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Abstract

There is substantial research to indicate that a correlation exists between the firm-specific characteristics of multi-national corporations (MNC’s) and the mode of entry selected for involvement in overseas markets. Equally there is evidence to suggest that the level of involvement is related to specific prevailing factors in the host markets. Given the importance of such involvement to international development this paper considers the extent to which the nature of entry to overseas markets is predicated upon the existence of specific variables related to both the firm and the host markets. 

Regression analysis models were used to test the relationship between independent variables related to the firm, the host markets and the level of involvement. The paper concludes that there are strong positive relationships between competition, the degree of standardisation, the extent of market research, political risk and negative relationships with individualism and power distance in relation to the level of involvement.

Key Words: UK companies, host markets, degree of involvement. Degree of standardisation 
Introduction 

Multinational businesses have established a presence in foreign markets by product and market expansion (Bartlett et al. 1989; Dunning, 1993; Levitt, 1983; Ohmae, 1985) and via a mix of entry modes (Benito et al., 1994) including, licence/franchise, export, joint venture and wholly owned subsidiary (see Calof et al., 1995). 

In the 21st century, all MNCs activities (exports and imports, mergers and acquisitions, alliances and other far spanning investments) are interlinked which creates a new global economic system. It therefore follows that the intensity and multiplicity of these transactions, affects the structure and culture of people hole over the world (Picot, 1999). 

Researchers are agreed that different types of entry mode require different levels of resource commitment and degree of control (e.g. Calvet, 1981; Caves, 1982; Davidson, 1982; Johanson and Vahlne, 1977; Root, 1987; Vernon, 1983; Young et al. 1989). Resource commitment is defined as assets that can not be redeployed to alternative use without loss of value (Bell, 1996; Kim et al., 1992; p. 3). Control is defined as the ability of the international firm to have an influence on the system, methods, decisions, and the behaviour of other parties using power and authority (Ouchi, 1977; Etzioni, 1965). 

In this paper, the degree of involvement is defined by the complexities of the entry mode, which varies from low involvement (export, licensing and franchising) to high involvement (joint venture and wholly owned subsidiaries) level of participation. These are characterised by resource commitment and degree of control. Resource commitment is interpreted as manufacturing and marketing know how, management expertise, R&D resources and R&D personnel. The degree of control is taken to be the ability of the firm to change the decisions of the overseas subsidiaries that are interpreted as the production personnel, marketing personnel and distribution system.

The rest of the paper is set out in the following way: The next section reviews the literature related to the degree of involvement overseas, which leads to the hypotheses of the study. The third section sets out the research methodology, the fourth section presents the results and discussion. A summary and implications are in the final section. 

Literature Review and Hypotheses Development

The mega trends in 21st century are basically divided in 3 Meta-driving forces (Mega Trends) in accordance to Hopfenbeck et al. (2001). These scholars recognize that beside globalization; the transformation from the industrial society into the service-, information- and knowledge-society; and on the top of this, the development from central, hierarchy organizational structures towards decentralized and connected organizational structures, are also key forces. It is obvious that the mega-trends affect a far-spanning ranch of stakeholders and innovations. 
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Figure 1-1: Drivers and Trends for International Companies Mode of Entry into Host Market
 Source: Own Illustration based on Siemens AG (2002) & Hopfenbeck et al. (2001), Page 31-34 

Figure 1-1 depicts the meta–driving forces (Mega Trends) which are the visible result of the different “driving forces”. The driving forces lead more companies than ever before to turn into mergers, acquisitions and alliances as a way to fuel growth for the future (Kendall, 2002). For example, from the illustration above we can consider globalization as a meta-driving force that includes all categories. It outcomes from a number of driving forces, such as the “improvement of communication”, or “change of customer behavior”. It seems that the most important characteristic of a meta-driving force is that it is the effect of several forces, which might change in their relative importance or even direction. 

The driving forces and the mega trends, notably globalization, impact companies prospect for survival (Rock et al, 1994). The borders between single sectors become vanish and as an effect companies seeing cooperation’s as an absolute prerequisite to remain viable amidst a global economy (Kendall, 2002). Due to the change of established economic systems, new international competitors penetrate the market place – caused, for example by the EU-expansion towards the east, Chinas agreement to the WTO, as well as the economic release of the south-east Asia regions. Moreover the liberalization of capital markets and the trend of investing money worldwide, drive companies to expand their operations. 

