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about the meaas or the mode of cntry. Past m h  p r h d y  grotmdcd in 

manufactming firms identifies a variety of modes of e t r y  incluciing liaasing 

arrangements, wholly owned ventures, acquisitions, and joint ventures. This 

dissertation provides an undemtanding of overseas entxy mode decisions of 

professional s a v i c e  fimis, focusSng spccincaiiy on engincering consulting finns. It 

examines enw mode choices of North Amcrican engineering coasulting firms 

entering a variety of cornries. 

The dissertaiion contnïutes to our derSt812ding of cntry mode choices of 

engineering consurtting in two simiificant ways. Fust, it arrives at a new 

theoretical conceptualization of the mtry mode constnict as a multidirnensiod 

process. This was driven by the projcct based nature of engineering consuiting and 

consequently, its projezt by project en6  into an overseas market. The entry mode 

decision in the context of engineering codting is more than just a choice of 

governance form. It involves decisions about following a project versus a market, 

following a client into the host countxy, setting up a physical prcsc~lce in the host 

country, establishing a continuhg legal form in the host country, and the degree of 

presence in the host country. Second, it identifies professional service finn 

characteristics, knowledge held in individuals, teams and the organization, relationship 

building with clients and business partners, and firm size as kcy prcdictors of diffkent 

aspects of the entry mode proass. The study highlights the professional service 

character of these fïrms and the project based nature of activity as central to th& mtry 



mode decisions. The diaratitan rrifnmis m m  -dy tht pmfcssioaai 

service fimis are indeed diffkcnt h m  manu£acniring m. Both in tams of the 

nature of their proâuct and the core assets these firms art built on a diff-t 

foundation and lcverage diffetcnt compttaicies. 
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CEAPTER 1 

INTRODUCTION 

Services have always been a challenge to describe because they lack the 

physical r d i  ty of a traditional mass-market product. There are interesting 

descriptions and definitions of services both in the academic and non-academic 

Iiterature such as, ". . .services are what remains when agriculture, mining, and 

manufacturing are excludeci (Enderwick, 1989: pg. 5); ". . .a service is something that 

can be bought and sold but which you cannot drop on your h t . .  ." (Edvardsson & 

Gurnmesson, 1988: pg. 8); ". . .a service is experienced; it cannot be stored on a shelf, 

touched, tasted, or tried on for size.. .." (Shostack, 1977: pg. 73); Or ". . . a service is 

invariably and undeviatingly personal, as something performed by individuals for 

other individuals (Levitt, 1972: pg. 43). 

The senices sector comprises industries as diverse as real estate services, 

equipment leasing, hotels & restaurants, towism, telecommunications, professional 

business servi ces such as accounting, legal services, engineering consulting, and 

management consulting. The services sector has assumed increasing dominance in the 

world economy and has in fact, grown to become the largest sector in the economy 

(UNCTAD, 1996). Over the past three decades, an overall increase in ernployment in 

a number of major industrialized countries was accompanied by s h i h  in employment 

shares away fiom agriculture and manufacturïng into senices (Akyeampong & 

Winters, 1993). While the services share in ernployment and GNP has grown in 

almost a11 countries in the last two decades, data compiled for the top ten industrialized 

countries, which include Canada and the U.S., suggests that the employment in the 



services sector doubled between 1960 and 1990. In 1990, services accounted for the 

highest proportion of ernployment, nearly 72% of total employment, in both the U.S. 

and Canada (Alyeampong & Winters, 1993). 

Even more significant is the remarkable increase in the globalization of 

services. International production, as reflected by the entire stock of foreign direct 

investment (FDI), has been gïowing at a rapid Pace since the early 1980s, a growth 

that onIy bnefly slackened during the FDI recession of the early 1990s. The total 

global FDI stock, almost quadrupied, from $679 billion in 1985 to $3.7 trillion in 1995 

(UNCTAD, 1997). The worldwide FDI flows grew f?om $61 billion in the period 

1982-86 to $1 74 billion in 1987-9 1. The FDI outflows increased between 1985 and 

1995 by 20 percent, twice the growth rate of exports or output. The rapid increase in 

