in foreign investment decision process. (1) The investigation process being
uncertain and confronted with limited time and resoyrtles business person cannot

afford to thinkof investing in more than 200 countries in the world. (2) Investigations or
information are always carried out or collected at builtheck points, i.e. the sequence

RI LQIRUPDWLRQ JDWKHUHG HYDOXDWHG DQG FRPPXQLH
phDVHVY DVVHVVPHQW LV EDVHG RQ AmkdXh@ mkoHEtionizJ XOHV F
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very crude.... even in the last phase of investigations not all the information that may be
DYDLODEOH LV JDWKHUHG GLJHVWHG DQG ®dRQDD\VHGT
possible friction with priorpolicies @) Final responsibility for information is not
accepted and the final document contains complex and biased opinions of decision

makers, increasing the cost of information.

In screening home market factorsperfectively competitive atomisticindustry in the

home country is more likely to target international markets by lowering commitments
(Johnson et al., 2008; Root, 1994; Young, et al., 198®arket penetration and its
ultimate effect on international operations can be fruitful for estnaler penetration,
initially through exports and gradually through more advanced modes. On the other hand,
large oligopolistic firms are more biased towards production activities; and therefore
create a higher order threat for small rivals. Small firms have to follow the imitation
straegy of the giants to commit higher resources via equity m@Riest, 1994; Young,

et al., 1989)

Home country screening presented in current literature presents two major rationales for
first mover advantage. The traditionalopess theorists rely on gradual increments in
international markets without reliance on Information and Communications technologies
(ICTs), or diversified markets and with considerable psychic distance involved in early
internationalisation(Chetty and CampbeHlunt, 2004; MorgasThomas and Jones,
2009) The rationale behind this logic is that the Uppsala model nestdsrgy domestic
market being sceptical about strategic deysl@nt, and needs tlolance/necessitipr

further developmen{Chetty and CampbeHlunt, 2004; Zafarullah, Ali, and Young,
1997) Such imperatives are logical for experienced firms.

High-techrology firms do not rely ondomestic pushand do not follow a gradual
incremental process. Such firms ignore the psychic distance involved in international
development. There is also the role of planned to informal serendipitous encounter in

international pportunity exploitation. The market is not limited to culturally close

1n atomistic industry, the market forces determine theemstrategy of small firms; therefore small firms
are less prone to remain domestic in intense competitive domestic markets.
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countries(Arenius andClercq, 2005; Crick and Spence, 2005; Ojala, 2008j)s school

of thought also suggests that the +s@guential internationalisan process is the product
of mutual interdependent forcgtemad, 2004; Osarenkhoe, 2009; Rasmussen,, et al.
2010)

Born-global theorists argue that tdemestic marketoes not contribute and as such, the
psychic distance becomes unimportant for dapternational developmeiiArranz and

De Arroyabe, 2009; Chetty and CampHéiint, 2004; Oviatt and McDougall, 1994)
However, paradoxical findings are also reported by {gtobal theorists, e.gChetty and
CampbelHunt (2004) who found that the early internationalised firms also preferred
manufacturing operations, contrary to previous literature which found that the more
internationalised firrm prefer highlycommitted modes(Cheng, 2006; Chetty and
CampbelHunt, 2004; Osarenkhoe, 2009)

3.6.2Target country / Market Analyses

6PDOO ILUPV DUH QRW MXVW 30LWWayetdhdllerngeXtldirQHVYV E
international patiiDimitratos and Lioukas, 2003; Pansiri and Temtime, 20T®)ere are

several alternative methods available to MNEs and SMEs for countmkénsareening.

The entry strategy depends upon the political/economic situation in the host country and
size/growth potential of the target mark®tohamad and Hoshino, 2013pung et al,

1989; Root 1994). The companies that do not get first mover in the potential
international market will lost their edge onompetitors threateimg their growth and

survival (Frynas, et al., 2006)

Firms with lower sales potential rely on exporting, while accelerated internationalisation
encourages small firms to move towards FDIs in their early s{@ietty and Campbell

Hunt, 2004; Jeannet and Hennessey, 2006; Musteen, et al., RERets such as Chan

and India having large populations and different social norms (low price/cheap labour
economy) and therefore it may not be viable to capture thgmlower commitments

(Figure 3 M6LQFH LW LV RIWHQ LPSRVVLEOH WRnOKLIW TXL
has to be focused on the need to ensure that the chosen entry strategy offeteranlong

RSSRUWXQLW\ WR PD[LPL]H SURILWVY -HdRRIQpdand QG +HC
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politically unstable economies bearing a high risk in the case of dywbwned

subsidiarycan be exploited through @perative agreements to capture suitable market

share.
Figure 3.7. Analysis of market/company sales potential
A > A
High
Product
value Switch
Sales
potential
Low
Source: Author Forecasting market/country size

Literature offers contradictory evidence for analysing international risk factors. Welch
and Luostarinen(1988) posit that few firms internationalise in their early foundation
years. Such firms are slow in strategy imperatives, or international risk factors contribute
to their slower international growtffhe traditional process theorists argue that psychic
distance is the basis of international risk fac{dohanson and Vahlne, 1977; Ojala,
2008) In the FDIvein of research the authatsofound support for theinypothesighat

in an environmenof high political constraintsand highe cultural distance firms will
favour a joint venture operation or lower equity modes compared to wholly owned
subsidiariesDemirbag, Glaister, and Tatoglu, 2007; Demirbag, Tatoglu, and Glaister,
2009)

M7KH 5%9 GUDZV DWWHQWLRQ WR réégsurRr®sH ILUP FRQWU!
and capabilities? that are developed, combined and deployed by the

firm, in the process of creating competitive offerings in its current and

SRWHQW L KaleRaD20DNHMW V
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Innovationbased models assume that the small firms are quicker to internationalise
(Crick and Spence, 2005; Jones, 200&anhd refer to hese episodes of rapid
LOQWHUQDWLRQDOLVD W toRdprya panodsdutitgiwidisalesnsublel H
and double again every year and the firm radically transforms from a domestic to an
international focugChety and CampbelHunt, 2004; Rasmussen, et al., 2018uch
bornglobaldo not screen or ignore the international risk factbhss study also found a
negative association between international risk and intentions to qualify for immediate
entry in intertional market¢Acedo and Jones, 2007; Sommer, 2010)

Contemporary process theorists assume aseguential process of internationalisation,
attributed not only to technologygut also toentrepreneurial proves/globahindset
(Etemad, 2004; Osarenkhoe, 200@ternational screeng process is therefore based on
WKH VWUDWHJ\ GHYHORSPHQW RI WKH HQWUHSUHQHXU

of internationalisation.
3.7 Forecasting entry mode and profitability

Small firms, whether they are bogtobal or late movers, take @nsiderable risk as they

decide to enter in the international markéahra, et al., 2005 ahra et al(2005) posit

that the difference in performance arises from the quality of opportunity and modes of
exploitation. Differences in incremental revenues and costs determine the forecasting of
profitability (Root, 1994) Opportunity, mode seip andon-going costs are always

higher in the initial stages of any proposed venture. Targetingcd®iv labour in a

populated country with sound marketing irtittes also boosts the performance of the

venture, along with higher regenerating potentials. To give an illustration,
Volkswagen, to benefit from lowost labour, moved its manufacturing operation of
KLIJKHU SULFHG *ROI FDUV p3R@IRYIE)IURP *HUPDQ\ WR 6¢

In the case of contractual relationships, licensing is generally referred to as a marginal
mode, and does not need any careful deliberation and evaluation of its benefits and costs
(Morschett, et al., 2010; Root, 1999n the other hand, an underestimation of the riisk o
dissemination of knowledge and value erosion potential of capabilities warrants licensing
as a high risloriented venture(Erramilli, et al., 2002) Factors include cost and

90



availability of skills varies across countries. Targeting-tmst, highskill countries can
increase productivity, but ahe expense of the danger of training future ektreder
rivals (Chiao, et al., 2010; Yip, 2008)

Erramilli et al. (2002:190) further endorse this point and arguedd@sionmakersmust
GHFLGH FDUHIXOO\ pZKHQ LW PDNHV VHQVH WR WUDC
franchising (quasimarket mode) and via management service contracts {quasial
PRGH T 7 kmiarkeXidodé carries more value erosion potential as tbashc

[franchisor might also influence and control the working environment.

In forecasting mode choice and profitability, the literature offers contradictory results.
One school of thought argues that domestic and international cooperative modes are more
prone to valueand resourcgeneration potentiglFoley and Fahy, 2009; Wiklund and
Shepherd, 2009) This perspective also applies to small businesses in the high
technology sector, which has endorsed the role of networks along with external screening
as a holistic approadirenius and Clercq, 2005; Crick and Spence, 2005; Ojala, 2009)
Other studies have found an invertedudve or Ushaped relationship between strategy
choices and performan¢Eleury, et al., 2008; Kaleka, 2012; Ruigrok and Wagner, 2003)

No doubt both schools of thought have enhanced oderstanding of strategy choices

DQG WKHLU OLQN ZLWK ILUPYV SHUIRUPDQFH +RZHYF
perspectives suffer from at least one of the following major limitafjpesnidou, et

al., 2007; Yamakawa, et al., 2008)

1. The studies focusheavily on shorterm performance or degree of
internationalisation without shedding light on their sustained rapiditygasy
speed dynamics; and

2. In most studies, no proper conceptual /theoretical framework is used. Lack of
unified methodology resulis a variety of inconsistent, fragmented and conflicting
results, which do not lead to any subsequent development;

3. Lack of proper theoretical models results in weak research and managerial
implications.

4. The strategy literature to date, as discussed in ghevious section, has
predominantly focused on the internationalisation behaviour of small or large firms
from developed to developed and/or developing econorilesever there is a
dearth of literature that sheds light on the development of SMEs frongiege
economies (EE) to (DE) developed economies
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5. The internationalisation literature ignores tloée of entrepreneurial cognitiom
crossborder operations.

38 (PHUJLQJ HFRQRPLHYVY DQG VPDOO ILUPVYT HQWL

Freeman et al2006: 35)SRLQW RXW WKDW p 7KH H[SORLWDWLRQ F
to expand early and rapidly and to penetrate in global segments to protect and exploit
proprietary knowledge and lock in clients as a first mover is the main objective of the

small bornJOREDO ILUPVY ,Q WKH ((V GXH WR ZHDN LQIU
institutions and the presence of legal and moral haZ@rdiso, et al., 2010; Musteen, et

al., 2010) small firms sufferfrom survival threats as compared to their counterparts.
Freeman et al(2006) argue that even in advanced ecoresnreactive small firms are
comparatively weak in terms of managing risk and uncertainty. SMEs typically suffer

from three weaknesses: (1) lack of economies of géatanz and De Arroyabe, 20Q9)

(2) lack of financial and knowledge resourddansson and Sandberg, 2008; Maurel,

2009) and; (3) risk aversion. This leads to an important question. &ewsmall firms

able to avoid failures and obtain first mover advantage in EEs in the presence of legal and

moral hazards?

Grimes et al(2007) SXW IRUZDUG WKH DUJXPHQW WKDW 60(VY LC
born dobal capabilities in the extant literature centres around three categories:

1. J)LUPYV FKDUDFWHULVWLFVY HJ VL]IH SURGXFW FKDL
2. Marketing strategyelated variables (e.g. Rand D)

3. Firm competencies

One of the important limitations associatelwnternationalisation literature is that the

existing strategy literature exploring the behaviour of SMES/MNEs from DE/MDC
(developed economies/more developed countries) to DE and/or EE/LDC (emerging
economies/least developed countries)explains onlyptlogess of internationalisation

based on firrspecific variables or managemertatedgeneral demographidgdohanson

and Vahlne, 1977; Pinho, 2007; Reid, 198@hovationrelated model§McDougall and

Oviatt, 2000) shed light on theote of decision maker but again, the innovati@sed

models, being in their infancy, are not adequately tested, and this model ignores the
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dimensions of environmental and locational motivations in internationalig@mhinson
and Houlden, 2005; Rauch, et al., 2009)

Recently, Wright et al2005)and Yamakawa et al2008)complained that there was no
resSHDUFK H[SODLQLQJ WKH EHKDYLRXU RI VPDOO ILUPVY
DE/MDC, Cell 4 (Figure3.9).

Figure 3.8 Analysis of internationalisation of firms based in EE

Direction of internationalisation
From DE/MDC — DE/EE/LDC From EE/LDC — DE/MDC

Large Cell 1: Cell: 2
Research focus 1 Research focus 2
(Johanson and Vahlne, 197(¥)olberda, (Zou, Fang, and Zhao,

. ) BadenFuller, and van den Bosch, 2003)(Townsend, et al., 2008; Vrontis
Firm size 2001)(Stienstra, et al., 2004Arranz and De | and Kitchen, 2005 Townsend, et al.,

Arroyabe, 2009) 2008)(Erdilek, 2008)

Small Cell:3 Cell: 4
Research focus 3 Research focust
(Bell, 1995)(Crick and Spence,
2005)(Hessels and Kemna, 2008) (No research
;(Osarenkhoe, 2009)-ernhaber and
McDougallCovin, 2009) (MorganThomas
and Jones, 2009)

Soure: Adapted from Yamakawa et(@008)

3.8.1Role of international entrepreneurship and entrepreneurial cognition

Entrepreneurship authors propose that perception, learning, opportunity recognition, and
andytical decision making are the process lens of behavioural research that can shed light
both on people and firm sidgpportunity exploitation(/Acedo and Jones, 2007; Haynie

and Shepherd, 2009Yo clarify the conceptit is worth analysing the basic concepts

given by the original contributors. Lumpkin and De$2001. 431) describe
SHQWUHSUHQHXULDO RU knthKINY pridésBe® and styl&s iHirndswHatD W H J\

engage in entrepreneurial activity. Despite a sound wisdom behind international
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ertrepreneurship (IE), the IE has been criticised as a broad theory that fails to explain the
dynamics of entry mode choice. There is no agreement about the measurement of
constructs which define entrepreneurial orientation as innovative, proactive and risk
taking behaviour on the part of the firfioreno and Casillas, 2008; Rauch, et al., 2009:
762)

Rauch et al(2009) argue that the entrepreneurship field is lagging behind due to the
following drawbacks: (1) entrepreneurship is based on weak theoretical assumptions as
there is no unanimity about the key issues that explains its domainhd® is
inconsistency regarding the results of entrepreneurial constructs, i.e. innovativeness, risk
taking and productiveness, and their effect on firm performance or g{Mutteno and

Casillas, 2008)(3) the entrepreneurship research ignores the locatfects explained

by RBV and the Dunning framework as a figpecific advantag®loreno and Casillas,

2008; Rauch, et al., 20Q9)he conceptual and empirical contributions exploring the role

of EO explaQ WKHLU GLUHFW HIIHFW RQ ILUPVY SHUIRUPDQF
any variable, and there is rmmnceptual or empirical contributiothat sheds light on

60(VY EXLOGLQJ EORFN WRRO IRU IRUHLJQ GHYHORSPHQV

The role of the decision maker is central in IE research. The international back ground of
the individual leads to experience of techniques, knowledge and skills needed to identify
the existence of opportunity. This construct is said to be the driving forgursuit of

an appropriate opportunity, if the opportunity is perceived as bongBaten and Ward,

2004; Herrmann and Datta, 2006) sum, the international psychological miset is not

only able to explore opportunity but | also helpfuidentifying bona fide service mode

for postentry speed evaluation.

(QWUHSUHQHXULDO FRJQLWLRQ LV GHILQHG DV 3 W K H
make assessments, judgments, or decisions involving opportunity evaluation, venture
creation Q) G J U R\MitMdhKIlf Busenitz, et al., 2002: 97kntrepreneurial cognition is

WKH FRPELQDWLRQ RI WZR DWWULEXWHYV p(QWUHSUHQH
interpretation and perception of information by individuals for effective decision making

when comlLQHG ZLWK pHQ\WWKIGKIS et HIQ R200Y) Whie LcBifEept bexnes
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helpful in the analysis of internal and external information for entrepreneurial discovery

and exploitation.

Andersson and Floréf2008)argued that to understand entrepreneurship, it is important

to understand the entrepreneur, but also dbetext in which he/she operates. The

environment generates tingental model$or future strategies, as the basic definition of

HOQWUHSUHQHXUVKLS

G R HV SGIRIWANEdEsSOd ldnNd\WFlordlkK H H Q W

2008 37), and does not take into account the effect of environmental turbulence

associated with SME internationalisatiiRauch, et al., 2009}t is thereforeunable to

explain the complexity involved in SME foreign servicing. Andersson and F{@G48:

38) DOVR FRQFOXGHG WKDW p>6@R

IDU WKHUH DUH QR °

managers in SMEs with an international orievtd R Q § 31D X UH

Figure 3.9 Research exploring the role of human capital/demographics

Focus CEO/Individual/top management Firm/market
- (Cavusgil, 1984)(Bloodgood, et al., 1996) (Hymer, 1960)
c% S (Manolova, et al., 2002)Herrmann and Datta, (Dunning, 19883)
n 8 2002} (Halikias and Panayotopoulou, (Andersson, et al., 2004)
S 3 2003)(Andersson, Gabrielsson, and Wictor,
E IS 2004)(Volery, 2004);,(Nummela, et al., 2004)
c & (Ruzzier, et al., 2007fPinho, 2007)(Riley, et al.,
g g 2009)(Evald, Klyver, and Christensen, 2011)
> [
£ E
w
S o (Johanson and Vahine, 1977
v (Johanson and Vahine, 1990
2 S No contribution so far (Research gap) (Acedo and Florin, 2006)
2 > (Acedo and Jones, 2007)
8 c
(@)
O
(@)

Acedo and Florin2006: 52)SRLQWHG RXW WKDW p RWKHU FRJQLW
LGHQWLILHG LQ SDVW UHVHDUFK L @eh&i@ GhoERVRERQ Z LW
LQFOXGHG LQ VXFK D FRQVWUXFW WR SURYLGH WKH OL
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literature recommends the linkage of environment, EO, and selected cognitive constructs
(Allinson, Chell, and Hayes, 2000; Crick and Spence, 2005; Dib, et al., 2010; Sommer,
2010) In the past research both impirical and archival studiesn developing and
developed economigthe results remain paradoxical and or inconclusRasmussen et

al. (2010) and Chetty and Campbdflunt (2004) found that the psychic distance was
flattened through cooperative arrangements/netw@ksers pinpointed thahanagerial
cognition insmall businessind SMEs favours the use of cooperative arrangments and
service their internatiomacustomers through francimgy and strategic alliances for
speedy developmetns in international mafketedo and Jones, 2007; Dimitratos, et al.,
2003; Jones, 2001)

Crick and Spence examined the internationalisation process of 12 UK SMEs and
concluded that no single theory was ideal to explairetteaborder expansion of small

firms. IE and SME scholar6Acedo and Jones, 2007; Crick and Spence, 2005; Sommer,

2010) KDYH HPSKDVLVHG WKH LQWHJUDWLRQ RI WKHRULH\
provide interesting insights in the investigation of the mode of market servicing and the
internationalisation of valuaddeG DFWLYLWLHYV L QoWds Bimifratds] sfdD U FK
Dana, 2003: 35)

,Q SDUWLFXODU WR WKH EHVW RI WKLV UHVHDUFKHUT\
literature review to date there is no research that sheds light on the role of psycho
cognitive decisions in foreign servicingrocessand postentry speed dynamics. The

Current IB literature focus on demographic general characteristics and they are taken as

a proxy of pychacognitive attitude and behaviour, yet in reality, the psyobgnitive

profiles’® cannot be an alternative to general demographics in understanding the
international involvements of small firm&Jantunen, Nummela, Puumalainen, and
Saarenketo, 2008; Kickul, et al., 200@pgnitive conflicts in national diversity are likely

to affect scanning, interpretation and selection  of relevant information in foreign

18|1He use of demographic measures as proxies for managerial cognitions remains a source of criticism in

upperechelons researdgNielsen and Nieksn, 2011: 191There might be several grounds for this criticism;

PRVW LPSRUWDQW LV p«WKH FRJQLWLYH EDVHV YDOXHV DQG SH

FRQYHQLHQW WR PHDVXUH RU HY HQHanbHR &nl Kdsohy B8& LHFW PHDV XU}
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investment decision procegsharoni, et al., 2011; Nielsen and Nielsen, 2011} « WHQ XUH
and functional background do not have cldS&/ \FKROR JL F D Glab@idk@iRiJ X HV {
Mason, 1984: 196)therefore cognitive diversity is completely different from that of
demographic diversityNielsen and Nielsen, 2011; Zahra, et al., 20@9)aroni et al.

(2011: 138)pinpointed that individual demographics are poor measure of managerial
cognition, and strongly encouraged that researchers to eschew demographic variables in
favour of variables (cognidin ) that are more difficult to measu(@haroni, et al.,
2011)More recent competitivecenarios give rise to the innovative role of the decision
maker. Thereare numbeiof heuristics andiasesthat underpins the strategic decision
making process, but thistudy focuses onparticular biasesthat effects entry mode
selectionprocess.This thesis contributes to current literature in cognitive behaviour in
foreign servicing and posintry speed dynamics as a fitavel analysis.

3.8.2Postentry speedand entrepreneurial cognition

Oviatt and McDougal(1994: 49)define born a global/ international new venture (INV)

ILUP DV ub EXVLQHVV RUJDQL]DWLRQ WKDW IURP LQF
competitive advantage from the use of resources and the sale of outputs in multiple
FRXQWULHVY 2YLDWUW) Dép@ied fouR Kréds @f speedy development

(Table 2.2). In international speed literature there is no consensus about the speed (time),
VFRSH GLYHUVLILFDWLRQ DQG RU WKH H[WHQW UDWL
L Q W H U @bMet &.(PDID;Kiss and Danis, 2008; Musteen, et al., 2010)

H%BXW GHVSLWH QXPHURXV HPSLULFDO VWXGLHYV DQG VR
pace or speed of internationalization, the topic of osty speed is little researched or

X Q G HU Washan®ddm and Young, 2011: 2TRe notion of time is loose in IE

literature, where time generally refers to the discovery of international oppordmaitys

first entry in the international markéOviatt and McDougall, 2005a)Similarly, the

scope of operation is also a subjective terminology and there is no consensus as to how
much diversification actually results in accelerated internationalisation. However, the

ratio of fareign sales to total sales is an objective phenomenon and therefore this study

uses this attribute for international rapiditgostentry speed.
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IE enhances our understanding in speed literature, and besides IE, the Uppsala model
and network theory are #nsively used in understanding the behaviour of shigit
technology firms as mediating or moderating forcdRasmussen, et al., 2010;
Weerawardena, et al., 2007; Zucchella, et al., 20@7jhe EEs ,due to legal and moral
hazards, hybrid structures ameétworkslead to strong expropriation risks/failure and
inimitability is never assure(Musteen, et al., 2010;vatt and McDougall, 1994)Such
impediments do not leave any room for patents and copyrights to be correctly
implemented; therefore knowledge does not remain socially complex and ambiguous.
The most compelling factor is that, due to moral/legal hazaegen in network
relationships, ceperation does not dominate opportunig@viatt and McDougall,

1994)

The development of information and communication technology plays a weak role as a
mediating forcen EEs. Current literature fails to offer a clear distinction between initial
and posentry speed of small neophyte firnfPrashantham and Young, 2011jh
particular literature fails to identify proper moderating or mediating forces forepbist

speed development. In the entrepreneurship literature described above, entrepreneurial
D F W Redefanceis central in international developmemtharoni et al.(2011: 138)
pinpointed that individual demographics are poor measureapiagerial cognition.In

the current speed literatungreferencesare tested with general demographics as a
mediating force, but in actual sense; cognitive preferences are camafding forcein

accelerated internationalisation (TaBl&).

Table 3.2 Categorising the typical forces of speedy developments

Category Typical forces for Contributions
speedy development

Enabling forces Information and (Autio, et al., 200Q§Dimitratos and
communication Plakoyiannaki, 2003(Knight and
technologies Cavusgil, 2004)Dimitratos and Jones,

2005)(Gabrielsson, 2005¢zhang,
Tansuhaj, anticCullough,
2009)(Rasmussen, et al., 203@ommer,

2010)
Motivating forces Domestic competitive (Chetty and CampbeHiunt,
/institutional forces 2009);(Etemad, 2004{Gabrielsson,
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2005)(Dimitratos and Plakoyiannaki,
2003)(Zucchella, et a) 2007)(Thai and
Chong, 2008)Naudé and Rossouw,
2010)(Rasmussen, et al., 2010)
Mediating forces Entrepreneurial (Bloodgood, et aJ 1996)(Etemad,
demographics, 2009;(Gabrielsson, 208);(Dimitratos
experience/orientation | and Jones, 200%Yucchella, et al.,
2007)(Thai and Chong, 200gNaudé
and Rossouw, 201@Dbib, et al.,
2010)(Sommer, 2010)

Moderating forces Networks and learning | (Oviatt and McDougall, 1994Ftemad,
2004)(Zucchella, et al., 200)rhai and
Chong, 2008)jzhang, et al., 2009Dib,
etal., 2010)(Rasmussen, et al.,
2010)(Musteen, et al., 2010)
Coghnitive forces As an enabling force No contribution

The literature is defient in integrating the old traditional FDI models with dynamic
capabilities to explain thentry choiceprocess oémall firms from developing nations. In
SDUWLFXODU OLWHUDWXUH IDLOV WR H[SORUH WKH URO!
postentry speed after a particular entry mode chgoecess Therefore, in some way

this study contributes to IE/born global phenomenon, but mainly it explores the role of
traditional models (integration of cognitive capabilities with the OLI model not tésted

speed literature) in explaining the pesitry speed behaviour of small firms from

Pakistan.

3.9 Summary

This chapter presents the strategic value of entry strategy decision and the role of
comparators and parameters of entry screening process in final selection. One of the most
important limitations of the literature is that it is deficient in explaining #ntry
screening process of small firms from developing nations. Another limitation of the
literature is that it does not explore tl@tcomeof entry selection in the form of
accelerated ent®y/postentry speed.

3UHYLRXV UHVHDUFK K Ldetmodrabkive s W/ dty Bizaybitvel gldodl
mind setLQ 60( LQWHUQDWLRQDO GHYHORSPHQW ZKHUHDV |

demographics characteristics explored in literature are ambiguous, inconclusive, focus
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heavily on descriptive conceptualigsm and ignore the context in which small firms

operate. Cognitive diversity is completely different from that of demographic diversity.

This study will be unique in nature in that it exploresaffect of cognitive limitations in
strategicdecisionmakingand its subsequent affeict the form of posentry speed. To
this end, this thesis explores the role of ownership, location and cogmithaamtage
small fir P | Vtetn&@ionalpostentry speedlevelopment The next chapter presents the

review d entry mode theories.
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Chapter 4

Literature review: Entry mode theories

4.1 Introduction

The internationalisation of small firms is an idiosyncratic phenomenon, as small
resourcestarved firms try to create value chain activities throsgfhreliance or through
collaborative arrangements. Both strategic choices can help to achieve first mover
advantage: the first, if the business principals integrate with certain logics (previous
policies/theories); and the second, if the qualified deduction fronsdie®ning process
matches with the cognitive preferences of the decision maker and they start to perceive
certain logics as a viable strategic choice. This chapter presents a mviesearch
domain ancentry mode theorieelatedwith behavioural anda@nomicdomains To this

end this reviewpinpoints the major limitations of past empirical contributions. This
analysis leads to the identification of a gap in the IB literature, in particular as regards the
role of entrepreneurial cognitiagnored in foeign servicing and posntry speed.

4.2 Research domain

Three aspects of internationalisation, international strategy, international marketing and
international business are interlinkddohanson and Mattsson, 1993iternational
strategy involves the goals of a firm and the resources available for strategic deployment.
International marketing helps to identify and evaluate the target markets, and
international business involves the selection and evaluationtiyf éhoicedecision This

is the main research agenda of this thesis. A robust scanning of internationalisation
suggests that here are two dominant paradigms that explain the international behaviour of
cross border outward movement of firms. These dneHconomic decisioibased
approaches or market imperfection/failure paradigm and; (2) evolutibeaapioural

approacheswhich include thalliance paradign(see section 6.2.1, Table 6.2).

There are many facets to the decision making process; thearadigms are influenced
by economics, sociology and psychologihe economics field of researcheither
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QHIJOHFWHG WKH UROH RI WKH 3@lgbavhRe) &. 2DWY)vhikh WKH H C
they deemed not particularly fruitful, or assumed managers veti@nal and welt

informed in decision makingSociologists SRVLW WKDW HQWUHSUHQHXU
environmentally constrained and influenced by past experi@daedon, et al., 2012;

Zahra, et al., 2005) This paradigm was influenced by the s$tgge process of
international decision making. Later born global theormiggested that accelerated
international strategies are led by entrepreneurs with strong track résmidat and

Cavusgil, 2004; MorgaiThomas and Jones, 200Jhis paradigm introduced the role of

a type of small firm dynamifirm, the international new ventures (INVS), referred to all

those small firms and Small and medium size enterprises (SMEsS) who start their
international operation since their inceptivicDougall and Oviatt, 2000; Oviatt and
McDougall, 1994)

This paradigm suffers from various limitations. Decision makers abpein an
international businessulture where decisions are often far from certainty and
agreement, as they involveibris, egos and chaddcKenzie, et al., 2009; Zahra, et al.,

2005) This line of res UFK IRFXVHV RQ H[DPLQLQJ WKH UROH F
experience, while neglecting the dimensions of unrest, uncertainty and unpredic¢tability
(U-U-U-complexity) in future decisions. These limitations lead to misleading results (see
section 2.7). Further inappropriate methodologies (see section 6.2.1) failed to lead to
logical theoretical developments.

The entrepreneurial decision making procissinked more with cognitive psychology

(Ayton, 2005; Braisby and Gellatly, 2005; McKenzie, et al., 2008) the
entrepreneurship literature, the link of cognitive psychology with entrepreneurial
intentions(Cardon, et al., 2012) HQWUHSUHQHXULDO G HdfdohalitRe@ SURFH"
WKH HQWUHSUH Q HRrigharR, LeV &). H2DQF H Shehver Vet Gcott, 199his
misrepresentation of entrepreneurial personality is due tauharal diversity in the

world regions,wide rangs of complex methodologies the nternational business

The UUU complexity is a term derived frofMcKenzie, et al., 2009)who describes the decision
process as a complex process creating cognitive dissonance and unrest for all those who arénitivelved
decision making process. UUU complexity is a major source of creating cognitive biases in foreign
investment decision process.
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context, and disjoint hypothesis from theory building process. Previous research has

offered only an inadequate explanation of the entrepreneurial decision process, leading to

distinctive fields

First, the behavioural paradigmappeas more interested in examining the role of

previous international experience, demographics andfmgnitive determinantsof

entrepreneurial behaviogBaron and Ward, 2004; Bloodgood, et al., 1996; Brigham, et

al., 2007; Mitchell, Busenitz, et al., 2004s discussed before Day and Reynq@i311)

argued that the entrepreneursispassociated with behaviour and action not in traits.