Consequently, as a motto it has become apparent that merely large organizations will survive as mega-enterprises in a strong global competition (Peisl, 2002:18). Notwithstanding, the approach has changed: in the 80s most mergers were basically LBOs and the target behind typically short-term, while the 90s have focused on strategic alliances and therefore this new approach incorporates a strategic long-term point of view. This shift towards strategic alliances continues in the new century, for example partnership and joint venture become more common place. Moreover virtual corporations establishing networks to take advantage of time-sensitive R&D opportunities, such as Loral, IBM, Motorola and AT&T pooling resources on a new computer chip with X-ray technology. Also the set up of value-oriented alliances become “fashion”, such as the alliances between Proctor and Gamble established with WalMart which modernized the entire retailing industry. In general enterprises focus again on core competencies, hence far-reaching outsourcing actives moved on the top of managers agenda – IT systems, manufacturing, marketing, HR, training, sales as well as some companies “crown jewels” are not longer nucleus (Kendall, 2002). 

Agarwal et al. (1992) investigated the decision of foreign market entry mode choice in the following modes: export, licensing, and joint venture. They examined the impact upon the choice of entry mode of the following factors: ownership advantages; location advantages; internalisation advantages. Their findings indicate that larger multinational firms showed more interest in entering foreign markets with wholly owned subsidiaries than with joint ventures. Bell (1996) also examined the selection of joint venture or wholly owned subsidiary as a method of involvement. The findings indicted that a wholly owned subsidiary is preferred to a joint venture in the case of high competition, competitive industry and international experience. Bell’s results also suggest that firms choose a joint venture when they experience the benefit of market growth, while product experience decreases the probability of joint venture and the size of the investment has a negative impact upon the choice of a joint venture. Erramilli et al. (1990) investigated the variation of foreign market entry mode choice in the service sector. Their study’s findings reveal that some types of service firms do export their product. Kim et al. (1992) bring together various aspects of global level strategic variables based on the eclectic framework of the factors which influence entry decisions. Their results suggest that the global strategic variables, environmental variables, and transaction specific variables highly influence the final choice of the entry mode. Using Dunning’s eclectic paradigm, Tatoglu and Glaister (1996) investigated the entry motives of Western international firms in Turkey. Their findings suggest that Western international firms possessing firm specific advantages such as international experience, trade marks, financial, and human resources, prefer to set up a wholly owned subsidiary rather than a joint venture. 

Zou et al. (1997) also investigated the relationship between standardisation and involvement. Their study indicated that highly involved international firms move toward standardisation for the majority of their product marketing strategy. Studies by Kreutzer (1988), Quester et al. (1996) and Samiee et al. (1992) attempted to understand the methods of using a marketing mix standardisation by examining technology, socio-cultural criteria, economic, competition, structure, size, and political and legal criteria. Mueller (1991) considered standardisation and modification in his study. Ozsomer et al. (1991) considered the host country environment, product related marketing and centralisation variables. 

The purpose of this section is to review international business theories that relate to the main variables of this study with a view to explaining the key influences (variables) which determine the Degree of Standardisation and the Degree of Involvement. 

The Eclectic Paradigm

Dunning regards the eclectic theory (1980, 1988) as a general theory and sets out a holistic approach to explain the level and pattern of international production.  Researchers suggest that it is paradigm (see, Cantwell, 1988) whilest others described it as a taxonomy of different determents of foreign direct investment (see, Itaki, 1991).  This section considers Dunning's eclectic paradigm that based is on several theories (the international trade theory, resource-based theory and transaction cost theory) that describe those factors that influence the mode of entry Andersen (1997). 

A number of researchers have used Dunning's framework to explain the choice between entry modes (Agarwal and Ramaswami, 1992; Bell, 1996; Brouthers et al., 2002; Hill et al., 1990; Tse, Pan and Au, 1997) especially joint venture and sole venture (Kogut and Singh, 1988), licensing and joint venture (Caves, 1982; Davidson and McFetridge, 1985), and the extent of direct foreign investment (Cho, 1985; Dunning, 1980; Sabi, 1988; Yu and Itio, 1988) acquisition to wholly owned subsidiaries (Wilson, 1980).  The eclectic paradigm proposes that international business activities are affected by three factors: 

Ownership advantages, which give the ability to serve the overseas market, are considering the competition level.  There are two relevant points: 1) the firm owns income generating assets; 2) ability to take advantage of the economics of the common governance of separate but related activity which might otherwise have been acquired through external markets (Tse, Pan and Au, 1997).  