FDI Aows was also accompanied by a noticeable sectoral shifi fiom being highly 

concentrated in raw materials, other primary products, and resource based 

manufacturing in the 1970s, to mainly services and technology-intensive 

manufacturing in the 1980s. While services represented about a quarter of the world 

stock of FDI at the beginning of the 1970s, they now account for half of the world's 

FDI stock and 60-65% of FDI flows (UNCTAD, 1996). For developed econornies as 

a whole, the share of the services sector in the total inward FDI stock increased fiom 

3 1.4% in 1 975 to 48 -4% in 1 990; for developing economies this share increased fkom 

23.5% to 29.5% in the same time period (UNCTAD, 1992). Actudly, the European 

Community became the single most important destination of services FDI in the 

1980s. It appears that the sudden dynamism in FDI over the past couple of decades 

has been closely associated with the dramatic expansion of services FDI. 



Clearly, in the 1990s the senices sector is being explorai more in an 

international context rather than a national setîing. This is also evidenced by the 

attention the services sector has been attracting fiom policy makers at global trade 

forums such as the Uruguay Round of Muitilateral Trade Negotiations. There are a 

variety of explanations proposed for the growing expansion of senices across borders. 

First, counû-ies are recognizing that international competitiveness is 

increasingly associated with access to modern producer senrices, and the expectation 

that FDI in services will play a major role in shaping investment flows. Both 

developed and developing countries have begun to anticipate a fkeer regirne for 

services by opening up their services markets to foreign investors. Second, the 

expansion in services can also be explainecl by the profound qualitative changes, 

which many services have undergone in the past decade. There has been a steady 

increase in the role of intermediate or producer services (e-g., accountancy, insurance, 

information processing services, engineering design, legal services, banking etc.) in 

the value added to a good and the significance that producers of goods now attach to 

thern (Dunning, 1989). In particular, the technological, information, and knowledge 

component of most services has vastly increased. For example, new uses have 

ernerged for accounting as a tool for management and control of information and 

knowledge. Third, much of the momentum to the globalization of services, especially 

professional services such as accounting, appears to have been demand driven or client 

driven (Erramilli and Rao, 1990; Aharoni, 1993b). Fourth, another significant 

development that has given a boost to the services sector both dornestically and 

globally is the increasing tendency of firms in the non-service sector to extemalize 



some of theu less productive service activi ties (Dunning, 1 989; Lowendabl, I 997). 

This has been particulariy critical to the expansion of professional services such as 

accounting, auditing, and legal services. 

Professionai business services (PBSs) are an important subsector of the 

services sector. Professionai services cover a range of activities involving individual 

providers with specialized knowledge, skills and responsibilities (UNCTC, 1990). In 

the past few years there has been a significant increase in the level of international 

trade and investment in professional services provided by professional s d c e  finns 

such as accounting firms, law fkms, engineering C U n s d ~ g  lkms, and management 

consulting firms. UNCTC (1 988) data suggests levels of trade of the order of 10 

percent of domestic turnover. ïhere are competing explanations for the increasing rate 

of international expansion of professional senice fims (PSFs). It may be a response 

to falling tari fi barriers and easing of other govemment or pro fessionall y imposed 

restrictions (UNCTC 1988). Baden-Fuller (1 993) suggests that the changing 

legislation regarding partnerships and incorporation of PSFs has been a necessary 

precwsor to international growth. Professional practices that could only be unlirnited 

partnerships can now assume a limited partnership structure or even a corporate 

structure. This deregdation has facilitateci setting up larger practices and expansion 

internationally. The globalization of PSFs was triggered by domestic clients first 

going multinational and insisting that their professional service providers follow thern 

( e g ,  Aharoni, 1993). Foltowing the client definitely stimulated globalization of 

accounting services and is quite typical of some sectors in engineering consul ting, 

especially the oil and gas sector. 



Over the past few years there has been a noticeable surge in research interest in 

the globaiization of professional service fhns. Aharoni (1993), a collection of 

contributions Fom academics and rnembers of the GATï and UNCTAD, was the f k t  

concerted atternpt at enumerating various aspects of global operations of PSFs. The 

emphasis was maidy on assessing the opporhinities for growth intemationally, the 

problerns of managing international expansion, and environmentai and regulatory 

issues (e-g., Ascher 1 993; Fladrnoe-Lindquist, 1993; Hirsch, 1993). One specific 

dimension of globalization that has been quite central in the international business 

research is the choice of overseas entry mode decisions. In the early 1970s, the 

decisions to exporthade or to engage in FDI, were explicitly recognized by 

researchers as al temative options or routes available to a firm to transfer resourçes 

such as technology, management, organizational and marketing skills fiom the home 

country to the host country. Exports involve independent transactions between 

unassociated buyers and sellers, and are concluded at market or 'amis-length' prices. 