Again, the role of cognitive approaches is striking and cognitive approaches have their

roots in sociology and psycholog§&upta and Muita, 2013; Mitchell, et al., 2007; Zahra,

et al., 2005) Psychologists argue that cognéidecisions are not rational and might be

misled by cognitive adaptability and internal preferences such as proactivity, tolerance to

ambiguity and risk perception. Decision is not only influenced by cognitive adoptability

but also byHeuristic thought coJQLWLYH SURFHVVLQJ WKDW LV JXLGI

W K X P E€odnifM@ biasegArslan and Larimo, 2011)

Second, in thalliance capitalism paradigmthe entrepreneurshigsearch focused on

entrepreneurial orientation in firm level decision making process to explore the proactive,

innovative and riskaking behaviour of the firm, but neglecting the role of context in

which the firm operate¢Kropp, et al., 2008; Lumpkin and Dess, 2001; Moreno and

Casillas, 2008) This paradigm also neglected the stégge process and was more

inclined to argue that the international process wasseguential in nature, leading to

accelerated internationalisation. No doubt international entrepreneurship (IE) enhances

our undersDPQGLQJ DERXW D ILUPYV H[SRVXUH WR WKH LQWI

domain of IE appears to have dissuaded scholars to adopt proper framework of

investigation (see section 2.8.1).

How small firms expand their intentional operations in a turbulent environment remains

an underresearched area and has significant research and managerial implications.

Aharoni et al.(2011: 138)UHFHQWO\ SLQSRLQWHG WKDW pu7KHUH L

external factors may influence patternsnmeénagerial cognitiorwith respet to entry

mode decision EXW FRJQLWLRQ DUH QRW VSHFLILFD®O\ H[SOI
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SDUWLFXODU LQ D VPde&son td dakretherd@inbeen RoR€sehrch that
LGHQWLILHV D tahl® peydhoBdiceH Qrafxrénhtard their link with utility of
outcome (posentry speed). The role of cognitiselaptable preferencésis highlighted.
Managerial cognition is rationally bounded and is influenced by the context in which
small firms operate. Entrepreneurial cognitive preriees of the entreprenéQardon, et

al.,, 2012) when integrated with recognising opportunity, results in entrepreneurial
succesgButler, Doktor, and Lins, 2010; Herrera and SaneBenzalez, 2013) The
cognitive approach allows the interaction of rational and-mational elements in
decision makingZahra, et al., 2005: 136)

The literature is deficient in integrating the old traditional FDI models with dynamic
FDSDELOLWLHYVY WR H[SODLQ VPDOO ILUPVY HQWU\ FKRLF
of enduring cognitive preferences borrowed froognitive psychology/entreprenéair

cognition to explore the role of ownership, location and cognitive adoptabilétgd

rigidity in entry mode selection process and gargty speed dynamics of small firms

from Pakistan. In sum, th@domainof this research falls into both the economacsl

behavioural paradigms to contribute to a holistic approach of enquiry into the nature and
FDXVHV RI VPDOO ILUPVY HQWéahirnspek€dHFWLRQ SURFHVYV DC

For small firms, international rapidity has both growth and failure consequences. Late
enWU\ FRPSDUHG WR FRPSHWLWRUV DQG RU pWRR OLW
opportunity and first mover advanta@jderrera and Sanché&zonzalez, 203; Sapienza,

et al.,, 2006) +RZHYHU WKHUH LV-\DSiG6BD®@Y HHRD XWVRHY RU WKH u
VPDOOQHVV QHZQHWVBelDa&) &., PR12;H L1 hdQBeamisth, 2006)ght

lead to fatal risk of failre/survival (Prashantham and Young, 2011; Sapienza, et al.

2006) This study explores the role of ownership, location/environmental and cognitive

Entrepreneurial cognitive preferences include: cognitive orientation, tolerance to ambiguity, proactivity,
cultural cogiition and risk perception: such attributes are vital in cognitive entrepreneurial process
(noticing opportunity, acting on opportunity, successful international entrepreneurship) in small firms
operating in turbulent environments.
ZCogntive adptability is a mutifacet term, the is borrowed from emotional intelligence (El), metacognition
and cognitive psychology. This refers to dynamism and -ssglilative and flexible tendency of an
entrepreneur to sense the opportur({i@ardon, et al., 2012)The cognitive rigidity are the cognitive
biase#heuristicsthat effects the decision making process.
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biases in the entry mode selection phase of small firms from Pakistan. In the entry mode
selection phase the cognitive biases are explored through phenomenological approach
and is triangulated with quantitative methods to explore the role of cognitive adioptabi

in postentry speed behaviour of small firms. By measuring-pasty speed, this thesis
intends to explore thetility of entry mode choice in the form of the speed of sales
development, to some extent a performance outcome, which is certainladdoeal
perspective, but overlaps with the economic paradiffext section presents the

overview of both behavioural and econarthieories of internationalization
4.3Entrymode DQG VPDOO |ltHedti®sY VSHHG

The pioneering doctoral thesis by Hyn{@©60) contributed to explaining the rationale

behind MNE foreign production activities. FDI theory explains that market imperfections

in the shape of exchange rate disequilibrium, market failures and economies of scale are
the bases of international producti¢Buckley, 2011; Hymer, 1960; Mtigwe, 2006)

Foreign modes of entry such as exporting (direct or indirect), contractual arrangements or
joint ventures have not been the subjects of the main investigations carried out by FDI
scholas (Buckley, 2011) rather they have been more concerned with answering the
guestion as to why an MNE might establish a foreign operéBaokley, 2011; Mtigwe,

2006) The main theme of FDI theory is the exercise of control and monopolisation of
power through management, technology and access tdbl&ngsources. These
contingencies become a source of competitive advantage when the local market becomes
XQVXLWDEOH IRU WKH H[SORLWDW LP): RI) FMKtHeol RSSRU'
posits that control and monopolisation of power are desirable and profitable when
HYDULRXVY HQWHUSULVHYVY DUH RZQHG DQG FRQWUROOHG

However, FDI theory was criticiseRQ VHYHUDO JURXQGV u7KLV PD
DSSURDFK ILWWHG ZLWK DQ LQWHUH \YBucklep,\20H1.GR)LYHQ PF
According to Dunning and Rugmaf1,985: 229)p1R GLVFXVVLRQ Rl WKH &RDV
WKH ILUP FDQ EH IRXQG LQ +\PHUY +\PHUTYV WKHRU
imperfections while ignoring #hinternalisation of transactions or other associated costs
in the foreign operations. Further, Hymer ignores the effect of locapenific
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advantage and government policy on the FDI deci@umning, 1988a; Dunning and
Rugman, 1985)

According to Welch and Luostarin€h988: 34) the early market imperfection theories

ignore the stages that a firm has to go through before making a final degocig®ploit
crossERUGHU DFWLYLWLHV )XUWKHU HDUO\ VFKRODUV Z
explaining the spread of multinational corporations, and assessing their impact, with an
HPSKDVLV RQ WKHLU IR UHWe@hlad\LtbstavifkeH, Qa88:B3HWLY LWLHV

A breakthrough was introduced by Aharoni (1966), who introduced the concept of the
international cros®order activity of MNEs as an investment procéskaroni, et al.,

2011; Dimitratos, et al., 2011)Aharoni describes uncertainty, risk of failure, and time
and resource constraints as fundamental barriers in thegriorevestment decision
process. He also highlights strong interest by one or several executives, a strong
outsourcing proposal, and fear of losing a current markehitiating forcesin the
investment decision process. Similarly, a strong market, attdis of technology, and
capitalisation of knowhow, together with an indirect return to lost markets are contingent
auxiliary forcesin the investment decision procdgdaroni, 1966; Aharoni, et al., 2011)

Theories of international businefBuckley and Casson, 1976; Dunning and Lundan,
2008b) particularly the literature related to entry mode ch¢iell, 1996; Root, 1994)
have emphasised the effect of fanajor constructs: countrgpecific, industryspecific,
productspecific and firmspecific factors. However, the drivers of the selection of a
particular mode of entry in MNEs in general and SMEs in particular (due to their small
size and resource limitath) remain inconclusive. This study acknowledges four
theoretical backgrounds used by international business scholars regarding entry mode
choice: transaction cost theory and its extensigBsickley and Casson, 1976; Coase,
1937) internationalisation theory (Johanson and Vahlne, 1977;Johanson and
WiedersheimPaul, 1975) the OLI (ownership, location and internalisatiorijamework
(Dunning, 1988b, 1995)and theresourcebased view of firmgBarney,1991; Penrose,
1959) Each of these will be considered in turn in relation to entry mode selection.
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4.3.1Transaction cost theory and its extensions

The branch of internalisation theory known as transaction cost theory is the most widely
used theory in eny mode literaturgChiao, et al., 2010; Islam, et al., 2011; Jiang, Chu,
and Pan, 2011)he basic premise of transaction cost is to internalise the complex value
adding activities as a compensating advantage to reduce the liability of forei¢fdekkss

et al., 2012; Chiao, et al., 2010; Zaheer, 199%)de seup, and recurrent fixed and
variable cost¢Anderson and Gatignon, 1986; Mtigwe, 2006; Williamson, 1975)

Trarmsaction cost theory, focuses on the role of the three facésiet specificity,
ambiguityandfrequency of transactioas the basis afeciding internalisatioadvantage
(Buckley and Casson, 1976; Chiao, et al., 2010; Mtigwe, 2086)a cutoff point to
decide the levedf internalized activities, marginal revenue should always remain above
the marginal cost of transactigAnderson and Gatignon, 1986; Erramilli and Rao, 1993;
Jones, 1996; Karabulut, 2013ntry modes are assessed by the value of resource
commitments and equity ownership and byléwel of control(Chiao, et al., 2010; Dong,

et al., 2008) According to the internalisation theory, three tymé costs, mode sep

cost, recurrent fixed cost and recurrent variable cost, are the function of choice of equity
or control in international entrfAnderson and Gatignon, 1986; Buckley and Casson,
1976; Islam, et al., 2011)

Asset specificityrefers to the loss of assets when they are utilised in alternative
transactiongBuckley and Casson, 1976; Williamson, 19788set specificity is the most
commonlycited transaction cost variable in most empirical studig®uthers, 2002;
Chiao, et al., 2010; Palenzuela and Bobillo, 199B) & D and/or advertising intensity
are the most common meassiiused for asset specific{§routhers, 2002; Brouthers and
Nakos, 2004; Palenzuela and Bobillo, 199erceptual measures such as service,
technological and human specificity are also used in numerous s{Bdoeghers, et al.,
2003; Chiao, et al., 2010; Erramilli and Rao, 1993; PalenaradaBobillo, 1999) The
empirical literature contains mixed, often contradictory, findings and it remains
inconclusive. While Erramilli and Ra¢l1993) Chiao, et al.(2010) Brouthers and
Brouthers(2003) and Brouthers and Nakd2004)found support for their hypothesis
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that higher asset specificity is positively associated with higher control modes, this
hypothesis was not supported by another stream of reggétohart, 1991; Islam, et al.,
2011) which found that R & BEintensive firms/firms with highly prajpetary assets did

not show a greater probability of choosing W(Bslios and Beamish, 1999; Hennart,
1991, Jiang, et al., 2011)

Ambiguity/uncertaintys the second most important dimension of transaction cost theory
and refers to the uncertainty due to opportunistic behaviour on the part of either party
(Buckley and Casson, 1976; Islam, et al., 2011; Mtigwe, 200@3re are two types of
ambiguity, external and internal uncertainty. A ratalysis of previous literature
endorsed by Zhao et #004) suggests that previous studies used two constructs to
measureexternal ambiguity (1) country risk (including, but not limited to, size of the
market, industry growth, perceived political and economic stability and market growth
potential(Demirbag, et al., 2007; Demirbag, et al., 2009; Islam, et al., 2011; Jiang, et al.,
2011) and (2) cultural distancéBrouthers, 2002; Brouthers and Brouthers, 2003;
Contractor and Kundu, 1998; Luo, 2001)

The absence of uniformity in the methodologies has leohdonclusive results and
widesprad criticism, endorsed by Drogendijk and Slange@f06) WKDW +RIVWHG
(1984)DQG 6FKZDUW]TV FXOWXUDO GLPHQVLRQV IDLO \
in national cultues(Harzing, 2004; Kim and Gray, 200Bubsequent efforts to deleop

more rigorous measures have attempted to respond to the call from more recent scholars
such as Harzing (2004) and Tihanyi, Griffith, and Rus§20l05) to develop more

cultural capability dimensionsAs a result, scholars with an interest in cognitiuéture

capability invented two new cultural capabilities, i.eulture intelligence(Earley and
Mosakowski, 2004; Earley, 200@nd cultural competencgJohnson, et al., 2006;
Muzychenko, 2008) To date, the empirical literature is lacking in measures of these two
dimensions. One of the contributions of this thesis contributie igesting of cultural

cognition in entry mode choices and pestry speed.

The second type of ambiguity, relates itmternal uncertainty in measuringthe

performance of contracts. Previous studies utilised a variety of measures to assess
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internal uncertainty, such as number of international experiences as a proxy of reduced
uncertainty(Cheng, 2006; Ruzzier, et al., 2007; Sommer, 20&@0number of foreign
opemtions or number of years of sales in the foreign coyteyios and Beamish, 1999;
Hennart, 1991; Lo, 2001) Again, there is mixed empirical evidence regarding firm
experience and absence of uniformity in measuring cultural distantbors such as
Gatignon and Andersori1988) and Hennart(1991) found that the experience was
negatively associated with joint venture entry modes, witihers found there to be a
positive associatio(Cheng, 2006; Ruzzier, et al., 2007)

Frequency of interactiors the third construct used to decide the level of fixed or variable
costs for internalisation of transactions. A large volume of transactions is justified to
higher fixed or variable costéBrouthers and Hennart, 2007; Chiao, et al., 2010;
Williamson, 1975) The empirical literature is deficient in providing sound evidence that
frequency of interaction as &geptual measure helps to choose a contraaualjuity
based modéBrouthers and Brouthers, 2003; Brouthers and Hennart, 2007; Erramilli and
Rao, 1993)In general, firms facing contractual risks such as the cost of making a risky
contract, and the risks of dissemination of knowledge, or of losing service valls{s
quality, will avoid entering a particular county, or ultimately, a4@source commitment
might be offered Anderson and Gatignon, 1986; Brouthers and Nakos, 2004; Erramilli
and Rao, 1993)

In sum, transaction cost theory holds that lower asset specificity (use of assets in multiple
transactions)increased intensity of opportunistic behaviour on the part of a third party
and the higher cost of interaction (contracts) will be associated with low equity and
control modegBrouthers and Hennart, 2007; Chiao, et al., 2010; Hill, et al., 1990; Nakos
and Brouthers, 2002)

Despite widespread application of transactomst theory, it has numerous limitations.
Mtigwe, (2006: 11)SRLQWHG RXW WKDW u WKH WKHRU\ LV EDV
for internationalisation of the firm when in reality market success @ay®at role in a
ILUPYV GHFLVLRQ WR LOQWHUQDWLRQDOLVHY 7UDQVDF\
SURGXFWLRQ PHFKDQLVP WKHUHIRUH D ILUPTV LQWHUQ
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external market failure or factor costs. High reliance on molsijc advantage increases
social costs and creates shimmm compensating advantage rather than sustained
competitive advantagéltaki, 1991; Madhok, 1997)This theory also neglects the
institutional constraints, ownership and locatgpecific advantageg¢Dunning and
Lundan, 2008b)and excludes netransaction benefits; therefore, the actual costs
associated with ambiguity, frequency of interaction anttyechoice remain uncertain
(Anderson and Gatignon, 1986; Zhao, 2005)

4.3.2Internationalisation theory

Theories of FDI and other econonbiased theorieBuckley, 2011; Buckley and Casson,
1985; Hymer, 1960have contributed to the examination of foreign production and
internal cost mechanism of MNEs. This means that the internationalisation behaviours of
small firms in general and their entry choice artgular, have been largely ignored by

FDI theoristgCollinson and Houlden, 2005§DI theories have also failed to explain the
role of the decision maker and the complex dynamic procébsgpseirade-Lemos, et

al., 2011; Fletcher, 2011; Itaki, 199%hatsmall businessesncounteto analyseor when

they actually want to start foreign operation.

In order to fill this gap and address complexities hitherto neglected, and to forecast the
foreign involvement process asmall businesses an@ 0 (V yBan procesbvased

theory of internationalisation began to take rd¢bigueiradeLemos, et al., 2011;
Johanson and Vahlne, 2009; Karabulut, 2013; Mtigwe, 20Q6jeoretical dimension

more rigorous than its predecessar explaining the role of MEs foreign expansion
DFWLYLWLHYVY HPHUJHG DV DFFHSWHG ZLVGRP DQG ZDV
foreign expansion procegdohanson and WiedershelPaul, 1975; Young, et al., 1989)

The Uppsala school in Sweden contributed to the development of -atatgpmdel,

which has becomewelNQRZQ DV WKH SHVWDEOLVKPHQW FKDLQ" ™ VF
The rational is that Uppsala model is a process model that explains how small and large
firms expand their operation in international markets. The past results show that the

Uppsala modal can be fruitfully applied to both small and lager sectors to explain the
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complexities of process of foreign expansi@gndal and Elbe, 2007; Arranz and De
Arroyabe, 2009; Bell, 1995)

Johanson and Wiedershelaul (1975) in their pioneering work, conbuted to the
WKHRU\ RI WKH GHYHORSPHQW Rl 60(VY IRUHLJQ H[SDQ\
recognised by the international business world as a sound, applicable process for SME
internationalisation behaviour. In their case study of four Swedisis finamely, Sandvik

AB, Atlas Copco, Facit and Volvo, they described four basic stages of international
involvement:

No regular exporting

Exporting via independent representative (agent)

Sales subsidiary and
Production/Manufacturing.

X X X X

The Nordic school spestage model, or the Uppsala model as it is also known, describes

D ILUPYV LQWHUQDWLRQDOLVDWLRQ D @sgchit@igtddde,PRGH F
covered over a period of time through a gradual process of learning and knowledge
development{Johanson and Vahlne, 1977; Johanson and Wiedersteai 1975) The

bDVLF DVVXPSWLRQ RI WKH LQWHUQDWLRQDOLVDWLRQ S
domestic market and that the internationalization is the consequence of a series of
LQFUHPHQW D @Qohéniddn Lavidl RMigdlefishePaul, 1975 :306 Firms have a

tendency to initiate foreign operations in nearby countries having a similar culture and

behaviour to their own.

The first step in the international process described by Johanson and Wieddtabgim
(1975)is that the firm makes no commitmentsrésources due toomplexities /psychic
distanceand lack of the basic information needed for ekiweder expansion. In the
second stage, the firm is able to identify sales potential through preliminary knowledge of
the market acquired from reliable soesc The third and fourth steps in the international
process refer to higher resource commitments due to the availability of controlled

information about marketing and sales channels.
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The Uppsala model went some way towards covering shortcomings of préwoues

WKDW LIJQRUHG WKH ILUPTV VSHFLILF DGYDQWDJH LQ WK
language and culture, and the factors preventing the flow of information between the firm
DQG WKH PDUNHW ZHUH UHIHUbabGtiovs Bf imarnatenalisatidnF G LV W
WKHRU\ IXUWKHU GHILQHG SV\FKLF GLVWDQFH DV WKH |
IORZV RI LQIRUPDWLRQ E H{dbBahsbQ ahd WrRdEQePad, D7 H W
:306). This model also reported thaogether with psychic distance, market potential and

market size also influence decisions as to internationalisation process and entry mode
choice. Overall, Johanson and WiedershBaul (1975) found negative relationship

between psychic distance and sales subgidistablishments, while agency relations and

sales subsidiaries both were influenced by the size of the market.

Hallén and WiedersheiwRaul (1999) further refined and developed the role of psychic
distanceand developed the network theory of firms. They offered three different
measures of psychic distance.
xinte-rILUP GLVWDQFH ZKLFK GHQRWHV SV\FKLF GLVWD
as they defined psychic distance as a difference of perception.

xIntra-firm distance, which denotes the psychic distance between any two actors in
each of the organisations, i.e. the differences between the perceptions that different
people in the same firm have of the same issue.

xInter-country distance, which denotd®etpsychic distance between two countries,
i.e. the difference between the perceptions that foreign and by domestic
businesspeople has of an average firm in a country.

Inter-country and intefirm differences are the consequences of differences in laaguag

in business cultures, and in communication and technology standards, and lead to
mistrustful relationshipgHallén and WiedershewRaul, 1999; Islam, et al., 2011)

Hallén and WiedershekwRaul (1999) further analyses led to the development of the
FRQFHSW RI WKH UROH RI SV\FKLF GLVWDQFH LQ D IL
towards the developmeat dynamic model of psychic distance (Figdr).

The initial stage of contact results in purchase if the buyers and sellers are able to

overcome their perceptions resulting from differences in language, business culture and
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technical standards. Psychiistéince will decrease as informatisharing and trust lead
to the diminishing of intecountry and intefirm distances(Hallén and Wiedersheim
Paul, 1999; Islam, et al., 2011)

Figure 4.1 Interaction and psychicdistance

Source: Hallen and Wiedersheaul (B79).

Further development and refinement of the pioneering work of the internationalisation
process was carried out fyohanson and Vahlne, 197 dpohnson and VahIn@977:

306) extended the model tOrganizational Learning TheonDQG DVVHUWHG WKDW
important obstacles to internaRQDOLVDWLRQ DUH ODFN RI NQRZOHGJI

Figure 4.2 Organisational learning approaches.
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If a firm decides the target market for expansion, the experiential knowledge determines

the level of resource commitment in thedigin operation (Figuré.2).

The obstacle of psychic distance in deciding the target market and lack of knowledge/
resources are covered in a gradual process of incremental steps referred to as the
SHVWDEOLVKPHQW FKDLQ ™ DQG L Qakied) uDWagWw H[SDC
different modes of entryJohanson and Vahlne, 1977; Karabulut, 2013; Sharma and
Erramilli, 2004) (1) indirect exports; (2) direct exports; (3) sales subsidiary and; (4)

wholly-owned subsidiary.

Studies utilising internationalisation theory in entry mode choice have focused on the
transferability of international operations through the establishment chain, taking into
consideration the host market characteristics, (psychic distance) inv@edd 1995;
Erdilek, 2008; Fleury, et al., 2008; OjaRQ08) Studies such as Erdil¢R008: 754)and

Ojala (2008) confirmed that both SMEs and MNEs used outward foreign direct
investment as a source ofimulative learning to expand their international operations,
first in psychically close countries, as predicted by stage theory, towards more intensive

internationalisation.

Erdilek (2008)in his study of eight MNEs in Turkey, found that the MNEs followed the
stepstage model. Initially the MNEs preferred majorityyned joint venttes with local
partners, to minimise uncertainty armsflartup costs and to cope with bureaucratic
costs/obstacles. In the latter stages, when the benefits of JV were exhausted, they
acquired full ownershipf foreign affiliates through Outward Foreign Oitdnvestment

(OFDI) and/or Brown Feld FDI. This study also reported that the bulk of OFDI was in

the central Asian republics. As all of these countries are geographically and/or culturally
close to Turkey, this confirmed the stsfage application of Uala model. Similar
findings are reported by Oja{@008)

However, there are numerous contradictory findings. For instance(188b)found that

small software firms did not follow progressive developments in entry choices and
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DUJXHG WKDW p« bOO VWDJH WKHRULHV LV LQ WKHLU X\
dynamic, interactive and frequently ndmear behaviour 7KXV QHLWKHU WKH
WKHRU\ QRU WKH 3QHWZRUN" DSSURDFKHV IXOO\ H[SODLC
72). Similar findings are reported by Jones (2001). Young, Dimitratos, and (2808,

34) also proposed that bogiobal firms and high technology firms do not follow the
incremental proposition of the stage theory and that such firms from their inception

LG LV UH Jdohh&tivtmatkét ifsvour R LQWHUQDWLRQDO PDUNHWVY €
al (2006)carried out case studies of three Australian {gdotval firms and confirmed the

absence of certain steps in the incremental process. This evidence shows tgaildabrn

firms do not follow all thesteps of a stage modahd theyproceed in international

marketswithout any incremental order.

Despite the wide spread application aadognition of the incremental process in foreign
expansion, the internationalisation theory has been criticised on a number of grounds.
According to Sharma and Erramilli (2004), the theory fails to explain comprehensively

the location and ownership advagé dimensions of entry modes, nor does it and
HH[SODLQ WKH FRQWUDFWXDO Breatz aMdRDeQAbytPQOS)X UH P R (
guestioned the validity of the incremental mental model on two bases: (1) The model fails

to account for théogical senseof the nternational process as it does not explain how a

firm initiates this process; therefore, an alternative framework is needed for international

new ventures; (2) the theory originated in the 41®d0s; therefore, due to rapid
technological innovation, theonditions described are no longer valid to assess whether

the process will work in this age of information overl¢@diatt and McDougall, 1994)

Fleury et al (2008) reported that the Uppsala model fails to explain the
internationalisation behaviour of high technology firms, &séhfirms do not follow the
gradual incremental process of international operations. Although the literature on the
Uppsala model offers various conceptual and longitudinal explanations, the Uppsala
model as a single theory, fails to explain the behavajusmall firms. Therefore, as
argued by Young et al (2003), greater integration of this theory with other theories is

warranted. Freeman et @006) point out thatthe stage model also ignores bgiobal
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inward strategies (bringing foreign suppliers products into the domestic market, i.e.
reseller alliances). Such strategies are uspdSMEsand borrglobal firms to bring
products into the home market to resell onte and foreign markets during an economic
downturn or when there are high costs associated with home production. The application
of the step model to inward connections and resall@nces represents a gap and
gathering diverse evidence from variousumtries could be a fruitful area for future

research.

4.3.3The OLI model

The ownership, location and internalisation (OLI) framework, sometimes referred to as
theory but more often known as the MNE FDI framewd@bunning and Lundan, 2008a,
2008b) attempts to explain the determinants of foreign direct investment (production)
decisions by MNEgMataloni Jr, 2011; Rasiah, 201Hccording to the OLI model (also
known as the eclectic they) the equity/control of FDI or entry mode selection is the
function of three advantages: (1) ownership advantage; (2) location advantage and; (3)
internalisation advantage. The OLI framework combines concepts from the resource
based view (firrspecific) institutional (location), and transaction cost (internalisation)
theoriegBrouthers and Hennart, 2007)

Ownership advantage refers to the unigue resources of a firm that are capable of
providing it with sustained competitive advantg@einning and Lundan, 2008\ akos

and Broutherg2002) argued that the firm equity mode choice or control depends upon
the value sacrificed on account of tséer of ownership position and mobility in the
market. If the firm feels that ownership advantage will be disseminated by transfer of
know-how to a third party, leading topmssibleloss in the value of capabilities, the firm

will prefer norequity invesients(Anderson and Gatignon, 1986; Erramilli, et al., 1997;
Islam, et al.,, 2011) $ ILUPTY YDOXDEOH RZQHUVKLS UHVRXUFHV
experience (both general and specific) and; (3) ability to innovate and produce
differentiated products, viewed as ownership advantages, have been the basis of past
researcl{Ekeledo and Sivakumar, 2004; Li and Meyer, 2008; Pinho, 2007)
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Scholars exploring the effect of size and international experience have found a positive
relationship between ownership advantage (firm size and international experience) and
the choice of full control modéAnderson and Gatignon, 1986; Ekeledo and Sivakumar,
2004; Li and Meyer, 2008)There are also a few contradictory findings regarding firm
size/international experieafR & D intensity and full control modes (e.(Rinho, 2007)
Authors have also reported some inconsistent evidence with respect to international
experience/R & D intensity and found that greater international experience/R & D
intensity may lead to on-equity mode choices (e.gErramilli, 1991;Hennart, 1991,
Kogut and Singh, 1988)

Location advantage is the second buildingchl of the OLI frameworkDunning and
Lundan, 2008b; Mataloni Jr, 20117 key determinant of internatial expansion,
location advantage hamsarket growth potentialEconomies of scale and building strong
relationships with foreign governments with the aim of exploiting marginal costs and
benefits are other effective international expansion drigggarwal and Ramaswami,
1992; Pinho, 2007; Root, 199/esearch in this area (locational antecedents) has tended
to concentrate on growth potential and foreign investment risk. Brouthers and Nakos
(2004) stress that international expansion together with benefits of profitability and
growth, also carries #oreign investment riskUnstable political, economic and legal
international environments may restrict high commitments in the international market
(Dunning, 1995; Erramilli, et al., 1997Host government attitude, control of foreign
assets and favourable government policieanternationatrade regulations are sources

of a reduction in international riskerceptions. Studies examining locational effects
found that a firm will favour an entry mode with higher commitments for high market
growth potential and lower investment rigiésgarwal and Ramaswami, 1992; Pan and
Tse, 2000; Pinho, 2007Nakos and Brouther§2002) found SMEs perceiving high
growth potential tended to favour high committinenodes of investments. Similar
results were found b{Pinho, 2007)

However, earlier work also reported inconsistencies in locational determ{ivategoni

Jr, 2011) Partial support for such an hypothesis were found by Agarwal and Ramaswami
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(1992)for a firm entering in higlgrowth and having a high investment risk. Pifk007)

and Nakos and Brouthef2002) IRXQG QR VLJQLILFDQW UHODWLRQVK
perception of lower investment risk and high commitment modes of investments. More
recently, in§itutional dimensions such as corruption, ethnic tensions and expropriation

risk (locational institutional determinants of FDI) have been adopted by scholars for
incorporation in the OLI frameworfDunning and Lundan, 2008a; Stoian and Filippaios,

2008a)

The third building block of the OLI framework is th@ernalization advantagef a firm,

which stems from minimising the cost associated with external resource acquisition and
thereby replacing and reducing the internal transaction and control costs. The venture
sharing mechanism should avoid the bureaucratic costs associated with cdivit@sac

DQG SDUWLHYV LQYROYHG VKRXOG QRW IHHO p« WKDW RC
DQ HPSOR\HH >V XEV LGéeDast) @8I RISW KuifabiReWakaHdd Hetween

adopting an internal control mechanism within the firm and sharing resources and skills

with foreign affiliate results infruitful ventures (Agarwal and Ramaswami, 1992;

Brouthers and Nakos, 2004)

Brouthers and NakoR004: 2) FRPPHQWHG Whd BoVEelgct LebtRy Vnodésl that
EDODQFH WKH DGYDQWDJHV RI LQWHJUDWLRQ ZLWK WKH
modes are preferred if the managers are unable to ascertain environmental uncertainties
and if costs on entering a contract are Hi§barwal and Ramaswami, 1992; Nakos and
Brouthers, 2002)Ruzzier, Hisrich, and Antonci@006: 481) D V V H U WAHAtEcedeRKtD W |

to market internalization is a process of information gathering and assessment, through
ZKLFK PDQDJHPHQW GHWHUPLQHYVY WKH EHVW IRUHLJQ HJS

The OLI framework isconsidered to be a sound rationale for MNE international
SURGXFWLRQ EHKDYLRXU ,WV DSSOLFDWLRQ WR VPDOO
To date there have been only two contributions exploring the role of OLI in SME entry
mode choicgBrouthers, Brouthers, and Werner, 1996; Nakos and Brouthers,, 20(P)

WR WKH EHVW RI kioKlétige thérdd ExistE Kdd @nfpiical contribution that

explores the role of managerial cognition in SME entry mode choice.
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Fleury et al.(2008) argue that the OLI framework carries four major limitations: (1) it
FRQFHQWUDWHY DOPRVW H{tMIeX (2) sit@tic ehgracidr dbHds not

play any role in explaining the information edge, learning and knowledge development
effect on the firm or on the markéfndersson and Florén, 2008)3) it lacks on

explaining ceoperative arragements in international strategies and; (4) it ignores the
UROH RI WKH GHFLVLRQ PDNHUTV QRAhHepsso and/Ror&DNH D |
2008; Itaki, 1991)Jansson and Sandbe(g008) argue that FDI theories do not allow

for investigation of the impaaihce of network relationships in SME entry mode choice;
therefore, the role of the international dyads and tffaBBUH DOVR GHILFLHQW LQ

FDI framework.