Internalisation advantages are where the overseas product will depend upon the ownership advantages from a foreign or domestic location, by making use of the external marketing or net production and transaction costs of achieving this objective.  

Location is an important element in the choice of entry mode which include factors such as country risk and location familiarity, the choice of production site (Hill et al., 1990; Dunning, 1993).  The eclectic paradigm is in line with Rugman's work (1986) in that ownership is suited to research and development activities; the organisational function of the firm; product differentiation; trademarks, or brand names; large size; reflecting scale economies; and large capital requirement for small firms.  However, Dunning (1993, p. 76) emphasised that “the eclectic paradigm is not a theory of MNE or FDI per se, but rather an organisational framework for examining enterprises engaging in cross-border activities”.  The eclectic paradigm theory explains the choice between entry modes and considers the strategy of the international firm from a foreign and local market.  The theory consists of three factors: ownership advantages; internalisation advantages; and location advantage.  These factors considered factors such as competition, country risk, and location familiarity 

The Eclectic Theory of Foreign Entry Mode Choice 

Hill et al., (1990) and Kim et al., (1992) point out that the possible entry modes can be characterised by three constructs: the level of control (level of authority over operational and strategic decision-making), the resources committed and the risk of dissemination (see also Bell, 1996).  Hill et al., (1990) recognised three groups of variables that have an influence on the decision of the choice of entry mode e.g.:

1) Strategic variables: international firm finds itself in industries characterised by a limited number of participants confronting each other in many different national markets around the globe.  This leads to a high level of competition.  When global competitive contingency exists, the action taken by firms in one market often has an impact in other national markets (e.g. Kim and Mauborgne, 1988; and Waston 1982). 

2) Strategic variables affect the entry modes decision by the level of control they require (Bell, 1996).  

3) Environmental variables. These include country risk, unfamiliar location, demand conditions and intensity of competition, which are closely connected with the firm's resource commitment.  For example, when the country risk is high, international firms will try to restrict their resource commitment in their overseas market (Bell, 1996; Vernon, 1983).  Therefore, with regard to cultural difference and economic development, researchers agree that the higher the difference between the two variables the higher the possibility that the international firm will become involved overseas with licensing or joint venture modes (Anderson and Gatignon, 1986; Davidson et al., 1980; Johanson and Vahlne, 1977; Kim and Hwang, 1992; Stopford and Wells, 1972).
The theory of foreign entry mode influences the involvement and the entry mode constant of strategic variables such as competition, the level of control.  The theory is also related to the host country environment such as the familiarity of the host country, the political risk, competition and their influence upon the resource commitment. 

Foreign Direct Investment Approach

McKiernan (1992) explains the foreign direct investment (FDI) approach in the following terms.  Producers want the highest return possible, so a country rich in capital resources tends to invest capital abroad.  Ragazzi (1973) defines FDI as the amount of resources invested in the overseas subsidiaries over which international firms have effective control.  Taggart et al., (1993) points out that FDI includes the wholly owned subsidiary and joint venture (as high and low level of managerial involvement).  Others (e.g. McKiernan, 1992) state that foreign market entry is traditionally considered to follow a series of stages from a specific firm based advantages in the domestic market through export, licensing, branching, and eventually investing production resources in a foreign country.  This process will depend on the amount of international experience a firm gains through the development of the international process.  The theory of foreign direct investment is related to the degree of control that the firm has over its resources in the overseas subsidiaries, and stages of involvement.

The approach of foreign investment identified the availability of capital in the home country and the firm’s international expansion for foreign direct investment. These variables relate to the firm itself and the economy in which it is embedded. 

The Transaction Cost Approach 

The importance of the transaction cost theory (TCA) has been discussed extensively in the literature (see Anderson et al., 1986; Buckley and Casson, 1998; Dunning, 1981; Erramilli and Rao, 1993; Hennart, 1982; Hill and Kim, 1988; Rugman, 1981; Teece, 1977).  The aim of TCA is to prescribe cross–border activities according to the economic rationale that firms will minimise all costs associated with the entire value added chain (Tse Pan and Au (1997).  Furthermore, it assists managers in choosing entry modes for manufacturing firms as well as for service firms (Erramilli and Rao, 1993).  According to Anderson et al., (1986), the degree of control determines the two elements of risk and return.  Highs control entry mode such as a wholly owned subsidiary will increase return as well as risk.  A low control entry mode, such as licensing, reduces resource commitment and influences the return.  Therefore, firms’ attempt to compromise between reducing risk and increasing return by trading various level of control (Young et al., 1989).  Anderson et al., (1986) show that for firms attempting to enter a new market a low level of ownership is required to minimise transaction cost and increase efficiency and an approach such as licensing is seen to minimise the firm's costs requirement and risk of resource commitment.

