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Recently, Finnish firms through government delexetito Nigerian have become
more interested in investing in the Nigerian marRétere are already quiet a number
of Finnish SMEs exporting in the Nigerian marketitih these SMEs already in the
Nigerian market, none presently have FDIs as tieetey mode choice. Thus, the
main goal of this study is to discuss the factolsy Winnish SMEs in the Nigerian
market do not have FDIs as their entry mode choice.

First, the thesis examines the determinants of (Efllsing the PESTL framework) in
the Nigerian market as well as in the Chinese ntasktnin 1980-2000 and 2001-
2010. This made it possible to correlate the datents of FDIs within these periods
and the time of entry of Finnish SMEs into Nigesiad the Chinese market. Thus, it
provided a means to understand what was in platteei€hinese market why Finnish
SMEs choose FDI and choose exporting for the Naégemnarket. Second, the pattern
of entry of Finnish SMEs was studied to understiuedstrategic process put in place
internally in these firms for making decisions arntrg mode choice. Third the study
explored a host of external factors inhibiting gmmode choice such as perceived
cultural distance, general environmental challenged industry specific factors.
Fourth, the study also examined a host of inteflanabrs to the firms inhibiting entry
mode choice such as degree of relevant interndtierperience, orientation of
business networks, firm size and nature of prodwefferings. This study was
undertaken through extensive literature review oternationalisation and entry
modes.

The reasons for lack of FDIs in the Nigerian makgk@abng this Finnish SME were as
follows: The FDI determinants in the Nigerian mdrké the time of entry of these
firms were not adequate for their firms to opt @l and are still not adequate at the
moment. The firm that choose FDIs in the Chinesekatadid that because the FDIs
determinants were adequate to necessitate FDI emdde choice. The result of the
binary logistical regression analysis shows sigaifitly that the reasons for lack of
FDI in the Nigerian market are: (1) Firm Size, @¢rceived cultural distance (3)
Industry growth potential not adequate to attrabisF(4) Business network not
oriented towards the Nigerian market or West Afridga general (5) Insufficient
relevant international experience needed for FDIghe Nigerian market and Finally
(6) high environmental uncertainty in the Nigerraarket.
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1 INTRODUCTION

The year 2009 saw an increasing focus of Finnistegoment towards investment in
the Nigerian economy which brought about a bildtbtessiness visits between both
governments geared towards increasing bilateral #@npro, an organisation that
provides internationalisation services for FInn8¥Es, makes a strategic decision to
establish an office in Nigeria to provide servides Finnish SMEs that wants to
internationalise into the West African Market. Tthesis is as a result of this interest.
In this chapter, the background of the study wéllgresented, followed by a problem
discussion, from this, the purpose and researchtigus will emerge.

1.1 Background

Finland set up its embassy in Beijing in 1952, Fon@t same time also established
the Finland Trade Centre offering business supjmoRinnish companies since then.
Nearly three hundred Finnish firms have alreadyes#t®d in China and a good

percentage of these numbers are SMEs. The entrgsnaidFinnish SMEs entering

China span across all mode of entry such as exgoericensing, project business,
subcontracting, joint ventures and foreign diresestments. Yet more Finnish SMEs
are continuously showing enthusiasm and intereshter the Chinese market despite
the turbulent nature of the Chinese market. The® diso been a good number of
business supports from European Union, Finnish igaowent and private services

assisting Finnish SMEs to internationalise theieragions into China. Along same

pattern are an increasing number of R&D proje@search literature across Finnish
universities dealing with business activities amiginationalisation of Finnish SMEs

into China. All these factors including the incregsnumber of exports and imports
from China are increasing SMEs experience in dbgjness in China. This is also
gradually reducing the psychic distance betweemifin market and the Chinese
market.

Presently, the focus of Finpro and Finnish Govemni® to increase awareness and
improve capabilities of Finnish firms in doing bosss in Africa with a project office
in Nigeria indicating the importance of the Nigerimarket. The Nigerian market is
strategic for Finnish firms. For example Abloy skis assembly plant in Nigeria in
2010, Wartsila already has an ongoing project mssirand Finnish companies in the
areas of renewable energy, agriculture, oil andag@smachinery are interested in the
Nigerian economy and have already expressed titeintion to invest (Koski, 2009).
Despite this equity investment drive by Finnish SM& enter into Nigerian Market,
Finnish SMEs presently have no Greenfield investmkerensing, subcontracting,
franchising and Joint ventures in Nigeria. Figurghbws the different entry mode of
Finnish SMEs in China and in West African MarkeingsHamill 2004 model on risk
of entry modes. The figure shows that the majoryemibde of Finnish SMESs into the



West African Market has been mainly exporting aead SMEs on project business.
Finnish SMEs in China has relatively all forms obae of market entry in the
Chinese market. On one hand, (government, untyeaisid private) funded research
and developmental activities dealing with the Nigermarkets is nearly scanty
compared to the Chinese market.
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Figure 1. Finnish SMEs in China and West Africanutoies: Relationship of
control, return, cost & risk of entry modes

On the other hand, even though it seems advantadgedtinnish SMEs that Finpro is
making a strategic entry into the Nigerian markké& fundamental issue is that the
motivation for Finnish SMEs to enter into the Nigermarket may not be met. These
motivational factors arises as a result of targetntry specific factors referring to
psychic distance between Finland and Nigerian markdtural distance, country
risks, industry specific opportunities and interfettors such as firm international
experience and home country government supporesel factors may have resulted
in the slow pace of entry and nonequity mode choicentry of Finnish SMEs into
Nigerian Markets. Thus, despite the increasingtdnéd ties between Finland and
Nigeria and strategic entry of Finpro into Nigeribere is still little or no research
explaining the slow pace of Finnish firms into Nige Market and how these
challenges can be turned into opportunities.



1.2 Problem Discussion

On one hand, it is obvious that one of the predamts for market entry into foreign
markets must be that the foreign country must bedive. That is to say that, a
common motive for firms to internationalise is bdhem the level of attractiveness of
the foreign market, referring to the market sizzmdnd conditions, industry structure
and competitive dynamics etc. However, while aifprenarket industry is attractive,
home country government business incentives andramwss motivate firms to
internationalise, especially, SMEs consideringrtiesource constraint and size. On
the other hand, even though, the attractivenessfoifeign country industry is one of
the first preconditions for internationalising irfareign markets, the foreign country
characteristics may to a greater extent hindertggovestment (entry mode) choice
of firms. The foreign country characteristics irdduamong others psychic distance,
cultural distance, and country risks. Furthermora, firm's degree of
internationalisation and experience also givesria finore strategic advantage in
exploring the challenges of the foreign market atetiding which entry mode
decisions will yield better performance for the amgsation.

First, cultural distance is the extent to which #f@ared norms and values in one
country differ from those of other countries (KoguSingh, 1988). Cultural distance
is one of the main challenges that influence theiceh of entry mode for firms
entering into foreign market (Drogendijk & Slang@006).

Second, another factor that influences the choia@ntyty mode of firms into foreign
countries is the level of environmental uncertaiimtythat country. Environmental
uncertainty refers to the sum of uncertainties give@n country. Some authors have
somewhat focused on country risks. Country riskneto foreign country financial,
political and economic risk that affects businestvdies. Agarwal & Ramasewami
(1992), in their research on choice of foreign neaentry mode and the influence of
location has shown that the higher the foreign tgutsk, the greater the tendency to
enter foreign markets with smaller commitments e$ources to obtain greater
flexibility in adapting to the turbulent nature external conditions. Thus, the greater
the risk, the greater the use of nonequity entrydesoto internationalise into the
target country.

Third, a firm’s international experience and degoéénternationalisation is another
factor that influences the choice of entry modeSMEs into foreign markets. The
level of internationalisation and experience oneiign markets of the investing
companies are important factors that determinecti@ce of the entry modes of
SMEs. Thus, the greater the firms internationaleeigmce the higher control level on
the investments chosen by the firms (Anderson & dhah 1986; Gomes-Casseres



1989). However recent research has been focuseglenant international experience
to the target market.

Business relationships have been a recent develdpmenarketing by which firms
build relationships and strategically utilize theéeanachieve business goal and long
term performance. Several studies related to iatemnalisation of knowledge
intensive SMEs have indicated that networks hakangtimpact on market and / or
entry mode choice (Bell, 1995; Coviello, 2006). &l$loimlund (2002) addresses the
impact of the domestic business network on (SME&rnationalization activities,
through a study of manufacturing firms from FinlaAgcording to him, the business
network in which an SME is embedded will impact the internationalization
process.

FDIs require high commitment of resources compdoedther entry modes. The
determinants of FDI in a given country vary betweeunintries. Thus, firms set up
FDI in a given market for several strategic reasehgch are usually a synergy of
both firm specific advantages and country spedéators. In other words, there are
specific factors in a given country that may prahdy inhibit the use of FDI entry

mode into a particular country.

1.3 Research Goals

The purpose of this study is to identify and tolgzathe key factors influencing the
choice of non-equity entry modes of Finnish SMEs iNigerian market. To be able
to answer the purpose of this research, this pejleladdress the following main

research question:

“How can the factors necessitating the absence ofeign Direct Investment of
Finnish SME’s into Nigeria be described?”

1.4 Definitions

This section, lists some of the mostly used temtté masters thesis. The definitions
that will be provided here will be used throughtihe thesis except otherwise stated.

Entry Modes/International market Entry Mode

Entry mode is defined as institutional arrangentkeat makes it possible the entry of
a company’s products, technology, human skills emgital, management, or other
resources into a foreign country or market (Ro888).



Foreign Direct Investment (FDIS)

For the sake of this thesis, Foreign Direct Investhrefers to entry modes such as
Subsidiaries, Joint Ventures, Subcontracting, Greleininvestment and Acquisitions.

Nonequity Entry Modes

Nonequity entry modes refer to entry modes suchc@stractual entry modes
(franchising, project business, licensing) and etpg entry modes for which equity
investment is not made.

1.5 Previous Research on this Topic

Internationalisation of firms is a common topictthas been discussed in widely read
literatures. On the same note, Internationalisat@nFinnish SMEs has been
discussed in various dimensions and across varnmargets. Previous research that
deems relevant to the theoretical questions willliseussed. However, it is worthy to
note that none of these researches has been foonsetérnationalisation of Finnish
SMEs into Nigerian Market.

Forsman et al., (2008xamine the internationalization process of Finf88hEs with
reference to earlier studies which have shown FEnatish firms follow the Uppsala
Internationalization model by first doing busin@sth Sweden and then advancing to
other countries (Holmlund & Kock 1998).There fingenreveals that the important
factors for Finnish SMEs when internationalizingeseto be the management’s
interest in international activities as well as @ngs from abroad about the products.

Ojala, (2009) studied the Internationalization nbwledge-intensive SMEs: The role
of network relationships in the entry to a psychycdistant market by eight Finnish
software SMEs entering the Japanese market. Halfounhthat the decision to enter
the Japanese market was for strategic reasonsr réthe to follow network
relationships. Thus, entering the Japanese markst mot influenced by existing
business relationships. However, the importantioeiahips were actively utilized or
developed to achieve the market entry, and weremany cases, mediated
relationships with non-profit government-owned adtisg firms.

Ojala, (2009) also studied the market entry andyenbde choice of eight small and
medium-sized Finnish software firms in the Japameaeket. He found that, despite
the psychic distance between Finland and Japar, ehdise firms entered Japan at a
very early stage of their internationalization mrss by using direct entry modes. This
was mainly due to the market size, sophisticatddstry structure, and requirements
for intensive cooperation with the customers dutimg sales process. Also, that the



firms were able to overcome psychic distance byditocal employees and western
managers who already had working experience iddpanese market. According to
him, psychic distance is based on a manager’'s paksxperiences and feelings
about how distant a country is rather than on caltulifferences between the
countries.

Soderqvist & Holstius (2002) studied the internadilization of Finnish small and
medium-sized service companies and found that thexe no identifiable positive
effect from networking and export circles. Accoglio them, if management had had
earlier contacts to the target country and if tmegre personally interested in the
market or had advance information about it, theeetations about success would
have been at least rather well fulfilled. Furtherenahey studied the frequency of use
of government aid but also its usefulness as pexddiy the respondents. They found
that, government aids that were used were oftefulusevery useful. However, the
marketing of some of the government services shapfthrently be improved, thus,
governmental institutions should also be activarymg to find out the firms' real
needs and target the services based on these needs.

1.6 Structure of the Thesis

The master’s thesis consists of five chapters shiowfigure 3. The first Chapter of

the thesis discussed general introduction about résearch topic. Section 1.1

discusses the background, 1.2 discusses the preple® discusses the research
goals, 1.4 gives some definition of key terms ia thesis and finally 1.5 discusses
previous research on entry modes.
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Chapter two discusses literature review on (1)cibvecept of internationalisation, (2)
pattern of entry into foreign market, (3) factanfluencing choice of entry mode and
(4) analysis of the Nigerian market. Furthermordagter three is focus on the
methodology and empirical case of Finnish SMEs aipsy in the Nigerian Market.
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Chapter four discusses the results. Finally, chiafpte will focus on findings and

conclusions.



2 SMES’ OPERATION MODES IN NIGERIA

This chapter will discuss relevant theories todhesen research questions. This will
be done by discussing (1) theories regarding timeeqat of internationalisation, (2)

internationalisation pattern of SMEs (3) factoruancing choice of entry mode and
finally (4) analysis of the Nigerian Market.

2.1 The Concept of Internationalisation

In today’s business world, internationalisation leen a widely discussed issue
amongst managers, entrepreneurs, business anahgstaational trade associations
etc. However, researches on this topic have prdgeshow disparities about the
meaning of internationalisation. This section wiliscuss the meaning of
internationalisation, the scope and holistic apghodowards the concept of
internationalisation.

2.1.1 What is Internationalisation?

There is no one accepted definition of internatisaion. However, relevant
literatures will be explored to enable this papegive a meaning to the concept of
internationalisation.

Internationalisation may be seen as a process hghwitms move their activities
into foreign countries or the movement from dontestiarket to the global market
(Alexender & Meyers 2000, p. 342). Internationdlma can also be said to be a
process by which firms gradually increase their womments in international
operations across boarders (Johanson and Vahlie £923). These definitions view
internationalisation as an outward driven actiahd firms incremental commitments
in foreign markets. Recent researches have beee dicected to include inward
driven activities and linked activities. Accorditm Fletcher (2000, p. 34), exports is
not the first and only single activities that firmsdertake during their early stage of
internationalisation or is not a precondition faher forms of internationalisation,
rather firms undergo both inward driven activitissch as imports and linked
activities as in strategic alliances. Also, Luostan (1979) defines
internationalisation as the process of increasingolvements in international
operations. The operations include both inward afj@rs and outward operations
such as imports and exports respectively.

Furthermore, Internationalisation should not onby $een as an activity of firms
involvement in a specific country overseas, rathshould be seen from a holistic or
global perspective to also mean contraction of §imesources in a specific overseas
country to devote better resources to serve athentries (Fletcher 2000, p. 30).



Thus, internationalization from the context of tmesearch is the movement of
international activities and operations from oneuntry to the other. It may be
movement of operations/international activities nirohome country to another
international country or vice versa. It can also anereducing operations in one
international country and moving it into anothemuexry.

2.1.2 Internationalization theories in the Past

Internationalization of firms has been a wide cqsealiscussed over time. Previous
researches were centred on exports. However, éindstacross exports to licensing
and manufacturing overseas (Fletcher 2000). Thidosewill discuss the scope of
internationalization by analyzing existing theor@s internationalisation that it has
considered relevant to this research. These treare the, Uppsala theory (or U-
model), Innovation-related internationalization (@nodel), and the Finnish model.

First, the Uppsala internationalization mo@ehphasizes that internationalization is
usually a step by step, commitment to manufactme ta sell in foreign markets

driven by experiential market knowledge that cangoadually acquired through

operations abroad. This implies that companies l&ely to create stronger

commitments to foreign markets from closest (psyctiose countries) to more

distant (psychic distanced countries) and operat{fnom simpler, like exporting, to

more complicated, like establishing production sdibsies abroad) incrementally as
they gain experience from their current marketvattds (Johanson and Vahine 1977,
1990, 2003; Johanson and Wiedersheim-Paul, 19@5)hi¢ case, the process of
internationalisation would be faster only if entésps are large, have substantial
resources and considerable experience in similantdes, and if market conditions

are stable (Johanson & Vahine, 1990).

Second, the Innovation-related internationalizatiAiModel) state that firms
internationalisation can be described in the fofmproduct adoption model, thus a
step by step process (Bilkey 1978; Leonidou & Kagas 1996 & Vissak 2003).
Although, the number of stages by the authors sanelifferent papers, they seem to
agree that each new step represents more expéimsmteement than the earlier
stages. Unlike the U-model, the authors belongmghts stream demonstrate that
several other important factors and actors impatermationalization besides
knowledge (Bilkey, 1978).

Third, the Finnish modetonsent that firms often start their internatiozetiion from

closest countries and simplest operation forms §@h£999). This agrees with the U-
and I-models that at first firms tend to penetratesest countries (Vissak 2004, p.
114). After gaining confidence and assurance thighhtiseek more distant markets. It
also agrees that as companies internationalize;, thay change the method of



operating, for example, move from the stage of rpoding to exporting via an
agent, then, creating a sales subsidiary, andyireproduction affiliate (Luostarinen
& Welch, 1997). The Finnish model also implies thahs can leapfrog some stages
and speed up their internationalization (Chetty909 According to Korhonen
(1999), the inward internationalization processhhigave the way and influence the
development of outward activities and vice versd #mat enterprises can de-and re-
internationalize during the process.

While, these three stream of theories have con#duo the knowledge of
internationalisation of firms, they are often beéated. (For an overview, see Arenius
2002; Chetty 1999; Johanson and Vahlne 2003; Leonidnd Katsikeas 1996;
McDougall and Oviatt 2000; Moen and Servais 20@&jd?Psen 1999; Turnbull 1987,
Vissak 2003). The first two models have been ofteiticized for being too
deterministic, thus they propose that during theternationalization, companies
move through certain stages without skipping thémprovides only a partial
explanation of the internationalization processing to explain why firms inevitably
have to move from the exporting stage to foreigessand production subsidiaries,
and not including all foreign market entry modes.

In addition, the three research streams do not dmmmw companies speed up their
internationalization process and how they solve preblems inhibiting their
switching from one market operation mode to anoti8®veral researchers have
claimed that the old models of incremental inteoratlization are no longer valid
and there is a need for new approaches, placiegtath to the impact of foreign
owners and network relationships, that the U antbtlels ignore and the two other
research streams do not clearly demonstrate (Vi28aR p. 3).