4.3.4Resourcebased view of the firm

The resource basedew was developed by Penrod®59) WR H[SODLQ ILUPVY FRP
position as a compelling effect of resource exploration and exploité@biao, et al.,

2010; Zhan and Chen, 2010§DI strategies such as mergers/acquisition and joint
ventures with partners augment the resource generation potentiad datee premise

RI 3BHQURVH "HUQHUIHOW(TYV SLRQHHU WKHRU
explained the value of resource development with respect to the valpeodict
development $QDORJRXV WR HQWU\ EDUULHU SQ EGXRWHUYVR A
D UHVRXUFH KROGHUYY GHIHQVLEOH PHFKDQLVP HPHL
introducing a resoureproduct matrix, Wernerfelt (1984) stressed the need for portfolio
investment in multiple markets, initially through sequential entry in tbal lmarket and

finally by its exploitation in the international arena.

A combination of early snapshots of the resotyased view led to the emergence of the

most widely acceptedesourcebased view of firmgRBVF), introduced by Barney

(1991) According to Barney, firms make their resources unique by increasing the stock

RI DYDLODEOH UHVRXUFHVege® 6f diffikuty id aedquiFgHMW<deW R UV

% From a Network perspective, establishment point in foreign market network are defined as entry nodes,
dyadsdirect relationship  with  customers/suppliers and trdadérect relationship  with
agent/distributor/WO%EIlis, 2011; Jansson and Sandberg, 2008)
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resources (immobility). He further argues that these resources are valuable and non

substitutable in the market.

Barney improved his own model in 1998 and his new framework replaced the old VRIN
(valuable, rare, imnitable and norsubstitutable) criteria with VRIO (valuable, rare,
inimitable and organization) criter{@arney and Wright, 1998)n this advanced version
Barney and Wright (1998) argued that resources should be unique, but the firm must also
be able to exploit these resources to gain sustained competitive advantage. A further
refinement of this view was adopted by contemporahpolses and a unified view of
dynamic capabilityemerged as accepted wisdd@@hiao, et al., 2010; Zhan and Chen,
2010) Sustained competitive advantage was referred to as the function of combination of
resources and capabilities (managerial kimw, organisational routines), previously
achieved through industrial barriers and internal-tmst mechanismgAmit and
Schoemaker, 1993; Sharma and Erramilli, 2004; Td&sano, and Shuen, 1997)

According to Erramilli et al.(2002) resources LQFOXGH puDOO DVVHWV R
processes, firm attributes, information and knowledge controlled by a firm that enable it

WR FRQFHLYH DQG LPSOHPHQW VWUDWHJILHYV HIILFLHQW
unique so that they amapable of generating multiple outputs when deployed in different
locations. Capabilities refer to the combination of resources that create higher order
competencie$Grant, 1991; Madhok, 1997The capabilities are firrapecifc advantage

and include technical, managerial and financial kinmw. They are drawn from unique

historical and sociallgomplex ambiguity and tacit knowledge makbem difficult to

imitate (Amit and Schoemaker, 1993; Erramilli, et al., 2002; Madsen, 2013)

In organization capability framework the choice and selection of entry mode depends

upon the capability transfer and in some sabe control itself is unable to determine the

strength of choic€Erramilli, et al., 2002)Madhok(1997: 400 UHIHUV YDOXH pLQ W
the potential rent generating abilities of an asset or kboRZY ,I1 GXH WR RSSRU
behaviour location or ownership effectsellthances of erosion of value is high, it will

result in greater proclivity towards naollaborative mode@Vadhok, 1997; Sharma and

Erramilli, 2004).
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Based on Uppsala model the RBVF and its extension, the dynamic capability view, the
research in this area concentrates on firm specific resources patrticularly the firm size and
experience is commonly investigated antecedents of resource/capabilityrt{@ista

and Chen, 2003; Delios and Henisz, 20@}rlier researchers also utilized RBVF to find

that the wshape relationship (low and high level of experieriaedurfull control mode
(Erramilli, 1991) More recently another research stream found that the firm specific
resources, firm size and international experience is positively associated with full control
modeg(Claver and Qer, 2005; Ekeledo and Sivakumar, 2004; Li and Meyer, 2008)

A new direction of research on RBVF and capability exploitation examines the role of
dissemination risk on mode choice. Hill et #1990) proposed that due thigh
dissemination risk the capability exploitation becomes difficult in strategic alliance and
joint venture operations. Tan, Erramilli, and Lian¢2001) analysed the role
dissemination risk oPDQDJHPHQWTV VWUDWHJILKR2MRIdDEYW (UUDP
Erramilli, and Agarwal2002)found that due to dissemination risks the possession of
capabilities lead to choice of the managementicercontracts over market modes
(franchising). Bruce Kogut and Zand@992,2003)proposed that when the capabilities

are distantly relted the firms chooses to develop internal cost mechanism or rely on
joint ventures. On the other hand contrary to this QRe08)in their study of Japanese
subsidiaries contrasted the acquisition and Greenfield investments. They found that
capability procurement is a significant predictor of full rather than partial acquisition.

4.4 Synthesis of entry modeiterature

)', DQG HFRQRPLF EDVHG PRGHOV H[SODLQHG WKH UDW
activities. Beside FDI models early main stream entry mode theories describe the
international expansion as a gradual incremental process. The theories includ Uppsa
model (Johanson and Vahlne, 1977; Johanson and Wiederdtamitp 1975)
internalization theorie{Buckley and Casson, 1976; Coase, 1939onomic based

theories; likg(Dunning, 1981, 1995 nd RBVF(Barney, 1991; Penrose, 1959)
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During the last two decades the entry mode research contributehtiy firm-specific,
produd specific, industry specific and country specific antecedents for international
servicing. Transaction cost theory attracted greatest attefi@8ronthers and Brouthers,
2003; Chen and Chen, 2003; Tsang, 20@®me contributions integrated institution and
RBV theory with transaction cost theo(Brouthers, 2002; Chen and Chen, 2003)
Brouthers and Hennat2007)and Canabal and White I{2008)in their recent literature
review articles concluded that the application of RBV, particularly the dynamic capability
view (Teece, et al., 19973} fairly limited in entry mode literature. The antecedents of
entry choices examined empirically lades but not limited to:

Firms sizg(Cheng, 2006; Nakos and Brouthers, 2002; Pinho, 2007)

CEO characteristicHerrmann and Datta, 2002, 2006; Ruzzier, et al., 2007)
Cultural distanc€Brouthers, 2002; Chen and Hu, 2002; Pinho, 2007)
International experiencgheng, 2006; Claver and Qu&f05; Erramilli, 1991;
Li and Meyer, 2008)

Asset specificity and ambiguitChen and Chen, 2003)

X Innovation/R & D (Agarwal and Ramaswami, 1992; Nakos and Brouthers,
2002)

X X X X

x

Table 4.1 presents the empirical contribution and major limitations of entry mode
theores. The metanalysis of entry mode literature suggests that there is no research
that explores the role of entrepreneurial cognitive capabilities along with environmental

factors in foreign servicing.
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Table 4.1 An assessment of existing entry mode theories and models

Theory Contributions X Major limitations
Transaction cost (Coase, 1937(Williamson, 1975) x Limited application ability with respect tammplex
theory and (Buckley and Casson, 197@nderson multidimensional choices of entry mo@&nderson and

its extensions

and Gatignon, 1986}jGatignon and
Anderson, 1988fHennart,
1991)(Erramilli and Rao,
1993)(Hennart and Park, 1994} se, et
al., 1997)(Hennart and Larimo,
1998)(Delios and Beamish,
1999)(Palenzuela and Bobillo,
1999)(Burgel and Murray,
2000a)(Delios and Henisz,
2000)(Meyer, 2001)Luo,
2001)(Brouthers, 2002)Chen and Hu,
2002)(Brouthers and Brouthers,
2003)(Brouthers, et al., 2003Brown,
Dev, and Zhou, 2003Chen and Chen,
2003)(Tatoglu, Glaister, and Erdal,
2003)(Brouthers and Nakos,
2004)(Tsang, 2005{Dong, Zou and
Taylor. 2009){Chiao, et al.,
2010)(Jiang, et al., 2013)slam, et al.,
2011)

Gatignon, 1986; Zhao, 2005)

X lgnores transactional characteristics of complementary
assets, location and ownership advantages in firm
internationalisatiofDunning and Lundan, 2008b;
Hennart, 2009)

x Transaction cost themselves are ambiguous and diffic
to measur@Hennart, 2009; Zhao, 2005)

x Neglects the institutional regulations, excludes non
transaction benefifAnderson and Gagnon, 1986; Huang
and Sternquist, 2007)

x Limited applications for the managers in practice as it
ignores connection with corporate governafitieao,
2005)

Uppsala model

(Johanson and Wiedershekaul, 1975)
(Johanson and Vahlne, 197{Bell,
1995)(Brouthers, Brouthers, and
Werner, 2000 Burgel and Murray,
2000a)(Delios and Henisz,

2000} (Rasheed, 2005Blomstermo,
Sharma, and Sallis, 2006%il, Nakos,
Brouthers, and Brouthers, 200@®ease,
Paliwoda, and Slater, 200¢&rdilek,
2008)(Fleury, et al., 2008Ojala,
2009)(Boehe, 2011}Ellis, 2011)

x Fails to explain the location and oenmship advantage
(Sharma and Erramilli, 2004)

x Ignores the importance of INV and technology based
bornglobal firms that do not follow step stage
procesgCrick and Spence005; Fleury, et al., 2008;
Jones, 2001)

X The stage model also ignores the bglwbal inward
strategies (reseller alliances) during economic down
turn(Freeman, et al., 2006)

OLI model

(Dunning, 1988ajDunning,
1995)(Dunning and Lundan, 2008a)
(Agarwal and Ramaswami,
1992)(Brouthers, et al.,
1996)(Brouthers, Brouthers, and
Werner, 1999)Pan and Tse, 2000)
;(Brouthers, Brouthers, and Werner,
2001)(Luo, 2001)(Nakos and Broutherg
2002)(Pan, 2002)Tsai and Cheng,
2002)(Tatoglu, et al., 2003 Roberto,
2004)(Ruckman, 2004{Meyer,
Nguyen, Down, and Vietnam,
2005)(Somlev and Hoshino,
2005)(Pinho, 2007)Stoian and
Filippaios, 2008gjGarciaCanal and

Guillen, 2008)(Rasiah, 2011jMataloni

xOLI framework is exclusively MNEentric FDI model
(Fleury, et al., 2008; Hennart, 2009)

x OLI model ignoes the role of institutions in entry and

location choiceHuang and Sternquist, 2007)

xFails to explain the dynamics of internationalisation
process and role of situational contingency surroundin
the decision makgAndersson and Florén, 2008; ltaki,
1991)

xOLI ignores thdransactional characteristics of country
specific/local complementary asggétennart, 2009)

xOLI model is static in nature, ignoretiole of learning
and knowledge on firm/ market behavi¢kleury, et al.,
2008)

xIgnores the role of, collaborative agreements, networks
dyads and triadglansson and Sandberg, 2008; Sharma
Erramilli, 2004)
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Jr, 2011)

Resource based
view and its
extensions

(Wernerfelt, 1984)Barney,
1991)(Madhok, 1997) (Contractor and
Kundu, 1998)Burgeland Murray,
2000a)(Chen and Hennart,
2002)(Erramilli, et al., 2002)Dev, et
al., 2002) (Brown, et al., 2003jChen
and Chen, 2003)Ekeledo and
Sivakumar, 2004{Claver and Quer,
2005)(ClaudeGaudillat and Quélin,
2006)(Rasiah, 2011)

Cont; p102
xResource heterogeneity is based on tautolog
assumptions, ignores resource value change overtimg
it is difficult to measure and manipulate resource taed

heterogeneitfPriem and Butler, 2001)
xValuable and inimitability terms are obsolete, hayv
unclear boundées resulting in lack of specificity an
disjoint model(Hoopes, et al., 2003)
xFirm capacity is beyond the scope of ownership advant
it is not justified to ignore situational contingen
surounding the decision maker, capacity of collabora
agreements and location ahtage§&Zhao and Decker
2004)

According to Dunning1995)the original version of his OLI theory and other economic

theories were based on market failures and capitalism embeddedness proved dominated

by MNE FDI research process. Therefore #darly version of OLI framework was unable

to explain the joint venture modes and intricacies involved iropmErative modes

SDUWLFXODUO\ LQ 60(TV LQWHUQDWLRQDOLVDWLRQ SURF

According to Itaki(1991) the neglected effect of cost of acquiriagsets ownership

advantage seriously undermines the explanatory power of Dunning framework. Theory

bears a double counting effect as the location and internalization advantages are

differertiated and facing limitation ofnseparability of the ownership advantaye from
WKH ORFDWLRQ DG.YRRQisVflrtherfnalgsedas a crucible of FDI and

internalization theories having

three overlapping pillars, ignoring the international

process of small firms facing resource constrditadki, 1991; Jones, 1996)

According to Sharma and Errami{R004) the economic based theories partially explain

the entry mode phenomenonymership and

locations dimensior@onsideringentry

mode as a function of ownership (monopolistic advantage due to market imperfection) it

explains only FDI production modes or marketing modes such as licensing etc. but fails

to explain exports or theliosyncrasies involved in partial ownership modes such as

joint venture operations.
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The new version of OLI Dunning1995)covered these shortfalls but even its empirical
verification remains limited and contradictory in SMEs, as its new version is still in its
infancy (Sharma and Erramilli, 2004)New OLI framework sheds light in the -co
operative modes of MNEs. The empirical verification of entry choices by SMEs remains
invalid as theperception of decision makers is seriougjgored in new framework as
well (Jones, 1996)

Even a widespread application of RBV in strategy literature Priem and B2@@t: 29

32) criticize the RBVF on the following grounds: (a) RBV is based on tautological
DVVXPSWLRQV ZKHQ H« WKLV PHnhGH odudti(engrtpy mayK D W 1L L
EH KHWHURJHQHRXV ZLWK UHVSHFW (BaRey, Wo9D YOHJLF UH\
(b) RBV ignores seriously the resource value change when it states that resources are
VDLG WR EH YDOXDEOH pPpZKHQ WKH\ XQDEOH D ILUP WR F
LPSURYHV LWV HIILFLH@&Nel QOC1L:HOGXtFRBY MekQdparatifinal

validity as categories of resources midig inherently difficult for practitioners to

measure and manipulate.

Hoopes, Madsen, and Walk@&003: 896891) presents some other limitations of RBV:

(@) the RBV terms valuend inimitability are two compelling forces for sustained
competitive advantage. These terms are obsolete, having unclear boundaries, therefore

the model is disjoint and so are the results ; (b) the RBV lack of clarity regarding its core
premise and its lad R1 DQ\ FOHDU ERXQGDU\ LPSHGHV IUXLWIXO
lack of specificity, one can invoke the definition based or hypotiesied logic any

time.

Process of international involvement and choice of entry modes is dominantly focused on
the MNEs with large size and having adequate resources to coup the investment risk
challenges. Collinson and Houldg@2005) puts forward the comments and draws
attention towards the questionable argument came into existence when this prates

choice of entry mode were challenged by the SME scholars.
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4.5 State of International entrepreneurship: a synthesis

The SME scholars like Coviello and Jon@©04) and McDougall and Oviatf2000)

stressed the role of international entrepreneurship. They argaedhéh process of
international involvement in small firms is driven by the decision maker, ignored by

2/, 1TUDPHZRU Mtetn@iGnal gntrepreneurship is a combination of innovative,
proactive, and risk seeking behaviour that crosses national b@aérs intended to
FUHDWH YDOXH KQcDruydlDa@d Qidt, L 2RAD:\AN3The role of decision

maker varies in various theoretical backgroundse Economic and transaction based
theories analysis the rational of minimizingsts while the innovative based models
analysis the propensity of risk tolerance and innovation potentials, an idea borrowed from
FRIQLWLYH SV\FKRORJ\ yPHQWDO PDSV DFW DV DQ LQIO
perceive their spatial environrment andDiNH /RFDWLR Q DC2IlinGdA Fand LR Q V
Houlden, 2005: 17)Despite a sound wisdom the IE is being criticized as broad theory

fails to explain the dynamics of entimode choice Past conceptual or theoretical
contributions in IE research has no agreemetitafEOconstructss uni-dimensional or
multi-dimensional Phenomeng@antunen, et al., 2008; Kropp, et al., 2008; Madsen,
2013) Empirical contributions shed light on EO construct and its effect on performance

or new venturestartups (Frishammar and Andersson, 2009; Kropp, et al., 2008; Moreno

and Casillas, 2008).iterature reviews suggest that the Foreign Service modes carry high
order complexity. This complexity is attributed to their variable control, resource
commitment and disseminations risks. Little is known how EO along with environmental

and cognitive attributes of entrepreneur effects the foreign market service choices.

Oviatt and McDougall(1994)in their seminal conceptual contribution, by integrating the
traditional MNE concepts of internalization, location and entrepreneurship identified four
basic attributes of INVs for sustained rapidity of INVs: (1) internalization of some
transactions; (Ralternative governance structures; (3) foreign location advantage; and (4)
unique resources. In the EEs due to legal and moral hazards, hybrid structures and
networkslead to strong expropriation risks/failure and inimitability is never assured

(Musteen, et al., 2010; Oviatt and McDougall, 1998ynthesis of international speed
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literature suggests that the scholars are interested to use IE, Uppsala model and network
theory in understanding the speed behaviofi INVs (Rasmussen, et al.,, 2010;
Weerawardena, et aR007; Zucchella, et al.,, 2007)py'HVSLWH WKH FRQVLGHUL
attention paid to acceigted internationalization, an unanswered question is: what
explains differential internationalization speed among INAfier their initial entry into
LQWHUQDW L RErastanthanUaned vouhgy 2011: 278p research centring on
enduringcognitive preferences small firms entry mode choice ampbstentry speed
behaviouris known to the author. Recently Evald e(2011: 15)pinpointed that there is

DQ XUJHQW QHHG IRU UHVHDUFK LQWR WKH LQWHUDF

characteristics when looking at export entry and expansion process.

There keeping in view these limitations there is a compelling need to integoatemic
and strategic theories. Tallmg2004: 51) also endorsed this tie and in his contributions
he stresses the need tuture integration of international business and strategic
management models in these words.
As with the original RBS, capability models, and particularly models of
dynamic, or evolutionary, capabilitig¥eece, et al., 1997)rovide a general
theory of the firm and its sdtegic activities that can be applied directly to the
(FOHFWLF ORGHO« :LWKRXW 'XQQLQJYV (FOHFWLF Ol

international business models and strategic management would have been much
less certain (Italic added).

Dunning (1995: 77)surmise that explaining the international activity thé firms
ZLWKRXW phoOnd EmwwWmB@s and capabilities are like throwing the baby out
ZLWK WKH EDWK ZDWHUYT ,% LV EHLQJ FULWLFL]HG
encompassing a large set of disparate variables, making a systematic testing difficult
(Dunning, 1995; Fleury, et al., 2008aki, 1991) Dunning,(1995: 91)further pinpointed

that no model of IB is perfecand strategic management main strand is how the
resources/capabilities are created, acquired and utilized and the way in which the markets
DUH LGHQWLILHG DQG VHUYLFHG p«WKH YDhbtdeiXV VWU I
activities must beintegrated SWUDWHJLF FKRLFHV WKHQ EHFRPH D
YDULMEGHIHFWLQJ WKH 2/, FRQILIJXUDWLRQ « WKLV LV Q
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more attention to issues of innovation and entrepreneurship as they impinge upon the
LQWHUQDWLRQDOLVDWLRQ RI EXVLQHVVT

4.6 Research focus

The role of cognitive potential as an adequate empirical verification remains a limitation

in the extant literature. This leads to the parsimonious view of the role of decision maker

as a firmspecific advantage in the internationalisation process. Cognild scholars

argue that mental maps recognise the prudence in human perceptions and in turn, these
maps influence existing and required capabili{®aron, 2004; Collinson and Houlden,

2005; Teece, et al., 1997)he author suggests that when the RBVF, particularly the
FRIQLWLYH GLPHQVLRQV DV D G\QDPLF FDSDELOLW\ 1UI
eclectic framework, it provides a bridge betwesmmonomic and strategichoices. This

integration complements OLhiexplaining the SME building block of foreign servicing,

as RBVF, despite its limitations, bridges the link between the ownership, location and

cognitive capability dimensions in international involvement.

This study fills thegap in literature in manways: (1) The extant studies on entry mode

selection focus on the transaction cost framework of the selection of most elaborative
modes of FDI in MNEs, i.e., JV or wholywned subsidiary, gredreld or acquisition,

(e.g. Brouthers and Nakos, 2004; Chen@Q& Cheng, 2008). This study incorporates
FRJQLWLYH PDSSLQJ LQWR 'XQQLQJYV 2/, IUDPHZRUN DG
GLPHQVLRQV LQ HQWU\ PRGH FKRLFH 7KH FRJQLWLYH P
WKHUHIRUH WKLV VW X G \ridgidd(Bteractilze) iKapadryQuith ¥eSeet toE
exploiting crosshorder capabilities; (2) An evaluation of previous contributions suggests

that a number of issues remain untesearched. On the one hand, from an academic and
strategic point of viewthesecontributions have highlighted the new venture formation,

internationalisation degree and/or performaf@ellinson and Houlden, 2005; Nummela,
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et al., 2004; West, 2007)Most novel issues, e.g. the effect of cognitive aspects on the
building block /tools to capture foreign markets as a -Bpecific advantage through
appropriate mode of entryselection processaand postentry speed reman under
researched; (3) On the other hand the entrepreneurial firms discussed in the previous
literature orighate from developed countrieBhis study is unique in its application and
goes beyond the extahterature, as ideals withthe effects of theeomplex cognitive
mind-set explained by a resourdsmsed view of firms and its link with theelection
processof foreign entry and posgntry speedThereare numbenf heuristics andbiases
that underpins the strategic decision making process, bugttligfocuses orparticular
biasesthat effects entry mode selection proceshis thesis contributes to current
literature in cognitive behaviour in foreign servicing and jgogty speed dynamics as a

firm-level analysis.

Before the actual commencement BDI operations in a foreign location the
internalization advantagecannot be prioritise@Brouthers, et al., 1996; Dunning, 1995)

Agarwal and Ramaswam{l1992) argued that asset specificity (a transaction cost
determinant) is somewhat similar to ownership advantage; others also took the same
stance(Hennart, 1991, 2009)Clarifying this point, Dunning and Lund#R008b: 587)
DUJXHG WKDW p HTXDWLQJ RZQHUVKLS DQG LQWHUQTL
...as a reflection of the sum total of makeE\ GHFLVLRQV PDGH E\ D WKH ILI

The two determinants odsset specificity and uncertaintye. R & D intensity and
international experience, are also used as ownership advantages in the OLI framework.
The risk of losing service value, knowledge anddoict quality (dissemination risk)
explained by thdrequency of transactiomantecedent of transaction cost is similar to
losing ownership advantage.

The valueadded activities of the firms determine the cost hierarchies and market cost of
exchangewh FK FRQWURO DQG LQIOXHQFH WKLV LQVWLWXWLI

»Aharoni et al.(2011: 138UHFHQWO\ SLQSRLQWHG WK D Wthat7aktdrbaH LV HYF
factors may influence patterns of managerial cognition with respexittp mode decisionbut
cogniton DUH QRW VSHFLILFDOO\ H[SORUHG LQ WKLV OLQH RI UHV
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cost can be used to explain these boundaries in a static framework, we believe that in
order to explain dynamic growth...reference to ..{fspecific capabilities is neces3df

(Dunning and Lundan, 2008b: 587The institutional mechanism is a locational
constraint and transaction cost thedmys to explore theeffectsof locational choices.
Therefore,entrepreneurial cognitive capabilities as a third pillar are incorporated in the

2/, PRGHO WR H[SODLQ 60(VY RXWZDUG EXLOGLQJ EORFN

4.7 Summary

This chapter has presented a review of theoretical frameworks in IB. In small firms, the
entry choice emphasised by the RBVF is determined by limited access to potential
resources/finances and their mobility. Therefore in the present era of fierce cammpetit
SMEs have to shift their strategic choices to value creation andj@aptating capacity
rather than the traditional performance and profitability. The role of decision makers is
salient in this process and not addressed by the FDI theories. Thradseanportant in

the integration of the framework that addresses the complex issues involved in strategic
choices. The main contribution of RBVF and innovati@sed models is the inclusion of

the role of decision maker, ignored in the international evalteation process by the
eclectic framework. However, as international entrepreneurship is still in its infancy, its
application and empirical validation as a stahohe theory undermines its explanatory
power. SMEs facing limitations have to confronindynic threats; therefore managerial
perceptions have a compelling effect on the internationalisation process. In particular,
there is no research exploring the role of entrepreneurial cogmitidrbiasesn SME

entry mode choicprocess

In other words,gnoring the capability dimension explained by RBV in which the eclectic
framework operates alone, and the behavioural theory separately may result in inferior
research and policy implications in SMB&ramilli, et al., 2002; Sharma and Erramilli,
2004) The eclectic theory has been criticised in the SME literature as being poorly
grounded and is a combination of three dimensions already explained by its predecessors.
Thus RBV capability dimemgn complements the eclectic framework as an integrative

phenomenon, and if RBV alone is applied in extoader opportunity exploitation, it fails
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to explain complexities as RBV itself has been criticised asgba tautological

assumption.

This study, by LQFRUSRUDWLQJ FRIJQLWLYH EHKDYLRXU DV D
advantage in the Dunning framework, contributes to going beyond the extant literature
and the limits reached by previous scholars. The resdia®ed view is integrated with

the eclectt theory, as the explanatory power of the model is enhanced when they are
integrated. The following chapter presents the research questions and hymthes
developed for thipurpose.
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Chapter 5

Research questions and hypothesis

5.1 Introduction

Basedon the theoretical entry mode reviews in the previous chapter, this chapter leads to
theoretical framework for final investigation. The major conceptual framework is
grouped as three strategic stages of foreign entry decision making process adopted by
smal firms. The three stages are: (1) initiation/redtign of stimuli; (2)development of
alternative stages; and (3) selection/evaluation of ch&earing in mind the crucial
importance ofall the three stagehis thesis explores the role of cognitive biases in
selectionprocesof the entry mode of small firms from Pakistan. Key research questions

and hypothesiare based on paesntryspeeddevelopment

5.2 Analytical conceptual model

The development of a majaonceptual framework acknowledges the contribution of
international business scholars particularly Rd®94) Aharoni(1966) Aharoni et al.

(2011) Kumar and Subramanigh997) Acedo and Jone$2007) and MorgarThomas

and Jone¢2009) DV WKH\ DUJXHG WKDW WKH )', DQG VPDOO 1L
complex process and/or interplay of many contradictory $orPeinning(1981) also

endorsed this argument and highlighted the importance of ownership, location and
internalisation (OLl)advantages in FDI proces$hese advantages are in fact the off

shoot of factors presented by Root (1994) as-fipacific, produespecific, country

specific and industrgpecific factors. All these factors are taken into account during the

entry decisiorprocess.

Figure 5.1 presents a major conceptual framework based on three stages of foreign
investment decision process. The three stages include: (1) initiatiomtemo@f stimuli

(2) development of alternative stage (3) selection/evaluation of choice. International
business is a complex and dynamic process, and it is likely that due to this complexity
there is a need to build a theoretical entry mode process that should not rehagéa iso

from hypothesis as the elucidation of this process is not possible through any single
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measure(Bell, 1995; Majeed, et al.,, 2011; Mtigwe, 2006; Sullivd994) Once the

strategy is planned, the screening and selection stage bears psychic costs and managerial
MSUHIHUHQFHVY SOD\ DQ LPSRUWD Qrid¢esS(Daoba'soLeapd HQ W U\
Vahine, 1977; Kumar and Subramanian, 199he managersognitive bases and values
sequentially influence the decision making process as the decision maker is unable to
scan every aspect of organization and environnidatnbrick and Mason, 1984: 193;

Nielsen and Nielsen2011) The selecton LV LQIOXHQFHG E\ fieldWKH PD¢
ofvision the attention is restricted, posing a sharp limitation on evenpeateption (2)

decision makeselectively perceivesnly some of the phenomenon included in the field

of vision; (3) the finalselection/preferencis subject to further filtration on the bases of

cognitive bases and valugsat might be quite different from tlaetual perception

Figure 5.1 Analytical conceptual model

Identification / | Development/ Selection/
Diagnosisof »|  search of entry —> evaluatlor) of
stimuli modes | iseledisic: |

\ v /
------------------- S

— Internationalization/
De-internationalization
H1-H2
advantage \

Ownership

Post entry
speed

Location
advantage

Cognitive
advantage

Risk
perception
Cognitive Tolerance Proactivity Cultural
orientation to ambiguity cognition
PRI |
1 ] 1
1 ) 1
Motivations Resources Mental maps

Source: adopted from(Acedo and Jones, 2007; Aharoni, 1966; Dunning and Lundan, 2008kumar and
Subramanian, 1997; Teece, et al., 1997)
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In theinitial development the individual biases n&ffectthe decisiormakeprocess, but

once the process replication becomes the domain of every day activity the cognitive
adoptability emerges as a souwwégsdom This logic leads testudy cognitive biasesn

initial process andcognitive adoptability in postentry speed developmentlo

encapsulate the intricacy of entry mode phenomenon, this study will shed ligtlt on

stages in general and stage3 in particular This is because that tlseholarsargue that

the selection stage is an iterative process with multiple loops and decision makers have to
revisérevisitall the process irthis stage.