Others indicate that TCA is associated with the international firms' internal specific advantages.  As such, international firms create and possess proprietary assets.  They attempt to expand internationally by extending their own organisation overseas through wholly owned subsidiaries (Buckley and Casson, 1976; Rugman, 1981; Contractor, 1990).  TCA has the advantage of overcoming an unstable environment (politically and economically) by choosing low control modes as this avoids resource commitment and thus increases strategic flexibility (Anderson and Gatignon, 1986). Davidson (1982) points out that control entails resources commitment, and this in turn creates an exchange of costs thereby reducing the firm's ability to change its institutional policy (Davidson, 1982).

In brief, transaction cost approach is related to the choice of entry mode on the basis of minimising the firm's input transaction cost and maximising its output revenue, allowing for the risk of resources commitment and the degree of control.  It is associated with the firm's internal specific advantages and also the characteristics of the host country in terms of the political and economic difficulties in the overseas markets.

Firm Context in Relation to the Degree of Involvement

Competition: The changing pattern of competition influences the decision of the international firm to control its subsidiaries overseas (Doz et al., 1981). According to Bradley (2002:244) the concept of market entry refers to the difficulty or ease a firm faces when entering new markets highlighting that: “entry is one of the supreme tests of competitive ability. No longer is the company providing itself on familiar ground, instead it has to expose its competences in a new area”. Bell (1996) pointed out that when competition is intensive a wholly owned subsidiary is not a suitable mode of entry as it creates additional capacity. In contrast, a joint venture might have more capability to face intense competition. Porter (1985) points out that a firm may be less likely to enter a market if there are a number of competitors rather than a dominant firm that is potentially less sensitive to focus strategies. Bell (1996) finds that international firms prefer a greater level of control when competition is high, the firm has high international experience, and the relative size of the firm is large. However, Hill et al. (1990) indicate that international firms who challenge in a highly competitive environment will choose a joint venture. Gomes-Casseres (1990) finds a positive effect between competition and the degree of involvement, but other studies find no effect at all (e.g. Larimo, 1993). This discussion lead to the first hypothesis.

H1 The greater the level of competition, the higher the degree of involvement in the overseas market.

Organisation Structure: The higher the subsidiary depends on the parent firm, the higher the possibility of centralising all decisions at the headquarters (Garnier, 1982). Also when the subsidiary faces change in the overseas environment, it leads to making fast decisions. Furthermore, the greater the difference in the overseas environment compared to the home environment, the higher the risk of misinterpreting the management messages. Rugman et al. (1989) point out that an international firm will consider the appropriate organisation structure, where each structure has different costs and benefits. A firm may start its foreign strategy through a function or product division, but will eventually create an international division when it has becomes more involved in the overseas market. This will provide the international firm with the required information about the foreign market as well as centralised control (Rugman et al. 1989). This leads to the second hypothesis.

H2 The more centralised is the firm’s organisation structure, the higher the degree of involvement in the overseas market.

Competitive Advantage: The mode of entry into a foreign market has become a frontier issue in international research and has crucial implications for competitive advantage (Erramilli et al., 1993; Root, 1987; Davidson, 1982; Hill et al., 1990). The growth of integration of international marketing and the intensity of competition, specifically in the export mode, implies that the adaptation of a global perspective has become increasingly essential in planning a marketing strategy and gaining a competitive advantage (Keegan, 1983; Fisher, 1984; 1985; Cavusgil et al., 1984). For the purposes of this paper, competitive advantage was identified with the following variables: low cost, innovation, marketing research and breadth of strategic target (see, Dess and Davis, 1984; p. 473-476; Johnson et al., 1995).

According to Whitelock et al., (1997) low cost can be maintained and margins preserved in the long term. Therefore, managerial attention to cost control is necessary to achieve cost leadership. A firm will try to reduce its production costs by accepting cheaper components, use standard production processes and seek a higher market share in order to reduce unit costs (Phillips et al., 1983; Walters et al., (1989). 

Ford and Tucker, (1987) define innovation as “a technology or practice used for the first time by members of an organisation, whether or not other organisations have used it previously”. Biggadike (1979) pointed out that firms entering markets with products representing incremental innovations achieved higher relative market share than those firms entering markets with products similar to those of the active competitors. 