2.1.3 Internationalization in the Present

The two recent internationalisation theories widdlgcussed in literatures are the
Born-global model and the Network model. This smcttiwill discuss them
respectively.

First, the born global model (international new tuees) attest that some companies
leapfrog into internationalization notwithstanditige fact that their resources are
constrained by their young age and small sizey tmairkets are most volatile and
they, by definition, have little or no experience any country (Oviatt and
McDougall, 1994). According to them, these firm®&bnate almost all activities in
the firm across national and regional borders drey tdo not merely react upon
possibilities in the global markets but are extrgnaetive globally to get access to
resources and markets. However, the literatureasn global, in turn, is claimed to
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be too narrow and overlook some important issukesldw-technology industries and
the inputs of internationalization.

Second, the network approach emphasizes the pesces®lved in market entry and

how to become a patrticipant in the network (SaRf0). According to Johanson &

Mattsson (1988), internationalisation is a prodegswhich firms uses its business
relationships to move to lucrative markets in ielato its counterparts. According to

them, this can be achieved through creating redalips in foreign country networks

that are new to it (international extension); thevelopment of relationships and
increasing resource commitments in those netwarkehich the company already

has a position (penetration) or connecting thetegaetworks in different countries

(International integration). The network theorgtablishes four groups of companies
depending on their internationalization environment

The early starter: The early starter has little knowledge of foreigarkets and it
cannot use relationships in the home country tm ga(Hinttu, Forsman & Kock
2002; Hadley & Wilson 2003; Johanson & Mattson 198®&is implies that, if a firm
starts to export, it might not meet internationadigtive competitors or customers
(Wilkinson, Mattson & Easton 2000). Based on thise company uses agents,
distributors or customers abroad to internatiomalieduce cost and uncertainty and
benefit from the agent’s previous knowledge aneé&tments in that market. The plan
to go abroad is often taken by other counterp&as the firm itself. According to
Johanson and Mattson (1988, p. 205), the altemadivategy, to start with an
acquisition is primarily possible for the compantkat are large and resourceful in
the home market.

The Late starter’s: The late starters internationalization procescdiees a domestic
firm which has a number of indirect relationshipghworeign networks (Johanson &
Mattson 1988). For instance, a firm’s whose supgplieustomers and competitors are
international means that it has a number of indirelations with foreign networks
even if it is purely domestic. According to theine tfirm’s relationships in the home
market may drive it to enter foreign markets. THiete starter’s internationalization
may also be led by indirect foreign network relasibips. The closest markets,
however, might be difficult to enter (as the contpes have more knowledge and
because it is hard to break into an existing nétjy@o the company might start its
internationalization by enteringore distant countries (Chetty & Blankenburg Holm,
2000), if it tries to internationalize at all.

The lonely international: The Lonely international describes companies Haate
experience of relationships in local and in foregguntries (Johanson and Mattson,
1988). It has knowledge and means to handle enwieots thus, failures are less
likely (Chetty and Blankenburg Holm 2000; Johansamd Mattson 1988). Its
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network, on the other hand, is only lowly interoaglized (Johanson and Mattson,
1988). The companies may work with suppliers toragg inputs and thereby
enhance their competitiveness, but the latter ahg indirect exporters (Wilkinson,
Mattson and Easton, 2000).

International among _others: This happens when the firm and its environment is
highly internationalized (Johanson & Mattson, 1988)us, the firm can use positions
in one network for bridging over the other netwo(Bshanson and Mattson, 1988).
According to Andersson (2002a; 2002b), this is¢hse for international companies
penetrating developing countries like the Africanuwtries by using one of its
networks of suppliers. An international companyho$ kind faces challenges of co-
ordinating activities in different markets. The qmny may however, purchase
components and sub-assemblies rather than do thefacturing itself (Johanson and
Mattson, 1988).

The Network approach is a good starting point wheramining the
internationalization process (Bjorkman and Forsg2800; Laine and Kock 2000),
because it is able to capture its interconnecteda@sl concurrence, inward and
outward internationalization (Fletcher and Barr@@01). It also represents an
important theoretical framework for describing fbeeign market/customer selection
(Andersen and Buvik 2002; Coviello and Munro 19%ile, the network approach
has these advantages, it also faces some limisatMost importantly, the network
approach has limited strength for understandingpidiéern of internationalization,
not offering very precise conclusions, including tmany variables (Bjérkman and
Forsgren 2000). According to Nummela (2002), théwoek approach rarely
describes how small and medium-sized firms use or&sv in their
internationalization rather it concentrates on éargnd/or manufacturing companies.
In addition, the model does not address how firm# positions in the typology: for
example, how an early starter becomes an intematiamong others (Chetty and
Blankenburg Holm 2000), and does not discuss inldbpw to create relationships
where none exist (Andersson, 2002; 2002b).

2.1.4 Holistic Approach to Internationalization

The holistic approach recognises four factors @moroverview see Fletcher 2000 p 25-
49). First, firms can become internationalise byard driven activities such as indirect
importing, direct importing, or becoming the liceesfor a foreign firm, or becoming a
joint venture partner with an overseas firm indtamestic market or by manufacturing
overseas to supply the home market. Second, a damalso be internationalise by
outward driven activities such as export intermadiaxport agent, export direct, sales
office overseas FDI to supply overseas, licens@rseas and franchisor overseas. The
outward driven activies can also lead to inwardtivéties. Thus outward
internationalization can also lead to inward in&ionalisation. Third, there is a linking
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between inward activities and outward activitiesimshe case of strategic alliance.
Finally internationalisation should be viewed agi@al activity that goes beyond firm’s
involvement in a specific overseas country. Thieusd be seen as a process that does
not only predict firms’ expansion of internatioraadtivity in a particular country but also
firms’ contraction of activities in a particularwatry.

Furthermore, a firm’s environment also predictsftren of internationalisation activities

that a firm will undertake (Fletcher, 2000). These/ironments were summarised by
Cavusgil & Naor 1987; Aaby & Slater 1989, as intdrenvironments or external

environments. According to them, internal environtseare classified into management
characteristic and organisational characteristickilew external environments are
classified into external impediments and externatentives. These environments
describe the factors motivating internationalisatmf firms. These characteristics are
summarized in Table 1 below.

Table 1. Factors causing internationalisation offs (Fletcher 2000)

Internal Environment

External Environment

Management Ovrganisational External External incentives
characteristics characteristics impediments
Demographic: Willinghess fo Marketing activities | Availability of
Age- develop products by competitors in export incentives
for overseas overseas markets from government
markets and lack of
continuity in
overseas orders,
tariff and non tariff
barriers-
Demographic Technology Exchange rate Overseas demand
Education advantage movements factors such as

competitiveness

Demographics:
International
Exposure such as
couniry of birth

Willingness fo fimd
international
activities

Knowledge of
mariets and how it
operates

Inguires vie industry
bodies or
government
representatives
overseas ov
information in
publications

Time spent living
overseas

Size as measured
by employmment-

Altitudes of foreign
government and
agents

Fall in domestic
demand or excess

capactiy

Frequency of
Business mips
overseas

Willingness to
research overseas
markets

Cost issues, lack of
export training and
government
assistance

Reductions in costs
of production

Knowledge of
International
business practices
such as culfure

Having a focus on
research and
development

Structured approach
to Management
such as planning
Orientation

The nature of the
product
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2.2 PATTERN OF ENTRY INTO FOREIGN MARKETS

The previous section discussed different theoriesternationalisation and firms
motives for internationalisation. This section wdiscuss entry pattern of SME’s into
foreign market.

2.2.1 Time of Entry Pattern

Time of entry pattern is an important dimensioneotry strategies of firms into
international markets. Previous internationalisati@search did not consider the
dimension of time of firms’ entrance into interratal market and its influence on
choice of entry mode, and choice of market. It &tisacted recent consideration in
literatures (see Gallego et al., 2009).

Time of entry refers to time lag between the fongdof a firm and the initiation of
its international operations (Ovaiatt & McDougdl994; Knight and Cavusgil, 1996)
or the first decision to expand abroad. Time ofyehaas been seen as a variable that
possibly conditions mode of entry and choice of keafGallego et al., 2009). An
earlier timing of entry tends to lead a firm to oke more conservative ways of
settling in other countries (exporting), whereas ldnger the firm takes to jump into
foreign markets, the more committed it is, as is Hed time to gather more
information, and will opt for less conservative reedf entry (subsidiaries) (Kedia et
al., 2002; Oviatt et al., 2004; Freeman et al.,&06lowever, entering later may be
initially less costly than pioneering; there isigkinn terms of successful access to the
market (Tuppura et al.,, 2008). According to themaifavourable environment the
early entrant has the possibility of achieving sabsal first-mover advantage but at
the same time the pioneering strategy is alwaygy.risThe firm that wishes to reach
for the possible early mover advantages by thernatenalization strategy should
take care that its resources are in line with theteggy to promote the success of the
chosen strategy (Tuppura et al., 2008).

Gallego et al., (2009), in their study on the rielaships between time of entry, choice

of market and entry mode choice has establishedhibee seems to be a relationship
between time of entry, choice of entry mode andaghof market shown in Figure 3.
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Time of Entry

Slow

Sales Office

R,

Nearby Far Away
Choice of Market

i

!

Fast

Figure 3. Relationship between Timing of internasilisation and modes of market
entry (Gallego et al., 2009, p. 322)

According to them, there is a relationship betwéare of entry, entry mode and
choice of market such that;

. When entry timing is fast and the destination maikdar away, the firm
will choose the least compromising internatioralen method which is
exporting given that everything else under comsitien remains the same

. When entry timing is slow and the destination markdéar away, the firm
will choose the second most risky mode of entryolwhis joint venture
given that everything else under considerationaiamthe same

. When entry timing is slow and the destination maikeear, the firm will
choose the most compromising internationalisatioathmd which is
Subsidiaries (Foreign Direct Investment) given tleaerything else under
consideration remains the same

. When entry timing is fast and the destination markenearby, the firm
will choose licensing given that everything elsedem consideration
remains the same.

. When entry timing and distance from the destinatioarket are
intermediate, the firm will choose for an equalhtermediate mode of
entry which is Sales offices given that everythétge under consideration
remains the same

. Companies that do not respond to these logic ia assult of certain
mediating and moderating variables that affectpiweeived risk and risks
that these companies are prepared to assume mirtheinationalisation
process.

This model may seem to be too deterministic folinfgito discuss what amount of
years constitute a fast and slow time of entry.s[iow many years could be used to
describe that time of entry is fast or time of gnsgrslow.
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2.2.2 Modes of Entry Pattern

One of the most critical decisions firms faces wirgarnationalising is deciding on

entry modes. This is because any commitments thaemwill affect every aspect of
their business for many years (Doole & Lowe, 1988nito & Welch, 1994). Each

mode of entry carries a degree of commitments, ais#t resources. According to
Root (1994), entry modes can be classified intaexgntry modes, contractual entry
modes and investment entry modes. Each of thesg emides has a variety of
subtypes.

First exporting is a relatively easy mode of intronalization and requires limited

investment in terms of time and cost. In exporinemodes, the company’s final

products are manufactured or otherwise producedidmithe foreign market. The

disadvantages are the transportation cost of gadie barriers, including tariffs and

possible lack of alignment with foreign sales ageMany of these problems can be
solved using contractual entry modes or investneatty modes. However exports
entry mode has low control, low risk and high flakty (Hollensen 2004, p. 28).

There are different types of exports which canlaesified into indirect export, direct
export and own exporting. Indirect export is anfoof exporting in which the

company products are exported to foreign markeiisgua domestic intermediary
(Hollensen 2004, p. 293). Direct exporting is whiea intermediary is located in the
foreign market and the company is directly conrgktétethis intermediary located in
the foreign market (Kotler 2000, p. 375). Finallywro exporting is similar to other
export entry modes however, have no domestic @idarintermediary between the
producer and final customer (Luostarinen & WelcBQ,9. 27).

Second, contractual entry modes are also non-egsggciations between a company
and an entity in a foreign target country to form advantageous business
arrangement for both parties to achieve the goels(ldollensen 2004, p. 308).
Contractual entry modes can be divided into fourjomatypes; Licensing,
Franchising, Technology transfers, Subcontractimgl d&roject operations. The
difference between contractual entry modes and réxpothat it is a vehicle for
technology transfer or transfer of human skillsrve$l as shared level of control and
risk (Hollensen 2004, p. 284). According to thdioensing involves a process in
which a company transfers the right to use techgyobind human skills to an entity
(Licensee) located in the foreign market. Thesehmigclude patents, manufacturing
know-how not subject to patents, trade secretsletrark, technical advice and
assistance (Hollensen 2004, p. 284). In licenaimgngements, ownership is created
using legal means and there exist no equity assmtsabetween the company and the
entity in the foreign market (Root 1998, p. 85).
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Franchising is a form of entry mode in which thenpany (franchisor) licenses a
business system including its property rights mltbensee (Franchisee) operating in
foreign market (Cavusgil et al 2002, p. 94). Tedbgy transfer includes exchanging
technology and service expertise through standapbre arrangements or project
work, licensing arrangements, joint ventures aneatliinvestments (Root, 1998).
Subcontracting is a form of entry mode in whichrenfenters into a foreign country
to perform part of a business process of another. frhus, the local firm in the
foreign market receives products or manufacturingcgss from the foreign firm
(Hollensen 2004, p. 310). Project business isnapbrary business activity that is
carried out by foreign firms in foreign countriegeaged towards offering unique
product/services within a specific time limit.

Third, investment or equity entry mode can be dididhto mainly joint ventures and
foreign direct investment (Acquisitions & Greenfldhvestments). Joint venture is a
form of entry mode in which two or more organisaicarryout a certain a business
contract while remaining independent but set upoiatly owned newly created
organisation (Johnson & Scholes 1997, p. 310).tJuientures require limited
resources and market knowledge because the fgpargmer has this knowledge.

Foreign Direct investment (FDI) as an entry modabées the firm to control its
foreign operation and to benefit from location lwhadvantages including knowledge
and capabilities. This is however a high risk entrgde, with high commitment,
requiring substantial financial investments. lttime consuming and complex, and
flexibility is very limited because of sunk cosiBgure 4 and 5 shows the difference
between the level of risk and control between dififi¢ entry modes.

High 1

Cost and
Risk Equity Entry Modes
Contractual Entry Modes

Own Exporting

Direct Exporting

Low Indirect Exporting

Low Control and Return High

Figure 4. Relationship of control, return, costri&k of entry modes (Hamill 2004,
p.4 Modified)
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High

Contractual Entry Modes

Technology
Risk

Equity Entry Modes

Exporting

Low

Low Control and Return High

Figure 5. Technology Risk in entry modes (Oslaral 2001, p. 155, modified)

On one hand, Figure 4 shows that as the entry rolooiee changes from exporting to
investment entry mode, the level of cost and nmekaases as well as an increase in
the degree of returns. On the other hand, Figushdws that technology risk is
highest for contractual entry modes with a modedsgree of control and return,
while for investment entry modes, the technologk ris moderate with a highest
level of control and investment. Finally, exportintas the lowest degree of
technology risk and level of control and returnughacross the different entry modes
technology risk is said to be highest in contractestry modes e.g. licensing,
followed by joint ventures, foreign direct investmand then finally exporting.

2.2.3 Market Selection Rules

One of the most complex and challenging decisidiESfaces is selecting the most
effective entry and development mode. ResearcheSMias choice of entry mode

has shown that SMEs enter foreign markets throagylexporting, (b) licensing, (c)

sales office, (d) Joint venture and (e) own subsies. These five entry models form
part of a scale as far as the level of resourcesndtied by the firm is concerned.
SMEs enter into foreign market with different entmpdes and their choice of entry
mode affects their performance in foreign markedgi@ish, 2001). Each mode of
entry has its own merits and demerits as well adgrobvariables that enhance its
performance.

Albaum, Strandskov and Duerr (1998) have suggehktee different rules that can be
used when selecting entry modes. These are: nailee pragmatic rule and the
strategic rule. Naive rule implies that SME’s use $ame entry modes for all markets
irrespective of the potential opportunities inhérenthe market. Thus, naive rule is
inflexible since it prevents companies from exphgt their foreign market
opportunities. Pragmatic rule entails that SME’s nse entry mode for each market
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and no investigation of the most suitable entry enc@dmade. However, within this

rule, SME’s do not investigate all entry mode ai&tives so the chosen alternative
might not be the most suitable. Finally, the sgggtaule implies that SMEs compares
and evaluates all entry modes alternatively befioag&ing a strategic decision.

2.3 FACTORS INFLUENCING CHOICE OF ENTRY MODE

On one hand, many firms that ventured into foremgarkets were not successful
because they could not manage the challenges tle¢ynnhe target country. This
may be partly because the firms were not able eédipt the actual challenges when
entering into the target country and it resultdd wwasted investments and efforts. On
the other hand, firms decide not to invest in patér target country due to the risk or
challenges of investment in that target countryusl Hirms may decide to choose less
risky entry mode to annul the effects of businésisin that target country.

Root (1988) developed a framework for foreign inment decision which shows the
factors and challenges a firm may encounter wheeriaeg into foreign market. The

factors are classified as internal and externalofac Examining these factors to a
great extent will enable a firm to analyse variesues that would determine their
investment decisions into foreign market.

Figure 6 shows Root (1988) decision model that ides/a framework of analysis for
determining entry mode choice.

EXTERNAL FACTORS

Foreign Country Foreign Country Foreign Country
Market Factors Environmental Factors Production Factors

v

ENTRY MODE DECISION
« Exporting

e Contractual Entry Modes
o Equity Entry Modes

Firms Adaptation Firms Resources and
Factors Conunitments Factors

INTERNAL FACTORS

Figure 6. Modified from Root (1988): Foreign Markentry Framework

First, foreign country marketing factors in the nfi@vork includes market size,
competitive structure and infrastructure. Secoondkgifn country environment factor
includes political uncertainty, economical uncertgai cultural uncertainty and
geographic distance of the target country. Thirchdpction factors refer to the
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guality, quantity, and cost of raw materials artablars in a target country. These first
three factors are external factors which firms cartirectly influence by its actions.
Two internal factors include firm adaptation andsa@ce commitment from
investment companies. By analyzing each factorgstaws might gain an in-depth
understanding of their investment opportunities batiers in a target country.

Furthermore, another interesting framework for gsiag the challenges that a firm
need to consider when making entry mode decisiahasframework compiled by
Dichtl & Kéglmayr (1987, p. 113) shown in Figure 7.