SLRQHHUV RI WKH ERUQ JOREDO tidreHiZ akhbed b MaddIHV W H G
multiple theoriesud as the Uppsala model, the bgiobal approach, entrepreneurship

theory, and the network approach to improve the understanding of how and why decision
PDNHUV EHKDYH WKH ZD\ WKH\ GR LQ YCHKeity ar@WHUQD)
CampbeHlHunt, 2004: 77)Others have recommended that there is a need to incorporate
dispositional enduring preference®. stable over time cognitive preferen¢d$adsen,

2013; Mitchell, Busenitz, et al., 2002; Westerberg, et al., 1% D SHUVRQTV SDU
thinking or acting in a specific environment, particularly when the firm is small and the
environment is turbulenWesterberg, et al., 1997: 258) encapsulate the intricacy of

entry mode phenomenon, this study will shed light on all stages in general and in stage 3

in particular.Therefore, this thesis focuses on stage 3 of the choice and selection of entry
mode processand subsequently explores the role of ownership, location and cognitive

advantages in posintry sales development.

Stage 3 is the actual combination of two outcomes, the entry mode selection and choice
evaluation. Abundant literature focuses postentry performance measurements, but

this study is unique as it focuses on pastry speed dynamics involved in small firms.
Subsequent sections shed light on the development of the research problem, the research
guestions and the development ofpbtheses based on stage 3, which is the main
research agenda of this thesis.
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5.2.1Dunning framework and entrepreneurial cognition
The Dunning eclectic framework is based on three pi{latsining, 2001: 545)
ownership, internalization and location based advantages:

1. The (net) competitive advantages which firms of one nationality possess over
those of another nationality in supplying any particular market or set of
markets. These advantages may arise eithdiRff WKH ILUPYV SULY
ownershipof or access to, a set of incomgenerating assets, or from their
ability to coordinate these assets with other assets across national boundaries
in a way that benefits them relative to their competitors, or potential
competitors.

2. The extent to which firms perceive it to be in their best interestgamalise
the markets for the generation and/or the use of these assets; and by so doing
add value to them.

3. The extent to which firms choose tocate these valueadding activities
outside their national boundaries.

It has been asserted that two broad categories of factors influence the probability that
particular individuals will discover particular crelserder opportunities(Mitchell,
Busenitz, et al., 2002: 94{1) thepossession of the information necessary to identify a
locational opportunitfWiedersheirPaul, et al., 1978)and (2) the cognitive properties
necessary to exploit (Mitchell, Busenitz, et al., 2002; Shane and Venkataraman, 2000)
According to Dunning and Lundg8008b) no IB model is perfect and any single theory
fails to explain the underlying contingencies aasated with entry mode choigguo,

2001) The Dunningframework is a tool to identify a locational opportunity and to
exploit the potential market based on figpecific capabilities. The role of
entrepreneurial cognitionin postdecision analysiss highlighted. Entrepreneurial
cognition makes it possible to keep all the information in contact so that the negative
effect of cognitive biase can be eliminate@Majeed, et al., 2011; Simon, et al., 2000)
Figure5.2is the qualitative suinodel to test the cognitivieiasesin foreigninvestment
decision proces®nce the cognitive biases are identififte mainconceptuamodel is

tested througlguantitativemodel.
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Figure 5.2 Foreign investment decision process
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Source: (Acedo and Jones, 2007; Aharonil966; Mintzberg, et al., 1976; Simon, et al., 2000)

37KLQN JOREDO DQG DFW ORFDO’™ JRHMWrut KDs,\2008. QJ E X\
710). An entrepreneur in any part of the world has to think locally and its application to

WKH JOREDO VWDQGDUG LV PDQGDWRU\ IRU VXUYLYDO
XQLTXH LQGLYLGXDO (D&X0R8: JXOPA cEgDitivBrfintHs&Ii@Ifs to

explore the quegin of cognitive diversity in beliefs and preferences of entrepreneurs

about opportunity identificatiofWest, 2007and at present, there still does not appear to

be a satisfactory answer to the question as to why some people and not others are able to
discover and exploit particulaiMitchell, Busenitz et al., 2002: 94)entrepreneurial
opportunities(Baron, 2004; Mitchell, Busenitz, et al.,, 2002; West, 200fi:H DOVR

believe that studies in entrepreneurship have not fully explored the possibilities that are
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offered by social cognition, managerial cognition, or information processhg R U\
(Mitchell, Busenitz, et al., 2002: 94)

7KH HfIWDQW OLWHUDWXUH VKHGYVY OLJKW RQ D ILUPYV L
account the role the global entrepreneunaid-set SOD\V LQ D | LibtérfatiomdD NL Q J
decisions (Erdilek, 2008; Yamakawa, et al., 2008)his research incorporates the
entrepreneurial cognitionmind-set in transferring the contextual capabilities in
LQWHUQDWLRQDO FRQWH[W WKURXJK WKH 'XQQLQJ IUDP
people cannot be ignored LUPV FDQQRW PDNH GHFLVLR®&#ha,RQO\ SH
et al., 2009: 79)The review of the current literature suggests that scholars are more
interested in studying the cognitimand-setin the creation of a new venture or the effect

of the cognitivemind-seton new venture creation/performan@righam, et al., 2007,

Nadkarni and Barr, 2008New venture staitip or performance differs from global
expansion strategies of small firms, as the 4tpst do not worry about the integration,
reconfiguration and redeployme(¥usteen, et al., 2010; Teece, et al., 198 the

scarce resources in a context that is different from that of llimcividual cognition as a

dynamic capability filters the informatiomeededprecipitates certain stimuli and during

retrieval and evaluation of resources mayas interpretation related to information

(Majeed, et al., 2011; West, 200Ljttle is known about how a cognitivaind-setmakes
acontexVSHFLILF FKRLFH LQ D GLIITHUHQW VHWWLQJ LQ SI
choices in turbulent emerging marken presence of dissemination and investment risks.

This study focuses on certabognitivelimits/biasesin foreign decision makingprocess

where theentrepreneur has to evaluate the strength of one alternative over the other: i. e.

entry mode selection process.

5.2.2Statement of research problem

Organizational decision making processlikely to suffer from cognitive bias¢Simon,

et al.,, 2000) but entrepreneurial cognition has the capacity to mitigfage negative

effects associated with cognitive biag8zaron and Ward, 2004; Mitchell, Busenitz, et

al., 2002) This study, by incorporating entrepreneurial cognition (dynamic capabilities)

LQ 'XQQLQJYV 2/, IUDPHZRUN DV D WKLUG SLOODU H[SOF
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location aml cognitivebiases an@dvantages in entry choipeocessand postentry speed
G\QDPLFV %DVHG RQ D VDPSOH RI 3DNLVWDQL 60(VT HC
strategy and cognitive psychology will add new dimension to existing literature.

Researchquestions
Q1. What are the entrepreneutigdsesandcognitive dimensions faced by small
firms expanding their international operation from Pakistan?
Q2. Bearing in mind the complexity of the IB phenomenwmat appropriate
theories can be helpful to integrate and explain the international entry mode
choiceproces®f small firms from Pakistan?
Q3. As a firmspecific advantage how does entrepreneti@desand cognition
as a dynamic capability help tofluence the entry mode choiggocessand its
utility (postentry speed) of small firms from emerging economies, when it is
LQFRUSRUDWHG DV D WKLUG IDFWRU LQ 'XQQLQJTV 2
Q4. Could the integration of international business entry choice coigjmitive
psychology be the basis of new IB theory for emerging economies (EE), i.e. OLC

theory?

5.3Model development and hypothesispost-entry speed

FDI theory highlights the structural market imperfections, while ignoring the other
factors associated witlfioreign operationgEkeledo and Sivakumar, 2004clectic

theory B a rigorous conceptual model when integrated with other perspectives provides
sufficient empiricasupport(Dunning and Rugman, 1985; Ekeledo and Sivakumar, 2004;
Madhok, 1997) According to Dunning and Rugman (1985) and Ekeledo and Sivakumar
(2004), FDI and internalisation theories ignore the effect of locapacific advantage

and government policy on the FDI entry mode decisitBiss a conplex phenomenon

and any single framework fails to explain the dynamics involved and in particular role of
decision maker in entry mode selection procdsxording to Welch and Luostarinen

(1988: 34) the early market imperfection theoe DUH PRVWO\ 3LQYROYI
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documenting and explaining the spread of multinational corporations, and assessing their
LPSDFW ZLWK DQ HPSKDVLVY RQ WKHLU IRUHLJQ LQYHVWI
Welch and Luostarine(2003: 34) SLRQHHUV Rl WKH 1RUGLF 6FKRRO V
need for new and netwotkased models of internationalisation. We think it might be
ZRUWKZKLOH WR UHFRQFLOH DQG HYHQ LQWHJUDWH WK
(1999)propose a rudimentary model which integrates the concepts of change, innovation

and creativity with entrepreneurial events. They argue that the integration of these models

will be a source of robust understanding of complex entreprahephenomena

(Brouthers and Hennart, 2007; Canabal and White Ill, 2088)creativity is enhanced
tKURXJK SV\FKRORJLFDO VRFLDO EHKDYLRXU VXFK DV
PRWLYDWLRQDO IDFWRUVY 7KLV FDQ EH DFKLHYHG p«
FRIJIQLWLYH FRPSRQHQW RI FUHDWL YBrazedr@ GleldektH HQ WU
1999: 39) Therefore, this study integrates the Dunning OLI framework with the RBV
(dynamic capabilities) of small firms to explore the value of manageoghitionsin

entry mode selection process and gty speed.

5.3.1Resource basediew and ownership advantage

Based on the premise wiitial developmenbf ResourceBased View RBV) introduced

E\ 3BHQURVH : H U QdeueIbbediheé fRBV theory andexplained the

value of resource development with respect to the valupraduct developmentA
combination of early snapshots of the resotrased view led to the emergence of the
most widely acceptedesourcebased view of firmgRBVF), introduced by Barney
(1991) According to Barney resources should \@uable rare, inimitable and nen
substitutable (VRIN) to achieve sustained competitive advantage. Firms make their
resources uniqgue by PFUHDVLQJ WKH VWRFN RI DYDLODEOH UHVR
degree of difficulty in acquiring these resources (immobility). He further argues that
these resources are valuable and -sapstitutable in the marketin the initial
development the indivithl biases mawffectthe decisiommakingprocess, but once the

process replication becomes the domain of every day activity the cognitive adoptability
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emerges as a soundisdom This logic leads to studpiasesin initial process and
cognitiveadoptability in postentry speed development.

Sharma and Erramill(2004) and Madhok(1997) assert that resource replica is

dependent upoembeddedneg$Schweizer, 2013; Yamin and Andersson, 201fljhe
organisational process are cemented and are the medium of exchange for the transfer of
resources in organisational routines, then the chancerasfion of ownership value

becomes negligibléErramilli, et al., 2002; Tomczyk, Lee, and Winslow, 2Q18)such

cases where the organisational routines are difficult to replicate, the resources can be
WUDQVIHUUHG WR WKH KRVW PDUNHW WKURXJK PRUH F
effectively and/or efficiently miee such transfers, it may choose collaborative modes,

otherwise, sole ventur¢Sharma and Eamilli, 2004: 10)

Empirical evidence suggest that MNEs, due to tlege sizeand higher resources as
compared to their counterpart SMEs, exploit advantage and are in better position to
commit higher resources to entry mode strategfggarwal and Ramaswami, 1992;
Freeman, et gl2006) However, the literature on entry mode strategies and its link with
firm size stands inconclusive in the international business cor{etledo and
Sivakumar, 2004; Pinho, 2007 keledo and Sivakum#2004) make similar comments

to the effect that a mediusize firm operating in a local market might no longer be a
mediumsize firm and might become a large firm in the host market that has a wide array
of small firms. The potential market withgher returns on smaller investments through
selective entry mode is a guarantee of success in international @akas and
Brouthers, 2002; Pinho, 2007)he size and resource constraint in small firms remains a
liability as a managerial perception. Privae managers having the capability of getting
things done and facing every day innovations, evaluate the entry mode choice through a
different lengMajeed, 2009; Majeed, et al., 2011)

H1: 7KH ODUJHU WKH ILUPYV VL]H WKH JUHDWHU ZLOO EH
rapid international.

Second dimension of ownership is the capacity of a firm to produceative products

In the product innovation vein of research two notableaishof thoughts i.e. product

adaptation and product standardisation have different perspective. Product
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standardisationheorists assumeorldwide customers to be homogenous in their wants
and needs(Reynolds, 2002; Townsend, et al., 2008; Vrontis and Kitchen, )2005
Conversely, another school of thought, product adaptatidfer@htiation) theorists,
assumes the screening process should be based on cultural values ari@nchersand

Kou ilova, 2008; Cayla and Eckhardt, 2007; Zuboff, 2008)tchinson, et al{2006)in

their study of British retail SMEs found that the SMEs were keen to focus on
differentiating the niche markets with respect to customer purchasing power/ adaptation.
Contrary to above obsations, Vrontis and Kitchen(2005)found that the firms under
study were keen to exploit opportunities by using both adaptation and standardisation
strategies. Similarly Evans et §€008)found that US retailers used standardisation

but their motives changed over time.

Scholars argue that there is a direct relationship among rtenisational process,
product innovation and higher retur(Binho, 2007; Vrontis and Kitchen, 2009)he

more sophisticated the research and development and organisational process, the higher
will be the capacity of the firm to introduce differentiated prod@ed, et al., 1990;

Majeed, et al., 2011; Pinho, 2007)he competitors do not show any mercy in the
struggle to gain the competitive edggainst a firm that is unable to protect its vulnerable
position in the market. Pinho, (2007) made the comment that in order to gain the dual
benefit of maximising the return and safeguarding the vulnerable edge, SMEs will prefer
equity modes for intern@nal development.

However, contradictory findings are also reported in the literature. Gatignon and
Anderson (1988: 307) and Chiao et @010)found support for their hypotheses that
greater control is appropriate/more likely (more efficient) for highly proprietary products
or processes. Randgy and Dibr@D02) in their study of Norwegian firms, found no
support for theirhypothesis that firms with differentiation capacity will favour a high
foreign market resource commitment. Erramilli, Agarwal, and Ki®07) in their study

of 132 Korean firms, found a positive association with the level of ownership in more
highly-developed countries but a negatively relation to thell of ownership in less

developed countries: therefore

141



+ 7KH KLJKHU WKH 60(fV DELOLW\ WR LQQRYDWH SUR
higher will be the probability ofinternational rapidity.

5.3.2Resourcebased view and location advantage

RBV states that location benefit arises when the firm is able to transfer resources and
capabilities to the host markéWorschett, et al., 2010; Zhan and Chen, 20I0)e
subjective probability of the amount of resources transferred should match with the
foreign market requiremen{$lajeed, et al., 2011; Sharma and Erramilli, 200#Yhe

nature of the competition in the host market is intense, the subjective measurement might
be the source of loss of time/value of the deployed reso8&emma and Erramilli,

2004; Yamin and Golesorkhi, 2010)he scholars argue that two factors might hinder the
development of gaabilities in the alien environment abrofdajeed and Reza, 2009;
Sharma and Erramilli, 2004kirst the capabilities (e.g. managerial kabow and skills)

might be contexspecific orentangledwith the local needs and difficult to exploit due to
long-term adherence to the local application. Second, these capabilities might be valuable
in the home market but nobmpatiblewith the factors (host government, policy, ceiling

etc) influencing the dreign market. In such cases, the firm might feel more comfortable
to choose marketing channels such as indirect exporting for resource exploitation. If a
firm can transfer its valugenerating resources to the host market, the firm might be able
to choosénighly-committed modegPinho, 2007; Sharma and Erramilli, 2004)

A country with highercultural distance leadsto the choice of different strategy for
speedy developmeliHerrmann and Datta, 2006; Kogut and gin1988; Pinho, 2007)

Kogut and Singh(1988) argue that the cost, uncertainty and difference in social
behaviour in a host market are the key deteamis that influence the perception of
managers. Differences in organisational process, routines and employee perceptions
differentiate the national culture as a whole. The degree of ownership and control, along
with other factors such as the bargainingwpo of the parties involved (partners,
suppliers and distributors) imkence the choice of commitments in foreign operation
(Kogut and Singh, 1988; Morschett, et al., 201¥Yamin and Golesorkh{2010:459)
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concluded that the theoretical basis for the influence of alltlistance on equity shares

in IJVs is not cleacut in the general crogsorder case.

The literature offers a contradictory perspective réigg cultural distance and strategy
FKRLFH ,Q WKH FDVH RI D IRUHLJQ SDUWOQHdAOTV ZHDI
DV\PPHWU\ OHDGLQJ WR PRQLWRULQJ FRWWD\WQ GRGGNVQ W
wholly owned subsidiary is preferréor accelerated entry into the mark@orschett, et

al., 2010; Yamin and Golesorkhi, 2010y terms of the capability perspectivamnall

firms expandoperation even in geographical and cultural distemiintries. Higher

cultural distance decreasempetitive rivalry therefore itis more likely that small

ILUPYV S UferScddpardtiVé \arrangements increasas quick entry into distant
markets(Dow and Ferencikova, 2010; LépBuarte and VidaSuarez, 2010; Morschett,

et al., 2010) Therefore

H3: The higher the cultural distance between the home and host country, the higher

will bethe propensity ospeedy internationalisatiom distant markets

Market potential serves as a proxy for location advantage in the host country and a
VRXUFH RI PRWLYDWLRQ IRU L QW-térich@iedtrhedQricedtiieisW LY L W'
directly linked with product demand in the market and its future acceptability in that
market as a differentiated prodEtunning, 1988a; Pinho, 20Q7)he higher the market

potential, the higher will be the probability of achieving economies of scale, lower cost of
production and choice of investment modes of entry. In generatdar to exploit long

term presence in the host country, the literature favours equity modes of investment if the
market growth/sales potential is higihgarwal and Ramaswami, 1992; Nakos and
Brouthers, 2002)

According to thedynamic capability viewlearning and exploitation of high growth
marketis most feasible through cooperative arrangemé@tehe, 2011; Nielsen and
Nielsen, 2011)as the delayed entry results in higher opportunity @dstnart and Park,

1994; Morschett, et al., 2010Firms with older ad wellcodified (explicit) knowledge

do not consider opportunism as a threat to their strategic moves; and are more inclined to

usecooperative modedicensing) of transaction for early developmeherefore
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H4: The higher the growth/sales potential afiternational market, the higher willbe
the probabilityof accelerated internationalisation.

5.3.3Resource based view and the cognition advantage

The choice entry mode in small neophyte firms is a complex phenomenon and decision
PDNHUVY SULRU SHUFHSWLRQV DERXW WKH TXDOLW\ RI L
effective decisiormaking (Kumar, 2009; Kumar and Subramanian, 1997¢rceptual
mental models ar said to be the vital choice for implementing strategic behaviour as
compared to knowledge or managerial intuitiQhutio, et al., 2000; Kumar and
Subramanian, 1997)This is because knowledge (information) may be limited and
managerial intuition might not work in situations afcertainty and complexit{fDavid,

2005; Majeed, et al.,, 2011; Morgdimnomas and Jones, 2009}ognitive preferences
might be better sources of prediction of international-piekception in the choice of
international entry mod@rocess(Fig 5.1). Keeping in view the recommendation of
pioneers, this research will integrate the cognitive underpinnings in an attempt to apply
RBV (dynamic capabilities rarely used in entry mode literature) in foreign servicing.
This combination and integration wiive a new dimension to existing literature and
have significant managerial implications regarding entry mode selection in SMEs. Firms
having managers witentrepreneurial cognitiorare always in a competitive position as
cognition links entrepreneurialittking with new and innovative international strategies
and anticipates future plans. Bar@®04)points out that an entrepreneur with a cognitive
mind-set anticipates and develops advanced strategies based on past actions
(counterfactual thinking),ral switches promptly from effortless information processing

system (heuristic processing) to more productive tasks (systematic processing ).

Cognitive advantage in the main conceptoadel is referred to as thentrepreneurial
cognition,which provides usful insights in analysing the questions why some choose to

be entrepreneur s while others do not and why some entrepreneurs are more successful
WKDQ RWKHUV p)LQDOO\ WKH HQWUHSUHQHXU PD\ EH F
SWUD Swuch as sunk RV \Bdrbn, 2004: 222) Generally speaking, proactive,

innovative and rislseeking attributes of entrepreneurial managers become the basis of
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multidimensionalpersonality. The firspecific knowledge might help to overcome the
anxiety associated with risk perception, so that the rapidity of the international process is
maintainedBilkey and Tesar, 1977; Johanson and Wiederstianl, 1975)

The theory ofentrepreneurial cognitiomuilds upon the argument that the people are the
core of entrepreneurial success and entrepreneurial cognition is the knowledge structure
that people use to make assessments, judgments or decisions involving opportunity
evaluation, venture creation and growMitchell, Busenitz, et al., 2002, p. 99ME
scholars such as Coviello and Jo(®304)and McDougall and Ovia{f000)stressed the

role of internationalentrepreneurship (IE)They argued that the process of international
involvement in small firms is driven by the decision maker, ignored by OLI framework
DQG u,QWHUQDWLRQDO HQWUHSUHQHXUVKLS LV D FRPE
seeking bkaviour that crosses national borders and is intended to create value in
R U JD Q L (Ndcdugald hfl Oviatt, 2000: 903)E stresses the role of the decision
maker, but ignores the context in which the foperatesWe are afraid thaignoring the
context in which the SME operates will result in an unresolved pykiadkarni and

Barr, 2008) Endorsed by Corbett and HmielegRiO07, p. 105)a synthesis of entry
mode and international entrepreneurship literature suggests that conceptual or empirical
literature is deficient in explaining the cognitigentextual misfft. Cognitive processes

allow entrepreneurs to analyse wiat the opportunity visually recognised is to be
exploited in a specific conteXKeh, Foo, and Lim, ARb; Kickul, et al., 2009)Is the
opportunity identified really new arabna fide,is it realistic as well as practical, and last

but rot least, is it novel and uniqué®cedo and Jones, 2007; Baron, 2004)

W LV DVVHUWHG WKDW IRU VPDOO ILUPVY LQWHUQDWLF
entrepreneurial cognitionshould be revised to incorporate the cogniteatextual

misfit. Therefore, the new definition @ntrepreneurial cognition (EC3hould take its

route by the interaction of OLI and the (cognition) dynamic capability view that
MLQWHUQDW L R @IDoognitidp Vire th8 doh@tiudlUknowledge structures that

% The cognitivecontextual misfit is the degree of mismatch between an individual preferred and dominant
cognitive style (the way of processing information and arriving at conclusion) and the style demand of
particular contex¢Brigham, et al., 2007: 107; Corbett and Hmieleski, 2007:.105)
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people use to make valuable assessments, judgments, or decisions involving cross border
RSSRUWXQLW\ HYDOXDWLRQ DQG H[SORLWDWLRQYT 7KL
ownership, location andognitive 2/& DGYDQWDJH WKHRU\ RI VPDOO |
choices from EEs.

Thecognitive orientationis the lens of personal characteristics (travel interest, education,
knowledge and international background) that becomes a bridge between psychological
cognitive traits (riskkaking propensity) and risk associated with opportunity exploitation

(Oviatt and McDougall, 2005a, 2005b)p7KH HQWUHSUHQHXU V H[SRVXUH
through living, working, or traveling abroad should increase their international
orientation to foreign cut HV D QG HRuxzgyV &t laH \2¢07: 19he practical

orientation that a firm acquires through its entrepreneurial managers is termed by
McKenzie et 8(2009) pPFRJQLWLYH PDVWHU\Y DQG LV VDLG WR EF
choice of particular strategfAgarwal and Ramaswami, 1992; Ruzzier, Antoncic, and
Konecnik, 2006) The authors found a positive association between cognitive
knowledge/language ability and accelerated internationalisation/perfoengilusteen,

et al., 2010; Rasmussen, et al., 2010)

M7KH LQWHUQDWLRQDO H[SHULHQFH RI PDQDJHUV DQG |
LUUHSODFHDEOH UHYVRRUEEZIEH el RILY 200K H.I)Wardubge \aKility

reduces cultural and psychic distance, and the entrepreneur communicates without any
psychic dissonance with foreigmrtners and clients. This enables the entrepreneur to
exploit a foreign opportunity without any mediator, more rapidly than competitors.
International operations are often associated with uncertainty andAtisked, et al.,

2002; Majeed, et al., 2011Highly educated and experienced manageesmussen, et
al., 2010) beng openminded and strong initiators, evaluate/guarantee performance
(Musteen, et al.,, 2010) 7KHLU MRUJDQLVDWLRQDO OHDUQLQJ
complemenN D U\ N Q RMe&ydt, @tJaH, 2009: 55&nd growth ensure a suitable entry
strategy(Schlegelmilch, 1986) International experience is a conduit through which the
negative effects of an alielQYLURQPHQW IORZV DQG EHFRPHV PLW|
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DFWRUV FDQ GR WKLQJV WKDW QRL afHWeYy&rD2QOR:RBYW GR R L
Therefore, iis proposed that:

H5: SMEs having entrepreneurs with a high degree of cognitive orientation are more

likely to achieve speedgevelopment.

'HFLVLRQ WKHRU\ VWDWHV W K DQMptaZahd\GoviKdarajeni,) 1984 Q W\ J
30) $FFRUGLQJ WR WKLV YLHZ WKH WHUP pULVNY FDQ R
the objective probability of diverse possible effects is known; all other situations are to be
treatedas decision making under uncertainty. Determination of risk perceived led to the
FRLQLQJ RI WKREHWBQF Hu Vil i® rferetiXd W\ scholars as the
personality dimension of an entrepreneurial manager who can make prudent decisions in

a fisky and uncertain environme(Gupta and Govindarajan, 1984; Westerberg, et al.,

1997) Comple legal environments, atypical marketsd uncertain economic recessions

are common limitations that SMEs face ievdloping countries as compared to
DGYDQFHG FRXQWULHY DQG WROHUDQFH WR DPELJXLW\ |
feels threatened by ambiguity or ambiguous situations, and the extent to which this
DILHFWV WKH LQGLYLGXDOHY PBNH®@JRWEERI@IGJREOEIQ FH ZK
1997. 256) The lack of experiential knowledge develops uncerta{dghanson and

Vahlne, 1977) while tolerance to ambiguity augmsnthe behaviour of knowledge

seeking, learning from mistakes and thwarts the tendency of unnecessary delays in
initiatives, which ultimately leads to a rewarding choice. Westerberg (é08V: 256)

argue that uncertainty reduces the tendefdacing competitive turbulent environment

M« KLJK WROHUDQFH IRU DPELJXLW\ FDXVHV SHRSOH
HQYLURQPHQW ZKHQ 3SOD\LQJ LW VDIH" PD\ EH PRUH U
265) found that higher perceived tolerance tommJ X LW\ ZDV VWURQJO\ UHOD
superior financial performance and the managers being prepared to face uncertain
situations. Gupta and Govindarajdr®84)found implicit support for margers having a

high tolerance to ambiguity in selecting to build strategies as compared to the harvest
strategies in Fortune 500 strategic business units (SBUs). Tolerance for ambiguity
develops a linkage with perception of risk and therefore managera Wwitlher tolerance

for ambiguity are more likely to handle the perception of risk in a positive manner. Thus:
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H6: Firms having managers with a high degree of tolerance for ambiguity are more
likely to become rapid international.

International expansion IMNESs in general and in SMEs in particular is triggered by
corporate, organisational and financial restructuriMajeed, et al., 2011; Polyakov,
2005) To grapple with new competitors and even the survival of small fisns
contingent upon effective management of limited financial, neldgical and human
resources.The SMEs needs corporate restructuring both in crisis andcnsga
turnarounds, to avoid the tendency of dealing with crises of the present day before they
emerge as a signal for chan@#ajeed, 2009; Polyakov, 2005)rhe current era of fierce
competition demandsninovation in process, product and technology anohctivity
refersto a forwardlooking, opportunityseeking tendency to anticipate and shape the
future environmen{Bateman and Crant, 1993; Gupta and Bhawe, 2007; Lumpkin and
Dess, 2001) Gupta and Bhawe, (2007) argue that the entrepreneurship involves
unexpected complex problems and challenges, and the people who have proclivity to
accept ballenges become &#apreneursKropp, Lindsay, and Shoha(@008)argue that

the proactiveness enhances the probability that an entrepreneur will anticipate and
undertake a new entryor establishing an International Entrepreneurship Business
Venture (IEBV). The cognitive proactive aspect also helps to answer the question as to
how and why one entrepreneur responds to a turbulent environment, forecasts new
business needs, and restruetiand transforms international expansion better than others
(Baron, 2004)

Classification of stimuli that enhance the export behaviour in international business is
well-documented in international business literati&eedo and Jones, 2007; Caughey
and Chetty, 1994; Crant, 200(lowever, there is a paucity of literature that explores
proactivity as a differentiated and unique variable that plays an important part in the
cognition process of entreprem&l managers in SMEs. The aggregate stimuli may be
helpful for the overall disposition of certain task&lexander and Korine, 2008)
Directional stimuli augment the implementation power of managers in a sound direction

(Entrialgo, Fernandez, and Vazquez, 2000; Genctlrk and Kotabe, B4 proactivity
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becomes an important stimulus for making decisions in uncertaiy, sitkations. Thus,

it is proposed:

H7: Firms having entrepreneurial managers with a higher proactive dispgmn are

more likely toprefer rapidinternational development.