FDI involves the transfer of resources fiom one part of an enterprise to another, that is, 

under the control of a single organization. 

In the 1980s' the exports versus FDI decision was fiirther expanded to include 

different forms or modes of FDI: such as greenfield investrnents or wholly owned 

subsidiaries, acquisitions, and different types of joint ventures (e.g., Hirsch, 1976; 

Caves, 1982; Anderson & Gatignon, 1986). This is more formally referred to in the 

literature as the choice of mode of entry decision made when a firm enters 

international markets. 0 t h  fonns of investment often refmed to as 'new forms of 

investment' (e.g., Oman, 1984; Hennart, 1989) also came to be recognized as 



important modes of transferruig resources from the home country to the host country. 

These include various types of contracts such as licensing, franchising, management 

contracts, turnkey contracts, production-sharing contracts, international subwntracting 

as well as joint ventures in which foreign equity ownership does not exceed 50 

percent. The new foms of investment lie in a gray area between arm-length exports 

and wholly or majority-owned foreign subsidiaries. 

An overview of the iiteratwe suggests that despite extensive theoretical and 

empirical research in entry mode decisions, there is a clear bias towards the 

manufacturing sector to the neglect of the senice sector in general, and professional 

business services in particular. There are only a handful of studies addressing this 

issue in the services sector (Erramilli & Rao, 1990; Erramilli, 1992; Erramilli & Rao, 

1993). None of these focus exclusively on professional service h s .  The Group of 

Negotiations of Services (GNS) which is entrusteci with the task of drafhg a services 

frarnework is actively discussing issues around different modes of delivering 

professional services. Such a framework has been under negotiation in the Uruguay 

Round of Multilateral Trade Negotiations since 1986. There are some descriptive 

discussions on the choices different PSFs make in the way they go i~temational. 

Some firms service overseas clients fiom the home base, some use roving tearns to do 

overseas business, others form alliances or joint ventures with overseas h s ,  and 

some may establish sornething overseas or even acquire firms (Baden-Fuller, 1993). 

Further, different professional services may adopt different approaches and in fact, 

there may be variation even within the profession. For example, Arthur Andersen has 



a diflerent approach to its international practice than the other major accounting h s  

(Aharoni, 1993). 

In the light of the increasing international expansion of professional service 

firrns, the choice of mode of entry decision merits more research attention. It is 

important that the scarcity of research in this area and other aspects of globalization be 

perceived not just in terms of fewer studies but against the back drop of the rapidly 

growing power of these firms in the world economy. The power of PSFs can be 

illustrated in a nurnber of ways. A good exarnple is that of the big six accounting fïms 

which eam a world-wide income of over % 30 billion, which has been growing in 

recent years by 25 percent a year (Strange, 1997). Another example is of the top 200 

international consulting engineering fïrms that in the mid 1990s performed projects 

outside their own countries worth approximately C$13.5 billion a year. The rate at 

which these finns are gaining influence can be illustrated by the growth of Anderson 

Consulting that did not exist until ten years ago. Today, it employs over 50,000 

people, operates in six continents. competes with the likes of AT& T and IBM, and 

generates revenues of over $6 billion, and is growing at better than 25% annually 

(Fortune, Nov. 10, 1997). In the engineering consulting industry, SNC Lavalin Inc. 

and AGRA Inc. are good exemplars that have demonstrateci exponential growth over 

the past ten years and are now positioned to manage both domestic and international 

projects that were way beyond their capacity five to ten years ago. The rising 

influence of professional service industries is also manifested in the increasing degree 

of concentration of power through mergers and amalgamations, especially in the 

accounting and engineering consulting industries in the past decade. 