Types of Risk Connected with Foreign Trade

Noneconomic Risks Economic Risks
Political Risk Macroeconomic Risks
Unrest, Social Conflicts, war Risk emanating from the
Confiscation of goods Business cycle
Tariff & Non Tariff trade barriers Currency Risk
_(stEsti_mti_onJisE) — e Transfer risk
| Administrative Risks
| Bureaucracy | T S S S U S S —
! Inefficiency of public administration I WMicroeconomic Risks
! Legal Risk I Market entry risk (Demand risk,
General legal requirements “ompetition risk)
| ILegal enforcement of contracts (Legal Tarket handling risk (price product,
| action risk, Collection risk) 1 distribution and communication risks)
I Habits and conducts surrounding the Il Il\riamlfa cturing risks
I_closing of acontract __ __ _ . 1 ransport Risk
Cultural Risks IStorage Risks
Language & Way of Life |

Figure 7. Risks Connected with Foreign Trade (Digh€oglmayr 1984, p. 113).

Although, the focus on this framework is basically foreign trade, however, they
also to a great extent play major influence onyentode choice decisions. Most of
the risks highlighted in Figure 8 are similar todRe entry mode decision framework.
For example, Microeconomic risk is similar to fayeimarket factors and production
factors. However, legal risk and administrativeksisvere not described by Root’s
entry mode decision model. Administrative risks aledjal risk is of great

consequences for entry mode decisions. For exammeuntry with a poor legal

system and enforcement may not keep to terms dfaxia. The next section will

elaborate more on these factors in their respectasgsifications.

2.3.1 External Factors Influencing Entry Mode Decis  ions
External factors are factors for which firms candoectly influence by its actions.

They include foreign country environmental factgespduction factors and market
factors.
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First, foreign Country Environmental factors are thanger, limitations, restrictions,
or even loses firms may face when engaging in gorenvestment. According to
Root (1987), foreign country environmental factondudes government policies, and
regulations, geographic distance, economy of foresguntry, external economic
relations and cultural distance. Miller (1992), esffanother foreign investment
decision framework, describing environmental chradkss a firm may encounter when
venturing into foreign investment as shown in Feg8r

General Environmental Uncertainties
Political uncertainties Macroeconomic uncertainties
War Revolution Inflation Changes in relative prices
Coup d'etat Foreign exchange rates
Democratic changes in government Interest rates
Other political turmoil Terms of trade
Government policy uncertainties Social uncertainties
Fiscal and monetary reforms Changing social concerns
Price controls Social unrest
Trade restrictions Riots
Nationalization Demonstrations
Government regulation Small-scale terrorist movements
Barriers to earnings repatriation Natural uncertainties
Inadequate provision of public services Variations in rainfall
Hurricanes
Earthquakes
Other natural disasters

Figure 8. Miller General Environmental Risks

Miller's general environmental risk analysis is 8anto Root, (1988) environmental

factors. Thus, on one hand, while Miller's enviremtal factors elaborates other
external environmental factors proper, on the otterd, Root (1988) environment
factors provides additional environmental factdrattneed to be considered when
making environmental analysis for entry mode deaisi These additional factors are
cultural uncertainty and geographic distance anck teen discussed in widely read
literatures as cultural distance between home amdign markets and psychic

distance respectively. Next sections will discussoag others the influence of

cultural distance and psychic distance.

Second, foreign country market factors or marketdhing risk (Dichtl & Koglmayr
1987, p. 113), are infrastructure that defines laofereign firm will distribute, price
and sell its products. It also refers to the meshadailable within a market to sell,
distribute, advertise, and promote a firm's prosluctservices (Ahmed et al., 2002).
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The challenge in this case, is that some counfassuitable agents, distributors and
infrastructure needed to market their goods ands. Example includes presence
of ICT, logistics services, poor transportationvess, etc. Thus, a firm need to
analyse foreign market infrastructure when makingryedecisions because using
incorrect marketing channels or networks basedamehmarket experience without
adjusting for differences in the targeted foreigarket, may results in unfavourable
outcomes (Brouthers, 1995). Finally, foreign countproduction factors or
manufacturing risk (Dichtl & Kéglmayr 1987, p. 113re factors that affect the
production of goods and services in the target tguifhe challenge firms would
face in this case would be the availability of Hygkkilled workers, quantity and
quality of materials as well as the availabilityesfergy; most importantly, consistent
power supply (Tammilehto 2005, p. 34).

Research involving choice of entry mode found supgor SMEs to choose
nonequity entry mode into foreign market charasgehy high environmental risks or
uncertainty. For instance, in his study, Osborr®@) found that New Zealand SMEs
selected nonequity entry modes in markets chaiaeteras "volatile." (Volatile
markets are nations perceived as experiencing d@ndem political instability).
Furthermore, in their study, Brouthers, et al. @9f®und that U.S. software SMEs
perceiving higher risks in a foreign market predernonequity entry modes, while
those perceiving less risk opted for equity modessupport of the foregoing,
Shrader, et al. (2000) also found out that new lh®rnational ventures tended to
utilize equity entry modes in lower risk countriaad nonequity entry modes in
higher risk nations.

2.3.2 Cultural Distance

Cultural distance is the extent to which the sharedns and values in one country
differ from those of other countries (Hofstede, 20Rogut & Singh, 1988). Cultural
distance between a firms home and target countsyintabit an effective transfer of
knowledge and other intangible resources betweetvtb markets which in turn may
reduce sales in the foreign market (Bradley, 2@0®9-102). Furthermore, cultural
distance may set hurdles during the integratiofordign acquisitions or during joint
venture (Morosini et al., 1998).

The most common framework utilised by literatureexplain the impact of cultural
distance on firms’ internationalisation has beenfskéale (1980) framework and
Schwartz (1994) framework. Hofstede framework esgdo four dimensions;
individualism vs. collectivism, masculinity vs. famnity, high power vs. low power
and avoid uncertainty vs. tolerates uncertaintydiviidualism vs. collectivism
explores the degree to which individuals are irdtggt into groups. On the
individualist side, the ties between individuale lose: everyone is expected to look
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after him/herself and his/her immediate family. the collectivist side, people from
birth onwards are integrated into strong, cohesivgroups, often extended families
(with uncles, aunts and grandparents) which coatprotecting them in exchange for
unquestioning loyalty. Masculinity vs. femininitk@ores the distribution of roles

between the genders. Hofstede’s Power distance imid@&asures the extent to which
the less powerful members of organizations andtinsins (like the family) accept

and expect that power is distributed unequallyafyn Uncertainty avoidance deals
with a society’s tolerance for uncertainty and agoiy.

Schwartz (1994) framework explores seven dimensicnaservatism, intellectual

autonomy, affective autonomy, hierarchy, egalitarecommitment, mastery, and
harmony. Drogendijk & Slangen (2006) explored tinfluence of Schwartz

framework and Hofstede framework in determiningtual distance between

countries and MNEs choice for acquisitions or Gfiedshinvestment. There research
emphasizes that differences in power distance,emdiffces in individualism,

differences in conservatism, differences in hidrgrcdifferences in egalitarian

commitments between countries predicts MNEs chimic@cquisitions or Greenfield

investments. Thus, cultural distance between cmsshould affect an MNEs choice
between Greenfield and Acquisition because firmsated in culturally distant

countries have fundamentally different organizaaloand managerial practices as
well as communication styles, and are hence diffit integrate into an MNEs

corporate network after they have been acquiredd@ndijk & Slangen 2006). In

other words, MNEs are more likely to enter cultlyradistant countries through

greenfield investments, because such investmeidsy dhem to introduce their

practices from the beginning to selected workfdha fits their organisation culture
(Hofstede, 2001; Kogut & Singh, 1988).

While some literatures have found support for Hadet cultural dimensions
predicting entry mode choice, some authors have afgied that cultural distance
scores from Hofstede framework may not be adedogteedict the reasons for entry
mode choice. For instance, Boyd et al., 1993 suppuanager’s perceived cultural
distance because manager’s perception drivesdtrategic decisions and behaviour.
However, Drogendijk & Slangen (2006), found statat significance between
Hofstede cultural dimensions and perceived cultaliatance measures predicting
choice of entry mode of MNEs. Original Hofstede resoare only available for few
countries. Thus, for countries where the originalffdtede scores are not available,
perceived cultural distance of managers may someiaan alternate measure of
cultural distance measure between home countryaaajn market.

23



2.3.3 Industry Specific Factors

Another factor that has been discussed in liteestuexploring the factors that
influence entry mode decision is the influence rafustry specific factors. Industry
specific factors refer to the host country industinucture such as market size, market
structure, competitiveness and demand conditiorhustry structure is an important
variable that a firm will consider when making s#gic decisions on which market to
enter or why they need to enter a certain market.

According to Elango et al. (2004), when enteringoaarseas market, a foreign firm
will attempt to choose an entry mode that woulgleiercome industry barriers that
might prevent it from succeeding in that overseasket. Therefore, while other
conditions remain equal, industry characteristiosésure of the host country play a
role in determining a firm’s choice of entry modelango et al.,, 2004). Industry
characteristics refer to the relatively stable @roic and technical dimensions of an
industry that provides the context in which comipati occurs (Porter, 1980).
According to Martin, (1979), there are three elets@f an industry structure that are
important, as they affect firms profitability in given industry (1) factors that
influence the degree of rivalry (and the ease dfusmn) in an industry, (2) entry
barriers, and (3) demand conditions. Measuringetlesstructs directly is a difficult
task, and because of this, past research has usegae measures to capture them.
For SMEs, previous support on industry factors feassed on the nature of demand
conditions of the industry.

Demand conditions of the target market are an itapbrvariable that triggers the
motive of firms to internationalise their operatimncountry. According to Elango et
al., (2004), in growing industries, incumbents lass likely to get involved in a price
war or react adversely against new foreign entrassall firms would have the
opportunity to grow. Hence, foreign firms attemgtito enter growth industries in
host country markets may not have to fight hardya;m market share. Also, high
growth industries represent many unique opportemsifior firms and such an industry
with growing demand will be able to absorb addiibcapacity.

In contrast to high growth industries, entrance ngyv entrants into less growth
industries usually affects incumbent firm’s grovatind profitability, thereby forcing it
into a desperate battle for market share and meguh increased competition in the
industry (Oster, 1994). In such circumstances,ftieign entrant is likely to face
significant competitive risk in establishing a foold in the host country market.
According to Caves and Mehra (1986), in low-growttustries, foreign firms are
likely to acquire local firms, as they may findqas for acquisitions attractive due to
the depressed market prospect and the need to addidg new capacity in a low-
growth market.
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The influence of market growth on entry mode hanb#iscussed for both SMEs and
MNEs. However, only scanty research for SMEs suppould be seen in existing
literature. Elango et al., (2004) studied theuafice of industry factors on entry
mode choice of MNEs in the United States and foantthat greenfield entry is
preferred by firms seeking entry into the Unitedt&$ in industries characterized by
high growth rates. In addition, he also found dttin industries characterise by
demand variation, foreign firms are likely to sesquisitions or joint ventures over
greenfield operations during entry. In their stuBlyouthers, et al., (1996) found that
U.S. computer software SMEs perceiving high lewdélpotential growth in a market
tend to use more equity modes of entry, while th®MEs that observed that the
industry has a low growth potential, tended to @r@onequity modes.

Existing literature have found support for equitpdas of entry to be preferentially
considered by firms in high growth markets (Pan €e,712000; Kwon & Konopa,

1993). The reason for this is because firms wouolest in resources in order to
acquire a greater share of the potential rewaragkd@bl & Brouthers, 2002), rather
than share its potential success with another fkgarwal & Ramaswami, 1992).

For firms that are already exporting to a particauntry, export intensity may be
measure of how attractive or potential the indastare. On one hand, not all firms
are exploring the strength of their export in aegivnarket. This is because export
intensity depends on the strength of your partegpsrt agents in that market. On the
other hand, not all firms are aware of the potéutia given market. That is they rely
on transactional relationship with export agentsmfroverseas country and have not
researched or got to acquire knowledge about theadd conditions of their product
in a given market.

2.3.4 Internal Factors Influencing Entry Mode Decis  ions

The previous section discussed external factonsafiact entry mode decisions. The
impact of external factors on foreign investmentisien is influenced by internal
factors (Tammilehto 2005, p. 34). Thus, assessimg éxternal factor is closely
connected to some internal factor. For instancegrapany’s products define what
foreign country market factors are of greater sigance (Tammilehto 2005, p. 34).

Internal factors can be divided into (1) Producttdas and (2) Resource and
Commitments factors (Root, 1988). Resource and doment factors include firm
size and experience in international market. Thsearch extends the resource and
commitment factors to include firms local businassvork.
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First, product factors of the firm includes specifiternal product advantages relating
to the ability of the firm to produce differentidt@roducts or services (Agarwal &
Ramaswami, 1992).

Brouthers et al. (1996) studied the effect of tetbgical advantage of U.S computer
software SMEs in their entry mode choice and foontthat U.S. computer software
SMEs offering unique differentiated products tenttegrefer equity modes of entry,
while firms offering more generic products tendedotefer nonequity modes. Also,
Osborne studied the internationalisation of Newl&®& SME's and found out that
New Zealand SMEs that possessed a higher abilifet@lop complex technically
differentiated products tend to use equity entrydesy while companies selling
undifferentiated commodities used nonequity modAscording to Nakos &
Brouthers (2002), the reason for this is becausa fvith differentiated products
tends to obtain the best value from their technplegdnile safeguarding it from
competitors, In addition, firms with experience etploiting the value of their
technological products in one market has an addedraage in exploiting the same
technology in other markets because it has develgystems and processes for
successfully marketing and delivering the product.

Product forms may provide a good description ofdpots that are complex and
uniquely differentiated. According to Luostarin€l®79, p. 96), products may be
classified into goods, services, know-how, or gystebased. Goods include
components, materials, equipment, and machinesvicBsr are more or less
intangible, often simultaneously produced and corexij and do not include transfer
of ownership (Gronroos, 1990, p. 29). Know-how pradd can be seen as unique
know-how that is often protected with a trademarkatent and is usually licensable.
Systems can be seen as a combination of physicalsgservices and/or know-how,
which represent a total solution to customers’ sd&bsonen, 1991, p. 40).

Second, firm size refers to the amount of manalyand financial resources that the
firm has at its disposal (Nakos & Brouthers, 2008)cordingly, firms with greater
resource accessibility may be in a better positormake both managerial and
financial investments needed to establish an equibde of entry (Agarwal &
Ramaswami, 1992). According to Luo (1997), firmesitavours performance of
MNEs even after controlling for mode of entry; tiesbecause their large resources
enhances the covering of entry cost and achievounamics of scale (Benito &
Welch 1994, p. 9-10). Thus, while SMEs may not hake financial and/or
managerial resources required to establish andatgpan equity entry mode, they
therefore opt for less resource commitment nonggeiitry modes (Contractor,
1984).
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Third, firm’s international experience (age and emgnce of doing business in
foreign markets) has been seen to also affect entge decision, in the sense that
the accumulation of foreign market knowledge froarieus sources constitutes a
valuable entrepreneurial resource to a firm (Dhan@amBeamish 2003) and it exerts a
significant positive influence in the performandeéS®Es. Thus, the accumulation of
experience about foreign markets leads firms to eiteb knowledge and
understanding of business opportunities both daoadist and internationally and
therefore, as time passes the international invodre of firms would increase
(Majocchi et al., 2005).

Furthermore, Gankema et al. (1997) studied theyentde choice of manufacturing
SMEs from eight western European countries and dotirat as SMEs gained
experience they moved from exporting to equity staeents. Also, Shrader, Oviatt,
and McDougall (2000) studied the internationalmatof US international ventures
and found out those SMEs that had management teathslong international
experience tended to use equity entry modes, whiles with managers without
extensive international experience tended to useaquty modes. Finally, Brouthers
et al. (1996) studied the internationalisation aiputer software SMEs in the United
States and found that more internationally expegdrJ.S. computer software SMEs
tended to prefer equity entry modes, while lesseerpced ones tended to prefer
nonequity modes.

The implications of firms international experieraoed knowledge is thus; a firm with
knowledge and international experience will pereeilie destination market to be
culturally near and the target country risk woutel deen to be reduced because the
firm has more knowledge about the destination niaftikcen previous international
business experience in similar markets (Dow & Lari2®07), and they tend to have
greater possibilities to cushion the effect of ¢bentry risk and cultural distance. The
next section will discuss the role of business ekw.

2.3.5 Business Networks

Business networks discussed how firms will utilitbeir relationships with other

market players in business networks for internatiisation. Business Networks have
been studied in many contexts (for overviews sestdfia 1992). According to Easton
(1992), business networks consist of four basimelds which are (1) relationships
(2) structures (3) positions (4) processes.

The relationship elements entail that networks isog of cluster of relationships
(Helender 2004, p. 75), characterised by mutualitgrdependence, different power
relations, and investment made in relationshipsstfa 1992). As structures,
networks are concretised through the interdependepetween organisations
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(Helender 2004, p. 75). As positions, networks aewed from the role of the
company in relation to other company (micro-positiand the role of a company in
the entire network (macro-position). As processesyorks describe the nature of the
relationship that exists within the networks.

According to the IMP group, business networks Hasen analysed as a combination
of actors, activities and resources. Actors perfand control activities with the help
of resources. Through exchange relationships betvwastors, they maintain and
develop relationships with each other based on @uan legal, technical,
knowledge, social and administrative grounds.

Smilor & Gill (1986, p. 29) studied business netwaf SMEs and identified six
different types of networks of actors shown in Fegf.

Universities

Large firms Public Sector
\ — organizations

. Associations
Small firms

Professional advisers in
the private sector

Figure 9. Types of SME Networks (Smilor & GrBigB, p. 29)

The relationship between the members of this basimetwork can be developed by
either actor. Active networking is used to descnibltionships developed by the
buyer while passive networking is used to descrddationship developed by the
seller (Johanson & Vahlne, 1990). However thetieiahip is initiated, it is assumed
that the relationships between actors in Figure a @ssist SMEs in their

internationalisation. Thus, the fundamental questiemains how can these
networking relationships strategically help firnrmstheir internationalisation process
or does network relationships predicts firms’ ingronalisation?

Holmlund and Kock (1998) studied Finnish SME’s dnelir internationalisation from
the network perspective. They posited that locaifess network partners that are
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already internationalised has a major role in titernationalisation of Finnish SME’s
especially at the early stage of their internatisation. Thus, the kind of local
business network partners a firm has would to aatgextent influence their
internationalisation path and drive. This is cotesis with the findings of Coviello &
Munro (1997), that foreign market selection andyeare initiated by opportunities
through network contacts rather than based oregfiatiecisions of SME managers.

Sharma and Blomstermo (2003), in their study onitkernationalization process of
knowledge-intensive SME’s showed that, their ind¢ionalisation was influenced by
their network ties and their ties provided themhwthe information and knowledge
that enabled them to internationalise into foreiwgrket.