Due to the lack of extra resources compared to M{Eashantham, 2008)NVs and

SMEs may face complex environmental and trdithensional cultural challenges in
crossborder activities(Bartlett, et al., 2008; Johnson, et al., 2006; Westerberg, et al.,

1997) In addition, they need a particular cultumaind-set i.e. cultural competence in

their internationalisation process to mitigate the diverse effects of ventures abroad
(Muzychenko, 2008) & XOWXUDO FRPSHWHQFH LQ ,% p«LV DQ L¢
drawing upon a repertoire of skills, knowledge and attributes to work successfully with
SHRSOH IURP GLIITHUHQW QDWLRQDO FXQuhxsorD&@aEDFNJUF
2006: 533)

Skillsrefer to language competence, and effective stress and conflict management in alien
environment.Personal attributesrefer to leadership traits such as analytical skills,
curiosity and ambitionsKnowledgerefers to culturageneral knowledge (awareness of
cultural differences) and cultuspecific knowledge (knowledge about the particular
geography and economgdohnson, et al., 2006Johnson et g§P006) referring to Earley

and Ang(2003) describe the meteognitive aspect of knowledge acquisition.

Documentary evidence supports that exposure to an unknown culture can be a source of
SFXOWXUH wkie¢hRrefirs to thecognitive perception of disorientation and
uncertainty felt, that becomes severe in a dissimilar cultural enviror(idarris, Moran,

and Moran, 2004; Marx, 1999; Milstein, 2005; Muzychenko, 2008)

The entrepreneur mig also face culture shock when the actual complexity of the alien
environment abroad is perceived to be very higher in ambiguous altern&uasal
cognition becomes the source of lessening the perceived compl@ahnson, et al.,
2006; Muzychenko, 2008and a means of adapting to an uncertain environment to
exploit a viable opportunityCultural-Cognition is a particular managerial dimension

created for this study that incorporates the cultural understanding of the entrepreneur into
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the need for a cogmin construct Need for cognition refers to the tendency of an
individual to engage in and exercise rational thinking in turbulent environment
(Westerberg, et al., 1997)

,QWHUQDWLRQDO H[SDQVLRQ LQ D WXUEXOHQWU$HQYLURC
(Westerberg, et al., 1997jhus the culturatognition in this study will refer to the
tendency of an individual to engage in and exercise rational decision making in unknown
cultures abroad@Johnson, et al., 2006; Westerberg, et al., 19€jturalcognition can

alsoprove to lessen the negative effects and risk perception in entry mode selection for
crossborder activities. Therefore:

H8: The higher the altural cognition in entrepreneurid activities, the higher the

likelihood of international rapidity.

M2QFH D ILUP HQWHUYVY RYHUVHDV PDUNHWY D YDULHW\
ILQDQFLDO FDQ REVWUXFW LWV SU(RUAtiErvVal aly RBDUGV LC
18). As such, the cognitive triggers have a more profound effect than simple
demographics. Interest in seeking and imitating information from ritamilli, et al.,

2002; Lim, Sharkey, and Kim, 19968hnovativenes¢§Rauch, et al., 2009; Robertson and

Chetty, 2000) fit between individual personality and j¢Gupta and Govindarajan, 1984;

Gupta and Bhawe, 2009nd other characteristics such as dynamism and flexibility
(Acedo and Jones, Q0; Holzmuller and Kasper, 1991pare key attributes in
international cros®order decisions. The differencerisk perceptionplays an important

part in opportunityrecognition and international exploitatigh6pezDuarte and Vidal

Suérez, 2010; Sommer, 2010)nstable crosborder market coupled with political
instability as a firm specifi€Al Khattah Anchor, and Davies, 2000y external threat
discourages small firms from becoming involved in high commitmgkgsirwal and
Ramaswami, 1992; Sitkin and Weingart, 199%he financial resources deployed in
international operations, in particular the entry mode, once chosen cannot be modified
without duplicating dbrts which results in loss of time and sunk co@diskos and
Brouthers, 2002; Root, 1994; 200Ruzzier et a(2007)in their study of 165 Slovenian

SMEs, found that international risk perception predicted a significant negative effect on

internationalisation with respect to product, time, market, operation mode and degree.
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Internatioral operating activities are supposed to be more uncertain ararigsited than
domestic activities. Degree of threat from competi{@snyus, et al., 2009yesource
dependency due to lialiyi of smalhess andoreignness(Bell, et al., 2012; Lu and
Beamish, 2006) susceptibility to distress, hardship, outright failure with respect to
environment chang@Nolff and Pett, 2006)and uncertainty in foreign locations are the
key determinants for ascertaining the degree of risk associated with international activity.
Thus:

H9: The higher the risk perception associated wittbssborder activity, the lowewill
be theprobability for acceleratednternationalisation

5.4 Summary

Based on the final analytical model, this chapter presented the statement of the research
problems, research questions and major hypotheses to be tested. Major contributions of
this thesis include: (1) Integrating the OLI with the resodvased view (dynamic
capabilities) of the firms this study fills a gap in the literature exploring the role of
endogenous or firm specific factors (cognitive preferences) along with exogenous factors
(industry and countryspecific) for the selection of entry modprocessby SMEs. (2)

Small firm entry mode choice due to human, managerial and financial resource
constraints is a complex phenomenon and the-grasy speed dynamics of ownership,
location and cognitive advantage are not provided by any empirical or conceptual
contribution. This study is unique in its nature as it provides the resbasegvalue
enhancement potentiabf ownership and cognitive capabilities in tleatry mode
selection pocessand postentry speed dynamics of small firms from Pakistan. (3) The
existing literature exploring the behaviour of MNEs/SMEs from Developing Economies
(DE) to DE or Emerging Economies (EE) explains only the process of
internationalisation based onrfi- specific variables. Thus, in order to fill this gap it is

vital to analyse the theoretical construct explaining the SME motivation andemuogt

speed dynamics from EE to DE. Therefore, this thesis examines the role of ownership,

location and cognitie dimensions in entry mode choipeocessand posentry speed
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dynamics in small firms from Pakistan. Thext chapter discusses the research design

used for this study
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Chapter 6
Research design

6.1 Introduction

SME internationalisation in general and entry mode choice in particular, is a broad and
complex phenomenon. This chapter discusses the conceptual framework, research
process, research philosophy and finally the research design used to study the impact of
ownership, location and cognitive advantages on the entry mode choices of Pakistani
SMEs.

In this effort, this chapter incorporates the basics of the conceptual framework with the
epistemology of SME internationalisation, and its theoretical and ontoldgikawith

the research problem. A robust scanning of internationalisation literature suggests that
there are two dominant paradigms that explain the epistemology and ontology of the
cross border outward movement of firms. Section 6.2 presents the ppiasl
assumption of the entry mode paradigm in detail. Section 6.3 presents the measure used.
Section 6.4 and subsequent sections present the link of the survey design chosen to the
analytical techniques used and its relevance to these. The subssegtents are then

devoted to validity and reliability of the measures used.

6.2 Conceptual framework - revisited

The international activity of resourstarved small firms in emerging economies, due to
their liabilities of smallness, foreignneddymer, 1960; Zaheer, 1995)ewnesgLu and
Beamish, 2006) and outsidership(Johanson and Vahine, 2009) a particular
phenomenon. Small firm entry modecisionsbeing themselves an ambiguous/ dynamic
phenomenon, and with complexities involving psychological constr(ftedo and
Florin, 2006; Brace, Kemp, and Snelgar, 200&reasing the dilemma, the research
process becomes iterative in nature and needs revisitingterasture at each stage by

using extensive crogeferencing Saunders, Lewis, and Thornhill, 2007)
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HM(YHU\ EXVLQH W¢ciSdo RekihddtBatieRrucan be classified on a continuum
UDQJLQJ IURP FRPSOHWH FHUWZIKhRQNW,\2000R 42) BVsRESX WH DPI
research differs from other social sciences disciplines in the sense that otiginds
describe the research process as linear, rational and straightforward without ambiguity,
leading to conclude a phenomen@rramilli and Rao, 1993; Hennart, 1989; Zikmund,
2000) Business research, on the other hand, starts with choosing from ambiguous
alterndives, and the limited explanatory ranges ofg@stablished theory further disfigure
the horizons of exploration. Finally, it is expected that the contribution should offer a
basic guideline for future researchers and practitiof8aanders, et al., 2007)herefore,

it is stressed that the process of research on in business and manatgmiserisstarts
with problem identificationZikmund, 2000) linking it with the appropriate paradigm
(knowledge and belief that guide the investigation), not only in research strategy

(Sekaran, 1991) but as guided by the epistemology and ontdtfgie constructs.

According to Mintzbeg, et al. (1976) the individual behavioural/cognitive decision
process comprises three stages. Ttentification phase (recognition/diagnoses of
stimuli) of decision making, thdevelopment phase (screenimj)decision making, and

the selection phasef decision making (see section 1.3). Analogous to this individual
decision making process the research stream in international investment deciséss pro
(Larimo, 1995; Sykianakis and Bellas, 2005; Wei, et al., 2@@mpted a behavioural
DSSURDFK DQG IR U6 Hee phasBslORFRDLAEVISion process: the initial
iGHD JHQHUDWLRQ VWDJH WKH LQYHVWLJDWLRQ VWDJH
strategic decision process is characterized by novelty, complexity and- open
endedness...and only a vague idea of what that solution might be and how it is evaluated
wKHQ LW LV (BiHtxbEr® BtalH 3DY6: 250)

% Ontology is the branch of science that describes the naure of reality, where as epistemology relates with
the choice of knowledge from realif@aunders, et al., 2007)
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Figure 6.1 Analytical conceptual model

Identification / Development/ Selection/
Diagnosisof P search of entry > evaluatlor) of
stimuli modes modechoice
\ v
___________________ Cognitive biases
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advantage
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Cognitive
advantage
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perception
Cognitive Tolerance Proactivity Cultural
orientation to ambiguity cognition
___________ A m o oo o e e e 2
1 1 1
1 1 1
Motivations Resources Mental maps

Source: adopted from (Acedo and Jones, 2007; Aharoni, 1966; Dunning and Lundan, 2008Kumar and
Subramanian, 1997; Teece, et al., 1997)

Pastentry modeand borrglobal studies due to their methodological limitatippsesent
complex and contradictory findings. Choice of single measingle case studiesnd
proxy variables are the nmaj limitation in entrepreneurshigiterature. Many studies
applying behavioural and economic approaches foundinear U-shapedRuigrok and
Wagner, 2003)inverted dshapedFleury, et al., 2008; Gomes and Ramaswamy, 1999)
and U+N shaped relationshidohnson, Yin, and Tsai, 2009; Tatoglu, et al., 2003)
Similar results weregiven by location specific studies to answer the questions when
and/or where to invest for lucrative awar@arciaCanal and Guillen2008; Roberto,
2004; Somlev and Hoshino, 2005; Stoian and Filippaios, 20@&@b)is attributed to the
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excessive use of inapprogie methodologieor the use ofinappropriate designin
international business studies

Fleury, Borini, Fleury, andunior, (2008) conducted an exploratory research with a
sample of 118 out of the 500 largest Brazilian companies. The core hypothesis of Fleury,
et al.(2008)research was that there is a positive association betweenatibnalization

and performance up to a break point in the developing countries, at which the company
becomes a multinational on®ue to methodological limitation,oatrary to research
carried out in developed countries (normashape curve), the inveidtJ curve in the
Brazilian case offered an intriguing res(@iigure 61). Same applies to U+Nhaped
relationships Their findings show that, from the level of 15% of exports, results increase
up to 100%, and that, precisely when the companies stasigemggin foreign direct
investment (FDI), an inflexion point appears. This corroborates the perception that the

main challenge concerns the transition process from export t¢HrIry, et al., 2008)

Figure 6.2 The relationship between internationalizationand performance

Source: (Fleury, et al., 2008; Gomes an®Ramaswamy, 1999; Ruigrok and Wagner, 2003)

Ruigrok and Wagner(2003: 64) pinpointed that, in the invertedl curve of the
rHODWLRQVKLS UHVHDUFKHUV LGHQWLILHG DQ pHLQWHUC
expansion decision making processphasis addgdat which global complexity starts

to strain managerialand organizational capacity. The downturn in performandegt

levels of internationalization was interpreted as implying that companies may benefit

from targeting a certain universally applicable, or at most an indsp#agific, ratio of
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domestic to foreign operation&\s a methodological limitatiorsuch relabnships ae

tested by any single quantitativesangle case study approaches.

6.3 Philosophical assumptions of entry mode paradigms

A robust scanning of the internationalisation literature suggests that there are two
dominant paradigms that explain the epistemology and ontology oflmoodsr outward
movement of firmgSaunders, et al., 2007)l) economic decisichased approaches or

the market imperfection/failure paradigm and; (2) evolutionary/behavioural approaches,

which includethe alliance paradigm (Table §.1

Table 6.1 Epistemology/ paradigm of entry mode literature

Paradigm Theory Entry mode choice Authors
Market +\PHUYV WK If market imperfection is high, | (Hymer, 1960)Hymer and
imperfection high control mode is preferred | Cohen, 1979}Buckley and
and viceversa Casson, 1976)
RBV and its Purchase resource bundles in | (Wernerfelt, 1984)Barney,
extensions high imperfect market through | 1991)(Madhok,

either mode choice; resource | 1997)(Teece, et al., 1997)
position barrier is high, low

control mode through market
diversification and vice versa

Market Failure Transaction cost | If there is low asset specificity, | (Coase, 1937(Williamson,
theory and opportunistic behaviour, and 1975)(Buckley and Casson
its extensions high cost of interaction, the 1976)(Anderson and

greater is the probability of Gatignon, 1986jErramilli
choosing high control modes | and Rao, 1993)

OLI model Higher control mode is chosen | (Dunning, 1981YDunning
the ownership, location (host | and Lundan, 2008b)
market) and internalisation
advantage are higher.

Behavioural Internationalisation| Processbased entry; psychic (Johanson and
paradigm theory distance is high, high control | WiedersheirPaul,
mode is preferred and vice very 1975)(Johanson and
Vahine, 1977)

Alliance cajitalism Network theory Not an explicit entry mode (Johanson and Mattsson,
theory, explains only shared 1988)

modes; if dissemination risk
is high, high
ownership/control is
preferred in collaborations
and vice versa

International Not an explicit entry mode (Oviatt and McDougall,
entrepreneurship | theory, explains timing, 1994)(McDougall and
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process (both sequential and | Oviatt, 2000)
nonsequential) for network
based INVs.

Source: Author/entry mode literature review

Earlier work on internationalisation tended to focus on economic approaches to
internationalisatiofDunning, 1988a; Hymer, 1960)hile the recent vein of research has
focused on both economic and behavioural approaches/parafighenson and
Vahlne, 1977; McDougall and Oviatt0Q0) Although both paradigms are active in
explaining the four questions of why/degree, when/timing, where/location and how/entry
mode to go abroad and they are well recognised in enhancing the understanding of
general internationalisation of firms gy suffer from at least one of the following serious
methodological drawback&ingh, 2009 Sullivan, 1994)

Locationspecific and entry modstudies have also been inconclusive and failed to

provide a significant methodological contribution, as the majority of studessarchival

records for analysigErramilli, et al., 1997; Stoian and Filippaios, 20Q&)d achival

GDWD DOZzZD\V QHJOHFWYV W K Hcagrtitibriov the ¢hole®d LI SHUF F
entry strategyBell,1996; Jiang, 2001)In this research phadbgre area fewexceptions

and theauthors haveusal the mixed methodologiegCollinson and Houlden, 2005)

Again, the studies have failed to provide valid/reliable conclusive evidence as the use of
proxy variables was costly, timensumingand neglected the compatibility of actual
entrepreneurial process with managerial perception/cognition. As Sulli9a4, :334)

asserts, application of posittiscLQVWUXPHQWDO DSSd Rdmpliagly p  F
error...consistently  overeporting or  undereporting the attributes  of
VDPSOH LQDGYHUWHQWO\ UHLQIRUFLQJ RU GLOXWLQJ V
Use of a mixed methodology makes it difficto reconcile the research results.

The second vein dbcationspecificresearch is active in identifying the roles of firm,
environment and decision maker in the process of foreign direct investment. This
research stream on the international investmdecision procesgLarimo, 1995;
Sykiarakis and Bellas, 2005; Wei and Christodoulou, 1997; Wei, et al., 20@fpted a
behavioural approach and followed Mintzberg et(&8876) D Q G $ K D(1LPB&pthr§e/
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phases of FDI decision process: the initial idea generation stage , the investigation stage

and final decision making stage. FDI decision process also face the critical shortcoming

of overemphasising the rolelo01 (VY )', SURFHVYVY DQG UHO\ KHDYLO\ |
exploration(Larimo, 1995; Sykianakis and Bellas, 2005; Wei and Christodoulou, 1997,

Wei, et al., 2005)Collis and Hussey2009: 120) DV V HU We cWdfi® fof gudd
UHVHDUFK TXHVWLRQ DUH OHVV FOHDU LQ LQWHUSUH\
Findings from a case study are frequently not very effective due to reliability and validity

issues involvedBryman and Bell, 2007; EasteH$mith, Thorpe, and Jackson, 2008)
Contradiction also exists that the case gtisdalso a very popular form of enquiry into

the nature and causes of dynaraidrepreneurshifSmith, 2009b, 2011; Smith, Moult,

Burge, and Turnbull, 2010)

A metaanalysis of currenentry modeliteratureidentifies specific entry modesample

selection and measurement errofd) Many wellconceived entry mode studies made
considerable use of the transaction cost framework and internationalisation theory
(Brouthers and Nako2004; Brouthers, et al., 2009)he research exploring entry mode
FKRLFH DQG LWV HIIHFWV RQ SHUIRUPDQFH FRQFOXGHG
endogenous phenomen@hnand and Delios, 1997; Woodcock, Beamish, and Makino,

19949) p WKDW LV LW LV FKRLFH PDGH E\ PDQDJHUV DQG
H[FOXVLYHO\ IRFXVHG RQ (BrbufierReRdH2niat ROTHIIBR GH O V |

This clearly suggests that the transaction cost framework neglects the exogenous and/or
(location-specific) contingencies involved in entry mode chdBeouthers, et al., 2003;
Brouthersand Nakos, 2004; Buckley, 1989; Erramilli and Rao, 199B) such cases,

they tend to use inapproprisgample of small firmseJOHFWLQJ WKH IDFW WKDYV
mode choice is not rational, but rather it is based on limited human thinking capacity.

This creates a mismatch of theory (choices based on rationality3edected sample

(small firm choice is not rational), améstsdoubt on the theoretical contribution claimed

by the pu empirical investigations thare disjointedD Q G L Q F R (BElIvahy 199H q
:325)insmall ILUPVY LOQWHUQDWLRQDOLVDWLRQ
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7KH VHFRQG OLQH RI UHVHDUFK XVHV WKH 2/, PRGHO
mode choice. As a firmspecific advantage, R&D/technology intensity and advertising
intensity are themeasurewused in all transaction s OLI and resourebased views,
either as asset specificity or ownership advantage. Disparassures andesults
bedevil researcher@angarkar, 2008; Thomas and Eden, 200dhen such measures
predict higher control modes in both transaction cost and the OLI framé®imikn and
Filippaios, 2008h)at the same time as an asgatcificity measure predicts lower control
modes in transaction cost thedielios and Beamish, 1999; Palenzuela and Bobillo,
1999) Transaction cost theory clearly indicates that the default choice is lower control
modes based on bounded rationa{iynderson and Genon, 1986) Such confusing
UHVXOWY DUH GXH Wtém Wedastires diHudR & gingle\asp@cl 6f H rteltn
attribute...that... distort the validity of the measure will contaminate, if not ruin, the
U H V XS0IWaw 11994 :329)

6.3.1Researd strategy and designthe research onion

7KH pUHYVHDBaurdeRsQet &.(Q2DQ@xplains the research phases carried out in
exploring the ownership, locational and cognitive advantages involved in entry mode
FKRLFH E\ VPDOO 3DNLVWDQL ILUPV 7KH quReQdsa@N LV D C
processin a logical fashion (Figure 6.3 The five stages in the research process are

helpful in answering théollowing two dominant questions. (1) What is the basic research
philosophy? Stages one to three help to answer and iddrgifgsearch philosophy, the

basic knowledge (paradigm) and its relationship to actual/real world commitment to a
particular view (epistemology/ontology) (2yhat is the most appropriate method of
exploration? Stages three to five help to identify the rapgropriate research strategy

and design for kdepth analysis.
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Figure 6.3 The research onion

Epistemology

Data
collection
and analysis

Ontology

Ethnography

Axiology

Source: Adapted from(Saunders, et al., 2007)

In the selection of the research design, two schools of thought are clearly distinguished:

the classical/experimental (positivist) tradition and the interpretive -(usstivist)
perspectivdBrymanand Bell, 2007; Easterb§mith, et al., 2008)Realism is the branch

of epistemology most similar to the positivist approach, but uses action research based
RQ KXPDQ DQG RUJDQLVDWLRQDO LQWH#dthtRsgunralLQ DQ\

VFLHQWLILF DSSURDFK WR WK HSadbhtl#rs] @Rab, P20 WLOH |

Unlike the interpretivisWUDGLWLRQ WKH pGLUHFW UHDOLVWVY DV
RI SHUFHSWXDO FDSDFLW\ 7TKH phFULWLFDO UHDOLVWY L
and they might deceive us, because the critical realist recognises the importance of

multilevel study(Saunders, et al., 2007)7KXV JWGLUHFW UHDOLVPY LV FOF

they both rely on scientific enquiry.
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During the 18 century, innovations and development in scientific methods led to the
classical (positivist) tradition; that is, scientific enquiries were used to develop
explanatory theoriegCollis and Hussey, 2009)The classical dymaic generates a
guantified description, clearstated antecedents are measured with survey instruments
(Likert scale), and a suitable statistical analysis is condktadLeod and Ferrier, 2002;

Maylor and Blackmon, 2005) $QRWKHU GLVWLQFWLRQ LV PDGH

UHVHDUFKHUYVY DQG puIHHOLQJY UHVHDUFKHUV¥rnal ttH UHVR
objects (Saunders, et al., 20Q7)kannot manipulate respondents decisively and is
concerned about the reliability and validity of the eesh(EasterbySmith, et al, 2008;

Gill and Johnson, 2002)

2Q WKH RWKHU KDQG pdIHHOLQJY UHVHDUFKHUV DFFXVH
by business performance or profitability and concerned with manipulating ...to those

H Q Q@Hauvel and Despres, 2002: 209)he proponents of interpretivist/pest
SRVLWLYLVW FRQVWUXFWLYLVW (Ré&evaxigt BIQ2008NVGEIdser RU plH
and Strauss, 1967are more concerned with the conceptualisation of data with
UHVSRQGH @GWanl Jehihepi, 2002; Sekaran, 200B)ey are heavily involved

with research settingéCollis and Hussey, 2009)This objective is achieved through
observation, ethnographic research, case studimeyidual/focus group interviews, and

repertory gridgCooper and Schindler, 2008; Maylor and Blackmon, 200Bgre is no

doubt that observation and case study are rigorous and powerful m@thods, 1995;

Mintzberg, et al., 1976; Sykianakis and Bellas, 20000 QG p WKH REVHUYDWLRC
be used to describe a wide variety of behaviours, cognitive phenomenon, such as
DWWLWXGHV LQWHQWLRQV D QQzirunt) QB QESH YV FDQH
However, the observational method provides very little opportunity for the researcher to
observe the actual intricacies involved in the cognitive decision pr¢éeksey and

Knight, 1999; Larimo, 1995; Majeed and Polyakov, 20@servation is also extremely
demanding ofresearch resourcesyhich may EH pHMWRKHBRVWO\ RU WRR (
(Zikmund, 2000) because the strategic decision process typically span periods of years;

often implying a study of the process after completion; therefore, researcher is obliged to

rely heavily on interviewing. The clearest trace of the completed process remains in the
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minds of those people who carried it out, as Mintzberg, e{1876: 248)and Larimo,
(1995: 26)emarked in their studies

In the foreign investment decision process, chief executives are directly or indirectly
involved in the decision procegslintzberg, et al.1976) Interpretivist research is more
generalizablen similar settinggCollis and Hussey, 2009as a single case study, even
coupled withsophisticatedcomputer analysis, remains questionable and explains only the
associated subjective patterns, while positivists create a logical sense in data, although the

results are explained simple in percentage terms.

Researchers in the classical tradition claim their research analysis to biesrmdue to
FRPSXWHUYV Y capn@Gtiy@adsicH Hstatistical techniqgues and charge feeling
researchers with decisiveness and IlfMaylor and Blackmon, 2005; Saunders, et al.,

2007) 'XULQJ WKH LQWHUYLHZ SURFHVV WKWUHWDUN PREKD
LQYROYHG ZLWK DQ DWW L \(LahGdrdde lard Rlbiggekbbingdh, ROOSY RQR P\
Sekaran, 2003 DJDLQVW WKHLU ERVV DV WKH pIHHOth®JY UHVE
interview proces§Saunders, et al., 2007/)u5HVHDUFKHUYVY DUH QRW REMHFW
they observe. They bring their own interests avdd OXHV WR WGoHs ahd VHD U F K
Hussey, 2009: 56which results in either (Tablel. uWWRFLDO GHVLUDELOLW\ E
UHVSRQGHQWVY VLGH RU pLQWHUYLHZKEZUmBEKIHDOML QI [UF
M RI FRXUVH WKDW FRPSOHWH IUHHGRP IURP WKH LQFC
L P SRV YJa&@dtsy et al., 2007: 104)
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Table 6.2 Philosophical assumptions of two main paradigms

Philosophical
assumptions

Questions

Positivism

Interpretivism

Ontological assumption

What isthe nature
of reality?

-Objective reality exists
SRXW WKHUH’
-Cause influences the
outcome

-Reality is subjective
meanings of their
experience

-Researcher is the part of
process

Epistemological
assumptions

How to distinguish
knowledge from
reality?

Research is

valid/measureable, and
researcher is independe
of that being researche

-Researcher is involved in
participative enquiry and
creates the subjectivity.

Axiological assumption

How do values
Affect the research
process?

Research is valugee
and unbiased

Researcher acknowledges
that the research is value
laden and biased

Rhetorical assumptions

How does
language affect the
research process/

Formal style of languag¢

Personal voice,
involvements creates
languagecomplexity

Methodological
assumptions

What should the
actual process be?

-Process is deductive
-research is context free
-results are accurate an
reliable

-finding are

generalizable

-Process is inductive
-Context bound
-Reliable only through
verification

-not generalizable

Adapted from: Creswell (2009); Collis and Hussey (2009)

In interviews, the burden on the memories of decision makers results in two errors:

distortion and memory failuréMintzberg, et al., 1976)This might result in deliberate
falsification, when there is mistrust of research confidentiality or unconscious
misrepresentatiofBryman and Bell, 2007; Zikmund, 2000Multiple interviews with
decision makers reduce the possibility of distortion but are is costly, time consuming and
might be possible in only one case study. As for the case of memory failure, most of the
information remains unreported due to falsartst unsuccessful efforts and/or

LQW H U Y L H&rkselyaxid Kiighty 1999; Mintzberg, et al., 1976)

6.3.2The research onion revisiteechoice ofmix methodology

The small firm internationalisation process or FDI process can be explored through

phenomenalgical approaches, but the issues of reliability and validity in

phenomenological approaches remain unresofzadterbySmith, et al., 2008; Gill and
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Johnson, 2002; Reynolds, 2002)hus, it is problematic to explore FDI dhe
internationalisatiorprocess with survey instruments, as in such processes there are no
specific variables to explain the intricacies involved in complex FDI or
internationalisation processes.oWever, inlocation and poséntry studies, survey

research can be sufficiently versatile @ V XJJHV WreaSdy YoL patidular
UHODWLRQVKLSY EHWZHHQ YDULDEOHV DQ Gawwderss URG X F |
et al., 2007: 105)

Figure 6.4 The research onion revisited

Choices
-Multi -methods is used

Stratgy-Qualitative, multiple cases
Quantitative /Logistic regression

Approaches
-Deductoinductive approach

Data
collection
and analysis

Philosophies
-Mix -methods is used

This study uses the mixethodologyas nterpretivistpositivist/realist approach for
testingentry mode choice processd postentry of small firms from Pakistan fohée

following reasons (Figure 6).4

X 7TKH FKRLFH RI HQWU\ PRGH {1R¥WHHRPHO IQRU@PNDUIW pDKR
decisionprocess as a whole is inductive in nature, but as this research contributes
to highlighting the selection stage of FDI entry choices; therefore, due to the
causal relationship of acteRXWFRPH LW EHFRPHV GHGXFWLYH
obvious that the ded@an making is actiororiented; one has to choose what
action...to learn the degree to which action leads to desirable or undesirable
R X W HW&lstgh, 1980: 02)Thus, a small firm cannot afford to follow the
MWULDO DQG HUURUY PHWKRG RI :26 RU -9 VHOHFWL
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prove disastrous, resulting in profound survival threats. Similarly, in such
situations the researcher should not distort results by revealing compglaiveo
choices by any single approach of enquirigereforelO interviews were carried
out to providein-depth analysis of foreign investment decision proceBse
quantitativedesign and analyticabchniquesvas usedfor post enty speedMix
methodologyis used toanalyseinterview with deducinductive approach to
explore the complexity of entry mode process followed by a comprehensive
logistic model.Reconciliationof qualitative findings with quantitative results is
not an issue in this thesis as the entry process in inductive andrposspeed
results are deductive in nature.

X Subjective phenomenological methodologies, particulsitgle case study, in
FDI process and internationalisation process studies lack generalizability due to a
narrow focus on a single industry or firm, thus failing to provide conclusive
evidence of process or entry mode decisions. Rather, the profound complexities
of such studies, tbugh their use of selective ngmobability samples and/or
proxy variables, cast doubt on the research implications for practitioners. The
being a firm level analysiseeks to providenultiple casestudyevidencebased
research from developing nation dligh a logical hypthesisbased research
supported by qualitative analysis

In the initial phases of research three personal and four telephmteaiwiews were
conducted. Personal interview were transcribed. Another two telephonic interviews was
re-conducted and recorded during final revisions of this thesis. Once the theoretical

saturation was achieved tenth interview was recorded but not transcribed.