The domination is also becoming apparent f?om the extent of diversification by 

area of service activity. Accounting fims are no more only about accounting but have 

corne to be characteriteci as business advisory fhns. They have been moving into 

consulting in a big way in response to the growing demand Grom corporate m a n a g a  

for advice on management strategy , corporate finance, legal services, and information 

technology. Of the seven largest consulting firms in the world today, six are actually 

part of accounting h n s  (Fortune, Nov. 10, 1997). The world's largest corporations in 

different parts of the world are becoming increasingly dependent for advice fiom these 

firms. 

Similarly, engineering consulting firms are striving towards becoming large, 

integrated engineering outfits so they can offer a full range of project delivery services 

to a client. This is ofien referred to as the full service solution ranging fiom project 

financing to the final commissioning of a project. Engineering consulting f ims  are 

also starting to get into management consulting and financial consulting services so 

they can operate in a total project advisory capacity. In a recent report produced by 

Industry Canada on the prospects of the Canadian engineering consulting industry, 

there is a strong emphasis on the global sales opportunities that the Canadian 

consulting engineers c m  create for Canadian suppliers, manufacturers and 

construction firms. Such linkages through out the economy have a multiplier effect on 

Canadian employment and income (Industry Canada, 1997). This is further evidence 

of how influential these fimis are becoming domestically and intemationally. 

Globally, these f ims  are playing a critical role, especially in developing countries 

assisting them in their i n ~ t n i c t u r e  development and minimizing environmental 



hazards, an issue that has becorne a global necessity. Clearly, professional service 

firms are diversifying and growing dong multiple axes - by discipline, by market, and 

by geography - 

In the light of this burgeoning power of professional service f ims  worldwide, 

the scarcity of research becornes more blatant calling for attention. Research in various 

aspects of managing and organizing these firms, especially globaily, will add to our 

theoretical understanding of different aspects as well as be illuminating for those 

managing the firms. The choice of mode of overseas entry decisions of professional 

service firms is one area that certaidy w m t s  research attention. It is an important 

strategic decision that entails a cornmitment of substantial resources, and is difficult to 

change without considerable loss of time and money (Root, 1987). The importance of 

the choice of mode of entry into overseas markets is also reflected in its being one of 

the most widely researched areas in international business since the 1980s. It has been 

prioritized as one of the most significant decisions that a finn needs to make as  it 

embarks upon a global strategy to penetrate a foreign market (Agarwal & Ramaswami, 

1992). In fact, after a firrn decides to exploit its wmpetitive advantages abroad, the 

most critical decision to follow is the choice of a route or mode for doing so. Given 

that professional service f ims are rapidly globaiizing and there is little knowledge chat 

exists about their entry mode decisions it made sense to investigate this dimension of 

globalization of PSFs. In the manufacturing sector, there is ample evidence that the 

choice of mode of entry decision is complex and challenging for managers in that it 

involves multiple factors pulling the decision in di fferent directions. This certain1 y 

raises one's curiosity about how professional service f ims make these choices, 



especially given that the notion of a "product" and of what these h n s  actually sel1 is 

not as cut and dned as it is for manufacturing firms. 

The objective of this study is to understand the choice of mode of international 

enûy decisions of professional service firms. The research focuses specificalIy on 

engineering consulting firms, a type of professional service m. The purpose is to 

understand the choices these f ims make with respect to their modes of entry when 

they enter oversees markets and to identifi the issues that affect these choices. 

This research is motivated by two issues. First, professional service firms are 

under-researched especially in different aspects of globalization even though they are 

assurning an increasingly dominant role in the world economy as service providers and 

employers. Entry mode decisions, a key dimension of internationalization, need 

particular attention. Second, professional service h s  have unique characteristics 

that dzfferentiate them fiom manufacturing firms. Hence, we know that there has been 

littie research in PSFs and alrnost none in overseas mode of entry decisions and that 

professional senice firms are different. One can assume that these unique 

c haracteristics result in speci fic issues or problems for professional services that 

manufacturing firms can avoid. Therefore, one could expect that professional service 

fims might require a different theoretical bais  that fully incorporates their special 

features to understand their entry mode decisions. 

In the following sections, 1 discuss the status of research in professional service 

firms and describe in detail the firms and highlight what makes them different. This 

sets the stage for a discussion on why it seemed interesting and important to 



understand the intemationai entry mode decisions of these firms. 1 then explain wfiat 

mo tivated the choice of engineering consulting 6nns for this research. 

Why Professional Service Firms? 