Kogut et al., (1988) noted that firms that have the ability to produce differentiated products for a specific target market would prefer the joint venture mode in a market characterised by higher potential and to adopt a higher contractual risk. 

Marketing research is an important element for companies involved overseas because of the different nature of competitors and customers. Unstructured marketing problems (Hofer et al., 1978) increase environmental uncertainty and the difficulty of forecasting the behaviour of competitors and customers (Khandwalla, 1977).  It is difficult to know just how customers and competitors will react to very new offerings and to anticipate the various problems that might occur. 

According to Hood and Young (1979) breadth of strategic target is the ability of the firm to develop differentiated product. That is measured by their ability to develop creative and structured leasing transactions. Murray (1988) indicates that a differentiation strategy may create the risk of losing long-term revenue as a result of sharing knowledge with a partner (e.g. in joint venture modes) where the partner could adapt the knowledge and decide to operate as a separate unit. Porter’s (1987) study of competitive advantage suggests that joint ventures are inefficient because of the inherently complex management relationships. 

This discussion leads to the following hypotheses:

H3a The adoption of a low cost-approach to competitive advantage will lead to a higher degree of involvement.

H3b The adoption of an innovation-approach to competitive advantage will lead to a higher degree of involvement.

H3c The adoption of a market research approach to competitive advantages will lead to a higher degree of involvement.

H3d  The adoption of a breadth of strategic target-approach to competitive advantage will lead to a lower  degree of involvement.

Degree of Standardisation: The literature indicates three basic types of practice in terms of the characteristics of physical products: Universal (physically identical in different markets); Modified (substantially similar in all the various overseas markets); and Country tailored (specifically localised for different markets) (Takeuch and Porter, 1986). This strategy leads to achieving greater efficiencies and to gaining economies of scale (Levitt, 1983; Sorenson and Wiechmann, 1975; Jain, 1989). Well-managed international firms source from fewer manufacturing facilities than local firms, which rely on more localised manufacturing, so they can modify or customise to local marketing performance. Johanson and Vahlne (1977) assume that highly standardised products seem to have easy access to the international market to sell largely on price. Moreover, Ozsomer et al. (1991) point out that the degree of marketing standardisation is significantly higher in a wholly owned subsidiary than in a joint venture. Therefore, adopting the standardisation approach to serve the international market is desirable because developing an identical product across national markets can increase the company’s trade (Walters, 1986; Yip, 1989) this lead to the fourth hypothesis. 

H4 The higher the degree of standardisation of the international marketing mix the higher the degree of involvement.

Host country context in relation to the degree of involvement

The Economic Development variable emphasises the extent of development in the host country that makes its market more or less attractive to the MNE.  Nations vary in their per capita income and in other areas such as energy consumption, level of education and infant mortality.  For example, the higher the level of education, the greater the buying power of consumers and the capabilities of local firms will lead the MNE to choose a joint venture entry mode since the country has something to offer (Bell, 1996; Gomes-Casseres, 1989; Kobrin, 1987).

In Third World countries a small minority of the population enjoys a very high income while the majority are poor.  On the other hand, developed countries tend to have a more even distribution of income.  Therefore, when a firm intends to become involved overseas it has to consider the relative level of economic development of the countries involved, as well as the degree of similarity between the market segments in developed and developing countries (Jain, 1989).  In addition, in many developing countries government regulations force foreign firms to choose joint ventures with local firms as a means of controlling the overseas firm.  According to Beamish (1984) foreign firms prefer to form a joint venture over a wholly owned subsidiary whether or not they are required by a host country as a condition of entry.  Therefore, it may be appropriate for firms to locate in developing countries by an acquisition mode or a joint venture, which will help to reduce the effect of cultural differences between the two countries and also increase the firm's experience in the overseas market.  This leads to the following hypothesis:

H5 The greater the degree of economic development in the host market, the higher the degree of involvement.

Cultural Difference: recent studies have measured the cultural difference between the home and the host country with either country cluster (Ronen et al., 1985) or by index (Kogut et al., 1988) or both (Barkema et al. 1996; Bell, 1996). The Ronen et al. (1985) study is based on eight cross cultural studies. The index study is based on Hofstede's (1980) four dimensions of national culture: power distance, uncertainty avoidance, individualism versus collectivism, masculinity versus femininity. 