On one hand, these stream of researches discubsed ahows support for the
influence of networks on international market setec However, they found no
support that business network influence choice rafyemode. Thus, entry mode
choice is based on the requirements of the marnattze client in question (Sharma
and Blomstermo 2003). On the other hand, Ojala 9p0Gtudied the
internationalisation process of Finnish Knowledgemnsive SMEs and found that the
internationalisation process of Finnish SMEs inapah was basically on strategic
reasons without recourse to their networks. He &smd that through mediated
relationships (relationships initiated by a thirdrty) firms can achieve entry to
psychically distant markets.

Finally, based on the Actors-Resources-Activitywerk model, Purchase & Ward
(1999) analyzed the internationalisation path obt#alian consultancies and found
that the activity link between network partners tise necessary basis for
internationalisation and that the other layers elfatronships (actor bonds and
resource ties) develops later.

2.3.6 Government Support

It could be said that as far as SMEs are concergedernment support programs
directly or indirectly influence their internatidnaarket selection especially at their
early stage of internationalisation into foreignrked.

Government business support programs both in howénaforeign markets can help
firms identify markets and then develop businesthat market. Thus, Government
support programs can be helpful in targeting araduating new markets. The role of
government can be in form of trade mission andetradows which provides
managers with the chance to investigate marketst roayers and distributors,
discuss exporting with more experienced participaahd make initial international
business contacts.
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Trade mission are commonly led by a product spetial high level government
official who arranges meetings between buyers a&fdrs at an appropriate overseas
location (Jaramillo, 1992). While trade missionsyntantribute to sales in foreign
markets, they generally accomplish this by enhandine process of building
relationships between potential business partnees an extended period of time
(Spence, 2003).

Furthermore, on one hand, trade missions may teshied for investment attraction

purpose (Wilkinson & Brouthers, 2006) and on theeothand, trade shows may give
representatives of companies an effective meansbtdining knowledge about

foreign markets (Ramaswami & Yang, 1990; Seringh&d®&osson, 1998). Thus, the

use of state sponsored trade shows and trade messiauld be positively associated
with firm performance in foreign markets.

2.4 FEDERAL REPUBLIC OF NIGERIA

The previous chapter has reviewed literature otepabf entry and reason for none
equity entry modes, concluding with a theoreticahfework meant for the empirical
analysis and investigation. Presently there seetmtabe any literature on market
entry into Nigeria for Finnish Firms, however, ttgsction shall review precisely
some relevant literatures about the Nigerian Market

2.4.1 Business Risk in Nigeria

A review of the World Bank report (2006) providederesting business challenges
for foreign investor intending to do business irmg&ia. The report provided four

most important challenges in doing business in Nagevhich are: weak market

infrastructure, corruption, political uncertaintynda social uncertainty, economic
uncertainty and low level of Technology. Figure ddlow summarises the detailed
breakdown of business risk encountered by westemsfin doing business in

Nigeria.
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BUSINESS RISK IN NIGERIA

Weak Market Infrastructure

¢ Poor intellectual property right

e Poor transportation infrastructures
e Lack of reliable power supply

e Poor Port Services

e Poor ICT technology and usage

e Low level of technology
Corruption

e Bribery

Social and Political Uncertainty

e Disruption of business activities

¢ Kidnap of foreign worker

e Bureaucracy

e Poor government regulations
Economic Uncertainty

e High exchange rate fluctuation

e Tmport Ban and use of Trade Tariffs

Figure 10. Business Risk in the Nigerian Marketr(@ded from World bank Report
2006)

The below discussion provides interesting backgioanalysis about each of these
challenges.

First, Nigeria has a weak market infrastructureués discussed here are absence of
unreliable electricity, poor transportation, absent patent protection and inefficient
port services. According to the Global CompetitReport (2006), low quality and
unreliable electricity is often cited as the bigdesttieneck to business investment in
Nigeria. This forces firms to divert substantiatgarces from re-investment in their
productive business to self-generation. Poor ropdsy railway infrastructure and
poor transport services were highlighted as majonstraints that hinder the
connectivity between economic agents and marketsremmeases time to market.

The problem of low patent protection and properights arises due to poor
enforcement of patent protection rights by govemimestitutions. Another market
infrastructural problem in Nigeria is ICT technojodCT technology is low in the
Nigerian Market. The number of people who have s€¢e computer and internet is
quiet little and this affects internet marketingigfhis one of the fastest means of
direct marketing. Nigeria has not been able to gven efficient port service.
Nigeria’s port services are amongst the most ioeffit and expensive in the world as
evidenced by: (I) high waiting times, (ii) low hdmgd) speeds: and (iii) high
container “dwell times” (World Bank report 2006)n&lly, Nigerian industries have
low technology intensity of manufacturing. The nraghallenge for western firms
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would be choosing partners that will be technolalijyc capable to meet their
standards.

Second, Nigerian business environment is charaetriby weak economic
institutions. This has increased the cost of ddinginess in Nigeria and lowered
profits available to be made by businesses andsfithacording to the World Bank
report, different surveys documented evidence shibvat “unofficial payments” by
firms for access to even the most basic econonfrastiucture is quite common.
This is particularly in respect of public servicenaections, licensing and permit
processing, government contracts and customs. sFaiso report paying bribes to
secure government contracts. While these weakutsh show corrupt practices in
discharging their duties, it has to be noted tlatuption is a great menace in the
country and firms has to learn how to move on wtitthis is because corruption is so
prevalent in the country that it is nearly impossito conduct business in the country
without being asked to pay a bribe. This puts camgsaunwilling to pay the bribes at
a severe competitive disadvantage.

Third, political uncertainty generally, includeslifioal activities within a country that
can generate risk for business operations. Thesasks that arise from, government
policy risk, and social risk (Miller, 1992). Buss® regulation and licensing
procedures are complex and lengthy in Nigeria dupdor government policy on
business regulation. Also, Nigeria’s economic politas been characterized as
unstable and unpredictable; in particular, theee feequent changes in trade tariffs
and in the use of import bans which in turn dofagbur foreign investment. Finally,
Nigeria economic sector is dependent on the ogmae which has generated ethnic
social militia and threatened business activitiéhiw the regions where crude oil is
generated. Risk in doing businesses in this regiarticularly includes, violence
leading to disruption of business activities andhkip of foreign workers.

Finally, Nigeria experiences fluctuating exchangeer This is of great challenge to
foreign investors because government sometimegases interest rate or imposes
some import barriers in other to cushion the effeicthe high fluctuation of the
exchange rate.

2.4.2 Cultural Analysis

This section will discuss in general fundamentalés about the Nigerian culture.
After this, it will discuss Hofstede (1984) framekautilised by Sokoya (1998) to
discuss the Hofstede cultural dimension of the Nage Society. From this

discussion, the cultural distance between Nigeni@ Ginland will be analysed and
other issues related to Nigerian culture will bgpbasized.
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Nigeria is the second largest country in Africadmd in the Western Sub-Sahara
Africa with over 250 different ethnic regions withpopulation of over 240million
people making it the most diverse culture in therlhoNigeria has 36 states
encompassing over 500 hundred different languagegiever, the major languages
are Hausa (Northerners), Igbo (Easterners) andbéofWesterners).

The Muslims, mostly the Northern region, constitateout 50% of the population
while the Christians, mostly the southern part,stibtte 40 % of the population while
the remaining 10% are independent religions. Thare five main religious
influences present in the Nigerian Society; Mus{si%); Protestant (25%); Roman
Catholic (12%); African Christian (11%) and tradral African or indigenous beliefs
(10%). According to them, the family dominates #wcial structure thus places
emphasis on one’s lineage through male head didhsehold. The Nigerian culture
is obviously class conscious which is both sociabcepted and rewarded. Thus,
respect for elders, boss, wealthy people, tradatiamers or titles etc.

In section 2.3.2, the dimensions of Hofstede Nafienlture was discussed to include
the following:

Power distance: The degree to which unequal distribution of powsersocially
accepted within the society.

Uncertainty The degree to which a society protects confornatgaunter

Avoidance: ambiguity.

Individualism:  The degree to which members of a society are aggeto be
responsible for others.

Masculinity: The degree to which members of a society valieeaement,
material success, assertiveness over relationstiagity of life
and modesty.

First, power distance index in Nigeria will be higkecause of the acceptability of
inequality in the society which takes precedencer dermal authority in work place,

age, wealth, family name and traditional title. Amget the five characteristics of high
power context society according to Hofstede (198#)}a-vis concentration of

political power in the hands of the military, histaf colonialism, tropical climates,

low social mobility, less urbanisation, Nigerianltate can be said to have four of
these characteristics which are history of colasma) less urbanisation, low social
mobility and tropical climates.

Second, Sokoya (1998) states that Nigerian cuttarebe classified as low tolerance
for uncertainty and ambiguity. This is becauseedhme folklores and proverbs that
discourage ambiguity or taking chances in the NageiSociety (Sokoya 1998, p.
232). For instance, some of the Nigerian religiares based on fears, and rituals are
still practiced to ensure certainty before engagingpme activities.
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Third, according to Sokoya (1998) the Nigerian wdt is said to have low
individualism dimension. This is because in thee¥iign culture, there is emphasis on
the family, the extended family and people aroumthes one to provide assistance to
themselves when need be. Thus, unlike in the westeltures were every one is
independent in their welfare, values and decisi@king, in the Nigerian cultures,

there is reliance on the family and people arowrdeone to provide assistance and
support to these issues.

Finally, Masculinity is expected to be high in Nigebecause the Nigerian cultures
have a high degree of respect for achievementsrandrial success (Sokoya 1998).
This takes precedence from the traditional rewastesns of conferring titles and

chieftains to men and women who have achieved tndoes success in their material
pursuits in life.

From Hofstede original dimension analysis for nadiloculture, Finland was included
in the list of countries he analyzed whereas Nayeras not included. However, with
the work of Sokoya (1998), this paper will place approximate dimension for
Nigerian culture in what it deemed the modifiedsien of Hofstede dimension as

shown in Figure 11. From this, analysis of cultulétance between Nigeria and
Finland will emerge.
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POWER DISTANCE AND INDIVIDUALISM SCALES
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Figure 11. Cultural Distance between Nigeria andl&nd (Modified Hofstede 1984)

Note that, the placement of Nigeria on Hofstedeetigion in Figure 13 is only a
schematic view of what this paper deems shouldhkepbsition of Nigeria in the
Hofstede Cultural dimension based on the studyo&b$a (1998).

From the figure, it is obvious that Finland is cified as small power distance,
individualistic and strong uncertainty avoidancéune, while Nigeria is classified as
large power distance, collectivist and weak undatyaavoidance culture. The reason
for the small power distance in Finland is thusFinland, less powerful members of
organisations and institutions (like the family) dot accept or expect that power is
distributed unequally. Even though power is nottriisted equally in societies,

however, in some countries like Nigeria it is malstributed unequally than in
Finland.

The reason for the individualistic dimension ofl&imd is because, in Finland the ties
between individuals are loose thus every one i®ebgal to look after himself/herself
which is not same in Nigeria where people fromhbate integrated into cohesive in-
groups, often extended families (with uncles, aamis grandparents) which continue
to protect them in exchange for unquestioning liyy@lofstede 1984). Finally, there

is tolerance for uncertainty and ambiguity while Migeria there seems to be
avoidance of uncertainty and ambiguity.
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The implication for this cultural distance is th&innish companies introducing
Finnish-Oriented management theories to Nigeriatnings aware of the cultural
peculiarities of Nigeria and the cultural differenbetween Nigeria and Finland.
Thus, when attempting to introduce Finnish orgamsal cultures in Finnish
businesses in Nigeria, it will be best carried thubugh the use of individuals that are
familiar with Nigerian cultures (Sokoya 1998). Acdmg to him, individuals that are
familiar with both cultures will tend to be the Bamdopters in the diffusion of
organisational culture. These individuals can beef@mple Nigerians that studied in
Finland. They will be better to understand, thenish culture, which will be
foundation for organisational culture of a Finnfgim in Nigeria. As early adopters
and as individuals that do understand both the &almdthome country cultures, they
can act as change agents (Sokoya 1998).

2.5 DETERMINANTS OF FDlIs

The determinants of Foreign Direct Investment hlagen discussed in widely read
literature. Factors that determine the inflow oflRilto a particular country can be
classified into micro-determinants and macro-deteamis. The micro-determinants
of FDI are mainly concerned with those locationcsipe factors that have an impact
on the profitability of FDI at firm or industry leVv (Krugell, 2005; Wang & Swain

1997). Host country characteristics that influepoeductivity and cost at this micro-
level include market size and growth, labour cobtsst government policies and
tariffs and trade barriers.

The macro-determinants of FDI are the factors thfilence profitability and the
choice to invest at an economy-wide level (Kruge005). These are the size and
growth of the host market, exchange rates andigallistability (Krugell, 2005).
Below are the factors the influence the inflow @flfnto a country. This is based on
the micro and macro-determinants discussed above atimer factors discussed
individually by literature that influence the infloof FDI into a country.

* Market demand and market size
» Infrastructure

» Labour quality

* Labour cost

* The level of scientific research

» Degree of openness

» Political stability

» Exchange rate changes

* Trade Barriers and Tariffs

First, market demand and size refers to the nundbebuyers and sellers in a
particular market. Market demand and size has Baehto have positive effect on
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FDI because, it directly affects the expected raeeof the investment (Sun et al.,
2002). Thus, the larger the market size the moré &Particular country should
attract. Second, agglomeration refers to the cdrateon and co-location of
economic activities that give rise to the econonoiescale and positive externalities
(Sun et al., 2002). Second, Infrastructure coveanyndimensions, ranging from
roads, ports, railways and telecommunication systéminstitutional development
(e.g. accounting, legal services, etc.) (ODI, 199&rcording to them, Poor
infrastructure can be seen, however, as both atadbsand an opportunity for
foreign investment. For the majority of low-incomsbuntries, infrastructural
underdevelopments are often cited as one of thermeanstraints of FDI inflow (ODI
1997). According to them, Surveys in sub-Sahardricd indicate that poor
accounting standards, inadequate disclosure andk vesdorcement of legal
obligations have damaged the credibility of finahdnstitutions to the extent of
deterring foreign investors. Furthermore, Bad roag$ays in shipments of goods at
ports and unreliable means of communication hase atided to these disincentives
(ODI 1997).

Third, labour quality refers to the number of gdllabour in a country. According to
Sun et al. (2002), the quality of labour of a marar country should be positively
related to FDI. Fourth, labour cost refers to thst®f labour in a particular country.
This may be one of the determinants of FDI in antigu On one hand cheap labour
has been said to be one of most important factoebsorbing FDI especially in the
case of South East Asian economies (Riedel 1976n¥d978; Majudar 1980; Tsai
1991). On the other hand, several researches Hagefaund negative correlation
between labour cost and FDI (Sun et al., 2002).

Fifth, the level of scientific research refers e tevel of human capital and general
development measured by R&D expenditures and thmbeu of patents in that
country (Sun et al.,, 2002). Sixth, the degree oénmgss refers to how open a
country’s economic policy is to foreign capital afateign investors (Sun et al.,
2002). It also refers to Host government policied #ocation specific factors that
may influence profitability and MNEs decision todaemtake FDI, in a number of
ways (Krugell, 2005). These policies may be in fayfrincentives and performance
requirements or can take the form of hiring andhing of local personnel, local
content and tax rebates. According to Sun et 80Zp, openness may have positive
or negative influence on FDI into a country. Fostance, openness can encourage
severe competition and may also induce FDI intountry.

Seventh, Political stability refers to be absenéepdalitical risks in the country.
Political risks refer to political activities withia country that can generate risk for
business operations. These are risks that arise, fgopvernment policy risk, and
social risk (Miller, 1992). High political risks ia country may have a potential to
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discourage FDI inflow into the country (Wang & Swail997 p. 702). Eighth,
exchange rate changes seem to have dual effeatflonviof FDI. On one hand,
devaluation of currency have been said to discauthg inflow of FDI (Scarperland,
1974). On the other hand, it has also been fourehtourage the inflow of FDI and
discourage the outflow of direct investments (Aleder and Murphy, 1975).

Ninth, Trade barriers and tariffs are also anothgyortant factor that may determine
the inflow of FDI into a country. According to th&riff hopping" hypothesis, high
protective trade barriers make exports by MNEs tgaential host country,
uncompetitive. Thus, in order to avoid this prataast barriers as well as transport
cost reductions, MNEs are encourage to rather ¢inéemarket through FDI and to
serve their customers with local facilities (WangS&vain, 1997). Studies on this
have been somewhat different. On one hand a negatwelation seems to exist
between trade barriers and FDI inflowrggell, 2005. On the other hand, other
studies have tested the tariff hopping hypothest fands the relationship between
taxes on international trade and transactions,Fddid to be positive and significant
(Krugell, 2005.

Finally, the factors discussed above influence Fiflbws under certain conditions.
For instance, the influence of the location-specificro-determinants of FDI
depends on nature of investments and stage ofrtduigt life cycle (Krugell, 2005).
According to him, if the investment is for exporbguction, the expected return from
a particular site will depend more heavily upont umput costs. And if the investment
is intended to serve the local market, then the armd openness of the market will be
of significance. The stage of the product's lifeleyrefers to weather the product life
is between a new, mature or standardised stagenstance, Krugell, (2005), argued
that locations with lower input costs are importetten the product is standardised.
Thus, a combination of these micro and macro-detemts may incline a firm’s
interest and encourage them to locate producticilitias in a particular country.

2.6 ANALYSING LACK OF FDIS’ IN NIGERIA

This section provides an overview of the relevietature, which relates directly to
our stated ten research questiofbe purpose of this section is to provide the
conceptualisations that give this paper the anstodise stated research questions.

2.6.1 Pattern of Entry into Nigerian Market
The purpose of the first research question is twige a better understanding of the
pattern of entry of Finnish SMEs into Nigerian Merk The reviewed literature

provided two dimensions for assessing the pattérimternationalisation of SMEs
which are:
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* Time of entry pattern (when)
« Market selection pattern (way)

First, Time of entry refers to time lag between foending of a firm and the
initiation of its international operations (Ovaidt McDougall, 1994; Knight and
Cavusgil, 1996) or the first decision to expandoadt There is a relationship
between time of entry, choice of entry mode andaghof market.

According to Gallego et al. (2009), firms will ofdr a particular mode of entry

depending on their timing of internationalisationdathe geographical distance
between home market and foreign market. Thus, thygogsition seems not to hold on
the influence of certain mediating and moderatirggiables that influence the

perceived risks and the risks that these compaanegprepared to assume in their
internationalisation process. Time of entry for theke of the research question,
analyzes time of entry of Finnish SMEs into Nigeeéerring to the time between the
foundation of the company and time of its entrgpiNigeria.