Professional service firrns did not attract much research attention until the late 

1980s and early 90s. They were certauily not adequately addressed in the 

management, sociology, and organizational literature (Greenwood, Hinings, & Brown, 

1990). There is evidence of research on services in general mainly in the marketing 

literature (e.g., Gummesson, 1978; Lovelock, 1984; Gronroos, 1985) but there is little 

exclusively on PSFs. Research in the 1980s and early 90s focused primarily on 

interna1 organization and management aspects of PSFs such as issues of govemance, 

processes of change, strategic alliances and mergers (e.g., Greenwood, Hinings, and 

Brown, 1990; Hinings, Brown, and Greenwood, 199 1 ; Morris, 1992; Greenwood, 

Cooper, Hinings, and Brown, 1993; Greenwood, Hinings, Brown, 1994; Lee and 

Pennings, 1995). It is important to note that most of this research is centered in 

accounting firrns and law firms. As far as giobalization is concemed, there have been 

a few studies addressing the process of internationalization and issues conceniing 

managing international expansion (e-g., Weinstein 1974, 1977; Terpstra & Yu, 1988; 

Li & Guisinger, 1992; Aharoni, 1993; Cooper, Brown, Greenwood, and Hinings, 

1 994; Dunning & Kundu, 1995; Rose & Hinings, forthcoming, 1999). But studies 

examining o v a e a s  entry mode decisions of senices are few and far between (e.g., 

Erramilli & Rao, 1990; Erramilli, 1992; Erramilli & Rao, 1993) and none of these 

examine PSFs alone. 



One thing that consistently filters through the research on PSFs to date is that 

these firms are different fiom manufacturing fixms and, therefore, merit special 

research attention. Further, it is also apparent that knowledge intensive firms, which 

include PSFs, are inaeasingly perceived as key to the future comparative advantage of 

developed economies (Lowendahl, 1992). 

What makes PSFs different? 

A professional service firm can be characterized as an amalgamation of a 

pro fessional entity, a service provider, and a howledge creator. Lowendahl ( 1 997) 

very comprehensively defines a professional entity or firm as one ka t  employs more 

than 50% professionals who are in charge of key decisions and activities, that gives 

high prionty to professionai goals, including altruistic problem solving for the client, 

and its code of çonduct incorporates the norms and values of the profession. A 

professional h is usually also a senice provider. Gronroos (1 985: pg. 19) defines a 

service as "an object of transaction offered by fixms and institutions that generally 

offer senices or that consider thanselves service organizations." Riddle (1 986) 

provides a more explici t de finition distinguishing services fiom manufacturing and 

extractive industries: Services are economic activities that provide time, place, and 

form utility while bnnging about a change in or for the recipient of the service. 

Services are produced by (1) the producer acting for the recipient; (2) the recipient 

providing part of the labour, and/or; (3) the recipient and the producer creating the 

senrice in interaction. 

When a service is delivered by a professionai firm acçording to the 

professional norms or rules of çonduct it fits the category of aprofessional service. 



Services can be classified as equipment based or primarily people based and 

professional senices fit the latter category employing rnostly highly skilled people 

(Aharoni, 1993). A profasional service* is an organization which provides 

services to clients through an organizational form where the rnajority of staff are 

professionals accredited by an extemal professional body, and where the organization 

is an autonomous unit, governed by professionals (Hinings, Brown, and Greenwood, 

199 1). Professional service firms include a variety of industries including accounting, 

law, engineering consulting, architecture, and management consulting (Maister, 1993; 

Greenwood and Lachman, 1996). 

Professional service firms are knowledge creators in that they are mainly 

devoted to the creation, application, and accumulation of knowledge. They trade 

mainly on the knowledge of its human capital, that is its employees and producer- 

owners, to develop and deliver solutions to client problems (Morris, 1998). They 

apply somewhat abstract knowledge to particular cases (Abbot, 1988). The term 

professional service firm has ofien been used interchangeably with a knowledge- 

intensive firm or a knowledge-based organization (Starbuck, 1992; Alvesson, 1995). 

Knowledge intensive fims in general have been characterized in terms of three key 

characteristics (e.g., Gurnmesson, 1978). One, they focus on problem solving and 

non-standardized production. Two, they rely heavily on individuds rather than on 

capital which makes the finns considerably vulnerable if people leave the 

organization. Three, educational levels and the degree of professionalization among 

employees are high. 