Dubin (1975) and Davidson et al. (1980) point out that differences in culture between different countries could influence the choice of entry mode, because of its influence regarding the cost and uncertainty of the alternative modes of entry into the overseas market. Shane (1994) finds that cultural distance is associated with higher control entry modes. Other researchers find that there is a negative relationship between cultural distance and the preference for licensing over foreign direct investment. Begley and Boyd (2003) model includes the idea of balanced global consistency versus local responsiveness to varying degrees. Extreme global consistency seeks cost advantage by maximizing world-scale systems. Extreme local responsiveness adjusts for country differences by allowing local autonomy. Enterprises have to reconsider both to achieve a corporate global mind-set for long term success. Developing such a mind-set needs an approach towards the high local/high global area of the structure, process and power grid. Begley and Boyd (2003:27) comments that the development: “...involves balancing, formalization with flexibility, through modular networks and communities of practice, balancing standardization with customization through distributive management, centers of excellence and corporate vision; and balancing global dictates with delegation through the application of procedural justice. 
According to empirical studies by Bell (1996) Agarwal (1994) Davidson (1982) Erramilli (1991) Erramilli et al. (1993) and Anderson et al. (1986) international firms will prefer a joint venture over wholly owned subsidiaries when the culture of the host country is different from the firm’s country culture. This leads to the sixth hypothesis.

H6 The greater the cultural differences between home and host country, the lower the degree of involvement in the overseas market. 

Regulations: considered as the orders given by the government for the safety of employees or consumers. Ansoff (1965) noted that international firms involved in overseas markets might face government regulations different from those of the firm’s own country. For example, the attitude toward business could be different as well as the regulations and laws. Researchers who have focused their studies on joint ventures in developing countries consider the relationship between ownership, control and performance (Artisien and Buckely, 1985; Beamish, 1987). Joint ventures are the entry mode that is characterised as being more stable than other type of entry modes, and it might lead to create equal ownership in developing countries. In developing countries the firms tend, in most cases, to have a minority ownership position. This is a result of the regulations in force in these countries (Lee et al. 1995; Beamish, 1985; Franko, 1971). This leads to the seventh hypotheses.

H7 The greater the difference in regulations between the home country and the host country, the lower the degree of involvement. 

Political Risk: Political stability is one of the most important factors considered in the decision to become involved overseas, it can constrain the firm to a limited number of markets or specific type of entry mode (Aharoni, 1966; Basi, 1963). Firms could control the political risk factor by choosing low control modes that help to avoid resource commitment and increase strategic flexibility (Anderson et al., 1986). Nevertheless, a high degree of control is required in foreign markets where there is a combination of high country risk and an accumulation of firm specific assets. A number of empirical studies reveal that in the case of high risk host countries international firms will try to avoid high control entry mode. However, when international firms have a good sales position in the host country then they will select a high entry mode such as wholly owned subsidiary (see Benito, 1996; Gatignon and Anderson, 1988; Kim et al., 1992; Bell, 1996). Others believe that firms will select a high degree of control entry mode in the case of high-risk host countries (see Agarwal, 1994; Agarwal et al., 1992). Furthermore, political instability in developing countries is another threat facing international firms. Chaudhuri (1988) points out that in a politically unstable country and when a large amount of fixed capital is required, international firms ought to select the joint venture mode. This reduces their financial exposure, as well as providing them with the local partner's assistance. This leads to the final hypothesis.

H8 The higher the political risk in the host country, the lower the degree of involvement in the overseas market. 

Research Methods
A questionnaire instrument was constructed using, wherever possible, validated measures of the concepts to serve the aims of this study. The first part of the questionnaire obtained general information about the background of the respondents and their firms. The second and the third parts duplicated each other and requested information on host country details, for two different countries in which the firms have ongoing overseas operations. The two countries were, where possible, selected from two prepared lists constructed so the countries on each list were maximally different in terms of the host country context items. The two country lists were generated from differences in culture and economic development. 

Measurement of the variables 

Degree of involvement :Involvement in manufacturing know-how; marketing know-how; marketing expertise; R&D resources; R&D personnel; production and marketing personnel and distribution system (Kim and Hwang, 1992)

Competition: Product development, pricing strategy, quality, choice of supplier, wages and labour policy, administration and supervision, organisation and, sharing resources with the overseas market (Doz et al., 1981; Porter, 1985; Bell, 1996; Gomes-Casseres, 1990)

Organisation Structure: The size of the organisation measured by number of employees, sales revenue and market capitalisation, and the level of the authority in the organisation (Pugh et al., 1969)

Competitive advantage: Identified as a concentration on either low cost, innovation, marketing research or breadth of strategic target (Dess and Davis, 1984)

Degree of Standardisation: Respondents were asked to evaluate the changes that had been made to the features or the ingredients of the product before sending them overseas, for example, product features, quality, brand name, service, distribution, positioning; packaging/labelling and promotional approach (Takeuch and Porter, 1986; Levitt. 1983; Sorenson and Wiechmann, 1975; Jain, 1989).