The reviewed literature highlighted the determisawit FDI in Nigeria within 1980-

2000. Within 1980 to 2000 the determinants of FRfevmainly the market size, low
cost of labour, level of openness to the foreigmldvdevel of domestic investment,
GDP per capita growth, the level of past FDI in &ig, low inflation and high return
on natural resources.

Thus, this paper argues that, the availabilityertain country specific factors at the
time of entry of a firm into a foreign market woutthke the firm to opt for FDI entry
mode rather than less commitment entry modes.Harawords, if a certain country
does not have in place certain specific determgantFDI at the time of entry of
firms into that market, the firm would opt for lessmmitment entry mode. In other
words, there may be certain mediating and modeyatariables that influence the
perceived risks and the risks in the Nigerian mardtering the time of their
internationalisation process into Nigeria that neyve necessitated them to opt for
less commitment entry mode than FDI.

(Hy) “The purpose of the first research question isuttderstand why; given the
availabilities of FDI determinants within the tin@ entry of Finnish SMEs into
Nigeria; what predicted the choice for low committnentry modes (exporting &
project business) of Finnish SMEs into Nigeria”?

Second, the reviewed literature discussed threéhadst utilised by firms when

selecting entry modes for various markets refet@das market selection rules.
According to Albaum et al., (1998), there are thdééerent rules that can be used
when selecting entry modes summarised in Table 2.
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Table 2. Rules of Selecting Entry Modes

Naive Rule SME's used theme entry modes for all markefs.

Pragmatic Rule | SME’s use one entiy mode for each market and no investigation of
the most suitable enfry mode is made.

Strategic Rule SME's compare and evaluate all entry modes alternatively before
making a decision.

Naive rule implies that SMEs use the same entryasdar all markets irrespective of
the potential opportunities inherent in the marRéius, naive rule is inflexible since
it prevents companies from exploiting their foreigrarket opportunities. Pragmatic
rule entails that SMEs use one entry mode for eaatket and no investigation of the
most suitable entry mode is made. However, withis trule, SME’s do not
investigate all entry mode alternatives so the ehadternative might not be the most
suitable. Finally, the strategy rule implies thMES compares and evaluates all entry
modes alternatively before making a decision.

An analysis of these market selection rules woulgiea distinction between firms
that have in place the strategic process of intemmalisation. Thus, a distinction
could be made between export oriented firms amd fihose market entry is based
on strategic choice.

“Thus, the purpose of the second research quesi@ty) to understand the market
selection rules that are utilised by Finnish SME®igeria?”

2.6.2 Reasons for Lack of FDIs in the Nigerian Mark et

The purpose of the followingesearch question is to provide a better understgrud
reasons (apart from firm pattern of entry descriladve) that necessitates the
absence of equity entry modes of Finnish SMEs geNa.

The reviewed literature discussed the resource camdmitment factors that may
influence entry mode choice of SMEs. The resoum# eommitment factors are

found within a firm and are usually the firm sperihdvantages that differentiate it
from its competitors usually referred to as owngrsdidvantages of the firm. Thus,
firm-specific resources or capabilities that pr@gada unique advantage to the firm
(Dunning, 1988, 1993). Resource and commitmenbfadliscussed in the literature
review includes (a) technology advantage, (b) fsire, (c) level of international

experience and (d) business network
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Brouthers et al. 1996; Osborne, 1996 studied tfieeince of product-specific factors
on the internationalisation of SMEs. There studgveh that Firms with a higher
ability to develop complex technically differengdtproducts tend to use equity entry
modes, while companies selling undifferentiated cmdities used nonequity modes.
Correspondingly, SMEs offering unique differentéatproducts tended to prefer
equity modes of entry, while firms offering morengéc products tended to prefer
nonequity modes. Thus, the purpose of the thirdaneh question is: @)

“Are Finnish SMEs in Nigeria offering generic prarts to account for their choice
of nonequity modes?

Furthermore, firm size has been shown to limit Sé&Rability for FDI. Thus, SMEs
lack the financial and/or managerial resourcesirequo establish and operate an
equity entry mode, as a result nonequity entry mar@eails as their choice of entry
mode. Thus, the purpose of our fourth researchtigueis: (H,)

“Does the size of Finnish SMEs in Nigeria limititheccessibility to both managerial
and financial capability needed for an FDI mode icean Nigeria?

Firm’s relevant international experience was disedsas a factor that influences
SME choice for equity entry mode. Literature revi@und support that after a period
of experimental knowledge in foreign markets SMBmgd experience and moved
from exporting to equity investments. Internatioeaperience is derived from the
sum total of both management and organisation expEs in doing business in
relevant foreign markets. Thus, the purpose offifthrresearch question is: ¢H

“How can the management and organisation’'s expesemf Finnish SMEs be
described with respect to its influence on lackFafl among Finnish SMEs in
Nigeria?

Industry factors or advantages may influence theiceh of FDI in a particular

country. Industry factors includes market size,uratof competitiveness if the

industry, demand conditions and growth potentiahug, a foreign market may
provide location advantages to firms due to itskatsize, demand conditions, nature
of competitiveness of the industry and potential goowth (Nakos & Brouthers

1996).

The literature review found support for equity gninode in industries with high
potential growth and SME’s preferred nonequity entmode in industries
characterised by low growth potential. However, #tdity to reap these potential
depends on the knowledge of the firm about the strgiun that market and/or the
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export intensity of their offerings in that markdthus, the purpose of our sixth
research question is: §H

“How can the growth potential of the industries it which Finnish SMEs operates
in Nigerian be described with respect to its infloe on the lack of FDI among
Finnish SMEs?

High growth industries and large market size invemy market are location specific
advantages for firms to seek FDI. However, thissdoet come without a risk. These
risks are found in the foreign country producti@ctbrs, foreign country general
environmental factors and foreign country marketdes.

Research involving choice of entry mode found supgor SMEs to choose

nonequity entry mode into foreign market charasgehy high environmental risks or
uncertainty while those perceiving less risk woalat for equity modes. Thus, the
purpose of the seventh research question ig: (H

“How can the environmental volatility nature of tiNigerian market be described
with respect to its influence on lack of FDI amdngnish SMEs in Nigeria?

Nigeria and Finland are culturally distant apatus, the cultural distance between
Finland and Nigeria has to do with the possibléedénces existing in relation to the
way individuals from different countries observertagm behaviours, which will
influence the validity of the transfer of work pti@es and methods from one country
to another (Quer et al., 2007).

Though, Hofstede cultural dimensions on nationdtucel did not provide scores for

the Nigerian market, other researches seems to bhatablish that Nigeria and

Finland are culturally apart. Because no scores weovided by Hofstede cultural

dimension for the Nigerian market, perceived caltutistance in this case seems to
be surrogate measure for the cultural distancedsrtirinland and Nigeria. Literature

review found positive correlation between perceicettural distance and Hofstede
cultural scores.

Furthermore, previous research has shown that ategreultural distance between
country of origin and target countries tend to the likelihood of using entry
modes that imply a high resources commitment |€Qeler et al., 2007). Thus, the
purpose of this research question isg)(H

“How can the cultural distance between Finland aNejeria be described with
respect to its influence on lack of FDI among FEMEMES in Nigeria?
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Business networks and its influence on firm intéomalisation were discussed in the
literature review. Several studies related to maéonalisation of SMEs, though
varying findings predicted some sort of influencé foms network in their
internationalisation process. Internationalised alobusiness network partners
influence the firms’ internationalisation (HolmlugdKock 1998; Coviello & Munro
1997). No research has predicted the influenceetivork on entry mode choice.
However, SMEs may internationalise or follow theixisting networks (usually
MNES) to be internationalised in order for thens&ve their networks better. Thus,
the purpose of the ninth research question igr (H

How can the local networks of Finnish SMEs (MNE&DRpartners, SMEs etc) in
Nigeria be described with respect to its influenodack of FDI?

Fifth, the role of government support programs mernationalisation of SME’s has
been established in the literature review. Howetrasir support and influence might
be of significant contribution at the early stageinternationalisation of firms into

foreign market. It seems that literatures havepmovided significantly, the influence
of government or government support programs oryenbde choice of firms into

foreign markets. The Finnish SMEs under researelaleady internationalised in the
Nigerian Market with exporting business and few eotltontractual entry mode
activities. Thus, the purpose of the tenth resegqudstion is: (hb)

Does government or government support programsuenfie the reason for
absence of FDI entry mode of Finnish SMEs into\ttgeerian market?

As summary, the main research question of theghgsi

How can the factors necessitating the absence o€i§io Direct Investment of
Finnish SME’s into Nigeria be described?

The ten additional research questions are listetth@mext page.

43



2.7 THEORITICAL FRAMEWORK

Home Country Specific

The role of
Government (Hyp)

Firm-Specific

Foreign Country-Specific Undifferentiated
Products (H;)

Industry Growth
Potential (Hg)

A 4

Small Firm Size
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Lack of FDI
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No International
Experience (Hs)

Cultural Distance
(Hg)

Business
Networks (Hy)

Availability of FDI
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Market Selection
Pattern (H,)
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Figure 12. Theoretical Framework (Reasons for LatkDI in the Nigerian Market)

(H) “The purpose of the first research question is uaderstand why; given the
availabilities of FDI determinants within the tine entry of Finnish SMEs into
Nigeria; what predicted the choice for low committnentry modes (exporting &
project business) of Finnish SMEs into Nigeria”.

(H2) “Thus, the purpose of the second research questiomunderstand the market
selection rules that are utilised by Finnish SME&igeria?”

(Hs) “Are Finnish SMEs in Nigeria offering generic mhacts to account for their
choice of nonequity modes?

(H4) “Does the size of Finnish SMEs in Nigeria limitetr accessibility to both
managerial and financial capability needed for amIFmode choice in
Nigeria?

(Hs)"How can the management experience and organiaaiexperience of Finnish
SMEs be described with respect to its influenc&ok of FDI among Finnish
SMEs in Nigeria?

(He) “How can the growth potential of the industriestivin which Finnish SMEs
operates in Nigerian be described with respectiganfluence on the lack of
FDI among Finnish SMEs?

(H7) “How can the environmental volatility nature ohe& Nigerian market be

described with respect to its influence on lackbt among Finnish SMEs in
Nigeria?

44



(Hg) “How can the perceived cultural distance betwdénland and Nigeria be
described with respect to its influence on lackbt among Finnish SMEs in
Nigeria?

(Hg) How can the local networks of Finnish SMEs (MNE&D partners, SMEs etc)
in Nigeria be described with respect to its infloeron lack of FDI?

(Hi0) Does government or government support prograrflaence the reason for
absence of FDI entry mode of Finnish SMEs inta\ttggerian market?
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3 METHODOLOGY

The previous chapter reviewed literatures relev@amur theoretical framework. This
chapter will establish the research method and aadlection.

3.1 Research Approach and Methods

The reason for a research approach and methotlddhésis is based on the fact that
only theoretical approach would not be suitabledioswering the research questions
and for giving a broad view of the phenomena. Défee research approach can be
used in industrial management depending on the topresearch. The commonly
used research approach in industrial managemshbisn in Figure 13.

Theoretical Experimental

Descriptive Conceptual Approach Nomothetical Approach

Action-Oriented Approach

Normative Decision-Oriented Approach Constructive Approach

Figure 13. Research Approach in Industrial Managetr{elannula et al., 2003)

From the figure above, the approach of obtainingeaech information is via

theoretical and experimental pattern while the apph of using information is

divided into descriptive and normative pattern. éwiing to Hannula et al., (2003, p.
8) theoretical research is used mostly for develppiew theories from the existing
ones and the empirical research focuses on indiliciases. However, both

approaches can be used by researches. On onedemutliptive pattern is used by
researches when they want to describe and explpimeaomenon and on the other
hand, normative pattern is meant for creating dinds for developing operations or
planning new ones. This research will utilize ba#search approach vis-a-vis
theoretical and experimental.

The theoretical approach will be carried out witbncept-analytical research
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approach i.e. it will be carried out using booksices in scientific publications and
internet. Through this research approach, the éteat framework will be
established and will be used in the empirical sectihe empirical part is completed
by conducting a mail questionnaire to Finnish SMiieady operating with non-
equity entry mode activities in the Nigerian Mark€he questionnaire survey will
enable this research to provide quantitative treats of the respondents answers
thus, providing answers to how much, how many and bften (Gummersson 1993,
p. 29). While the mail survey provides us with aassmhey also have disadvantages.
For instance, low response rate may reduce theidsmde of the result.
Questionnaires are unable to probe responses. i3Hi®cause questionnaires are
structured instruments and they have little fledk{pto the respondent with respect to
response format. Thus they lose the flavour of omesp. However, by allowing
frequent space for comments, the researcher céialjyanvercome this disadvantage.
In other words, they serve as a helping hand fortte information on the
guestionnaire, thus provide insightful informatitmat would have otherwise been
lost.

There are several advantages to using a questrenmeicording to Hirsjarvi and
Hurme (1988, p.191), a wide amount of questionshmoovered with a rather wide
range of questions in a compact time scale. Quesdioes can be accomplished via
web-based, emailed and postal questionnaires. Hewesomplex questions are
difficult to control in any of these three formscaording to De Vans (1990, p. 80),
the following four factors should be considered whdeveloping a questionnaire:

» Selection of the areas to be studied
» Construction of the questions

» Evaluation of the questions

* The layout of the questionnaire

Questions are usually categorized as structurestrustured, and semi-structured
(Gummesson 1993, p. 28). Structured questions lae called formal questions,
because they have predetermined response altemaivd thus the responses are
closed. Because of this, it is easy to translagectioices defined on the scale into
numbers and to analyze the answers with statistiegthods (Clark-Carter 1997).
Unstructured questions are open-ended and thus rmemeanding to analyze.
Generally, answers to open-ended items demand spraktative interpretation.
However, formal questions are often supplementeth wipen-ended questions
because these add a qualitative touch to the questre (Gummesson 1993, p. 29).

This research is an intense study comprising widegya of studies that need intense
understanding. In other words, the responses redjua provide indebt information
required for the thesis would be both structured @mstructured responses. Thus, the
guestionnaire would be both structured and unsiradt
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Furthermore, the general schedule for the masteesis is scheduled in Figure 14.
The exact dates for the milestones is not stamdeler, the study started by defining
the subject and scope of the thesis in October.2009

I Literature Review I I Completing the Report I
Subject and Scope of Definition of Research Empirical study
Thesis Problem

October, 2009 November 2009 February, 20010 May. 2010

v

Figure 14. General Schedule of the Masters ThesiEion

The literature research deals with researchingaonilifar theories dealing with the

scope and subject of the master’'s thesis. At thte adnthe literature research and
review, theoretical framework will be establishelieth will serve as a tool to enable
the empirical study. The empirical study is carrmg by mailed questionnaire to

thirty Finnish SMEs having operations (ExportingR&oject Business) in Nigeria.

Finally, in February to April 2010 the thesis wmii process was done and in May
2010 the thesis study was completed.

3.2 Data Collection and Reliability

Sample of seventy Finnish companies that have baditees in the West African
region was gotten from Finpro database. After car@halysis it was found that some
names and company contact appeared twice or eviee.tlt the end of the cross
selection only 30 firms were said to be in the das®. Table 3 shows the
questionnaire response data. Questionnaires weniistered to the 30 companies
through postal mail and paid return envelops. Tleye given one month response
time and after then they were contacted throughilsraad phone calls to remind
those who have not responded.

Table 3. Questionnaire response data

Total Questionnaires Sent 30
Total Responses 7
Refusals 25
Response Rate 23%

Five companies returned the filled questionnairghia two weeks and within the
deadline of one month given to them. Two compametarned later after email
contact to them. After checking for response hitagias found out that the last two
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responses did not completely fill the questions @mnguestions were they responded
they give a single opinion to all questions. Thege questionnaires were taken out
leaving the response rate at 17%. However, aftetacts with companies that did not
respond, most of them said that responded to teedantact said they decided not to
respond because there opinion will not matter i tbsearch because they were
previously doing business in the Nigerian marketyéver for some years they have
not had any business in the Nigerian market. dtogous that even the 17% response
rate may be less that what the actual responsehatdd be when taking cognizance
of all the firms that said they no longer have\atés in the Nigerian market.

According to Carlsson (1998), high validity in atal@ollection method is based on
how well the method measures the variable it isnmhéa measure. Thus, validity
hinges around the extent to which research datansttiods for obtaining the data
are deemed accurate, honest, and on target (Dehscb®98, p. 241).

According to Yin (2009 p. 40), there are four kinafsvalidity: construct validity,
internal validity, external validity and reliabyfit Construct validity measures the
degree to which the researcher develops sufficapdrational set of measures
adequately for the research. The fundamental feaitiiconstruct validity is theory
(Carmines & Woods 2005b). Thus, construct validitgasures the validity of the
theoretical frameworks and concepts used in thdiegu Internal validity is used
mainly for casual studies and explanatory researuh thus relates to establishing
casual relationships where certain conditions ateeed to lead to other conditions.
External validity seeks to establish a domain tdctvithe study findings can be
generalised and finally, Reliability demonstratieattwhen different researchers use
the same methods to conduct a research they sandldp with same conclusions.

The construct validity of this research is increabg the use of multiple sources of
evidence. The sources used for this research wesgops theories, questionnaires
and documentation. The empirical data was gathémeadigh questionnaires written
in English and sent to managers or persons redgensir decision making in
internationalisation into the West African markétirthermore, the construct validity
was increased by first conducting an interview vatte of the firms included in the
mail survey to investigate how responses may hbexitie with the kind of responses
demanded in the questionnaire. This interview esthhis to construct a viable
questionnaire that would include the right opti@msl right responses. Lastly, the
construct validity was also increased by developiing questionnaires based on
literature review and theoretical framework.

Internal validity was increased by comparing ththgeed empirical data against each

other and to previous theories. Our external viglidias increased by the multiple
case studies that were carried out. Finally thpaese rate of 17% was received from
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the mail survey this was deemed reliable in congpario other mail survey rates.
3.3 Variables and Measures

3.3.1 Dependent Variable

The depended variable for this study is the modentfy chosen by an SME into the
Nigerian market. The information about the modeenfry was obtained from pre
investigation sent to all the SMEs asking thendenitify their mode of entry into the
Nigerian market. Also, in the questionnaire, thigestion was included. Within the
five firms whose responses where considered, fauobfive had exporting as their
entry mode while only one had project business. éi@w~ both project business and
exporting are non-contractual entry mode choiceaBse the study intend to find out
the reason for lack of FDI, the paper assumes ‘thatl things been equal or all

conditions necessary to attract FDI are in placéhan Nigerian market at least a
given SME will have FDI in the Nigerian market.vitas necessary to make this
assumption in other to enable us use binary lagistyressions analysis to find out
what independent variable predict the reason f@oding than FDI. The use of
Binary logistic regression is in line with most yi@s entry mode research (e.g
Kogut & Singh 1988, Nakos & Brouthers, 2004).