The notion that professional service f ïms are différent fiom manufacturing is 

expressed in a variety of forms by different authors in past studies, in particdar, PSFs 

are unique or are different and other authors do so in more subtle ways (e-g., Maister, 

1 993 ; Lowendahl, 1 997; Hinings, Brown, and Greenwood, 1 99 1 ; Aharoni, 1 993; 

Campbell and Verbeke, 1 994). Key di fferentiating characteristics that have been 

brought up in past research as having implications for a professional service firm's 

interna1 management processes and its globaiization processes are the intangibïiity of 

service, need for custornization to clients needs, inseparability, heterogeneity of 

service, and human capital as the dominant asset. Services in general bear these 

characteristics but PSFs appear on a higher end of the continuum in terms of the 

degree of customization, the degree of provider-client interaction, and the degree of 

labor intensity (Schmenner, 1986). 

Campbell & Verbeke (1  994: pg. 96) very succinctly describe intangibility of 

services,. . ." since services are performances rather than objets, they cannot be seen 

or touched in the same manner as goods.. .". This creates uncertainty in the minds of 

the clients about the quality of the final outcorne. Lowendahi (1997) describes two 

challenges posed by the intangibility of the service: one, service quality is difficult to 

guarantee as it is impossible to "test-drive'' a service; and two, operations management 

becomes complicated too because services cannot be stored. The problem of 

uncertainty arising fiom intangibility is fûrther compounded by two other factors. 

First, the service is highly customized and thus, needs to be adapted to meet the 

idiosyncratic needs of clients. Second, the information asyrnmetry that often exists 

between the consultant and the client makes it even more difficult to deal with the 



intangibility dimension of a service. Each of these is discussed in more detail in the 

foIlowing paragraphs. 

A high degree of customization suggests that there is a greater element of 

innovativeness involved making quality evaluation even more difficult. The more 

unique a service is to specific circumstances the more difficult it is to achieve 

standardization of operations (Aharoni, 1 993). This is certain1 y an additional 

challenge for services unlike manufacturing, where the final product is largely 

standardized. Now the degree of standardization or customization and the scope for 

innovativeness does differ across different types of professional services. Maister 

( 1 986) notes that PSFs can sel1 three things and any firm may specialize in one of 

these three E's: their expertise, experience, or their execution capability. On one end 

of the continuum are services that are highly customized based on creativity and 

imovativeness and more non routine problem solving and on the other end are 

services that are more routine involving standard procedures. For exarnple, auditing is 

relatively more standardized than engineering and architectural designs for buildings. 

Regarding the asymmetry in information between the consultant and the client, 

while clients perceive the s e ~ c e  providers as having the expertise and the superior 

knowledge, at the same time this gap in knowledge creates uncertainty in the rninds of 

the clients. Lowendahl(1997) explains that PSFs are typically hired because they 

have some expertise that the client does not possess but the more speciaiized this 

expertise the more difficult it is for the client fim to evaluate the quality of the final 

outcome. This certainly poses a challenge for the management of PSFs and 



exacerbates the uncertainties expaienced by the client. The h s  need to focus on 

ways of building trust and providing assurances of quaiity to the client. 

A key differentiating characteristic of PSFs is human capital as the dominant 

asset in these finns (Aharoni, 1 993; Lowendahl, 1 997). Maister ( 1 982) describes a 

PSF as the ultimate embodiment of that familiar phrase "our assets are our people". 

PSFs actually sel1 to their clients the experience and services of particular individuais 

and in fact, clients often demand narnes of the people who wodd be involved in 

delivering the service (Lowendahl, 1997). Managing people as the main asset presents 

different chaIlenges and issues rangïng fiom hiring, training, and more importantly, 

retaining them. PSFs build their competencies on people but the risk is that people can 

walk out of the door. The risk exposure for PSFs going overseas is different fiom 

manufacturing firms, which involve substantial investrnent in capital and fixed assets 

whose movement across boundarïes is prohibitively expensive and difficult. 

The characteristic of uniqueness of services coupled with the added variability 

that naturally arises because of the services being people based lends a characteristic of 

heterogeneity to these services (Aharoni, 1993; Campbell & Verbeke 1994). 