Economic development: GNP per capita (US$), energy consumption per capita, infant mortality per 1000 live births and the percentage of illiteracy aged 15+ (Bell, 1996).

Cultural difference: Based on Hofstede’s four dimensions: individualism, power distance, uncertainty avoidance and masculinity (Hofstede, 1984, 1990).

Regulation: The degree to which legal regulation (e.g. health, safety, and technology) in the foreign market is similar to those in the host market (Cavusgil et al., 1993).

Political risk: Measured according to the instability of the host country political system; the likelihood of host government taking actions to limit the firm's ownership of the foreign venture; the likelihood of the host government constraining the foreign operation by instituting policies with respect to price control and local content requirement (Kim et al., 1992)
The study’s information requirements necessitated obtaining respondents familiar with the firm’s international strategy. Further, the respondents needed to be familiar with the home country and the overseas country environments and the impact of the environment upon the firm’s policy. These criteria identify the firm’s Chief Executive Officer as being the most likely respondent. The sample frame used for selecting these firms was obtained from Who Owns Whom (1995/1996), Key British Enterprises (1996) and Kompass (1989/1990). Only firms recently engaged in international marketing were selected. This reduced the target population size to 750 firms of those 700 international UK firms were contacted by telephone in order to enlist their co-operation with the research. A total of 500 of them agreed to receive the questionnaires. Following two sets of mailings, 112 usable completed questionnaires were returned; a response rate of 22.4 %. It was felt that this was a sufficiently large response level to minimise the problem of response bias. 

Findings and Discussion

Table 2 reports the means, standard deviations, and correlations for the dependent variable and the independent variables in the order hypothesised. The correlations between the degree of involvement and the independent variables are for the most part weak and non-significant, with several displaying relationships in a direction contrary to that proposed in the hypotheses. There are four significant correlations (p < .05 or better) between the degree of involvement and competition, market research, degree of standardisation and political risk. Competition and market research have the expected sign, but degree of standardisation and political risk do not have the expected sign. 

Table 2. Means, Standard Deviations and Spearman Rank Order Correlations


[image: image2]
Table 3 displays the results of the multiple regression analyses for combinations of the independent variables where the standardised betas are reported. Model 1 captures the effects of the firm characteristics on the degree of involvement. Model 1 is significant at the p < 0. 01 level (F = 9.199, R2 = .26). The coefficients for competition (p < .01), market research (p < .05) and degree of standardisation (p < .01) are significant. The signs on the significant coefficients of competition and market research are as anticipated, but the sign on the degree of standardisation is contrary to that expected.
Table 3. Results of Regression Analyses

	Variable
	Model 1

Firm Context
	Model 2

Host Country Context
	Model 3

Full Model

	
	Beta
	Beta
	Beta

	Competition
	.373***
	
	.329***

	Organisation Structure
	.049
	
	.048

	Low cost
	-.094
	
	-.154**

	Innovation
	-.034
	
	-.056

	Market Research
	.155**
	
	.197***

	Breadth of strategic target (focus)
	.062
	
	.065

	Degree of Standardisation
	-.236***
	
	-.168**

	Economic Development
	
	.228**
	.105

	Individualism
	
	-.097
	-.168*

	Power Distance
	
	-.089
	-.199**

	Uncertainty Avoidance
	
	.059
	.126*

	Masculinity
	
	-.009
	-.015

	Regulation
	
	-.089
	-.083

	Political risk
	
	.489***
	.414***

	
	
	
	

	R sq
	.261
	.198
	.402

	Adjusted R sq
	.233
	.169
	.353

	F
	9.199***
	6.816
	8.249***

	***  Correlation is significant at the 0.01 level (2-tailed).

**  Correlation is significant at the 0.05 level (2-tailed).

*  Correlation is significant at the 0.1 level (2-tailed).


Model 2 captures the effects of the host country environment on the degree of involvement. This model is not significant (F = 6.816, R2 = .19). There are two variables with significant coefficients, economic development (p < .05) and political risk (p < .01). While economic development has the anticipated sign, political risk does not.