Furthermore, in consistent with previous reseamhifistance (Kwon & Konopa,
1993; 1993; Pan & Tse, 2000), entry modes have batgorised into two types:

» Market based nonequity modes (licensing, subcamiggand exporting, etc.)
» Hierarchical based equity modes (FDIs).

Recall that we define FDI in the introductory chaptio include both joint ventures
and wholly owned subsidiary. Furthermore, the ugediohotomous entry mode

variable i.e. equity vs. nonequity is in consistesith Pan and Tse (2000), that this
method shows the significance of many determinanggmcting entry mode choice

that otherwise would failed to register as sigmaifit within more differentiated

classification schemes. Thus, in this study, thpeddent variable was coded as
follows:

* 0 =equity entries (FDISs)
« 1 =nonequity entries (export, project businesy), et

3.3.2 Independent Variables
First, cultural distance was one of the independaritibles for this study. This study

utilised the perceived measure of national cultuwlaédtance as shown in the
questionnaire since Hosftede scores are not alaifab the Nigerian market. This
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was done in accordance with Bell (1995) and Drogkr& Slangen (2006). Thus,
managers were asked to rate on a 5 point linkafe dwow large their management
team perceives the cultural differences betweelafthand Nigerian market.

Second, firm size was also another independentiarifor this study. Previous

studies have somewhat used annual sales, numbanmmbyees world wide and/or

sales volume to depict firm size. Hence this stisdpcused on the SMEs, we used
surrogate measures based on the perception ofahagars on the limitation of their

firm size as a strategic reason for lack of FDIthe Nigerian market. To do this,

managers were asked on a five point linkert sdaleei reason for lack of FDI as an
entry mode choice for the Nigeria market is assalteof their firm size.

Third, the level of international experience wasniffied utilising several theoretical
frameworks to include among others; number of ye#Hrdusiness activities in
Nigerian market (Drogendijk & Slangen, 2006). Numbgf years of business
activities and entry mode choice in psychicallyselaccountries to Nigeria (Ghana,
Nigeria and Sierra lone having psychic distancd.@f see Dow & Larimo (2007))
and Management & Organisational characteristice B&tcher (2000) for an
overview. The managerial and organisational charetics were used to measure the
willingness of managers and organisation for inwesit in a target market. This is
also in support of Nakos and Brouthers (2002) @igiE researchers may want to
include a measure of managerial willingness to shvas part of future SME
international entry mode selection studies. Bamedheir responses, a proportional
experience level was given to them on a linkerteso&0 (no experience) to 6 (Very
high experience).

Fourth, business network was identified by utilisithe studies of Smilor & Grill
(1986) framework on SME business network. No redelias posited the influence
of business network on entry mode choice. Howenesearches have somewhat laid
emphasis that business network influence SME iatemnalisation. The SME
business network was chosen to determine how thieéss network of these Finnish
SME are oriented towards the psychically close tes to Nigeria highlighted
previously. This is because if the networks arerdgad strongly towards the West
African market, they would tend to follow their n@trk to internationalise into the
Nigerian market and in order to serve them befter gears of exporting, they would
seek for more resource commitment entry for theeNamn market.

The questionnaire asked the managers to explaineif have their local business
networks (SMEs, MNEs, Universities, public orgatia etc) active with any entry
modes in the Nigerian market. From there respoaggsopriate measures where
given to the companies on a linkert scale of 1(®t@nted business networks towards
Nigeria) to 5 (Highly oriented business network&dods Nigeria).
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Fifth, the rate of technological advantage the fomability to produce differentiated
product was by asking the managers to identify vidnad of products they offer in
the Nigerian market. The products were classifretine with Luostarinen (1979, p.
96), classification of products into Goods, Syste®ervices and know-how. Also,
the managers were asked about their ability to yredlifferentiated products. This
was in all measured with 2 point Likert-type scal&ndifferentiated products) to
2(Highly differentiated Product).

Sixth, the industry growth potential was derivedaolimkert scale of 1(unknown) to 5
(very large) by asking the managers to describartestry characteristics of their
offerings in the Nigerian market. Measures usedewearket size, competitiveness,
demand conditions and growth potential.

Seventh, volatility rate of the Nigerian market wasasured from a compilation of
environmental uncertainty measures provided by Di&hKoéglmayr (1987, p. 113)
and Miller (1992). Managers were asked to rate &paint linkert scale (very small)
to (very high) the effects of any of these enviremtal uncertainty measures on their
reasons for lack of FDI in the Nigeria Market. Hipathe role of government was
measured by asking SME managers if government gesvany support for their
market entry into the Nigerian Market.

3.3.3 Other Measures

First, this study argued that there seems to beiapgolicies, incentives and other
vital variables that determine FDI entry into a w©wy. The literature discusses
determinants of FDI. The study relates the timeemiry of Finnish SMEs and the
determinants of FDI in place at that time. Thughé determinants of FDI were not
available in the Nigerian market at the time ofrgnFinnish SMEs may opt for less
commitment entry mode.

To measure the determinants of FDI in place atithe of entry of Finnish firms into
Nigeria, a Likert scale from 1(very small) to 5 (ydarge) was made. First, Finnish
managers were asked to state the age of their fimg of entry into international
market and time of entry into Nigerian market. Aatingly, they were asked to fill a
PESTL framework within 1980-2000 and within 2001:@0The PESTL framework
highlights all the determinants of FDI based oaréture review. The study tries to
benchmark the determinants of FDI in China relatweNigeria. Thus, SMEs with
FDI's in the Chinese market within that period watso asked to provide reasons
(using the PESTL framework) why they ventured iGtana.

Finally, market selection rules (market selecticsitgrn) of Finnish firms were
measured in accordance to Albaum et al. (2008).s,Timanagers were asked to
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choose from Naive rule, pragmatic rule and strategie as their market selection
pattern into foreign markets.

3.3.4 Limitations

This study suffers from a number of limitations.eOof the limitations was that the
response rate was 17.5%. Also, the response matedd-DI determinants was from
one firm out of the five firms considered. A secdimditation of the study is that the
entry modes were divided into two broad categoegsjty and nonequity. This may
mask other potential differences that may exist mgnearious equity entry modes
(Pan & Tse, 2000; Contractor, 1984; Kwon & Konofh893). The reason for this
choice was that there was no response that indicgteer entry modes and as such
putting this into consideration will have no statial significance.

Furthermore, another limitation of this study wasling adequate literatures about
the Nigerian Market. Because the study was notddnd was difficult getting access
to literatures describing the industries dynamigsthe Nigerian market and the
potentials inherent in them.
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4 RESEARCH RESULTS AND ANALYSIS

4.1.1 Determinants of FDI in China (1980-2000)

When China enacted and implemented economic refanni978, it necessitated
open door policy for western investments. This wialege economic reforms in
china generated greater investor confidence imgtbeth and credit worthiness of the
transforming Chinese economy (Wang & Swain 199717). According to National
Bureau of Statistical data China (2002), since 1®188Chinese market has attracted
more than US500billion FDI. Under the open dooligyobf the Chinese government,
special economic zones, open coastal cities, ogéta dconomic zones, and open
coastal economic zones were designated as arease iti@ign joint ventures
received various fiscal incentives and operatingilpges (Head and Ries, 1995).
According to them, the promulgation of the Prousiaof the State Council for the
encouragement of Foreign Investment in late 198& galand cities authorities to
also offer incentives to technologically advancel axport oriented foreign joint
ventures.

Wang & Swain (1997) studied the determinants dbimfof foreign direct investment
in China and found out that, variables such asafizbe Chinese market as measured
in the level of GDP, the low cost of labour (wagasd favourable exchange rate
were factors that determined foreign direct investta into China by western firms
within 1978-1992. According to them, there was tre&dy weak correlation between
cheap labour and FDI inflows. Thus, the attracbboheap labour has been gradually
decreased and factors such as wider selling pbssesithe economic atmosphere,
technical developments and highly skilled labouraated FDI more than cheap
labour and raw materials. Similarly, Sun et al.020studied the determinants of
foreign investments across China within 1986-19981 dound out that the
determinants of FDI across China are low cost lab@DP, labour quality, good
infrastructure, political stability and opennessthe foreign world. According to
them, the low cost labour was said to have motd/étesign direct investment before
1991 and after that year its effect has been higagative.

Xing, (2006) studied why China is so attractive F&I within 1981-2002 and found
out that exchange rate policy, market size and tiroate are important determinants
of FDI in China. According to him, the devaluatiohthe Chinese Yuan (Reniminbi)
and the policy of pegging the Yuan to the dollarthbamproved China’s
competitiveness in attracting Foreign Direct Inwestt. Thus, the Yuan’'s cumulative
devaluation created wealth and production effeat&l contributed to the surge of
FDI inflows the determinants of the location ofdimgn direct investment in China
(Xing, 2006).
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Awokuse and Yin (2009) studied intellectual propeights protection and the surge
in FDI in China within 1992-2005 and found out thadarket size, regional
integration, and transportation and trade costimportant determinants of FDI in
China.

Furthermore, Du et al (2008) studied the impacteainomic institutions on FDI
location choice in China for US firms within 1998@1 and found out that, there are
varying differences in market challenges such all@ctual property rights
protection, government intervention in businessraipens, government corruption,
and contract enforcement across regions in Chinaccording to them, US
multinationals preferred to invest in those regiarfs China that have a better
protection of intellectual property rights, a lowsggree of government intervention
in business operations and a lower level of govemtngorruption. This suggests the
importance of Property rights protection in deterimy the location of FDI in the
Chinese market (Du et al., 2008). Thus, at a mattadegic level and to a greater
extent, intellectual property right protection sseto be a determinant of FDI in
China. This implies that, if there were totally intellectual property rights protection
in all regions in China the number of US FDI's ihiG@a may be less than what they
are presently.

Also, Keith and Ries (1996, p. 55) studied intéy-ccompetition for foreign
investment: static and dynamic effects of Chinacentive areas. They developed a
monopolistic-competition model which predicted thagglomeration economies,
presence of infrastructures, labour market conulti@and government incentive
policies attracted FDI into the Chinese marketttfr@mmore, they found out that, the
presence of local specialised suppliers who ent#rednarket due to initial foreign
investments in China will influence subsequent ifpreinvestments. Thus the
presence of specialised suppliers is one of théofacthat will encourage FDI
investment into a country. Thus far, this secti@as lexplored literature findings on
determinants of FDI inflow into China within 198022.

4.1.2 Determinants of FDI in Nigeria

Nigeria has been confronted with decades of undeatiogovernance for the past 3
decades. Successive governments within these geviedved FDI as a vehicle for
political and economic domination which led to prdgation of laws restricting
foreign investments (Ayawale 2007 p.10). Accordiadnim, the government enacted
Nigeria Enterprise promotion decree (NEPD) in 1géared towards indigenization
and to regulate FDI rather than promote FDI. Ttaiganization policy (NEPD) was
meant to limit foreign equity participation in Nigegn business to 40% (Ayawale
2007 p.10). Hence, within 1972 to 1995, officialipptowards FDI was restrictive.
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The period from 1995 and above saw a lime light apdnness of the Nigerian
Government towards foreign investments. For ingarthe Nigeria Enterprise
Promotion Decree was repealed and the Nigeria tmerg Promotion Council was
set up which provided for foreign investor to sptaubusiness in Nigeria with 100%
ownership. Furthermore, in 1999, export procesgimges EPZ was set up allowing
interested persons to set up industries and bsgrsewithin demarcated zones,
particularly with the objective of exporting theagls and services manufactured or
produced within the zone (Ayawale 2007 p.11).

Generally, from 1999 several policies have been ipuplace by the Nigerian
administration to attract foreign investments sashinvestment incentive strategy,
non-oil export stimulation and expansion, the piration and commercialisation
programmes, and the shift in macroeconomic manageme favour of
industrialisation, deregulation and market-basedrgements (Ayawale 2007 p.11).
While, the Nigerian government policies have beleanging over time, the number
of FDI in Nigeria has also be changing accordinglygeria is one of the largest
beneficiaries of FDI in Africa as shown in TableRespite been one of the greatest
recipient of FDI in Africa, inflow of FDI to Nigea has been traditionally
concentrated in the extractive industries as showrable 5.

Table 4. Nigeria: Net Foreign Direct investmeniam in US$ million (UNCTAD)

Year Afiica Nigena Per cent of Africa
1980 392 -188.52

1990 2430 588 24.19
1995 5119 1079 21.07
1997 10667 1539 14.43
1998 8928 1051 11.77
1999 12231 1005 8.22
2000 8489 930 10.96
2001 18769 1104 5.88
2002 10998 1281 11.65
2003 15033 1200 7.98

Table 5. Sectoral composition of FDI in Nigeria,7092001(CBN, 2002)

Year Mining & Manu- Agri- Transport Building Trading & Miscel-

quarrying facturing culture & commu- & cons- business laneous

nication truction services
1970-1974 51.2 251 0.9 1.0 2.2 16.9 27
1975 - 1979 30.8 32.4 2.5 1.4 6.4 20.4 6.1
1980 — 1984 14.1 38.3 2.6 1.4 7.9 29.2 6.5
1985 - 1989 19.3 353 1.4 1.1 5.1 326 52
1990 — 1994 229 437 2.3 1.7 57 8.3 15.4
1995 — 1999 435 23.6 0.9 04 1.8 45 253
2000 - 2001 30.7 18.9 0.6 0.4 2.0 25.8 21.5
1970 — 2001 30.3 32.2 1.7 1.1 47 19.1 10.9
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From the table, agriculture, transportation and momications, and building and
construction seem to remain the least attractiv&shof FDI in Nigeria. However,
according to CBN (2004, p. 72), the transporta@ma communication sector have
presently attracted a good number of FDI and trgein market is seen as one of
the fastest growing mobile phone market in the ekdfurthermore, despite the large
contribution of the oil sector in Nigeria, the noih-sector has been growing. For
instance, the non-oil sector in 2005 and 2006 dmuted to 8.6% and 9.8% of the
Nigerian GDP respectively. According to the OECBufies, leading non oil sector
are the telecommunications, general commerce, raatuing and agriculture.
According to them, the oil sector contributes t0734 of GDP and the manufacturing
sector grew to 9.9 in 2007.

Several studies have been undertaking on the keyndmants of FDI in Nigeria. For
instance, lbrahim and Saidat (2008) studied thesrdehants of foreign direct
investment in Nigeria within 1970-2006 and found that market size, real exchange
rate and political factors influence the inflowFDI into Nigeria. According to them,
the Nigerian market needs to aim for a higher ntask&e as they seek to encourage
more FDI inflow into Nigeria. Also, they emphasiztiee political instability of the
country as a major factor that hinders the infldWwrDI into the country. Thus, even
though there seems to be inflow of FDI into therdoy the influx would have been
greater if the Nigerian political environment waalslised.

Also, Krugell (2005) studied the determinants ofl FD Sub-Sahara Africa within

1980-1999 and found out that the reason for FDbwmin some Africa countries are:
(a) Low inflation and less uncertainty, (b) Thedewf domestic investments, (c) The
level of economic openness, (d) GDP per capita tiroand (e) The level of past FDI
in the country. According to him, an environmentthwiow inflation and less

uncertainty will attract FDI than the converse. d&lsaccording to them, domestic
investment attracts FDI by increasing the prodectrapacity of the economy and
Past FDI flows are a positive and significant deieant of current FDI flows into

most African Countries. Thus, level of FDI inflovs ia function of domestic

investment in the country and the type of FDIsadsein the country is a determinant
of other FDI inflow into that country.

Furthermore, the low uncertainty nature and levielbbpenness referred above is
relative. For instance, Nigerian market may be cone for FDI than the Congolese
market however; in world standard the Nigerian reairkay seem not to be a general
conducive and friendly business environment duéstcelative risks. Also, within the
period of the research captured by Krugell, Nigeras still under military junta thus,
the policies at that time may be open to some icettvel probably to certain
industry and business types especially in the et industry, however, in other
industrial segments it maybe restrictive. For ine& policies that were restrictive
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within that time include the Enterprise promotioactee (NEPD) in 1972 geared
towards indigenization and to regulate FDI and tliforeign equity participation in
Nigerian business to 40% (Ayawale 2007 p.10). Adew to him, within 1972 to
1995, official policy towards FDI in Nigeria wasstdactive. Thus, this research will
not consider adequate business environment aseamdeaint of FDI in Nigeria,
however, will consider a partial degree of openreess determinant of FDI inflow
into Nigeria especially from 1980-2000.

The Overseas Development Instit1®97), studied foreign direct investment flows
to low-income countries within 1975-2000 and foumd that, FDI in low-income
countries has been highly concentrated in threatoes, China, Nigeria and India.
According to them, large market size, low laboustscand high returns in natural
resources are amongst the major determinants inddogsion to invest in these
countries. Similarly, Oke (2007) studied the deieant of Foreign Investment in
Nigeria (1984-2003) and found out that; implemgataof sound macroeconomic
policies in the areas of fiscal, monetary, tradel exchange policies; reduction of the
debt overhang; deregulation and liberalizationafr@mic policies; removal of trade
and capital controls; increased openness; investrpeomotion and increased
investment incentives; and a resolute attempt eonpte political and social stability
were determinants of FDI inflow in Nigeria.

4.1.3 Determinants of FDI: Benchmarking China and N igeria

The previous section discussed the determinanEbbin Nigeria and China. There
seems to be common and different determinants dfifrihe Chinese and Nigerian
Market as shown in Figure 12.

It is somewhat difficult to make a generalised viefvdeterminants of FDI within
1980-2000. This paper assumes that within 200009 21 lot of changes have been
put in place in the Nigerian economy considering thception of the democratic
government in 1999. Also, it assumes that the Geirezonomy attracted FDI within
1980’s from the inception of its open door poliaydgoolitical cooperation with the
outside world which may not seem to be presenhé Nigerian market as at that
time. However, the democratic regime in Nigeria niaye presently put in place
most of the factors that necessitated FDI into €vn1980's.

Literature has not captured exactly determinantsf before the democratic rule in
Nigeria (before 1999) and post democracy perio@@2ill date). Most literature on
determinants of FDI as could be seen in 4.5.1 abd® 4vere within 1980’s to 2002
thus capturing the period of military junta in Nigeand period of democratic rule in
Nigeria. Thus, this section will only utilise liggure on determinants of FDI in China
and Nigeria within 1980-2000 to understand the meitgants of FDI in China and
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Nigeria as at that time. Thus, from the literatuegiew in section 4.5.1 and 4.5.2,
only research by Krugel 2005, Overseas Developmmstitute 1997, Wang & Swain
1997, Sun et al 2002 and Keith & Ries 1995 wouldubbsed to understand the
determinants of FDI in China and Nigeria as at 12800.