There are various drawbacks of telephonic interviews such as possibility of respondent
misunderstanding, item nemsponse rate and respondents might not be willing to
disclose important information to a stranger in the interview process. On the contrary the
telephonic interviews provide high geographic flexibility, ease of call back, low cost and
ORZHU GHJUHH RI LQWHUYLHZHUVY L@BrgnagHapd BelRQ WKH
2007; Saunders, et al., 2007; Zikmund, 200®ast economic and behavioural decision
studiesfound no significant differences ithe results of face to face interviews and
telephonic interviews (Irvine, Drew, and Sainsbury; Sturges and Hanrahan, 2004)
Therefore use of mix methodology and intensaenfirms the validity and tebility of

the current study.
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6.4 Entry mode choice procespre-test stagefor qualitative analysis

Previous research has usually focused on highaaglisted return tradeff for choosing

entry modeswhich are the basic characteristics that managers are faced with in the
selection of appropriate mode of foreign servicifnderson and Gatignon, 1986)
ODQDJHUVY DWWLWXGHV DQG EHKDY(B&Ké&yxa CBsBON,RUYV E
1976; McDougall and Oviatt, 2000availability of resource¢Barney, 1991)and need

for appropriate control and returfDunning, 2000b)DOVR GHWHUPLQH D ILU
choices. Put in another way, firms must consider the resource commitments offered, the

risk associatedhe control needed and finally, the return targeted in foreign services.

The underpinning IB theories, particularly entry mode theories, partially explain the
parameters of entry choices. Transaction cost theory based on bounded rationality,
transactionbuncertainty and opportunism focuses on -Hashusted return along with
variable control dimensions for each entry choice. Transaction cost stresses that higher
ownership potential or higher transactional potential will lead to higher foreign control,
and according to the transaction cost vigle default mode is low ownership mode
(Anderson and Gatignon, 1986; Chiao, et al., 201®)the OLI and transaction cost
frameworks, higher control represents high resource camenit and flexibility
UHGXFWLRQ DQG WKH GHJUHH RI FRQWURO LV 3 WKH V
ULVN D Q GA\nddtisdhXahid@atignon, 1986 .:3)\ccording to OLI, returns are rimdy
associated with ownershigquity); therefore the default mode is F@lomstermo, et

al., 2006; Dunning, 2009a)

On the other hand, the RBV focus is ttesource commitment anchlue generation
potential. According to the dynamic capability view (Madhok, 1997; Teece, et al., 1997),
norrownership modes (export modes) will be adeaue generating mode, and for large
firms, the default mode should be F@irfhigh value generatiofChiao, et al., 2010;
Forlani, et al., 2008)The RBV explicitly ignores the question as to what is the best entry
mode choice for small ins. However, RBV theorists explicitly agree that the small
firms are in a better position to exploit international opportunities through strategic
alliances and joint ventures for high value creat{@arney, 1991; Newbert, 0D7;
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Sharma and Erramilli, 2004To conclude tree theories explained above shed light
four parameters thdirms must considebefore international investmerthe resource
commitments offered, the risk associated, the control needed and finally, the retur
targeted in foreign service&ny single theory is unable to capture the complexitiesllof

the parameters/measures entry mode choices.

All these four parameters /comparators have individual as well as collective effects on the
choice of foreign servicing in the emerging econonfieaso, 2001) Small firms are
usually unable to exploit opportunities througbl due to resource limitations, and
researchers in this area tend to conclude thatregpabtless provides higher flexibility,
although at the expense of reducingntrol and lower profitability (Anderson and
Gatignon, 1986; Hill, et al., 1990; Kumar and Subramanian, 199)synthesis of
capabilities suggests that high ownership (equity) for small firms in transition/emerging
economies (EEs) does not always lead to high control and high value generation potential
(Forlani, et al., 2008; Karhunen, et al., 2008; Luo, 2001; Sengun and Wasti, 2809)
each ad every capability is unable to generate a high order value, ultimately not every
type of sole ownership or contract will result in high growth potential in EEs.

Thevalue generationf any entry mode choice/alternatife small firms in EEs depend
upon the partndJ fV VWUHQJWK . ODRiGaldo Ddgjizids h \Whe Hn@nagerial
capability to takerisks in turbulent conditionsCognitive biases serves to limit the
decision capacity of a manager or they tend to crestr optimismin choice of
alternative. To resolve this dilemma, based on entry mode literature (Forlani, et al.,
2008; Karhunen, et al., 2008; Meyer, Estrin, et al., 2009), by integrating the OLI and
dynamic capability view, new alternative parameters/comparatofsalue generation

potentia) of entry choics are introduced in this thegiEable 6.3)
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Table 6.3 Entry mode categorisation tcontrast between RBV and OLI

Dynamic capability view focus OLlI focus

Criteria for mode choice: valuegeneration Criteria for mode choice: ownership/control
High value generation modes High ownership-High control modes

Joint ventures Wholly owned subsidiary
Licensing/Franchising Dominant share in many or fepartnerships
Foreign partner strong/weak in capabilities Foreign partner exercises high control

Low value generation modes Low ownership-Low control modes

Exports Exports

Full acquisition/Greenfield Majority/equal joint venture

Foreign partner weak in capabilities Local partner exercises higlontrol

Adapted from: (Forlani, et al., 2008; Karhunen, et al., 2008; Sengun and Wasti, 2009)

The qualitative analysis will focus on the question that, how the cognitive biases will
affect the choice of tw alternatives i.e. the choice of low and high value generation
modes? Further, how this choice process will affect thegrusy speed of small firms in
Pakistan?Modes that are capable of transformation recommended by the pioneering
RBV contributions (Barney, 1991; Newbert, 2007; Sharma and Erramilli, 2004)
(strategic alliances/ licensing and joint ventures) are terhrigd value generation
modeé®while export modes and sole ventures are terfoedvalue generation modes

This integration has more explanatory power than any single parameter explained by

transaction cost or OLI paradigms.

6.5 Questionnaire design/pretest stages for quantitative analysis

The social and business management research recommends three mairiBriases

and Bell, 2007; Langdridge and Haggehnson, @09; Sekaran, 2003; Zikmund, 2000)
for effective research instrument developmenty:iritial design guided by past research,
intuition and analytical thinking about the context of research; (2) expert opinion given
by panel of experts in particular area of research, and; (3) pilot testing to initial

respondents.

®This study adopts the resousasedclassification of entry choicedhe RBV classification is different
from that ofthe FDI and OLI modelsStrategic alliances, licensing andnjpventures are the modes that
DUH FRPSDWLEOH ZLWK D VPDOO ILUPTV O Lgéhtting REOGcE&@GOSTELOL W\
country/partnersThis is why, they are termed as high value generation m@#eaey, 1991; Sharma and
Erramilli, 2004)
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As discussed previouslyhe research instrument was already pilot tested and discussed
with experts in the area of study before the conference presentation. However, for main
project, the questionnaire was further improved through revising three steps mentioned
previously, whichwere the following. (1) Before designing the final questionnaire for the
main study, the recommendations about wording/language of the questiqi@alie

and Hussey, 2009; EasterBynith, et al., 2008Gill and Johnson, 2002yere born in

mind with respect to the understanding and level of education of respondents revealed
during the first pilot test. The wording of the questionnaire also helps to reduce pitfalls,
such as loading, leadingnd double barrelled questio@kmund, 2000) Items in the
guestionnaire were adopted from previous research; however, every effort was made to
make them simple, readable, technically clear, and understandable. Suitable instructio
were included for each section to introduce briefly the nature of the section and how to
SURYLGH D UHDVRQDEOH UHVSRQVH ,Q RUGHU WR 3ZDU
and avoid order bias, demographic and classification questions were askied at t
beginning of the questionnaire. The questionnaire sequence and style were general to the
specific/funnel technique, endorsed by many social and management resg&lcbpes

and Schindler, 2008; Zikmund, 2000)

(2) After the initial stepof questionnaire development, the questionnaire was discussed
with three research colleagues and experts in international business at the Business
School of the University of Huddersfield. The author acknowledges the contribution of
both supervisors for thvaluable time and effort they devoted at this stage. This made it
possible to make the design, layout and questionnaire wording of the final draft ready for
dispatch. (3) In the pilot test, the respondents were asked to fill in the questionnaire and
provide feedback about its design, layout and wording. In order to increase the response
rate, telephonic follow up was ma@Bryman and Bell, 2007; Easted$mith, et al.,

2008; Langdridge and Haggéohnson, @09). A total of seven completed questionnaires
were received in the first pilot study.

The validations provided by the stage process made it possible to dispatch the final

guestionnaire to respondents. The questionnaire was split into seven sections. The first
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two sections, (A) and (B), contained questions regarding the firm and the ré$gddV
background. The confidentiality of the research findings were also reiterated in the
middle sections of the questionnaire. The middle sections of the questionnaire, sections

(C) and (D), dealt with the ownership, location and cognitive factorsecelat small

ILUPVY HQWU\ PRGH FKRLFH 7KH ILQDO VHFWLRQ FRQWL

instructions for returning the questionnaire.

6.5.1Measures

Past research in small firm internationalisation adopted single constructs to provide a
deductive frarawork for analysis. A serious weakness of using a single measure is that it
allows measurement error in analysis and extreme correlation with scales to jeopardise
reliability/validity, which may distort or contaminate, if not ruin, the res(@sllivan,

1994) In order to assess the proviaice validityof the research instrument, before the
selection of final measures, an extensive review of international business and ahdry m
literature was undertaken. This review provided more theoretical insight ateptin
complexity of psychological constructs endorsed by IB and cognitive scholars (Acedo
and Jones, 2007; Brace, Kemp, and Snelgar, 2006; Pinho, 2007).

Ownership advantges

Firm size was measured by most of the past entry mode studies as the number of
employees, in addition to the specific range of capital/sales turnakos and
Brouthers, 2002; Pinho, 20Q@nd a similar strategy was adopted due to the inconclusive
definition of SMEs in the Pakistani context. Firm size in this study was measured as
having up to 25@mployeesin addition to having patdp capital/sales up to Pak Rs. 250
million. The respondents were asked to provide the range of theirasalesxactifjure

of sales, rangearefrom less than 10% as the first range te1D8®% as the final range,

with a total of six ranges (see questionnaire itenL&)ge firmsfliterature is using log of

sales, but majority of small firdIfferature(see Table 3.1is taking simple saleas firm

size Bothoperationalizationsesulted in similar model fit.
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$ ILUPTY DELOLW\ WR LQQRYDWH GHSHQGV XSRQ DGPLC
and differentiated products. If the firm has innovation ability in the orgaosal

process, and cuttingdge technology, it will have a greater ability to produce
GLIIHUHQWLDWHG SURGXFWV $ ILUPTV DELOLW\ WR L(

products was measured on figlgnension scales adapted from Pi(}@07)
Location adwantages

Due to inconclusive results and widespread criticism, from, for example, Drogendijk and
60DQJHQ +RIVWHGHY{V DQG 6FKZDUW]YV
capture the complexity involved in national cultures (Harzing, 2004; Kich @ray,

2009). Subsequent efforts to develop more rigoroaasures have given rise to el

from recent scholars such as Harzing (2004) and Tihanyi, Griffith, and Russell,(2005)
develop morecultural dimensions As a result, scholars with an intstein culture
orientationhave developed two new cultural capabilities, ddture intelligencéEarley,

2006) and cultural competence (Johnson, et al., 2006; Muzychenko, 2008). Therefore,
cultural distance in terms of the perception of managers wasuredaby five items:
differences in home and host country language, and geographic, business, social and
environmental dimensions. Such scales are used in entry mode studies and the scale

suggested by Jiarl@001)on these five dimensions serves the purpose of this study.

The higher the market potential, the higher will be the probability of achieving economies
of scale, lower cost of production and choice of investment modes of(&argiaCanal

and Guillen, 2008)In general, in order to exploit lortgrm presence in the host country,
the literatwe favours equity modes of investment if the market growth/sales potential is
high (Agarwal and Ramaswami, 1992; Nakos and Brouthers, 2b@2ket growth and
sales potential was measured by 4fitem scales adapted fronfAgarwal and

Ramaswami, 1992)
Cognitive advantages
Cognitive orientationis a multidimensional construct that measures the readiness of

highly skilled entrepreneurial managers for entering into international markets through C
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and | modegDichtl, et al., 1990; Dimitratos, et.al2003; Majeed, 2009)urther, the
readiness denotes knowledge of international markets, complications associated with
international cross border transactions, feasibleuts for searching the absorptive
capady and opportunityecognition. Cognitive orientation was measure e
dimensions such as the level of personal involvement in foreign decision making, based
on international experien¢€aughey and Chetty, 1994ased on imrnational exposure,
personal interest in foreign language spolesutanen, 2000Q)and the tendency of the
individual to interest in travel for business purposes, and educationa(Deektl, et al.,

1990; Holzmuller and Kasper, 1991)

Previous behavioural literature shed light on the conceptlefance to ambiguityand
adopted different scales to those used in past literature. For example, previous
behavioural and international business studiésedo and Florin, 2006; Acedo and
Jones, 2007)xdapted the scales used by Westerberg et al. (1997) and Gupta and
Govindarajan (1984) for measuring ttaeranceto ambiguity However, in this study,
four-item scales were adapted from Westerberg et al. (1997); these are very popular in
international business literature due to their applicabilifgcedo and Florin, 2006;
Acedo and Jones, 2007)

Proactivity is a matter of logical linkage and fit between individual personality and the
job (Gupta and Govindarajan, 1984). The situation of the market and the strength of
global drivers determine the individual intention and behavidte global mind-set
becomes the most important characteristic as it controls and manipulates the value chain
activities through C&I modes such as strategic alliances and JVs in SMEs. A high level
of proactive disposition augmentsthe motivation towards exploitation of greener
opportunities.Crant and Bateman (2000) measured proactivity throughiterti7scale.
Seibert, Crant and Kraimer (1999) proposed a revised version of this and uisech 10
scales to measure the proactivityrighle. Although Wood and Robertson (1997) also
proposed certain measures of proactive disposition, thent measure proposed by
Seibert et al. (1999) was judged more appropriate for the purpose of this study.

173



It is argued thatcultural competencas a rovel and innovative phenomenon and
comprises the skill, personal attributes (sdffcacy), need for cognition, and knowledge
of the entrepreneugdohnson, et al., 2®). Therefore, this study idea borrowed from
such attitudes, developed/incorporated a meltural-cognitive measure to capture the
effect of cognitive cultural capability on entry mode choice. A setan scale for
culturatcognition was developeaif this study by incorporatingultural dimensionsn

the need for cognition attributes used by Westerberg &947)

The culture and environment in the context of the study supported the adaption-of well
defined and rigorous measures infestmentrisk and risk perception therefore, four
scales from the concept 0§k perception ofSitkin and Weingart(1995)and three scales

of investment risk in entry choices from Agarwal and Ramaswa#92)were combined

to serve the purpose of this study

6.5.2Dependent variable/Postentry speed(quantitative analysis)

Speed, scope and extent are three basic features adopted by previous literature as proxies
of accelerated internationalisation. The speed and scope of operations are poorly defined
and there is no consensus about the exact measurement of such O(stRIGECtion

1.3). However, the literature offers some concrete measure of extent (ratio of sales
achieved during a particular periodased on the internationapeed literaturé Acedo

and Florin, 2006; Acedo and Jones, 2007; Mofgaomas and Jones, 206pged
behaviourof small firms (extent of operationjs divided into three groupsThis study

adopts the pxtentfito measure the sales speed of small firms from Pakistane
precisely, pstentry speedtlie dependentariable, the sales ratio achieved within the ten
years of the stauf international operations) divided into three categorieSmall firms

having achieved a ratio of foreign sales below 25% within ten years of domestic sales are
referred to as reluctant internatiorzalis. Firms with international sales from 20% ae

termed regular internationaéirs, and those with sales of above 50%tarmed rapid
internatioralizers. Any firm that achieves the sales speed of5R5%6 is considered as
achievedthe accelerated internationalizatistatus For the sake of easier interpretation

logistic regression was used to test the hypothesis based orategories.e. regular
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firms were those who achieved sales ratites$ tharb0%within tenyears of the start of
international activity and the rapid firms are the#® have achieved the sales speed of

more than 50%.

6.6 The challengeof data collection in the EEs

Musteen, Francis, and Datf2010)and Dib, da Rocha, and da Sil{@010)asserted that

the response rate in developing and transition economies remains low because firms are
not used to answering questionnaires, the culture of contributing to acaderarchiése
absent and firms are highly reluctant to provide information on earnings. The energy and
power shutdown/load shedding, legal and moral hazards, and Pakistan being the
SHSLFHQWUH" R % aifera biple \bhallengdrtJtha/data collectimechanism

(Khan and Anne, 2004) Another important limitation is that earnings information is not
available from any other source. This results in measurement error and possible bias
(Dib, et al., 2010; Musteen, et al., 2010) the followup, the researcher found a strong
lack of interest in the research among SME owners/ managers due unwillingness to
disclose financial information of the company and mistrust of the financial/taxation
structure in the underdeveloped/unaericorrupt politicelegal environment of Pakistan
(Khan and Amine, 2004)

Before the final survey, a pilot study was conducted with 30 questionnaires in the month
of March 2010. Only seven questionnaires were returned in this initial survey. In the
telephonic followup, respondents specified that they were prepared ready to respond to
the questionnaire if financial information was kept secret and not disclosed to the tax
authorities or utilised other than for research purposes. To this end, in the final data
collection pocess, more than 300 companies were assured over the phone that their

information would only be utilised for research purposes.

%" see footnotes (section 2.2 and section 2.4).

The Economist in its Jari®®008 edition fates’Pakistan 7KH ZRUOGY{V PRVW’ Gliz@atHURXV SOD

against Islamist extremism and the terrorism it spawns is being fought on many fronts. But it may well be

in Pakistan that it is won or loghe sectarian divide between Sunni and Shia Muslims; the ethnic tensions

between Punjabis, Sindhis, PushttbQ G *PRKDMLU" LPPLJUDQWY IURP ,QGLD WKH L

DQG WKH VSUHDG RI WKH 33DNLVWDQL 7DOLEDQ” RXW RI WKH ERUGH
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The demographics of the respondents also play a key role in the low response rate in EEs.
Younger export managers and CEOs werend to be more interested in responding to

the questionnaire, while the older export managers and CEOs found not to be interested
in the research initiative. The educational level and background played a crucial role in
the data collection. The exportamagers and CEOs in certain cities in the Baluchistan
and Punjab regions were less educated (matriculation/year 10 certificates), unaware of
research initiatives and unable to understand how to return the completed questionnaire in
the enclosed pogtaid envelope. Due to this, the researcher was forced to rely on-multi
method data collection (a combination of probability and-pibability sampling) in a
process including mail survey;reail, dropoff/personal visits. Postal responses with

substantial misag data were revised telephonically.

On the other hand, the researcher found that some of the export managers/CEQGs in well
established firms in Lahore and Karachi were highly educated (MBAs and PhDs from the
UK and North America), but such highgducaéd managers were more reluctant to
respond to research initiatives than {edsicated ones due to information overload and
time limitations. However, it was very encouraging to note that the doctoral research
initiative was appreciated and responded toldsseducated exporters interested in
achieving future higher qualifications in international business. Because of the complex
nature of cognitive scaléBrace, et al., 2006)ack of interest in research initiatives, and
fear of company information leakage/misuse for other purposes, the development of
persmal contacts with SMEs became mandatoResearcher acknowledges the
contribution of friends, colleagues and in particular University students ofetifiethnic

groups who introduced the research areas to their close relatives in small firms in
Baluchisan region.Uneducated CEOs, due to personal contacts in the Baluchistan
region, were more likely to respond to personal visits when the purpose of the research

was explained to them.

Another important observation was that small forms that were newly established and/or
new to exporting were more interested in the research initiatives, buestatilished,

older exporters and companies having higher financial worth were not prepared to
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participate in the doctoral research, and their response to research initiatives was highly
discouraging. Such companies simply did not respond to the questionnaire and were
even reluctant to listen to anything about research initiatives during telephone
conversations. During the pilot testing it was revealed that SMEs located in urban areas
having post office boxes as addresses were unable to return the questionnaire; therefore

post office box addresses were not included in the response set.

The guide Ihes for an acceptable response rate provided by many prominent authors in
business and social reseaf@tyman and Bell, 2007; Cooper and Schindler, 2008)e

ERUQ LQ PLQG (YHU\ SRVVLEOH HIIRUW ZDV PDGH WR |
privacy and confidentialy (Arksey and Knight, 1999; EasteH$mith, et al., 2008;
Sekaran,2003) The most important problem in the data collection was to obtain a
complete list or directgrof SMEs with the complete address and contact details of the

owner or export manager of the firms. To this end, the researcher contacted three
different agencies working in SME development, namely the Small and Medium
Enterprise Development Authority MEDA), the Chamber of Commerce and Industry

(CCls) and the Trade Development Authority of Pakistan (TDAP). One of the chief
executives working with the TDAP and one with the CCI provided the researcher with
Expo-Pakistan, a list of exporters in Pakistahoanpresented their export products at an

annual exhibition in Karachi. The directories for Expakistan2006 2008 and 2010

were comprehensive and helped to verify the profiles of owners/CEOs and export
manager®f 500 SMEs from Pakistan. These three dioges also mentioned the name

of the CEOs/export managers or contact persons of the firms, which helped the researcher
WR GLVSDWFK WKH TXHVWLRQQDLUH WR ILUPVY &(2V HJ
was more comprehensive in the sense that it cuedaihe names-mail addresses and

mobile numbers of the concerned individuals in the company; this helped in following up

the responses througkneail/phone calls.

As there is no standard industrial classification of exporting SMEs in Pakistan, the export
associations were also contacted to obtain a comprehensive list of exporters. The export

associations includeithe Pakistartextile exporterassociation, formerhthe all Rkistan
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cloth exporters association;h& pakistan electrical manufacturers associatibhe
pakistan sports goods manufacturers and exporters associi®rsurgical instrument
manufactuers association of dkistan: e Pakistan commercial expters of towels
association, and: Hle Rakistan readymade garments manufacturers and exporters
association A stratified sample of B0 operational managers in SMEs and INVs was
selected for this study. Four criteria proposed by Dimitratos €2@03: 07)were used

for a stratified sample selection: (a) independent business; (b) fewer than 250 employees;
(c) wanted to explore international activities in the near future and the firms that
controlled and managed valadded activities through various modesoime ormore

than one country, and; (d) among the leaders in their market niches. In order to increase
the response ratahe Presidents and General Secretaries of the associations were
requested to encourage association members at their scheduled meetings to respond to

survey questionnaires.

A cover letter was addressed to the CEOs/export manafj&®0 SMEs in Pakistan
requesting their valuable contribution in filling in the questionnaire. Two reminders were
dispatched after approximately after every faugek period. In order to increase the
response rate, the respondents vessiredhat they would b provided with a summary

of research results and managerial/policy implications, which would help them to identify
new competitive strategies. The data was collected from three provinces of Pakistan:
Punjab (major cities include Lahore, Faisalabad aatk&); Sindh (major cities include
Karachi, Hyderabad and Sukkur), andlihistan Quetta) The SMEs located in the
Karachi region were more likely to use the Internet and computers and more willing to
respond to email questionnaireshencell email respamses were received in the follow

up process. lguestionnaires from SMEs in remote aregtfiout properpostaldispatch
system and/or substantial missing data were revised throughdeie follow-up and 22

collected through drepff/personalisits werealso included in the final data set

Personal visits were arranged with the companies whose CEOs/export managers had little
or no education. The majority of uneducated CEOs were found in tribal areas of

Baluchistan province (the literacy rate in Bdlistan is only 26%). More than 30
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companies replied during the telephonic follay that they would not participate in
research initiatives due to the company policy or restrictions on CEOs/export managers
responding to any research projddiore than 70unusablequestionnaires thatid not
provided adequateotal score werexcluded inthe revisedfinal data setand draft of

thesis

After comprehensive postal reminders, personataéd and telephonic follovups, atotal

of 96 usable questionnaires were included in final data set.répresents a response rate
of 1%%. This response rate Isw as compared to advance natiofkis response rate is
consistent with the response rate of previous IB studies in EEs, e.g. MalApsied, et
al., 2002)and Brazil(Dib, et al., 201Q) while studies of entrepreneurship in advanced
nations present a response rate fror#38%, (e.g(Knight and Cavusgil, 2004; Musteen,
et al., 2010)The results of tis study should bmterpretedwith caution.

6.7 Validity and reliability of research instrument

In order to assess the provealidity of the research instrument, several dimensions of
validity were born in mind (Sekaran, 2003; Zikmund, 2000 Criterion, contenfface)

and construct validity are the most significant forms for assessing the measurement
scales. Criterion validity is related to the most accurate measure of the topic concerned.
Before selection of the final measures, the resuitstloer studies were examined for

consistency across objects and ti{@dl and Johnson, 2002; Sekaran, 2003)

For measuringontent validity before selection of final measures, the questionnaire and
its develpmentprocess wera@liscussed with five international business and marketing
experts. The questionnaire items were adapted fromestdblished IB and cognitive
literature. A pilot study with seven initial interviews and 30 questionnaires was carried
out with telephonic followup; this provided the basic concept in terms of the clarity and

length of the questionnaire.

Construct validityrelates to the power of the scale to test the theories accurately
(Sekaran, 2003; Zikmund, 2000)he extesive literature review of IB and cognitive

theories together with the expeaminionsresulted in enhanced construct validity. This
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review provided some mortheoretical definitions/insightind indepth complexity of
psychological constructs endorsed by IB and cognitive scholars (Acedo and Jones, 2007;
Brace, Kemp, and Snelgar, 2006; Pinho, 2007).

Multicollinearity was identified by scanning a correlation matrix to see if there were any

very high correlations (meaning a correlation of above .80 or near to 1). This estimation
PHWKRG KDV SURYHQ VXSHULRU WR RWKHU PHWKRGV W
(Field, 2000; Maddala, 2001; yRe, 2005) The correlation matrix was examined in detail

DQG LW ZDV FRQILUPHG WKDW QRQH Ré¢ 0B&6f nedt DUVRQ TV
(Table 6.4. Therefore, we concluded that there was no strong multicollinearity in the

model.

Table 6.4 Mean, standard deviation and Pearson correlation for all variables

1 2 3 4 5 6 7 8 9 10
Mean 42 67.61| 3.76 3.28 | 3.62 3.72 3.55 4,04 (3.31 |3.70
Standard deviation | .49 70.48| .67 .87 .61 .78 .69 51 .56 52
Constant 1
Firm size .075 1
Innovation .055 053 | 1
Cultural distance -.057 |.054 | .148 1
Market growth .395* | .061 | 286** |.012 |1
International 129 | -071| 319% | .042 | 216 | 1
orientation
Tolerance to 259% | .114 | 187 |.115 |.162 |.081 |1
ambiguity
Proactivity 133 137 | .306%* | 142 | .336** | .294** | 504** |1
Cultural competence .191 163 | .226 .396* | .082 011 .505* .390* | 1
Risk perception 113 .069 | .076 171 | 156 116 .349* | .386* | .313** | 1

*. Correlation issignificant at the 0.05 level {f2iled).
**_Correlation is significant at the 0.01 leveH@iled).
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6.7.1Reliability analysis

5HOLDELOLW\ LV WKH GHJUHH WR ZKLFK WKH REVHUYHG
errorfree and consistent over tinfdair, Anderson, Tatham, and Black, 2010; Zikmund,

20000 $V D UXOH RI WKXPE D VFDOH KDYLQJ D &URQEDFK
reliable (Hair, et al., 2010)In this study the scales, such as innovation, cultural distance,
cognitive orientation and risk ggFHSWLRQ KDG jpha&élue @EgpeatErftivanD O

.60. Previous studies on IB and cognitive psychology reported similar levels of

& UR Q E D FK Y {AgadDbMalS & B \Ramaswami, 1992; Sitkin and Weingart, 1995;
Westerberg, et al., 1997)

However, the alpha valudsmve some important limitations. Brace et al. (2006) pointed
out that even in measures with high alpha values, individual items may be poorly
correlated with others. Concerning reliability analysis, Field (2000: 668) referring to
Kline (1999), indicated tit when dealing with psychological constructs, values below .6
can realistically be expected because of the diversity of the cossltreicty measured
(Table 6.5.

Table65 SHOLDELOLW\ VWDMapNa)VLFV &URQEDFK

Variables 1 2 3 4 5 6 7 8 9
Firm size

Innovation 74

Cultural
Distance

Market

Growth
Cognitive
orientation
Tolerance to .54
ambiguity

73

72

.58

Proactivity 74

Cultural

Cognition 61

Risk perception .58

*Firm size measured as number of employees along with sales achieved in last financial year
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$QRWKHU OLPLWDWLRQ RI &URQEDFKYY DOSKD LV WKDW
higher the number of scales, the higher will be the alpha \(BasterbySmith, et al.,

2008; Saunder et al., 2007; Sekaran, 2003; Zikmund, 20003eping in mind the
complexity of IB and psychological measures, even measures with low alpha values,
individual items with poor correlations, should not be deleted framatialysiqAcedo

and Jones, 2007; Brace, et al., 2006}hey satisfy other criteria (validity and model

fit).Items number 1 and 2 from tolerance to ambiguity and s number 1, 5, and 7 from
cultural cognition were reverse coded, but this did not improve theslnindwhich

might be due to sample characterist{@allant, 2005; Tabachnick and Fidell, 2007)
Therefore, it was decided to take the original items and not to delete any scale from any

measure before thenfal analysis.

6.7.2Test for non-response bias

Non-response bias is crucial and considerably influences the generalizability of the
findings (Collis and Hussey, 2009)A mail survey is subject to naesponse bias due to
thelarge population who do not participate in the study and due to the unusable responses
received during the followap process. Early respondents were those who responded to
the questionnaire first time, when it was dispatched and during this period, the
guestionnaires collected through droff and email responses were also those from
early respondents. The respondents who returned the questionnaires after the first or
second reminders were late respondents and who may have been similar- to non

respondentBasic profiles of early and late respondents are presented in Table 6.6.

Table 6.6 Basic profiles of early and late respondents

Categories Frequency Percent Cumulative Percent
Early respondents 55 57.2 57.2
Late respondents 41 42.8 100.¢
Total 96 100.4
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In order to assess the nogsponse bias, three basic profiles of respondents were used to
apply suitable statistical procedure (MaWwitney test). These are the number of
employees in the firmotal sales made in the last financial year, and the nature of the
responding SMEs in the sample (Table 6.7). From the table, it is clear that there was no

significant difference between early and late respondents.