Heterogeneity ernphasizes the need for consistency both in quality of the final 

outcorne as well as in the process of service delivery. 

Another important dimension of services is that it is not just the final outcome 

but the process of delivery of service or the interaction that is absolutely critical, 

especiall y in services such as engineering consul ting, which involves multiple stages 

before the final product is ready. Maister (1 993) suggests that in addition to the 

challenges faced by the customization feature of PSFs, another special managerial 



challenge is the strong need for face to face interaction with the client. The need for 

face to face interaction becomes particularly aitical to build client confidence and 

allay the quality uncertainties that stem fiom the intangible nature of services. Further, 

since services are often idiosyncratic to a client's needs continuous communication 

and interaction are vital. This is probably why when services are described by 

cus toma,  the value of experience, trust, feeling and security is emphasized 

(Gronroos, 1990) and face to face interaction is a way of facilitahg it. Part of what 

clients purchase is the process of interaction (Fladmoe-Lindquist, 1993). Also, in the 

more process orienteci businesses such as engineering consulting, management 

consulting, etc., it is difficult to negotiate al1 parts of a contract ex ante and difficult to 

anticipate al1 contingencies in advance, thus requiring ongoing communication and 

negotiations. More recently, the trend has been for clients to participate even more 

actively in the process of developing and implementing solutions to their problems. 

Inseparability makes it necessary for the production and consumption of 

service to occur simultaneously. This has aiso been refmed to as the S (simultaniety) 

factor (Hirsch, 1993). This simultaneity of production and conswnption of service 

obviously requires a high level of consultant-client interaction. However, the degree 

of inseparability is not generalizable across di f f m t  services. For example, 

inseparability is clearly evident in medical services and legal seMces but required to a 

relative1 y smaller extent in audi ting and engineering consulting. This becurnes even 

more complex where there are certain tangible elernents such as drawings and reports, 

which decouple production and consumption, but at the sarne time the processes 



leading to that final tangible outcome often involve the client and the provider being 

present in the same place at different stages. 

Knowledge is central to professional service firms. Feketekuty (1986) defines 

professional services as the application of knowledge and skills by experts to meet 

their clients' needs. The products of PSFs are more complex relative to manufacturuig 

and even some of the mass service -S. They need to be bundled in different ways to 

customize to a client's unique problem which requires the application of abstract 

knowledge held by individuais and collectively in the organization (Morris, 1998; 

Jones, Hesterley, Fladrnoe-Lindquist and Borgatti, 1998). The heterogeneity, the 

dynamics in the process of service de l i vq ,  and the difficulty in measuring what 

might be a good process, and the greater role of innovativeness which makes it more 

di fficult to assess and measure quality or establish clear benchmarks, points to one 

thing being vital to the survival and growth of PSFs - reputation. Both the reputation 

of the fim and the professional reputation of the professionals in the finn are critical 

to the clients. A core strategic resource of PSFs is their reputation based on their 

ability to attract high quality and loyalty from their skilled professionals. Given ail the 

uncertainties and gray areas in the professional senices business, personal trust 

becomes an important factor. This is where both the reputation of the firm and its 

staff, and the personal relationship with a specific professional are critical for the client 

(Lowendahl, 1997). Creating and sustaining a reputable image of the firm as a whole 

and at a personal level with individual clients constitutes the firm specific image of 

PSFs (Aharoni, 1993; Dunning, 1993). 



Professional senices are much more personalized and building relationships 

both with clients and the business network play a pivotal role in creating more work 

opportunities. Thus, PSFs are not just about technical know-how or expertise but also 

know-who and the ability to inculcate good relationships for the long-term. The 

degree of personal element involved in professional services is another factor that 

differentiates PSFs fkom manufacturing firms. According to Jones et al. (1 998: pg. 6), 

client relationships are "the bonds and speciaiized knowledge that develop £iom the 

intense, reciprocal, and repeated interactions between clients and the providers during 

the creation and delivery of a professional service". A fiuther challenge is the need to 

invest continuous time and energy to sustain these relationships. A firm's reptation 

stems not just fiom it reservoir of expertise and accumulation of experïence but also 

f?om relationships. This could be sunnised fkom the existing senices literature and 

the little research that exists in the area of globaiization of services. 