Common Determinants of FDI China &
Nigerian Market (1980-2000)

Market size

Low cost of labour

Level of opemmess to foreign world*
High return on natural resources

Determinants of FDI in the Nigerian Determinants of FDI in the Chinese
Market (1980-2000) Market (1980-2000)

GDP

Political stability

Government incentive policies

labour quality

Presence of nfrastructures
Favourable exchange rate

Better labour market conditions
Presence of local specialised suppliers

The level of domestic investments
GDP per capita growth,

The level of past FDI in the country
Low inflation

Figure 15. Determinants of FDI: Nigerian and Chift880-2000 (Krugel 2005; ODI
1997; Wang & Swain 1997; Sun et al. 2002; and K&itRies 1995)

Most of these determinants in Figure 15 are sefflanatory, thus only the most

important determinants will be discussed. Fireg tommon determinants why
foreign firms sought FDI in China and the Nigeridiarket were as a result of large
market size, low cost of labour, openness to theido world and presence of natural
resources. However, most of these common detertsimaay be more advantageous
in the Chinese market than the Nigerian marketwamnsle versa depending on the firm
specific factors and product factors. Also, the rdegof openness is somewhat
different as could be seen with an asterisk infthare above. Implying that the

Nigerian market as at that time was partially opeforeign investment, and in some
cases totally restrictive.

Second, the specific determinants of FDI in theelmn Market are; the level of
domestic investments, GDP per capita growth, tkellef past FDI in the country
and low inflation. Third, the specific determinaofsFDI for the Chinese market are;
GDP, labour quality, presence of infrastructuresttds labour market conditions, and
presence of local specialised suppliers. This iegphat the Chinese market has more
specific advantage in attracting FDI than the Nagemarket as at that time due to
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the presence of more market infrastructures, degreeopenness, government
incentives, political stability and labour markenditions.

Furthermore, the above discussions were meanfptoreathe situation in Nigeria and
China within 1980-2000. However, since the incaptid the democratic rule in 1999
till date economic reforms and open door policy besn the centre of all economic
agenda in Nigeria. NIPC 2009 summarised ten reasoimvest in Nigeria as shown
in Figure 16.

Abundant Resources Mineral resources, Agriculture and
Human resources
Large Market Size A population of 160million and

growimg market potential into West
Afiica sub-region

Political Stability Political Stability

Free Market Economy Government have put i place policies
and programs that guarantee free
market economy

Robust Private sector The private sector is robust and has
assured greater responsibilities under
the new economic environment

Free flow of investment Exchange control regulations have
been liberalized to ensure free flow of
mternational  finance.  Unrestricted
movement of investment capital.
Attractive incentives A package of attractive mnvestment
incentives have been put in place to
attract mvestments

Easy Access A well developed banking and
financial sector. Investors have easy
access to credit facilities and working
capital

Skills and low cost labour Abundance of skilled labour at an
economic cost resulting i production
cost which are among the lowest in
Africa

Infrastructure Rapid development of physical and
industrial infrastructure such as water
supply, transportation, communications
and electricity

Figure 16. Ten Reason to Invest in Nigeria (NIPC, 2009)

Figure 16 shows that the economic situation inNigerian economy is improving
when compared to the situation in 1980-2000. Thusst of the reasons why firms
invested in China as at 1980 to 2002 could alrdman seen present in the Nigerian
market.

4.1.4 PESTEL Analysis: Nigeria and China (1980-2000 )
The determinants of FDI in Nigeria and China hagerbsummarised in Figure 4.5.3.
This section shall utilise PESTEL framework to gumal the Nigerian and Chinese

business environment between 1980 and 2000 andigfezian business environment
between 2000 till date based on the literatureesgvon the determinants of FDI in
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China and Nigeria. The environmental conditionthie PESTEL framework will not
be given consideration for the sake of the scopghisfthesis.

PESTEL analysis is a tool used to survey macrorenmental conditions such as
political conditions, economical conditions, socudtural conditions, technological

conditions, environmental conditions and legal ¢towls. Political conditions refer

to the degree a government intervenes in the ecpn®hese may include factors
such as tax policy, labour law, environmental ldvade restrictions, tariffs, and

political stability. Economic conditions are fagosuch as economic growth rate,
interest rates, exchange rates and the inflatit@ oh a country. Social-cultural

conditions include the cultural aspects of the ¢guas well as its population growth
rate and age distribution. Technological conditiamsude aspects, such as R&D
activity, level of industrialization, degree of anotation, technology incentives and
the rate of technological change.

Finally, legal conditions are related to the levklaws in a country and if it complies
with international standards. Such laws includdtheand safety law, discrimination
law, consumer law, antitrust law and employment law

Table 6 below shows the PESTL analysis of China Miggria within 1980 -2000
and the situation in Nigeria from 2000 till datehi§ analysis has not changed the
situation as discussed in determinants of FDI. Hawethe purpose of providing this
framework analysis is to provide a bigger picturattwill be utilised as a tool in the
empirical analysis. Thus, the determinants of Fefenclassified accordingly in their
respective domain within PESTL framework.
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Table 6. PESTL Analysis Nigeria and China (1980908& Nigeria (2000 till date)

Political Condition China Nigeria Nigeria after 2000
e TLabour law
e Environmental law

e Absence of trade v o v
restrictions

o Tariffs v v

e Political stability v “ v

e Tax policies v

Economic Condition

e Econ. growth rate v v

e Interest rates

e Exchange rates v v

o Inflation rate v

Social Condition

e Pop. growth rate v v v

e Age distribution v v v

Technological

e Level of R&D

e Industrialisation

e Automation level
e Tech-Infrastructures v < v
Legal Conditions

e Health & safety law
e Discrimination law

e Consumer law

e Antitrust law
e Employment law

Absent or not in adequate to necessitate FDI
Present and adequate in the country to neceskiidte
[ 1 No findings based on literature reviewed

X/
o0
X/
o

The purpose of the first research question) (WMas to understand why; given the
availabilities of FDI determinants within the tingé entry of Finnish SMEs into

Nigeria; what predicted the choice for low committhentry modes (exporting &

project business) of Finnish SMEs into Nigeria.

From the survey response only two of these firmggasponses for the PESTL
framework analyzing the determinants of FDI. Mokth® managers said they don't
have knowledge about these periods mainly becdeserhay have not been in the
decisions making positions at that time when theisgtegic decisions were made.
The motive of this analysis was to understand tlamager’'s perception about the
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market situation of Nigeria within 1980-2000 andhin 2001-2010 as a result this
was not considered in the logical regressions amalyf the conditions were not so
good at the time of entry that made them opt fquoets if the conditions are same till
date, it may however, influence their decisions tootonsider FDI. Depending on
what the specific reasons are, the firm may hawe acquired knowledge and
experience about the hurdles at that time and reaidd to opt for FDI in these later
years.

Table 7. Questionnaire Response for firms B and . PESTL analysis of Nigeria
1980-2000 and 2001-2010.
Firms 1980-2000 2001-2010

A PESTL-low and the same | PESTL-low and the same
*(Economic growth rate on the | *(Economic growth rate on the

1ise) 11se)

B Politically-low Politically-unknown
Economic growth rate-small Economic growth rate-small
Technologically-low Technologically-low

*(little 1mprovements m the level
of industrialisation)

*(level of technological
infrastructures- unknown)

From the responses of the two firms, Firm E wathefopinion that the situation in
the Nigerian market within 2001-2010 is still there as it was within 1980-2000.
The situation according to them was that all thealdes of political, economical,
social, technological and legal condition coulddescribed as been small to warrant
their firm’s choice for FDI into Nigerian market.oMever, they remarkably pointed
out that Nigeria has had a high growth rate witthiese years under study. The
second firm, Firm B was of the opinion that white tpolitical situation within 1980-
2000 was small to warrant an FDI from their firfmey seem not to know the political
situation in the country within 2001-2010. Econoatli, growth rate is small and has
remained the same. Populations growth rate havearkaly increased.
Technologically, while the level of R&D, industrishtion and automation level is
very low within 1980-2000 there seem to be litttgorovements for industrialisation
within 2000-2010 and within the same period theslef technological infrastructure
is unknown.

Also, out of the two firms that gave response f&ISFPL analysis, only Firm B has
FDI operations in China and thus gave responsegads PESTL analysis for the
Chinese Market 1980-2000. From their responsergason why they ventured into
the Chinese market with FDIs within this periodbscause of: Tax policies which
created incentives for FDIs, economic growth rataswhigh, large market size,
reduced tariffs, low exchange and interest ratas,ihflation, high industrialisation,
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and presence of technological infrastructures nddethe firm’s processes. This

supports among others, that the Chinese marketwsaseencouraging for FDIs, the

state of industrialisation in the Chinese markes fest growing and that the Chinese
government put in place several economic policieed at encouraging FDIs.

Furthermore, Figure 17 shows information gatherexdigming age of firms and time
of entry into foreign markets and the Nigerian nedrk

120

100 —
@ Age of firm (yrs)

80

60 4 B 1st international activity (yrs)
40 + O 1st international activity in
Nigeria (yrs)
N 18 -
A B C D

E

Figure 17. Graph of age of firms and year of intgranalisation

The graph above shows the age of the firms (A-E) #dre year of their first
international activity as well as the age of theternational activity in the Nigerian
market.

The result shows that there is a positive corr@abetween the age of the firm and
the age of their first international activity aslwas market entry in the Nigerian
market. Thus, the older the firm, the earlier theyntured into international market.
Also, the older the firm, the earlier they enterado the Nigerian market.
Correspondingly, the earlier they ventured inteinational market the earlier they
ventured into the Nigerian market. furthermore,onir figure it is obvious that
entering into the Nigerian market was within 20 rgeago and last four years ago,
thus within 1990-2006. Five of these firms haveakpg as their entry modes into
Nigeria. Literature has not provided a determimsiber of years of entry mode
(nonequity) that would provide adequate experiértieowledge needed for other
high commitment entry modes (equity modes). Thtigs isomewhat difficult to
conclude if the number of years of some of thegas in the Nigerian market is
enough to gain adequate experiential knowledgeatett an FDI.

The purpose of the second research questiof) #to understand the market
selection rules that are utilised by Finnish SMiEdNigeria. Also, the purpose of the
third research question §Hwas to understand if Finnish SMEs in Nigeria are
offering generic products which could account feeit choice of nonequity modes.
These two research questions will be addresseavbelo
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Table 8 shows the product classification, mode raadket selection pattern of firms.
Looking at the selection pattern of entry for tiveng, Firm A, Firm B and Firm E
utilise strategic rule when entering into foreigarket. The implication of this is that
these firms evaluate the possibilities for FDI lve tNigerian market, however, after
considerations; some factors necessitated thenoneter into the Nigerian Market
with FDI thus, opted for exporting.

Table 8. Product Classification, Mode and Markdeggon Pattern

Factors Product Mode of Business Market Selection
Classification Entry Segment Pattern

Firms

A Goods Exporting Consumer Strategic rule

B Systems. goods. Exporting Service Industry Strategic rule
services

C Systems Exporting Manufacturers Pragmatic rule

D Systems Exporting Service Industry | Naive

E Goods & Systems | Exporting Service Industry Strategic rule

The factors necessitating the decision for expgmmay be because the nature of their
product (service, goods, systems, know how) or imzaf other variables that would
be discussed later. From Table 7, Firms C and @x@perting in the Nigerian market.
They utilise pragmatic rule and naive rule respetfi implying that they do not
investigate the possibilities for other entry modesa country. These firms began
their internationalisation activity in Nigeria dt@ contacts from agents in Nigeria for
the specific entry modes required for the naturehef business transaction or by
seeking out for agents for the sole purpose of gxyptheir offerings.

It is difficult to draw conclusions on how firms’ arket selection rule and product
classification affects entry mode selection intofoaeign market. However, the
implication of this discussion is that some firmglered the possibility for FDI in
the Nigerian market but choose to export. Whereasesfirms (C & D) abi inito did
not have in place the strategic process to dedidepossibility for FDI into the
Nigerian market. Thus, the decision of firms toeenhto foreign market with entry
mode of FDI's should only be for those firms thavé the strategic process in place
in their organisation. In other words, only firmsat have the strategic process in
place may provide adequate external reasons orheymsation of internal and
external reasons why they choose one entry modesstbe others. However, from
other point of view, it is possible that other i@ issues to firms such as the nature
of their product (undifferentiated product offers)g amount of resources,
management orientation may warrant a firm not tdfirat place, put in place the
strategic process or mechanism to make decisionentny mode choice for each
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market of entry. The next discussions will be usedddress specifically research
questions (l#Haig) respectively.

Appendix 2 shows the binary logistic regression dependent variable entry mode
and independent variable®inomial logistic regression allows for the predat of a
binomial variable from a set of non-interval predis. The predictor variables included
in this analysis were: (Perceived cultural distammems & values, habits & customs,
behaviours, business practices organisational ipeact difference in language,
difference in ways of communication, relationshiphvpeople.

For the general environmental challenges the pi@dicariables were: (Market
infrastructure)-intellectual property right (IPRyansportation infrastructures (TP),
skilled labour (SI), reliable power supply (RPS}TI technology & access (ICT),
ports and logistics(PLS); (Social uncertainty)-digion of business (DB), terrorist
movements (TM), unrest and social conflict (US&ignap of foreign workers
(KFW); (Administrative uncertainty)-bureaucracy,ragption and bribery(CB), poor
government regulations (GR); (economic uncertatittigrest rates, inflation,
exchange rate fluctuation (ERF), import ban & tratieiffs (IBTF); (Legal
uncertainty)- general legal requirement (GLR), leggdorcement of contracts (LEC);
(Political uncertainty)-war & revolution, Coup ¢4, democratic changes in
government(DCG) and Political turmoil.

The other predictor variables are: (Industry groelracteristics) - growth potential,
market size, competitiveness, demand conditions) Bize; International experience;
Business network and Undifferentiated product reatur

From the binary logistic regression in appendixnstng oura priori value of 0.10, the
following were statistically significant predictorgNorms, p = 0.098), business
practices (p = 0.058), organisational practices (p031), communication style (p =
0.030), nature of relationships with people (p 650), intellectual property right
(IPR, p = 0.028), transportation infrastructureB (p = 0.028), skilled labour (SI, p =
0.090), reliable power supply (RPS, p = 0.030), iEdhnology & access (ICT, p =
0.028), ports and logistics (PLS, p = 0.021), upsion of business (DB, p = 0.060),
terrorist movements (TM, p = 0.050), unrest andaaconflict (USC, p = 0.063),
kidnap of foreign workers (KFW, p = 0.068), bureaay (p = 0.028), corruption and
bribery (CB, p = 0.060), poor government regulaid@R, p = 0.025), interest rates
(p = 0.058), inflation (p = 0.086), exchange rdtetuation (ERF, p = 0.063), import
ban & trade tariffs (IBTF, p = 0.014); general legaquirement (GLR, p = 0.031),
legal enforcement of contracts (LEC, p = 0.028); &aevolution (p = 0.060), Coup
d’'etat, (p = 0.031), growth potential (p = 0.086)arket size (p = 0.060), demand
conditions p = (0.060), Firm size (p = 0.063), tnaional experience (p = 0.027),
Business network (p = 0.048).
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The Cox and Snell pseudd fr the Logistic regression as shown in Appendiwas
0.594 and the Nagelkerke? Ralue was 1.00 indicating that this model accodoits
between 59.4% and 100% of the variance in expodimg FDIs. Clearly this model
was adequate. Thus, the following answers to theareh question are provided.

(H4) The sizes of Finnish SMEs in Nigeria limit th@ocessibility to both managerial
and financial capability needed for an FDI mode ickan Nigeria.

(Hs) The experience of the management and organisatioh Finnish SMEs in
Nigeria is not adequately oriented for them to foptFDI in the Nigerian market.

(He) The growth potential of the industries within ahiFinnish SMEs operates in
Nigerian is not adequate for FDIs entry mode choice

(H7) The Nigerian market is environmental highly vidéain nature thus is one of the
reasons of lack of FDI among Finnish SMEs in Nigeri

(Hs) The Nigerian and Finnish market are perceived e cultural distant
(difference in business practices, horms organiseti practices communication style
nature of relationships with people) by Finnish ragers as a result influences the
choice for exporting over FDIs.

(Ho) The local networks of Finnish SMEs (MNEs, R&Dtpars, SMEs etc) are not
oriented towards the West African or African marnfgenerally. Thus, influences their
lack of knowledge, interest and choice for expgroner FDIs.

(H10) No support for this was found. Thus, it was natistically significant. The
implication is that Finnish Government support SMEsmnake equity investment
through their government support programs and otbasiness delegations to
Nigeria organised by Finpro and Funding from Finfun
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5 CONCLUSION AND DISCUSSION

5.1 Managerial Implications

This paper examines the reasons for lack of FDIshe1r Nigerian market among
Finnish exporting SMEs in Nigeria. It illustratdsetunderlying factors that influence
their choice of exporting as against other equittyyemode choice.

The research found out that exporting modes watenpeel by these firms in the
Nigerian market due to several reasons shown iaor€id8. Exporting is a form of
nonequity modes among others such as contracttrgl modes. Thus, there is need
for these Finnish SMEs to consider contractual yentnode choice like
subcontracting, project business, licensing etchafp them gradually gain more
knowledge about the Nigerian market. This may mlewhe experiential knowledge
needed for an FDI.

Also, when the willingness to know and develop maid for the Nigerian market
seems not to be a strategic choice for these SMEghe exposure to West African
market seems to be relatively not adequate, tlseaeténdency that these SMEs may
not understand the industry dynamics and enviromahecharacteristics of the
Nigerian market. When the willingness is not a tsgec choice for these
organisations, the competence expertise needecpiore the full potential of a
culturally distant and high volatile Nigerian matrkeay be far from been achieved.

Furthermore, there may seem to be an “I don't catétude towards the Nigerian
market because there is no significant contributmithe revenues or sales volumes
of exports to Nigeria when compared to other fareigarket of these firms.
However, the reason for this may be because tlresse have not developed the right
willingness and exposure needed to undertake &sineNigeria in order to explore
the full potential of the Nigerian industries.

These firms should also take cognizance of thetfedt country risks or volatility is
firm specific, project specific, or even producesgic (Moran, 1983; Teeple 1983).
Thus, different firms, offering different or themsa products, in different project
business in the Nigerian market may be affecteterdihtly by the environmental
volatility in the Nigerian market. Thus, there ised for managers to research on how
these environmental volatilities would affect thi&m, entry mode choice and nature
of product offerings because the degree of moshede risks could be reduced by
risk insurance.