Table 6.7 Analysis of nonresponse bias

Non- response bias N Mean Rank | Sum of Ranks
Number of employeed Late respondents 41 85.43 5724.00
working with the firm | £y respondents | 55 86.37 8982.00
Total 96
Total sales made in Late respondents 41 85.34 5717.50
lastfinancial year Early respondents | 55 86.43 8988.50
Total 96
Nature of business/ Late respondents 41 88.83 5951.50
industry Early respondents| 55 84.18 8754.50
Total 96

A MannWhitney test was performed tovestigate the nenesponse bias to compathe

two sets of respondent$ollowing Armstrong and Overton (1977), no significant
differences were found in early and late responding firms. Therefore, late respondents
that could carry similar attributes toase of nofresponénts did not contribute amon

responséias (Table 6.8).
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Table 6.8 Test Statistics

The number of Total sales done The nature of
employee working withl in last financial business/industr
the firm year y

MannWhitney U 3446.000 3439.500 3294.500

Wilcoxon W 5724.000 5717.500 8754.500
Z -.130 -.148 -.616
Asymp. Sig. (2tailed) .897 .883 .538

a. Grouping Variable: nenresponse bias

6.8 Pilot study-conference presentation/publications

PhD journey encourages contributing conference papers and publications. In this effort
one conference paper tittedManaging innovation in the UK and Pakistan Banking
Sectors, Analysis of Flexibility and Employee Empowermexd presented at the
International Conference on Managing Creativity and Innovation; JantBDy 1@stitute
of Management Technology Ghaziabad, InNd&jeed and Reza, 20Q9)
In 2008, the researcher conducted a pilot study in Pakistan. This study explored the effect
of cognitive dimensions on entry m® choices. After assessing the reliability and
validity of the measures mentioned below (measures which were also used for the main
study), the results were published at th& &&ernational Conference of The Institute for
Small Business and Entrepremship (ISBE) LiverpoolMajeed and Polyakov, 2009)
Before this confance presentation, for the purposes of a conceptual publication, the
author made an extensive literature review of human management practices and entry
mode literature in international business regarding MNEs and SMEs. This literature
review/conceptual cdribution were published in th@ournal of European Industrial
Training (Majeed, 2009) The autho acknowledges the6 XSHUYLVRU{YorKDUG ZI
motivating to presentconferencepaper at the 38th international conference of the
Academy of International Business (AIB), Edinbur@®11). Such publications helped
the author to find a gap in the literatufeentry mode/pst entry speed dynamics in EEs.
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6.9 Summary

This chapter has discussed methodological limitations in previous research, based on
which, the research design was selected. The predomthaite of mixmethodology
wasmade due to the unssiiactory and inconclusivesults given by the FDI process and
international entry mode studi€Bhe qualitativeresults weresupported withgquantitative
results.It is argued that the FDI process can be explored through a phenomenological
approach, but athis research focuses on selection stage of FDI decision making, this
stage, due to the complexity of cognitive dimensions themselves and the complexity of
managerial unstructured decisions, can only be explored through reliable and valid scales.
Previouscase studies in the FDI process or the MNE internationalisation process based
on any one industry or sector are fragmented, have limited and impractical managerial
implications, and cannot be generalised. This chapter also presents the limitations
associged with data collection in EEs, validity and reliability statistics, andnesponse
ELDV (YHU\ SRVVLEOH HIIRUW ZDV PDGH WR HQVXUH WK
confidentiality. The stages of the research process described in this chaptes &ndl
selection oimix methodology willadd a unique dimension to existing literature. The next

chapter presents the basic analysis of the responding firms.
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Chapter 7
Basic profiles of the responding firms

7.1 Introduction

The basic objective dhis thesis wasotexplore the entry mode choice procasd post

entry speed dynamics of small firms from Pakistan. This chapter aims to provide a
picture of the basic profiles of responding firms and their recent entry mode choice for
international actiities, and the demographics/background of the respondents. The
analysis consists of the target country of international expansion of the responding
firms, their industrial classification, the number of employees working with the firms, the
ILUPVY BYWMRWDO VDOHV IRU WKH ODVW ILQDQFLDO \HDL
sales achieved in foreign markets, and method of foreign entry. This chapter also presents

the background of the respondents, which consists of position held in the firnandge,
experience in local and international markets, education level, and functional

background.
7.2 Background of responding SMEs

7.2.1Industrial classification

Table 71 presents a summary of the industrial classification of the responding firms for
internationalexpansion. Among 96esponding firmsfourty five (46.%6) were in the
textile sector, thirteen (13.8%) in the food sector eight (8.3%) in the
pharmaceutical/chemicakector, four 4.2%0) in the sports sector, and twerfiour (25%)

in other sectors (serviseand engineering sector firms). There is no particular standard
industrial classification of exporting SMEs in Pakistan; therefore, the sample represents a
stratified selection from the lists obtained through different agencies (see Chapter 6 for
more dedil). Pakistan, being rich in cotton production, presents the highest number of

textile sector firms investing in foreign countries.
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Table 7.1 Industrial classification of the sample SMEs

Sector N Percent Cumulative

Percent
Textile 45 46.9 46.9
Food 13 13.5 60.4
Pharmaceuticals/chemicals 8 8.3 68.8
Gem and jew 2 2.1 70.8
sports 4 4.2 75
Others 24 25 100.0
Total 96 100

Table 7.2 presents the responses received from different sectors. The sports sector
presents the highest number of respor{8%o); followed by thepharmaceutical sector
(13%), and then the food sect¢t2%). Other industries include engineering goods,
services, gms and jewellery, and leather products.

Table 7.2 Industrial classification of the sample SMEs

Sector Total sample N Percent
Textiles 210 45 21
Food 101 13 12
Pharmaceuticals/chemicals 60 8 13
Gem andlew 14 2 14
Sports 22 4 18
Others 93 24 25
Total 500 96 19
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7.2.2Number of employees

As the definition of SMEs remains inconclusive in the underdeveloped infrastructure of
Pakistan, the definition of SMEs used in this study is based on the criteria of number of
employees up t@50 and level of sales up to 2&0llion Pak Rupees per annuifihese
criteria are most commonly used in studies of small firms in other nations, such as the
Netherlands(Masurel, et al., 2009)Slovenia(Ruzzier, et al., 2007)the UK (Pinho,

2007) Malaysia (Tambunan, 200%9nd Spair(Arranz and De Arroyabe, 20Q9)

Table 7.3presents the ranges tife numbers of employees in the sample SMEs. It is
evident from the frequegctable that the thirty siX37.3%6) of the sample SMEs have
fewer than 100 employegthirty two (33.36) have from 10200 empbyees and twenty
eight(29.26) of the sample SMEs ta 202250 employees.

Table 7.3 Number of employees working with responding firms

Cumulative
Range N Percent
Percent
Fewer than 100 36 37.5 37.5
101-200 32 33.3 70.8
201-250 28 29.2 100
Total 96 100.0

723)LUPYVY DYHUDJH WRWDO VDOHV IRU WKH ODVW ILQDQT

Table 7.4provides a snapshot of the total sales of tiradiin one financial year. Twelve
(12.20) of the sample SMEs had annual sales of less thammilfion Pak. Rupees, 13
(13.20) had sales frm 10-19.99 milion and 37(42.1%) hadsales from 40million and

over.
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Table 7.4 Total sales in (Pak. Rupees) during the last financial year

frequenc ercent Valid Commulative
q y P percent percent

Less tharone million 12 12.5 12.5 12.5
1-9.99million 20 20.8 20.8 33.3
10-19.99million 13 13.5 13.5 46.9
20-20.99million 7 7.3 7.3 54.2
30-30.99million 7 7.3 7.3 61.5
40million and over 37 38.5 38.5 100.0
total 96 100.0 100.0

N: Number of responding firms

7.245DWLR RI ILUPVY WRWDO VDOHYV DFKLHYHG LQ IRUHLJC

Table 7.5is a summary of the ratio of foreign sales achieved by the sample.SMEs
Seventeen (17%) achieved foreign sales of less than 10% during the financial year
2009 twenty (20.8%) achievedl0-25% of their sales from foreign operations, while the
highest ratio of foreign sal€g6-100%) was achieved by twentyo (22.9%) firms.
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Table 7.5 Percentage of total sales in foreign market

Range N Percent | Valid Percent Cumulative Percent
Less than 10% 17 17.7 17.7 17.7
10-25% 20 20.8 20.8 38.5
26-49% 13 13.5 13.5 52.1
50% 6 6.2 6.2 58.3
51-75% 18 18.8 18.8 77.1
76-100% 22 22.9 22.9 100.0
Total 96 100 100.0

N: Number of responding firms

7.3 Background of respondents

7.3.1Age

Table 7.6shows theage range ofespondents ithe PakistanEMEs.The majority of the
sample was middiaged, being between 30 and 49 years old. They represented

approximately threguarters of the total sample under study.

Table7.6 5HVSRQGHQWVY DJH UDQJH

Age range N Valid Percent Cumulative Percent
Less than 30 20 20.8 20.8

30-39 44 45.8 66.7

40-49 20 20.8 87.5

50-59 9 9.4 96.9

60-65 3 3.1 100.0
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Total 96 100.0

7.3.2Educational level

Table 77 SUHVHQWY D VXPPDU\ RI UHVSRQGHQWVY KLJKHVWV)
Small firms in Pakistan in the sample consisted of highly educated CEOs/export
managers in the textile sector in the Punjab and Sindh regions; the majority of these
respondents eithehad a college/university degree (480) or had a pstgraduate
ODVWHUYSYV &H JUed iMajority of the newhgstablished SMEs irPakistan
employedexport managers with MBA degrees from foreign/local universities. However,

the majority of CEOs in the Bachistan region were foungheducated andf haveonly

collegedegrees

Table 7.7 Highest level of education completed

Degree N Valid Cumulative
Percent Percent
Junior college/technical educati 3 3.1 3.1
College/university 42 43.8 46.9
Postgraduate/diploma/masters 49 51.0 97.9
Others(diploma) 2 2.1 100
total 96 100

7.3.3Functional background

Table 7.8s a summary of the functional background of the CEOs/export managers of the
small firms in Pakistan. The majority of the respondents were frora aat marketing
background (63%) in the Punjab and Sindh regions, follavdy finance and
accounting (1&%),

prodwtion and engineering (124, and human resource

management (3%).
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Table7Z8RUHVSRQGHQWVY )XQFWLRQDO %DFNJUH

Discipline N PValid Cumulative
ercent Percent
Finance and accounting 12 12.5 12.5
Production and engineering 11 11.5 24.0
Human resource managemelq 3 3.1 27.1
Sales and marketing 61 63.5 90.6
Research and development 7 7.3 97.9
Others 2 21 100.0
Total 96 100.0

7.3.4Position held by the respondents

Table7.9 presentsD VXPPDU\ RI WKH UHVSRQGHQWVY SRVLWLRQ
majority of the respondents (724 in this study were export managers. In a few cases,

the production/finance managers also playeslrole of export managers. 2&lof the

owners of smallffirms supervised their international operations themselves, while the

majority of the CEOs in the Baluchistan region not having international experience and

education managed their international

managers.

portfolio through qualified export/finance

Table79 SHVSRQGHQWVY SRVLWLRQV

Position/level N Valid Percent |Cumulative Percent
Owner 27 28.1 28.1
Export Manager 69 71.9 100.0
Total 96 100.0
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7.3.5Work experience in the home market

Table 7D VKRZV WKH VXPPDU\ RI UHVSRQGHQWVY ZRUN H[SH
majority of the respondents (37%) disclosed an average ofl® years of work
experience in the home market. The longest work experience,eof 20 years, was
reported by thregespondents. Thirtpine respondents40.6%) reported 15 years of
experience.The majority of these were either nevdppointed MBAs or newly

established SMEs starting their international operations immediately following inception.

Table 7.10 Work experience in the home market
Range N Percent Cumulative Percent

1-5 years 39 40.6 40.6

6-10 years 36 37.5 78.1

Valid 11-15 years 15 15.6 93.8
15-20 years 3 3.1 96.9
Over 20 years 3 3.1 100.0

Total 96 100.0

7.3.6Work experience abroad

Table 7.11presents a summary of the respondents experience in the international market.
It is evident that the njparity of the respondents (794 of export managers or CEOs do

not have any experience abroad. However, a considerable number of resprd&¥ils
reported having gained their international krbew through working abroad. Four

respondents reported six to ten years of experiencadbro
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Table 7.11 Work experience abroad

é_xepntgrtigr?;e N Percent [Valid Percen Clggfg:m/e
No experience 76 79.2 79.2 79.2
1-5 years 15 15.6 15.6 94.8
Valid 6710 years 4 42 42 99
11-15 years 1 1 1 100.0
Total 96 100.0

N: Number of responding firms

7.3.7Language spoken

Table 7.2 is a summary of the languages spoken by the respondents in this study. The
English language is the official medium of communication and instruction used in
Pakistan. Therefore, thmajority of SMEs (6%) in the Punjab and Sindh regions used
English to expnd their domestic and international operations. Besides Urdu, Arabic,
Pashto and Chinese are other languages used by SMEs to expand their international

operations to Asia, thliddle East and China.

Table 7.12 Language spoken by the respondents

Language N Percent |Valid Percen C%@fggﬂ\t’e

Urdu 4 4.2 4.2 4.2

English 65 67.7 67.7 71.9

Arabic 6 6.2 6.2 78.1

Percian 18 18.8 18.8 96.9

Chinese 1 1 97.9
Others 2.1 2.1 100.0
Total 96 96 100.0

N: Number of responding firms
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7.4 Summary

The purpose of this chapter was to provide an overview of the respoidisgThe data
in this chapter show that among %&ample SMEs, fiftysix (58.33%0) invested in
advancedcountries, consisting of eleven (11.5%4n America, fortyone (42.7% in
European countries, arfdur (4.26) Japan. The developing regions veddour in the
Middle East (42%) andhirty-six (37.%6) in other Asian countries (Afghanistan,
Bangladesh, India, Sri Lank&lepal and Iran Of 96 sample firms forty-five (46.9%)
were in the textile seot, thirteen (13.%) in the food sector, eight (8@ in the
pharmaceutical/chemicatector, two (2.%) in the spds sector, and twendfpur (253%)

in other sectorgéservices and engineering sector firms).

The majority of the sample was mideiged, being between 30 and 49 yearsaoid the
majority of the respondents had either completecbllege/university degree 38%) or
had a posWJUD G XDWH 0D V Weh) U'fié/naibGiXdt hé\tesBaRdents (7% in
this study were export mangers, followed by CEOs/owners and majority of them had a

sales and marketing background.

The complexity of cognitive styles highlights a need for further research and the
integrationof the international entrepreneurship and dynamic capability view would be
fruitful. The following chapter investigates the actual entry mode chwioeessand
postentry speed dynamics of Pakistani SMEs.
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Chapter 8
Qualitative results and discussion

8.1 Introduction

This chapter presents the qualitative data analysis. There are number of approaches for
qualitative data analysis. Inductive andeductive approacheare two dominant
paradigms in explaining smallL U téfinational processnductiveapproachfor data
analysis requires line by line review of qualitative notes, for coding and simplifying
categories based on constant comparisorDeductive approach or summaigided
approach for data analysis is more evaluative and describes the algsasaprocess by

three steps, data display, data reduction and conclusion drawing. The qualitative data was
analysedby triangulation of deduahductive approach. The rational for this decision is

the facts that it is much more difficult to elaborate tilwe cognitive story of a Pakistani

firm than, for example a European or USA firm. The contextual complexity draws more
attention towards a holistic approach of data collection and analysis.

8.2 Conceptual frame work: revisited

Theory building relies on & general constructs that subsume a mountain of particulars

(Miles and Huberman, 1994: 18; Saundeisal., 2007) Categories and constructs also
UHIHUUHG WR DV 3WKHPHV’ (1867)* @ Yhe labdlsQuwe pauiNdd D XV V
LQWHOOHFWXDO (ELQV" FRQWDLQLQJ P bDups\(Mids\aRdJHWH H*
Huberman, 1994) Cognitive biases/heuristics are the general thémastellectual

SELQV" WKDW HPHUJH DV D VLPSOLILFDWLRQ WRRO LQ
decisbn processAlthough it appears that some kind of strategic decision making process

exists in internationalized firms, organizational decisB® NLQJ ODUJHO\ UHPDLQ\
ER[T LQ WKH LQWHUQ D WDIRIQd0S, et H.Y20QIH MM deduenthyD W X U H
this research demonstrates how entry mode choice process or stiagion making

process can be improved in small firms from Pakistdwe selection of particular market

and entry mode is the final outcome of foreign investment decision making process. The

three stages are: identification, development and selecti@n particular strategy for
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improving internationalization. The role of cognitive biases, works in two bipolar
directions, either it increases international sales by diversification or to de
internationalize the foreign activity. Qualitative analysis aimsxplore the role of
simplification in foreign investment decision making as a precwffareign investment
(Figure 81).

Figure 8.1 Analytical conceptual model: investmentprocess

Identification/ Development/ Selection/
Diagnosisof »  search of entry » evaluatlor_l of
stimuli modes modechoice

Internationalization/
De-internationalization

Post entry
speed

\ v /
------------------- S

Ownership

advantage

Location

advantage

Cognitive
advantage

Risk
perception
Cognitive Tolerance Proactivity Cultural
orientation to ambiguity cognition
___________ A m e e e e o)
1 ] 1
1 ) 1
Motivations Resources Mental maps

Source: adopted from(Acedoand Jones, 2007; Aharoni, 1966; Dunning and Lundan, 2008b; Kumar and
Subramanian, 1997; Teece, et al., 1997)

8.2.1Defining the case: bounding the territory

4XDOLWDWLYH UHVHDUFKHUV RIWHQ VWUXJJOH ZLWK WK
P\ FDVH OHDOMilds/ariel IHuberman, 1994Abstractly acaseis defined as a
SKHQRPHQRQ RI VRPH VRUW RFFXUULQJ LQ D ERXQGHG F
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may be arnndividual in a defined context or a small group of respondents in a defined
context oran organization in a defined context. This study aims to explore the foreign
investment decision process of Small firms from Pakistan, therefore the case, in effect,
the unit of analysis are the SMEs located in Pakidtaiitiple caseoffer the researcher

an even deeper understanding of processes and outcomes ofHiasabkardt, 1989;
Miles and Huberman, 1994; Yin, 201Z&igure 8.2shows this graphically: there is a
IRFXV RU 3KHDU W smaR firg knHPakistaX @nd somewhat indeterminate

boundarydefines the edge of the case; social and physical settings (the context).

Figure 8.2 The case as a unit of analysis

BOUNDARY

Focus +multiple cases
Boundary +Context
Sampling +Qualitative sampling

Source: Adapted from(Miles and Huberman, 1994)

Miles and Huberman(1994: 2627) asserted that qualitative researchers usually work
with smal samples of people, nested in their context and studied in depth. There are two
major decisions to be taken about thalitative samplingFirst; the qualitative samples
tend to bepurposive rather than randorgEisenhardt, 1989; Yin, 2012That tendency is
partly because the initial definition of the universe is more limited. Samples in qualitative
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studies are usually not wholly pspecified, but can evolve once field work bediktiles

and Hubermanl1994) Initial choices of informants leads to similar and different ones;
observing one class of event invites comparison with another; and understanding one key
relationship in the setting reveals facets to be studied in others. This is conceptually
driven sequential samplin@isenhardt, 1989; Miles and Huberman, 199422p

Second; the qualitative sampling is often decidatlgorydriven HLWKHU 3XS ITURQ\
progressivly, as in grounded theory mod@&he case selection rages from critical,
confirming, disconfirming, extreme or deviant cases. The critical case is the instance that

S SURYHV" RU H[HPSOLILHV WKH PDLQ ILQGLQJV 'HYLD
manifestation of the phenomenon of interédtltiple-case study adds confidence to

findings. This strengthens the precision, the validity and stability of the findings
(Creswell,2009; Miles and Huberman, 1994; Yin, 2012)

With multiple-case studies, does the issugeneralizabilitychange? Essentially, no. we

are generalizing from one case to the next on the basis of match to the underlying theory,
not to the larger univers@he choice of the case is based on conceptual grounds, not on
representative groundéisenhardt, 1989; Miles and Huberman, 1994:. 28) the
internationalization domain there is a tradition to select multiple cases to investigate the
firm related, managers related or context related issues. In the foreign investment
decision process, chief executives are directly or indirectly involved in the decision
procesgMintzberg, et al., 1976)Iinterpretivist research is more generalizable in similar
settings (Collis and Hussey, 2009)as a single case study, even coupled with
sophisticatedanalysis, renains questionable and explains only the associated subjective
patterns, while positivists create a logical sense in data, although the results are explained
simple in percentage terms. Multiple cases provide more sophisticated roadmap for

developing theaoes.

The small firm internationalisation process or FDI process can be explored through
phenomenological approaches, single case study is unable to resolve issues of reliability
and validity (EasterbySmith, et al., 2008; Gill and Johnson, 2002; Reynolds, 2002)
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Thus, it is problematic to explore FDI or the internationalisation process with survey
instruments, as in such processes there are no specific variablgdaim the intricacies

involved in complex FDI or internationalisation processes. However, in location and
postentry studies, survey research can be sufficiently versatilg to VXJJHVW SRVVL
reasons for particular relationships between variablestarproduce models of these
UHODW [Rupdersl. st\afl, 2007: 1050hus complexity of FDI process becomes

more versale to explore with multiple case study approaches au®pth interviews.

8.3 Components of qualitative data analysis

What is important about wetlollected qualitative datgMiles and Huberman, 1994: 10)
Eisenhardt,(1989) suggested that the qualitative data relies heavily on-dedihed

focus, without a research focus, it is easy to become overwhelmed by the volume of the
data. One major feature is that it is important to focus onalbtwccurring, ordinary

events imatural setting VR WKDW ZH KDYH D VWURQJ K& OH RQ Z
and Huberman, 1994)Qualitative data analysis consists of three caecirflow of

activities; data reduction, data display, and concludi@wing/verification. These flows

of activity are illustrated in figure 8.3.

8.3.1Data reduction

Once the qualitative data is collected, it appears in the form of wtigidreld notes or
transcriptions(Bradley, Curry, and Devers, 2007; Miles and Huberman, 1992ata

reduction is the first part of analysis. Data reduction includes all activities of selecting,
focusing, simplifyng, abstracting, and transforming the data that appears in wujten

ILHOG QRWHV RU WUDQVFULSW Wwhd data7ckuthkdJtbl sodeDadd- K H U 9\
which to pull out, which pattern best summarize a number of chunks, which evolving

story to tell? are all analytical choicegMiles and Huberman, 1994: 10)

A chronic problem of qualitative work is that it is done chiefly with words, not with
numbers (Bradley, et al., 2007; Eisenhardt, 198%ords are fatter than numbers and

usually have multiple meanings. In the entire research process #agches remains
VFHSWLFDO DQG GRQYW NQRZ ZKDW PDWWHUV PRUH EX
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studies(Corbin and Strauss, 1990; Miles and Huberman, 1®dauss and Corbin,

1994) and using stringent coding schemes, becomes confident to resolve many issues.
&RGHYVY DUH WDJV RU ODEHOV IRU DVVLIQLQJ XQLWV RI
words, phrases, sentences, or whole paragraphs, connected or unconnected to a specific
settings. They can take a form of a straightforward category label or more complex one
(e.g., a metapho(Miles and Huberman, 1994: &6).

Figure 8.3 Components of data analysis: interactive modal

Data
Collection

Data
reduction

Data
display

Conclusions:
Drawing/verifying

Source: (Miles and Huberman, 1994)

8.3.2Data display

The most frequent form of display for qualitative data has keetnded textMiles and

Huberman, 1984, 1994; Strauss and Corbin, 19%8ing only extended text, a
researcher may find it easy to jump to hasty, hamtial, unfounded conclusion.

Humans are not very powerful as processors of large amounts of information; our
cognitive tendency is to reduce complex information into selective and simplified gestalts

or easily understood configurations. Extended texts iaY HUORDG KXPD-QVY LQIF
processing capabilities and pray on their tendencies to find simplifying pafferedo

and Florin, 2006; Miles and Herman, 1994: 11; Simon, 197®esidetheselimitations

gualitative data are attractive for many reasons: they are rich, full, earthy, holistic, "real";
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their face validity seems unpeachable; they preserve chronological flow where that is
important, and suffer minimally from retrospective distorijbtiles, 1979: 590)

International business is a complex field of research, and any single theory or hypothesis
has failed to expin this proces¢Collinson and Houlden, 2005; Lyons and Coyle, 2007)
Better displays are a major avenue to valid qualitative analysis. All displays are designed
to assemble and organize information in an immediately accessible, compact form, so
that the analyst can see what is happening and either draw justified conclusions or move
on to the next step analysis which the display suggest may be \(stles and
Huberman, 1994: 11)

8.3.3Conclusiondrawing and verification

The third stream of analysis activity is conclusion drawing and verificghbles and
Huberma, 1984, 1994) International entrepreneurship research is characterized by
static, crosssectional studies, and lack comparative research within and across sectors
(Coviello and Jones, 2004; McDougall and Oviatt, 2000: 486is field needs a holistic
frameof enquiry and from the start of the data collection; the researcher has to begin to
decide what things me&nin data collection process, noting pattern, themes, casual flow
and propositionsConclusionmay not appear until data collection is over, depending on
the size of the corpus of field notes; the coding, storage and the storage method used
(Bradley, et al., 2007; Miles and Huberman, 19®jt they often have been prefigured
from the beginning, even when a researcher claimshawe been proceeding
SLQGXFWLYHOV\’

Miles and Huberma(1994: 11)pinpointed that conclusion are algerified Verification

may be as briefas a fleelQJ VHFRQG WKRXJKW FURVVLQJ WKH DQD
with a short excursion back to field notes, or it may be thorough and elaborate, with
lengthy argument. The meaning emerging from the data have to be tested for their
plausibility, their sturdQHVY WKHLU 3FB& Idtbeh@lEityO Thiee streams

RI D JHQHUDO GRPDLQ d&d eduttiGh, dbt& display lavd ‘conclusion
drawing/verificatior? as interwoven before, during, and after data collection in parallel

form. The thredypes of analysis activity and the activity of data collection, being an
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LQWHUDFWLYH F\FOLF SURFHVV PDNHV IRXU @a@DPLF 3C
reduction), leads to new idea and what should go into a matita( display. As the

matrix fills up, preliminaryconclusionsare drawn, but they lead to the decision, for
example, to add another column to the matritest/verifythe conclusion.

8.4 Cognitive biases in foreign investment decision process

There are number of approaches for qati¢ data analysis. Eisenhard{]989)
pinpoints that development of theory is a central activity in qualitative research.
Eisenhardt(1989) and Yin, (2012) described the design of case study research. In the
case study patterthe researcher has to follow a number of steps &electionof cases

to refining of data, entding literatureto reachingclosure. Glaser and Strau€k967)
advocated morenductiveapproach for data analysis. Data is reviewed line by line, the
codes are assigned to data set and a conceptual categories, by constant comparison
UHIOHFWYV 3SWKH JURXQGHG DSSURDFK RI GDWD UHGXFW
stories told by the ptcipants (Glaser and Strauss, 1967; Strauss and Corbin, 1990)
Miles and Hubermaxil994: 57)advocated a mordeductiveapproacl? summaryaided
approach for data analysis and conclusion drgwFig 8.4). This study amts the
triangulation of summary aided, deductinductive approach fodata analysigMiles

and Huberman, 1994; Strauss and Corbin, 1994; Yin, 20TRjs approach advocates
three types of codes folath analysis; (1) Initial codes are summarizing notation to the
concepts drawn from the literature, narrated by the participants; (2) descriptive codes are
theoretical interpretive codes, which attribute a class of phenomenon to the segment of
text; (3) athird class of codes, pattecodes, is even more inferential and explanatory.

A coded segment of field notes illustrates an emergent leitmotiv or pattern that have
discerned in local events and relationship. These codes can be called, for example, LM
(leitmotiv), PATT (pattern),TH (theme), CL ¢ausallink) 2 and should include a word
indicating the inferred theme or pattgisee appendix E.4) Coding of text follow the
process of developingnemo which is the conceptual wrigp of the ideas and

interlinked codes? They are theoretical and methodological in intent, and they tie
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different pieces of data in different clusters. Miles and Huberman point that the
researchers can also go well beyond codes and their relationship to any aspect of the
study? persong methodological, and substantive (©-11).
The qualitative theorists have suggested three types of memo for the transcription of
interviews (Charmaz, 2006; Cox and Orford, 2004; Strauss and Corbin, :188dps
notes are specifically related to all levels of codes and not their properties and
dimensionstheoretical notesre the notes made to link what is produced from the data
with the researchers thinking about the data which could be influenced by theory or
personal experienceperational notesare instructions by the researcher by themselves,
indicating areas to eiqre and expand.
By applying deduetnductive approach, the process of analysis was started with search
for initial codes.Box E. 4 is developed to explain how the foreign investment decision
process of small businesses in Pakistan aresysed The codilg pattern reflects that
there are various cognitive biases (rrdtssters) that affect the foreign investment
decision making process resulting in inferior entry mode choice and subsequently
lowering sales speed of small firms in Pakistaor complete preess of coding please
see appendix E.4.

Box E.4

Step 1: Underline key terms in the text Step 2: Key Phrases and codes i
transcripts.

Dear Zahid; | would like to extend my comparison with that of Indimpe you know that, if

any exporter exportsom India, the government finances the exporter with 75% of his e
investment within three days of valid export ordehis does ndbreakthe circle of funds. The
exporter does not have to wait for final payment from country of export. This means tha|
final payment is received, for example in next three months, the exporters do not fi
money stuck in the export process. Thisnléafinanced without any charges to the poten
exporters.

What happens in Pakistan, for example we serve and export order of 1060ginsf all we
have to process the raw material into finished product. This takes almost one month to

half manth. Then we send this item to exporter and shipment takes place in next one

The overall process takes place two to three months. We have to wait for the payn
receive from the international market and for this time period we cannot fund

transactionsThis is the reason that we are unable to compete with a strong competit
India. | think the government should finance to small and large investor at least for 30 d
WKDW RXU IXQGVY FLUFOH LV QRW itIRNHQ ,Q WKLYV

ProcessStereotype threat that Indi
is a powerful competitor an
Pakistani firms cannot compete wi
India.

Firm is able to rely on export mod
only.

Effect: Lower exports leading t
lower sales diversification (speed).

The submodel

presents fiame work for qualitative analysis (Figure §.4ubmodel

SURSRVHV WKDW HLWKHU WKH FRJQLWLYH ELDVHV FDQ
development in international market. The chad€eentry mode influences the direction
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of this relationship either in negative or positive direction. Small and medium sized
enterprises having the attribute of risk aversion, lack of knowledge and liability of
smallness (lack of resource@djreeman, et al., 2006; Zaheer, 1995¢ more prone to

serve international market by various modes and changing their preferences over time.