Model 3 is the full model including all the independent variables. The model offers a stronger, multivariate test of the hypotheses and allows examination of how both firm characteristics and host country environment simultaneously effect the degree of involvement. The model is significant at the p < .01 level (F = 8.249, R2 = .40). Individual coefficients for competition (p < .01), low cost (p < .05), market research (p < .01), degree of standardisation (p < .01), individualism (p < .10), power distance (p < .05), uncertainty avoidance (p < .10) and political risk (p < .01) are significant. The signs on the coefficients of competition, market research, individualism and power distance are as anticipated, however, the signs of low cost, degree of standardisation, uncertainty avoidance and political risk are not as expected.

Considering model fit, it may be seen that a model which includes both firm characteristics and host country environment can better explain degree of involvement than can a model that incorporates either set of variables alone. The full model (Model 3) explains an additional 14 percent of the variance in degree of involvement over the model which includes only the firm characteristics (Model 1), and the full model explains an additional 20 percent of the variance compared to the model which just includes host country environment variables.

The hypothesised set of relationships are clearly supported in only two instances, competition and market research, in that the variables are significant with the hypothesised sign in both models in which they are included. 

The findings indicate that when a highly competitive market is encountered, international firms will prefer a high degree of control entry mode such as a joint venture or a wholly owned subsidiary which implies that this will give the firm a better opportunity to deal with the competition (Telesio, 1977). The results accord with the findings of Bell’s study (1996) that a wholly owned subsidiary is preferable to a joint venture when a highly competitive market is considered. However, the findings of this study are also in line with Gomes-Casseres’s (1990) findings, which show that there is a significant relationship between competition and the degree of involvement with regards to the preference for joint ventures. 

Of the four competitive advantage variables, only for the market research variable is there any support for the hypothesised relationship. Overall, however, the findings for the competitive advantage variables indicate little support for the hypothesised relationships. Nevertheless the findings point to the importance of market research to firms which seeking to become involved in foreign markets.

There is weak support for the hypothesised set of relationships in three cases, economic development and the cultural variables of individualism and power distance, in that these variables are significant with the hypothesised sign in one of the two models in which they are included.

It is clear that the level of economic development is an important factor for many firms deciding to become involved in foreign markets. There will be a tendency for such firms to prefer a high degree entry mode the more developed the host country. This finding is in line with those of Bell (1996) and Kobrin (1987) who reported that firms prefer to enter developed countries with high degree entry modes (JVs) than they do developing countries. An important reason for this is that local firms in developed countries can offer the entering firm more than local firms in developing countries can in terms of commercial experience and a better educated workforce (Bell, 1996; Gomes-Casseres, 1990). The findings showing a significant negative relationship between individualism and power distance and the degree of involvement supports the view that foreign firms will prefer a lower involvement mode the greater the cultural difference between countries (Davidson et al., 1985; Kogut et al., 1988). Some firms may select a low entry mode such as exporting to avoid the conflict that can be created when cultural difference is great. Other firms may prefer JVs to WOSs when countries entered have a dissimilar culture (e.g. Bell, 1996; Davidson, 1982; Erramilli, 1991; Erramilli and Rao, 1993).

There is no support for the hypotheses involving the remaining set of variables in that either the variables are not significant or else the variables are significant but with a sign that is contrary to that hypothesised. The significant positive association between political risk and degree of involvement is worthy of note. Although the sign is contrary to that hypothesised the literature is somewhat ambiguous about the relationship between political risk and degree of involvement with some arguing that in the case of high-risk host countries a high degree of control entry mode will be chosen (Agarwal, 1994). The findings of this study would tend to support that view.

Conclusions 

This study examined the relationship between firm characteristics and host country environment on the degree of foreign market involvement. Findings strongly support the hypotheses of a positive relationship between the degree of foreign involvement and the level of competition and the degree of foreign involvement and competitive advantage based on market research. The findings only weakly support the hypothesis of a positive relationship between the degree of foreign involvement and economic development and the hypotheses of a negative relationship between the degree of foreign involvement and the cultural variables of individualism and power distance. Other findings do not support the hypothesised relationships.

The relationships were examined with a sample of UK firms and their foreign affiliates. It would be useful to further investigate the relationship between firm characteristics and host country environment on the degree of foreign market involvement using samples of firms from other home countries. Further refinement of some of the variables examined in this study would also be useful, in particular the characteristics of competitive advantage, the measure of economic development and the nature of cultural difference.
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