Finally, for SMEs willing to cushion the culturahg between their organisation and
the Nigerian market or acquiring knowledge of thgeddian market may seek to

68



employ West Africans or Nigerians who have hadis&ith Finnish universities and
are acquitted with the Finnish culture to contréotiv their strategic market entry
decisions and business operations in the Nigeriarkeh As a summary, the main
obstacles for Finnish SMEs FDIs in Nigeria are smwnental volatility of the
Nigerian market, small firm size, perceived manegecultural distance between
Nigerian and Finland and Insufficient knowledge amgerience of Finnish Managers
in going business in Nigeria.

5.2 Theoretical Implications

Figure 18 shows the reasons for lack of FDI in lthgerian market among Finnish
firms in Nigeria using Hamill 2004 model on riskerfitry modes.

e a
- -~
.

High o
T Finnish SME’s in
L China

Id
Equ}l}' Entry Mode
WHY?

COST ,°

AND_' Small firms size
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Figure 18. Finnish SMEs in China and Nigerian Mdrkeeasons for lack of FDIs in
the Nigerian Market.

First, the result shows that most SMEs that statgubrting into the Nigerian market
had entered the Nigerian market within 1980-2007 ¢hat there has been no
difference between the Nigerian market during theme of entry and what is
obtainable today. Thus, the reasons why they ofsteexporting at the time of entry
has not changed till date. In some circumstancee were is improvement, it still
not adequate for their firms to opt for FDIs asaniry choice into the Nigerian
market. Thus, the FDI determinants in the Nigemaarket at the time of entry of
these firms were not adequate for their firms tofopFDI and are still not adequate
at the moment whereas, they ventured into the Ghinmarket because FDI
determinants were encouraging at that time. Thisna¢hat these firms are unaware
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of the developments and market potential inhenertheé Nigerian market presently.
For organisations like Finpro encouraging SMEs rima&onalisation into Nigeria,

there would be need for more seminars and busioesterences to inform them
about the inherent opportunities that are in theketaand the present market
conditions.

Furthermore, the result shows that some firms didconsider the option for an FDI,
but only entered the Nigerian market because otawb:m from external agents in
Nigeria. Also, some of the firms are export oriehfams and did not have the
strategic decision making process in place forsiens regarding choice of FDIs or
exporting due to firm commitment and resource ficto

The statistical binary logistic regression showat tmanagerial perceived cultural
distance between Finland and Nigeria is one ofréiasons for lack of FDI among
Finnish exporting SMEs. Out of the eight perceicettural distance measures, only
five gave positive significancengrms and values,usiness practices, organisational
practices, communication style and nature of rhethips with people). These
cultural differences are the factors that manatgks into account in their entry mode
decisions either explicitly or implicitly hence nwgers’ perception drive their
strategic decisions (Drogendijk & Slangen, 2006ygdnisational practices and
business practices are induced by cultural vallieas, SMEs do not opt for FDIs
entry mode choice into the Nigerian market dueiffer@tnce in organisational and
business practices, difference in communicatiohestas well as difference in the
nature of business relationships in Nigeria.

For instance, in acquisitions entry modes, theHerdnces may make it difficult for

integration of Finnish SMEs into SMEs corporatewwek after they have been
acquired. In joint ventures, integration of bothig&lian SMES/MNEs & Finnish

SME) business practices and organisations practi@gs be difficult hence there is
no gap between cultural values and organisationtipes. This is the reason why
both were significant and are in support of Hofstadsertion that cultural values will
impact organisational behaviour. This result inthsa that from managerial
perspective, Finland and Nigeria are culturallytatis and this cultural distance
reduces the likelihood of using higher commitmarityemodes (FDISs).

Second, the study also found out that due to tnédd amount of managerial and
financial resources available within the dispodathis Finnish exporting SMEs in
Nigeria, they opted for exporting over FDIs. Thitde study found support that the
Finnish exporting SMEs do not have the relevargrirdtional experience needed to
influence or choose FDIs as an entry mode strafegythe company. Both the
organisation and management lacks West African etaxposure and willingness to
know the Nigerian market. Though, they seem to haternational experience in
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doing business generally, but there experiencesnaterelevant for the Nigerian
market. Furthermore, while these SMEs have gaingainvfour to twenty years of
business experience in the Nigerian market, they waable to move from exporting
to equity investments.

Fourth, the study also found support for the indestwithin which these firms
operate in the Nigerian market. The significancethe industry measure is thus;
within these industries these SMEs operate in thgedn market, the growth
potential is not significantly adequate to attr&ddls. If the industries are not
attractive for FDIs, they may be attractive for etlcontractual entry modes like
subcontracting, licensing, franchising, project ibass etc. Although, contractual
entry modes has the highest risks in terms of t@ogy risk and cost & return
(Osland et al., 2001); the research did not fing significance between their entry
modes choice and their differentiated product affgs. Thus, technology risks may
not be decisive issue in opposition to contractoades. This may need more
extensive research since this study only has regsdinom exporting SMEs.

Fifth, the study also found out that the businessvarks of these SMEs are not
positively oriented towards the West African marketNigerian market. In some

cases, the managers do not know if there busiretseps have business activities in
the Nigerian market or West African region. Thuse {potential of networking in

internationalisation is not positively utilised bye firm in their relationships within

their strategic nets.

Finally, the study found out that the Nigerian n&rks highly volatile and

environmentally uncertain (poor market infrastrueithigh political uncertainty, high
administrative uncertainty, high economic uncettgirnigh legal uncertainty, and
high social uncertainty). Thus, these SMEs, facét w high level of uncertainty in
the environment, they prefer to maintain a flexipgesition, by leaning on some local
partner or to avoid the inconveniences entailetht®rnalisation.

Furthermore, despite the years of business experiehthese SMEs in the Nigerian
market, the Nigerian market is still culturally @ist and highly volatile. According to
Dow & Larimo (2007), given these years of expereenthe cultural distance and
country risks would have been reduced hence thetas more knowledge about the
Nigerian market which would have made them tentidwee greater possibilities to
cushion the effect of the country risk and cultudistance. However, it may be said
that, these firms are still on the part of expdr@rnknowledge from exporting to
contractual entry modes and finally equity modes.
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5.3 Future Research

Some firms still follow the Uppsala experiential ded thus, firms internationalise
with less commitments entry mode and over time whely have gained experiential
knowledge in doing business, they increases thmimnaitments in foreign market.
However, it is still difficult to analyse the amduof years of nonequity mode
operations that would provide adequate leveragdirfimis to consider equity mode
investments. Thus, understanding what kind of egp&al knowledge that can be
acquired in nonequity modes could provide a stapgtone in understanding how
this knowledge can impact future entry mode ch@ecgiity mode choice).

Hence some firms still follow the Uppsala Modeltuite research has to be focused
on what kind of experience and knowledge (expeatkhowledge) can be acquired
in nonequity mode choice and how it impacts thecessful operation of nonequity
mode choice and future entry mode choice decisi(etguity mode choice).
Understanding these would enable firms to positlugir strategic objectives from
inception of their nonequity mode operations ini2eg market so that they can
acquire the required experiential knowledge needesticcessfully operate a resource
commitment entry mode choice in a given market. iffy@ication to this research is
that, it would enable Finnish SMEs to understand o strategically orient their
exporting activities (nonequity modes) in the Nigarmarket such that they would be
able to posses the adequate knowledge and experieeeded for successful
operation of equity mode choice.

Furthermore, some firms’ do not follow the Uppsaladel, putting more emphasis
on networks and network relationships amongst acfmocess and activity in their
business relationships. Network theories providedraderstanding on how firms use
their networks to internationalise and de-inteinadiise. However, for early starters
and for firms in which their network is not oriedtetowards a particular
market/region, how can they develop the necessanyledge and expertise needed
to operate an equity mode choice in that region@sTHuture research should be
directed towards how firms can develop institutidcr@owledge, internationalisation
knowledge and business knowledge needed to suatigseperate FDIs in the
Nigerian market? This is also applicable to bowbgl firms.

Also, managerial perceived distance have receivedent contributions in
Internationalisation literature as a measure otucal distance hence manager’s
perceptions drives their decision making. Drogé@dig Slangen (2006) utilise the
managerial perceived cultural distance measurbeaim study on Hofstede, Schwartz,
or managerial perceptions measure of cultural wéigtaon entry mode choice of
MNEs. They found out that experienced managemeamhgée perceptions of cultural
distance do not differ from those of inexperienoegs. Future research can also be
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focused on “Does reducing the perceived culturatatice of managers about a
foreign market influences their decision for equitgde choice?”

Finally, SMEs in psychically close countries to |I&md, for example Sweden can be
benchmarked to understand the entry modes choig¢hest firms in the Nigerian

market and how they were able to overcome the eingdls when entering into the
Nigerian market.
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Appendix 1- Questionnaires

TAMPERE UNIVERSITY OF TECHNOLOGY
Department of Industrial Management

QUESTIONAIRE

Name: Mr. Oguji Nnamdi

Program of Study: ~ MSc Business & Technology

Subject: Masters Thesis

Title: Finnish Small and Medium Size Companiesligeria: Factors

influencing Lack of Foreign Direct Investment ohRish
Exporting SMEs.

This research is meant to study how Finnish firmeksto enter into the Nigerian
Market and the reasons for lack of Foreign Diregestment (FDI).

Please, assist us provide suitable answers taefitmpns listed below. Also, there is a
list of definitions at the last page.

PATTERN OF ENTRY INTO NIGERIAN MARKET

(1) Time of Entry

l. What is the age of your company?

II. What year did your company start its internatioaativities into
foreign markets?

[ll. What year did your company start internationahatstin the Nigerian
Market?

IV. Were there any mediating factors why you choosenter into the
Nigeria market later than you did?

(2) Product of Entry

I. What kind of product offerings does your companyeiwofin the
international market?
(a) Goods (b) Services (c) Systems (d) Know-how
Il. What are you ability to produce differentiated prots?
(a) Differentiation of our products is our coreastgy (b) Our product
does not necessary have to be differentiated.

(3) Mode of Entry into Nigerian Market
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I. What Mode of entry do you have presently in Nigeria
(a) Exporting (b) Licensing (c) Sub-contracting oject Business
(d) Franchising

II. What market selection rule do your company utilise?
(a) Naive rule (b) Pragmatic rule (c) Strategierul

[ll.  Who are your customers in the Nigerian market?
a. Manufacturers (b) Service industry (d) Consumerkaiar

(4) Perceived Cultural Distance
How large is the cultural differences (e.g. diffezes in norms and values,
habits and customs, behaviours, business practictganisational practices,
language, ways of communication, relationship vpéople) between Finland
and Nigeria responsible why your company has no KFDthe Nigerian
Market?

5- Point Likert Scale ranging from Very Small torydarge

Cultural Distance Very | Small Uncertain | Large | Very large
Measures small

Norms & Values

Habits and Customs

Behaviours

Business Practices

Organisational Practices

Language

Ways of Communication

Relationship with people

(5) General Environmental Challenges

The below table is a list of environmental chaljes of market entry. Which
of these environmental challenges is the reason yadwy company has no
foreign direct investment in the Nigerian Market?

Environmental Challenges | Low | Average | Uncertain | High | Very High
Market I nfrastructure
Intellectual property right
Transportation
infrastructures

Skilled labour

Reliable power supply
Ports and logistics services
ICT technology and access
Social Uncertainty
Disruption of business
Terrorist movements
Unrest and Social Conflicts
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Kidnap of foreign worker
Administrative Uncertainty

Bureaucracy

Corruption & Bribery
Poor government regulations

Economic Uncertainty

Interest rates
Inflation
Exchange rate fluctuation

Import Ban and Trade Tariffs
Legal Uncertainty

General legal requirements
Legal enforcement of
contracts

Palitical Uncertainty

War Revolution

Coup d'etat

Democratic changes in
government

Other political turmoil
Natural Uncertainty
Variations in rainfall
Hurricanes

Earthquakes

Other natural disasters

(6) Industry Factors

How can you describe the industry characteristicyour products in the
Nigerian Market?

Industry CharacteristicsUnknown Small | Average| Large | Very Large

Market size
Competitiveness

Demand Conditions

Growth Potential

(7) Firm Size
The reason why your company does not have FDIligei\ is as a result of
your firm size?
(a) False (b) Partly false (c) Uncertain (d) AgfegeStrongly Agree

(8) International Experience

I. Have your company been doing business in GhanaaSone?
(@) No (b) Yes
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(9)

If Yes, What entry mode operations does your compaave there?

Management and Organisational Characteristics

Level of West African Exposure

Where you born in any part of West Africa?

(@) No (b) Yes

Have you ever studied at any educational Level astMfrica

(@) No (b) Yes

Have you ever spent time (holiday, leisure or YisitWest Africa

(@) No (b) Yes, IfYeshowoften.........oooiiiiiiiiiiiiiii e

Have you ever been on a business trip in West &®ric
(@) No (b) Yes, If YES hOW Ofte€N?... .o

Willingness to know West African Market

V.
V1.

VII.

(10)

(11)

Have you ever been willing to develop productsvitest African Market?
(@) No (b) Yes

Have you ever funded or willing to fund any Westiédin activities?

(@) No (b) Yes

Have you ever research or willing to research trestfrican Market
(@) No (b) Yes

Local Business Networks
Is there a member of your business networks aneesr in Finland (SMEs,
MNESs, Research partners, private business considgnthat have business
activities in the Nigerian Market or West Africaralkets generally?

(@) No (b) Yes

If yes, what mode of operations do they haveether

The Role of Government
Is there any support provided by Finnish Governnesupport or assist your

internationalisation into new markets especially figerian Markets?
(@) NO (D) Yes, If YES, HOW. ..o it e e e e e
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(12)

PESTL Analysis

Analyse the Political, Economic, Social, Technotadyi and Legal situation of
Nigeria within 1980-2000 and from 2000-2010. If ywompany had entered
the Chinese market within 1980-2000, also proviue Rolitical, Economic,

Social, Technological, and Legal situation of Chivithin that same period

5-Point Likert Scale: Very small to Very Large

VS=Very Small,

S=Small,

U=Uncertain,

L=Lary8,=Very Large

Nigeria 1980-2000

China 1980-2000

Nigeria 2000-Z01

Political Condition

VS|S |U|L |VL

VS

S |UJL VL

VS

S|UJ|JL|VL

* Labour law

* Environmental law

* Absence of trade
restrictions

e Tariffs

» Political stability

* Tax policies

Economic Condition

* Econ. Growth rate

* Interest rates

* Exchange rates

+ [nflation rate

Social Condition

* Pop. growth rate

* Age distribution

Technological

+ Level of R&D

¢ Industrialisation

« Automation level

* Tech-
Infrastructures

Legal Conditions

e Health & safety
law

+ Discrimination law

« Consumer law

* Antitrust law

*  Employment law
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DEFINITION OF TERMS

Goods:Goods include components, materials, equipmentjaachines.

Services Services are intangible offerings often simultarsdy produced and consumed, and
do not include transfer of ownership.

Know-how: Know-how includes products that can be seen agarknow-how that is often
protected with a trademark or patent and is usliaiynsable.

Systems Systems can be seen as a combination of phygoeals, services and/or know-
how, which represent a total solution to customeegds

Localized product strategy: This refers to situation where the company decidedevelop
products for only one country or a limited area.

Modified product strategy: This refers to situation where the company may lkbgve
common product platform that is used across thbegglbut allows for product adaptations
based on regional or country specific requirements.

Standardized product strategy: This refers to situation where the company puraue
strategy to develop a fully standardized produnbss:the globe.

FDI: This means Foreign Direct Investments such ast Jéamtures, Acquisitions and
Greenfield Investment

Exporting: Your companyproducts are manufactured or otherwise producedidrithe
Nigerian Market and then sold in the Nigerian markéher through agents or sales
subsidiary or indirect exporting techniques

Sub-contracting: Subcontracting is a form of entry mode in whichiyoompany receives a
contract to be in charge of a company’s productmanufacturing process in the Nigerian
market.

Project Business:A business operation within a specific time franeéweeen your company
and another company or establishment in the Nigaviarket

Franchising: Franchising is a form of entry mode in which thenpany (franchisor) licenses
a business system including its property rightshe licensee (Franchisee) operating in
Nigerian Market

Licensing: licensing involves a process in which a companydiers the right to use
technology and human skills to a business entiigefisee) located in the Nigerian market.

Naive rule: Naive rule implies that SME’'s use the same entrydesofor all markets
irrespective of the potential opportunities inhérenthe market. so the chosen alternative
might not be the most suitable.

Pragmatic rule: Pragmatic rule entails that your company use orney anode for each
market and no investigation of the most suitablieyemode is made. Within this rule, your
company do not investigate all entry mode altevesti

Strategic rule: The strategy rule implies that SME’s compares araduates all entry modes

alternatively before making a strategic decisionwdrich entry mode to use when entering
each foreign market.
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Appendix 2- Binary logistics Regression

Table 8. Binary Logistic Regression for Depedentidfdes and Independent

Varibales
Variables not in the Equatiu::‘ﬁI
Score df Sig.
Step0 Variables  Norms 2,740 1 ,098
Habits ,900 1 ,343
Behaviours 732 1 ,392
BusinessPractices 3.600 1 .058
OrganisationalPracticies 4,629 1 ,031
Langauge .600 1 439
Communication 6,000 1 014
Relationship 3,840 1 ,050
GrowthPotential 2,945 1 ,086
MarketSize 3,541 1 ,060
Competitiveness 1,200 1 273
DemandConditions 3,541 1 ,060
FirmSize 3.459 1 .063
InternationalExperience 4,867 1 027
Government .600 1 439
IPR 4,800 1 ,028
TP 4,800 1 ,028
Sl 2,880 1 ,090
RPS 4,737 1 ,030
PLS 5,345 1 ,021
ICT 4,800 1 ,028
DB 3.541 1 .060
™ 3,826 1 .050
usc 3,459 1 ,063
KFW 3,333 1 ,068
Bureaucracy 4,800 1 ,028
Corruption 3,541 1 ,060
GR 5,007 1 ,025
Interestrates 3,600 1 ,058
Inflation 2,945 1 .086
ERF 3.459 1 .063
IBTF 6,000 1 .014
GLR 4,629 1 ,031
LEC 4,800 1 ,028
War 3,541 1 ,060
Coup 4,629 1 ,031
DCG 1,765 1 184
Politicalturmoil 2,028 1 154
BusinessNetwork 3,913 1 .048
ProductNature .240 1 .624

a. Residual Chi-Squares are not computed because of redundancies.

Omnibus Tests of Model Coefficients
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Chi-square df Sig.

Stepl  Step 5,407 1 ,020
Block 5,407 1 ,020
Model 5,407 1 ,020

Model Summary

Cox & SnellR Nagelkerke R
Step -2 Log likelihood Square Square

1 ,000% ,594 1,000

a. Estimation terminated at iteration number 18 because a

perfect fit is detected. This solution is not unique.
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