Figure 8.4 Foreign investment decision process

Identification / .|  Development/ _ | Selection/
Diagnosisof »”| search of entry » evaluatlor_l of
stimuli modes mode choice

I

Motivations Resources Mental maps

Source: (Acedo and Jones2007; Aharoni, 1966; Mintzberg, et al., 1976; Simon, et al., 2000)

Born global firms or INV$ also called globadtartupsand early internationalizing firms

have been defined in many ways and there is no consensus in the literature at this point to
what makes a firm a born glob@ib, et al., 201Q)There are three classifications of born
global firms.Speed, scope and exteme three ways to define internationalw ventures

or born global firm. Literature offers inconsistent conceptualization of what a born global
is. Operationalizationof the concept still lacks further development; there are many

stricter and broader definitior{Bib, et al., 2010; Rialp, Rialp, and Knight, 200Speed
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is the time span between foundation and the beginning of international activity.
Literature offers 2 to 15 years of time span for born global in defining the number of
years after foundation when a firm started its international actjpitedo and Jones,
2007; Dib, et al., 2010; Knight and Cavusgil, 19%joperefers to the diversification of
international operation, firm serves one or more international market or the location of
international markis (few markets, same continental region, and/or various regions of
the world) (Chetty and CampbeHlunt, 2004; Gabrielsson, 2005; Musteen, et al., 2010;
Rasmussen, et al2010) Extent refers to the percentage of sales achieved in
international market (varies from 25 to 75%)ib, et al., 2010; Gabrielsson and Manek
Kirpalani, 2004; Knight ath Cavusgil, 2004)

This study adopts a broader definition of mbaylobal as a firm that with early and
accelerated diversified internationalization receives initial revenues from international
operations within 10 years of the start of international activity. This definition will serve
the purpose of both qualitativené quantitative analysis to see the casual link between
managerial cognition, heuristics/ biases in process and dispositional preferences in
speedy development of born global in Pakistan. Bearing in mind the complexity of
foreign investment decision pregs and the hardships associated with small firms in
Pakistan, the criteria of most US and European studies (3 to 5 years) does not suits to the
contextual framework. The extended period of time justifies the reason of low
performance of Pakistani firms asmpared to other firms in South Asian region (India
and China). Since the foreign investment decision process in Pakistan becomes more
complex with increased complexity of contextual barriers, it is convincing to use
triangulation of data collection arghalysis to uncover the holistic story of corporate
born global.
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Table 8.1 Basic profile of theinterviewed firms

FIRM NATURE OF TH YEAR FIRST SPEED IN REGION TARGET CHOICE OF
BUSINESS ESTABLISHE INTERNATIONAL| YEARS MARKET ENTRY MODEH

D ENTRY
FIRMS A RICE EXPORTH 1980 1983 3 BALUCHISTAN IRAN, IRAQ, TECHNICAL

TURKMENISTA JOINT
N AND DUBAI VENTURE

FIRM B RICE EXPORTH 1995 2000 5 BALUCHISTAN UK, IRAN AND| REPRESENTA
DUBAI VE OFFICE
FIRM C DRY FRUITS 1983 1985 2 BALUCHISTAN IRAN, DUBAI | STRATEGIC
AND INDIA | ALLIANCES
FIRM D JEM AND 1985 1995 6 BALUCHISTAN DUBAI, IRAN | TECHNICAL
JEWELERS AND JOINT
AFGHANISTAN  VENTURES
FIRM E JEM AND 2005 2008 3 PUNJAB | PARIS, JORDA| EXPORTS
JEWELERS TURKEY, ONLY
SINGAPORE
FIRMF TEXTILE 1999 2004 6 PUNJAB | UK, INDONESI/  INDIRECT
AND DUBAI EXPORTS
FIRM G TEXTILE 1998 2003 6 SINDH MALAYSIA, EXPORTS
GERMANY AN[  ONLY
UK
FIRM H SPORTS 1975 1982 7 PUNJAB USA, EUROPE| EXPORTS
JAPAN, ONLY
COLOMBIA,
HOLLAND
FIRM | SPORTS 1989 1990 1 PUNJAB EUROPE EXPORTS
NORWAY ONLY
BELGIUM
FINLAND USA
FIRM J SPORTS 1950 2003 53 PUNJAB EUROPE EXPORTS

GERMANY, US ONLY

From the above table it is clear that the small firms from Baluchistan are more prone to
expand their international operation (recognition of opportunity) to more psychologically
FORVH FRXQWULHV FRQILUPLQJ WKH 3SV\FKLFal&GLVWDQ
PRGHO’ 7KH UHFRJQLWLRQ RI H[SR UW\EsedWowddste LQ % D O
psychological close countries due to geographical and cultural similarities in Afghanistan

and Iran.

It is surprising that the small firms from Sindh and Pungdians do not confirm this

concept. Small firms from Sindh regions confirm rapid development even in
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33VI\FKRORJLFDOO\ GLVWDQW"™ FRXQWULHV 7KLV LV DWW
market attractiveness (location) and proactive (cognitive) abddpy on the part of their
international moves. The in interview findings reveals strong tendency towards export

entry modes, however the firms from Baluchistan and Punjab regions are also involved in

norrequity joint ventures.

8.4.11dentification phase

Therespondents from Sindh disclosed that the attitude of Government is biased towards
large sector and government is a paper work agency for small resource starved firms. The
small firms feel deprived of the necessary infrastructure and assistance from the
government agencies (ownership biasneBanning fallacyis a result oftwo sub
themes; temporal myopia and narrow decision framemporal Myopi&is a cognitive
biasnessin which decision maker is prone to ignore the long run procure in favour of
short run outcome$ntrepreneurs told that the government support programs are short
run in time duration and suffering from contingency planning rather than a proactive
exposue to export enhancement. Such tendencies is used to introduce and implement
short run projects, which meaNsirrow decision framé8is induced in decision making

and the firms are forced to subjective planning of their decision rather to consider
objectiveobstacles, which includes but not limited to artificial competition in domestic
markets, favouritism and limited access to financial resources for selected
LQGXVWU\ JURXSY DQG LPSURYHPHQW LQ ILUPVY UHSXWL

X A lady entrepeneur from Punjab region and was very cooperative during interview

process revealed that she has been operating since last ten years. Her main focus is hand

!Tendency to ignore the long riinevinthal and March, 1993a)

*Narrow decision frames occurs when the decision maker ignores or underestimates objective
dimension of decision making, isolating the current problem with from other choices. Ignoring
thisdmeQVLRQ UHVXOWYV LQ FRIJQLWLYH HUU RAsS\AnAKd LKm&G HFOLQH
2011; Kahneman and Lovallo, 1993; Keh, et al., 2002a)
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SULQWLQJ DQG SDLQWLQJ RI PDWHULDO LQ YDULRXV FR
print dress¢/~ +HU SURGXFWLRQ FDSDFLW\ LV GR]JHQ VXLW
material to different countries of the world. She revealed that the government role in
arranging export exhibition and foreign orientation programs for-gtmbal firms laps

longrun focus (Temporal Myopia).

X She disclosed that she wanted to set some joint ventures and licensing arrangements
with foreign partner but the political and economic situation of Pakistan is filled with
uniqueness and uncertainties. Along with other eamlttory conditions she endorsed
that being a joint partner | have to follow certain deadlines for mutual benefits, which she
thought is very difficult in such circumstances. The Pakistani small firms are also
discriminated by the other nations due to wwalt, geographical and technological
grounds. There for | do not want to waste my time to formulate and dissolve any future
joint venture without realistic benefits. She made a joint venture with a local partner and
failed due to behavioural and financ@ntingencies; this created an inaction tendency
towards future joint ventures and was a source of reduced diversification (slower speed)
efforts in international markeP(anning Fallacy. In response to interview question, you

told that you have tried tmake some joint ventures, please tell me what were the major
difficulties whether these were related with the process or documentation of joint

venture? The respondents replied:

We made a local joint venture with a lady in Karachi, she looked very dynamic and at the start of
the process | was very optimistic about this joint venture. You know you can judge someone by
dealing, by travelling or by doing business with someone. g yenture unfortunately failed

due to various reasons (Firm E, Jem and Jewellary, Punjab region).

This varies from individual to individual, and we understand such things in business. The moral of
the people are usually different in business dedlswas both behavioural and financial problems

in this joint venture. This was very shocking for me as | was unable to recover from this for a long
time. It was a domestic partnership but definitely it would have contributed in my international

adventuresput | give up any further intentional partnerships due to this bad experience and |

decided not to work with such women in the future (Firm E, Jem and Jewellary, Punjab region).
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8.4.2Development phase

7TKH LQWHUYLHZ ILQGLQJV UHY H 8aiH&ahd\RuapbNeddik\weréL UP TV
suffering from single outcome calculation®(cognitive biasnessjn their choice of
product, market and entry modeSingle outcome calculation is a result of two sub
themes inference of impossibility and adjustment and amtiy. Such biasness is
particularly confined to textile and sports sectors in Punjab and food exporters in
Baluchistan. Unlimited power shutdown, terrorism and international financial crises are
the most compelling factors for not evaluating all possible alteasa(particularly FDI

mode). Due to such limitations small firms are forces to single outcome calculations in
preferring exporting or licensing in their choice of international expansion. In depth
interview revealed that the firms is Sindh and Punjaibregias not reluctant to target
psychologically distance markets like Germany and UK, but many ownership, location
and cognitive limitations resulted in-tleernationalization.

X A textile producer of finest quality dress material for Saris (a bridaky@s the
Benares looms established in 1998 and started international activity in 2000 to Germany,
UK and USA. This infant born global has to stop selling in the US international market
GXH WR 3DN 5XSHHYVY GHYDOXDWLRQ D Qé&ths GacGtRaOtiaD UV Y D
raw material was Rs. 700 meter per kg, which is now Rs. 3000 meter per kg and is
attributed to currency devaluation, poor infrastructure development in Pakistan and
strong competition by Chinese products in advanced markets. The termdexxporters

in Punjab and Sindh region supports the hypothesis that they are prone to single outcome
calculations by choosing advanced markets, because they prefer a proper channel of
exports. While the firms from Baluchistan region are more pronedptaortcuts and
stereotype indirect channel of exports to psychological and culturally close countries.
This is evident from the interview responses by the two different firms from two different
regions. A textile sector firm in response to an interveggyestion,what is your future

plan to explore new international markets, what is your idea about the culturally close

countries? Replied:

¥single outcome calculation is to prefer one alternative rather than evaluating all the possible alternatives.
Such biasness comes into existence when the decision maker do not follows and overlook the rational
decision making fes(Chao, 2011; Schwenk, 1984)

210



You know that the European market is quite stable in terms of their internal and external
environment. We can manageport business with advanced nations by secured letter
of credits and proper banking channels. We receive timely payment from advanced
countries. We are able to manage the advanced export markets without any heavy
investments. | think in the geograpHlgeclose countries are not very much advanced
and there is profound instability in these countries (Firm G, textile sector, Punjab
region).

I would like to extend my comparison of two international markets. We feel that the

psychic distance is less in Iran and Dubai due to cultural proximity. But the market of

Iran is inferior as compared to Dubai due to several reasons. Dubai is more fourab

as there is no tax on international products. Iran also likes our product due to culture and

religion similarity and matching of ethics (Firm A, rice exporter, Baluchistan region).
X Sports dealer in Punjalbegion had developedtheir markets in NorwayFinland,
Belgium, Germany and Saudi Arabia. The comp&hyvas established in 1989 and
started international operation in 1990, the company is proactive born global but confined
to single outcome calculatioim search of any particular market and entry mbkie
exporting or ceoperative arrangements with international player. The attitude toward
international activity particularly towards FDI is weaker in advanced nations due to high
technological intensity and the company is planning teuped manufactumg unit in
Nigeria and Brazil due to infrastructure similarity to overcome single outcome

calculation biasness.

We prefer to work more systematically in export process. If we want to extend a long
term business in any country, definitely you have tdofela systematic process. |
would prefer to go to Brazil. We have not built any relationship with India. We are
importing some raw material from China (Firm H, sports dealer, Punjab region).

We have not done any partnership with any country. We tried to establish a joint
company with an Asian investor in the Germany. This joint venture company was not
successful. We were not successful in #mgeavourbecause, we were unable to build

synergy and understanding with the venture capitalist. We received some orders for this
product, but our capacity was limited so we were unable to marker our product. There

was gap between our production strategy and marketing effBits |, sports dealer,
Punjab region).

8.4.3Selection phase

The investors in Pakistan, perceiving themselves as minority investors, prone to
Pluralistic ignorancefeel that the partner may use opportunitiedaviourand can take
advantage of the dependency relationship in the forimfreeriding potential,
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shirking/lethargy and dissemination of technold8youthers, 2002; Erramilli and Rao,
1993; Williamsa, 1987) Pluralistic ignoranceis aresult of two sukihemes profiling

and stereotyping. Pluralistic ignorance isaxial comparison error where an individual
holds an opinionte.g. the Pakistani SMEs want FDI in Iran, mistakenly believes that
others (majorityshareholdersvestors) hold the opposite opiniorfHalbesleben and
Buckley, 2004: 126; Prentice and Miller, 2002; Shelton and Richeson,.2005)

Pluralistic ignorances also referred as a psychological state characterized by the belief
that one's self identity, stereotygeehaviouy profiling and judgments (Pakistani
investors) are different from those of others, even though one's @ehgviouris
identical (Prentice and Miller, 1993:42). Collinson and Houlden (2005:433) in their
VWXG\ RI 8. 60(V IRXQG WKDW puy -mékerQ toD&llecP D&V R1 Gl
individual and group perceptions of opportunity and risk and subsequent geographical
ELDVY 7ZR VXE WKHP tokanéelar§p@Mibgd @ tevidkricy td_id@ate a
certain individual or groupstereotyping a tendency to relate a particular characteristic

to a particular groupKahneman and Lovallo, 1993; Schwenk, 1984; Shelton and
Richeson, 2005)

During the in depth interview process it was revealed that the firms from Baluchistan
region are suffering fronfbcations biasness along with pluralistic ignorafice their
internationalization decision. Inteesw findings are paradoxical as one of the rice
exporters from Baluchistan disclosed that in Iran they cannot make FDIs due to
restriction imposed by the Iran government. However they disclosed that they can make
a minority or equal joint venture withdal partner in Iran. There is 200 Tumn (Iranian
currency) per kg tax in Iran. There is no legal bank facility and currency conversion is a
problematic thing in Iran. Export is not based on legal documents/ letter of credits, which
is a document issued blyet importer guaranteed by the host government that, in case of
default the exporter stake is not at risk. Therefore the exporters in Iran use illegal channel

3pjyralistic ignorance is a belief afultural and business groups in any nation, in which the group as a
whole agrees to a norm but as an individual they tend to disagreéGhilo, 2011; Miller and McFarland,
1987)
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WR WUDQVIHU PRQH\ WR 3DNLVWDQ ,UDQ GRPHVWLF
Pakistani ricetherefore the Indian Rice industry is more flourishing in Iran Markets.
Other exporter contradicts this view and told that Pakistani rice is higher in quality and it

is like by average Iranian customer as compared to Indian rice. Due to this tendency,
identity problems, holding an opinion mistakenly and believing that they are minority
investors in the region (pluralistic ignorance}idiernationalized their activities (lower

sales speed) and spent considerable time to invest in alternative mackets $dubai

and Afghanistan. A rice exporter disclosed that:

Well; | think India is a huge economy and they do not rely on or they are not confined to
export their products to Iran. In my view they usually export to more advanced nations.
I have seen sonikh® from India exporting rice from India to Iran. India is dealing in
diversified market; therefore they are enjoying good reputation in advanced nations.
But as | told you that our Rice is large in size and better in taste therefore the Iranian
marketdue to religious similarity, likes our rice more as compared to Indian(Rica

A, rice exporter, Balochistan region)

X A rice exporter from Baluchistan disclosed that the Pakistan as nation is
discriminated in Iran and India. A general dominateshd is the gross root level of
corruption and ethnic and religious terrorism involved in Pakistan. As a group norm
the Iran and Indian importers wants to conduct business with us but as a nation they
tend to discriminate us and we are losing lucrativekata due to this tendency

(pluralistic ignorance).

X Exporter from Baluchistan disclosed that he put strenuous efforts to search and
explore the location if precious stones in Baluchistan on his personal expenses. He
sent many labours and technicians td areas of Baluchistan and found precious
stones that encouraged the export activity. Due to pluralistic ignorance and anti
governmental conflicts and ethnic unrest he was forced {mteationalize his
international exports from many countries. As sufehe shifted his entire business to
Dubai. On the contrary an experienced lady entrepreneur from Punjab region

disclosed that the government and export promotion agencies are very helpful to

¥2Sikh is minority community in India. They do not enjoy the same privilege that is actually enjoyed by the
Hindus in India. This factor is due to Racial and ethnic discrimination prevailing in Indian culture.
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promote export activities. The

nascent entrepreneurs smptsor they tend to

switch international markets very rapidly due to their personal inability in the

business domain.

,UDQ ERUGHU LV YHU\ FORVH IURP 37XUEDW"~ DUHD
many illegal traders in Iran without passport and valid visaglbusiness in Iran. |
think due to this problem we as a legal traders face reputation problems. When we as
legal traders are arrested in Iran in terms of investigations and enquiry of visa status, we
try to get help from Pakistan counsel office in Ir&ut unfortunately the Pakistani
council have never bothered to help us in proper direction (Firm B, rice exporter,
Baluchistan region)

I am very confident about the initiates of government to introduce us in
international market, they are very good laistand they honour us in this dealing.
Sometimes they do some favouritism in sending delegations, but overall they are doing
good job. | am a person that | do not care about any kind of such negative things;
therefore | think that if your work is standarithen you are always successful. It is
worthless that we should involve ourselves in this debate. | am a proactive lady and
believe in hard work and successful outcome. We can create our name only through our
work and efforts. We must not look into wha¢ cannot get; we must always see what
we can get from anything that relates with us. We must focus on our work, not other

people attitudes (Firm E, Gem and Jewellers, Punjab region).

Table 8.2 Meta-table of description of cases and its link with decision process

Case description

Foreign investment decision
process

Cognitive biases in relations to thesis

Case A, B and C are food exporters fron
Balochistan They are exporting to
psychological close countries confirming tl
Uppsalamodel principal.Their major countries
of exports arelran, Irag, Turkmenistanand
Dubai All these three firms are using expg
representative offices and technical jo
ventures modes of investments.

identification phase
process

X subtheme? recognition
X subtheme? diagnosis

identification phase
process? planning fallacy

X subtheme? temporal myopia
X subtheme2 narrow decision frame
outcome? gaps not perceived

Case D and Ere gem andewellery exporter
from Baluchistan and Punjab region. It is
surprising that the firms iBaluchistanregion
are more prone to invest in emerging econon
and they are more confident in exporting
culturally close countriesWhile the firms in
Punjabregion are exporting tBaris Turkey and
Singapore

development phase
process

X subthemeé search
X  subtheme? design

development phase

process? single outcome calculation

X  subtheme? inference of
impossibility

X subtheme? adjustment  and
anchoring

outcome? restrict alternative to single
one

Case F and Gre textile exporters frorRunjab
and Sindh region. They are active exporters
textile fabrics and readymade garments
advanced countries, likes Germanyand USA.

Theyare heavily relying on export modes.

evaluation phase
process

X sub themé screening
X  subthemé choice

evaluation phase
process? pluralistic ignorance

X  sub themé profiling
X subthemé stereotyping
outcome? inaccurate assessment or risks
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Case H, |, and Jre sports and sportswe| post-evaluation phase post-evaluation phase
exporter to advanced nations likMorway,
Belgium Finland and USA. They are heavily

relying on export modesFirm | disclosed thal X sub themé screening x  sub themé profiling

they tried to set up a remote officeuisbut due X subthemé evaluation X subtheme stereotyping
to financial and behavioural problems they wg outcome? rejection of strong alternatives
unable to do so.

process process? pluralistic ignorance

Table 8.2presents the brief case stories/description ahf€rviewedfirms. It is evident
from the table that the respondents are prone to différemtisticsand biases in each
stage of decision making. Theffects of each heuristics depengon the nature of
decision and the process carried out by the decision makes.oufcomeof planning
fallacy is the ignorance of evidence and misperception of truergdeaision making
process. Theffect of single outcome calculations the restricting oflternativesto a
single, narrow focused strategy(Schwenk, 1984; Trevelyan, 2008; Tversky and
Kahneman, 1992)The results indicate that the choiceréstrictive mode, market or
narrow strategy results in lower diversification (sales speed) of small firms from
Pakistan. This thesis contributes to identify and to evaluate the heuristioseign
investmentdecsion process of small firm from Pakistan. Such results have sound

manageriabnd research implication for futuresearcherandpraditionersin Pakistan.

8.5 Summery

This chapter presents the qualitatiesults This study is unique in its nature in the sense
that this study using triangulation of quantitative and qualitative modes of enquiry
explored how a decision maker maximizes or satisfies his choices of entry modes for
speedy development of their small messes. Inductive approach for data analysis
requires line by line review of qualitative notes, for coding and simplifying categories
based on constant compariso@eductiveapproach or summagided approach for data
analysis is more evaluative andsdebes the data analysis process by three steps, data
display, data reduction and conclusion drawing. This research uses deductive
methods of enquiry. Three sets of main themes; i.e. the cognitive biases planning fallacy,

single outcome calculats and pluralistic ignorance identified in this research are
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unique in nature and so far such forecasting and prediction errors/heuristics have obtained
no attention in the foreign investment decision process. The three biases identified in the
gualitative finding either relates positively or negatively with the sales speed of small
firms in Pakistan. Next chapter presents the quantitative results obtained from this study.
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Chapter 9

Quantitative results’/hypotheses testing and decision model

9.1 Introduction

Qualitativeresults weregresented in previous chapt@ualitative results were based on
three stage®f entry choice processof small firms.In the firsts initiation/recognition
stagequalitative {nterview)data of 10 firms wer@resentedFirst and second objective

of this this was to identify entrepreneuriahsesand cognitive dimensionsand theories
regarding internationatéxpansion bysmall firms from Pakistan. This was achieved by
literature review and development of chapter threefand of this thesis. In the second
stage the cognitive biases were identified by qualitative resthlis achieves third
objective ofthis study In the third sage postselection evaluatiothypothesis testing and
decision modellor post entry speed ndts are presentedhis serves t@chievefinal
objective of this study For the hypothesitesting purposepostentry speed dynamics
(dependenvariable, the sales ratio achieved within ten years of the start of international
operations) was divided into three categor(ese section .4.3). For the sake of
simplicity and sound interpretationgstentry speed having three dependent categories
converted into twaategorieand was analysed througgyistic regression.The analysis

starts with modebuilding strategies and presentsdi decisiorframework
9.2 Hypothesegtesting and decision model

9.2.1Model-building strategies

Keeping in mind the complexity associated with international business and psychological
VFDOHVY WKH JRDO RI DQ\ PHWKRG LV WR VHOHFW WKH
of the problem(Hosner and Lemeshow, 20QQ)ogistic regression analysis is usually an
appropriate technique to assess the impact of relevant variables on the choice of entry
mode. The level of significance and the Wald statistics are important to determine the
degree of dpendence on binomial variables. Following previous studies of entry mode
choice (Herrmann and Datta, 2006; Jiang, 2001; Nakos and Brouthers,, 200@}ic
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regression is particularly helpful when (1) the dependent variable is dichotomous in
nature and (2) the variables in the equation are qualitative or quantifdtes@ioneersf
logistic regression using maximum likelihood estimatiofMLE) recommended
following basic strategies for building best modégresti, 1996; Hair, et al., 2010;

Hosmer and Lemeshow, 2000)

1. The basic aim of building a binary or multinomial model is to build a pegci
complete and parsimonious model that meets the basic assumptions of logistic

regression and is easily interpretable.

2. The appropriate selection of univariate statistics for identifying the individual role
of each variable and decision about inclusionnorrinclusion of a particular
variable in the final model should be made. The role of univariate statistics is
particularly critical wken selecting a stepwiseethod for the final model.

3. The number of parameters sholdkebpto a minimum, ifthe importantariable in
theorybuilding is not to be lost; this leads to precise and nuymeeralizable

model.

4. The appropriate use of statistics for assessing the adequacy of the model both in
terms of the individual variable in the model and from the point of viethe
overall fit of the model. Variables that do not contribute to the model based on

these criteria should be eliminated and a new model fit should be obtained.

In social science research the models are usually based on few selected variables.
International business and psychological disciplines differ in that they are complex and
rational, for minimisation of antecedents losesghgeralizabilityof the studiegCollett,

2003; Kennedy, 1998)or nominal and ordinal categorical predictors, careful scrutiny of
the contingency taes and Pearson chguare test are best described stratefpes

3 Ordinary lease square (OL8gression mininges the sum of the squared differences between the actual
andpredicted valuesThe likelihood representsetprobability that the observed outcome can be predicted
from the set of independent variables. In other wolds lbgistics MLE is based on the argument of
increasing the likelihood that an event will oc€dair, et al., 2010; O'Connell, 2006)
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individual variable scrutiny In logistic regressions, the Pearson-stpiare test is
equivalent to the likelihood ratio chiguare testBrace, et al., 2006; Hosmer and
Lemeshow, 2000)The need for continuous modelingfments reminds us that no model,
unless estimated from an entire population, is the final and absolute (hi@daglet al.,

2010: 206) Therefore, continuous trial and error methods lead to a parsimonious model.
Successful modelling of a complex data set is part science, part statistical methods, part

experience and common serjB@smer and Lemeshow, 2000: 91)

Logistic regression is a popular strategy that overcomes many of the assumptions of
linearity, normality and homogeneity of variance for the criterion varigibles, et al.,

2010; Hosmer and Lemeshow, 2000; Tabachnick and Fidell, 200éxpresses the
multiple linear regression equation in logarithmic terms and this overcomessthetive
assumptionproblem of OLSmethod(Field, 2005) The aim of univariate analysis is to

see the expected direction of predictors and to select appropriate statistics for final
interpretation. Another ainof univariate analysis is to confirm that the data satisfies
following screening criteriaajor asamptions for initiating multivarate model In
addition, univariate analysis also helps to identify a covariate that fits the model well for
stepwise methodgHair, et al., 2010; Hosmer and Lemeshow, 2000; Menard, 20D2)

achieve these objectives, the following measures were taken.

X Model specification should have two necessary components: thiestmodel
should include theoretically relevant variables and; second no irrelevant variables
should have been in the model. Before initiating a multivariate model, the
frequency tables of all ownership, location and cognitive antecedents were closely
exanined for extreme cases and/or any influential observation in the data set.
Outliers were examined closely through (standardised residuals) in univariate and

multivariate analys.

3All of the statistics relatingp the residual have the common property that 95% of the cases in agever
normally distributed sample should have values within +(1.96)/2, and 99% of cases should have values that
lie within +2.58.
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x Collinearity diagnostics should confirm that any one of the highly coeckla
covariates is excluded from the modelheT correlation table (section.73
confirms that there is no collinearity between independents (high level of
collinearity corresponding to an’R .80 or more may pose probleménother
way of detection of calhearty is to use tolerance and variance inflation matrix
(VIF). A tolerance of less than .20 and VIF value of above 10 is cause of concern.
There was no such evidence in this data set. Howevenafaity ofsmall ILUP {V
entry modeliterature (see Table 3.1)s reportingthe correlation matrix(see
section 8.). Thereforecorrelationmatrix is reported for ready reference.

x In logistic regression, the rationale for univariate analysis for categorical or
continuous variables is to check and cohthe undesirable effects of sparse data
(a contingency table having many cells withadifaero counts)To compare the
linear categorical moddscalingat the medianywith the nonrlinear model, the
contingency tables were analysed carefully for anysgpdatgdiscussed below)
The missing cases were examined in each variable there was no evidence of
abnormal missing cases (more than 10% in individual cases) that could influence
the logistic model. Cases with less that®6 of missing data were subgted
for mean values, as in this case any substitution method provides consistent
results(Hair, et al., 2010; Tabachnick and Fidell, 2007)

X Linearity in the logit is one of the necessassumptionso deal with.One way to
identify the linearity in the logit is (1) is to run a multivariate logistic regression
analysis and examine the residu@iair, etal., 2010; Tabachnick and Fidell,
2007) (2)O'Connell(2006: 44)concluded that in adequate samples (more than
10:1 casdo- variable ratio), and robustness/sensitivity of thgidtic regression,
it is plausible to include nelinear terms as linear in logit for sound thetgsed
models(Hosmer and Lemeshow, 2000; Menard, 2082cording to Tabachnick
and Fidell(2007: 80)and Hair et al(2010: 72) in a sampling distribution based
on large samples (18800 or more cases) the underestimation of variance in case

of abnormal skewness or kurtosis (farther from zero) and/or badly skewed
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distribution are of less concern (p,105) and the matterlinearity and
parsimonious model fit can be dealt with at the mduelding stages by
examining the outliergMenard, 2002: 105; Tabachnick and Fide02) The
influential cases/outliers (standardised residuals greater than 2)deleted at
multivariate level and te model fit summary confirms thelinearity in the
multivariate logit models (appendix B33) Another solution to linearity in the
logit suggested by Hosmer and LemesH@@00j)s the possiblecalingto create
a dichotomous predictor at the medidihis was also used at multivariate level to
conwert all covariateBito categoricalariable at the medidh However, the poor
model fit at the median higher likelihood ratio, lower chisquare ankigher
classification atio (n final linear model) justifies nehnearity in continuous

logistic model éppendix B3, CR

As discussed previously, the purpose of univariate analysis is more critical -wiséep
methods. Contrary to this, one of the limitations associated with univariate analysis is
that it ignores the possibility that a collection of abtes, each of which is weakly
associated with the outcome or explains a low level of variance at univariate level, can
become an important predictor of outcome when taken together. Another school of
thought suggests that regardless of the result of uateaanalysis, the model should start
with all relevant variables when the sample size (minimum recommendedocase
variable ratio is 10 to 1) is adequdtdosmer and Lemeshow, 2000; Menard020
Therefore, after proper scrutiny, it is mandatory to start a logistic model including all the
scientific relevant variables in theory testing models to gain maximum benefit of

theoretical and practical interactioffgresti, 1996; Hosmer and Lemeshow, 2000)

9.3 Hypothesis testing and decision modepost-entry speed

Hosmer and Lemesho{2000)concluded that the stepwise method can yield biologically

implausible models and can select irrelevant and/or noise (over fitting) variables, which

%Tabachnick and Fide(R007: 127)asserted tha curvilinear relationship between the dependent variable
and an independent variable is a perfectly good relationship. Failure of linearity of residuals in regression
does not invalidate analysis so much as weaken it.
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