The differences between the inherent characteristics of professional service 

firms and manufacturing firms might have some interesting implications for the choice 

of mode or the means of entering an overseas market. The characteristics clearly point 

towards issues of quality maintenance, reptation, creative problem solving and 

sharing of knowledge, developing "people", the key asset on which these fums build 

their cornpetitive advantage, interaction with the client and focus on the process rather 

than the outcorne, relationship building, and reducing uncertainty in the rninds of the 

clients. One would expect these issues to have some implications for the means or the 

mode by which PSFs enter overseas markets and that are not seen in a manufactwing 

set up. The nature of the dominant asset is different for professional services relative 



to manufacturing, the whole notion of what constitutes a product is different relative to 

manufacturing, the degree of customization is different, the level of uncertainty 

involved is different, the personalized component is different, the nature and extent of 

face to face interaction required is different and the focus on problem solving is central 

to professional service firms. B a d  on these differences, one could debate on whether 

the existing theoretical knowledge in the area of market entry and choice of modes will 

be directly applicable to professional service b s .  The few existing studies on 

different aspects of the globalization of PSFs provide some cues on how the features 

of PSFs might have interesting implications for internationalization decisions and 

processes. This fûrther strengthens the motivation that overseas entry mode decisions 

of PSFs are worth exploring. Some examples of how PSF characteristics affect 

diffwent aspects of their intemational activity are provided in the next section. These 

examples are a positive indication that PSF characteristics rnatter and played an 

important role in strengthening my motivation and belief that overseas entry mode 

decisions of these firms are worth exploring. 

Why are PSFs interesting in the context of overseas entry mode decisions? 

Several past studies on the global aspects of services and PSFs, in particular, 

suggest that differentiating characteristics of PSFs have implications for the 

globalization of these firms and existing theoretical knowledge based primarily in 

rnanufacturing firms may not be directly applicable. Aharoni (1 993: pg. 13 1 ) 

cornrnents, ". . .these characteristics mean that professional business services face many 

obstacIes to global operations that severely hinder, if not prohibit creation of an 

integrated world market for these services.. ..". The main thrust of past research in 



globalization of PSFs is on the internationalization processes of these b s ,  theh 

interna1 management processes, and govemance stmctures. But îhere are issues raised 

in this literature that provide some cue to how the differences rnight impact other 

aspects of internationalization such as entry mode decisions of these firms. 

For example, Aharoni (1 999, forthcoming) points out that international trade in 

services requires international movement of factors of production. Since services are 

intangible and thus non-storable, they m o t  be transporteci and have often to be 

produced in the place in which they are consumed. UNCTAD ( 1 996) also suggests 

that a dominant characteristic of the services sector is that trade as an option to delivw 

services abroad exists to a very iimited extent as services are often non-storable and 

need to be produced when and where they are consumed. As a result, the gradud 

conquest of foreign markets through a linear approach that fits manufacturing fkms is 

"truncated" for many of the services. That is, with trade not being an option they have 

to go directly into FDI. Of course, these fims fiequently use non-equity arrangements 

or temporary relocation of personnel across borders. Thus, intangibility and 

inseparability of production or çonsumption of the service both appear to be important 

for delivering services abroad. Further, it has been pointed out that globalization is 

easier when services are more standardized (Porter, 1990). The lack of standardization 

h a  implications in the form of the types of economies in the sense that economies of 

scale fkom production are difficult. Economies of scale in services mainly exist in 

marketing (Campbeil & Verbeke, 1 994). 

Multinational service firms build on different core cornpetencies as compared 

to manufactwing multinationals. In PSFs, the core cornpetence of a firm lies in the 



management of its hwnan capital. Given that the knowledge at its most basic level is 

held by the human capital of the tirni, this raisa interesting implications for a firm's 

overseas operations. Campbell & Verbeke (1994) while examuiing the principles that 

guide the strategic management of service multinationals point out that these firms 

face a critical challenge in whether knowledge should be created in the home country 

and transfmed to the host country or whether knowledge should be developed and 

dif i sed  fiom various geographical sources. In manufacturing, it is relatively easier to 

concentrate research and development at one place. Production, where the role of 

fixed assets is central, can be more geographically dispersed and planned based on the 

global economies of production. The situation with semices gets rather complicated 

because the dominant assets of people are not replicable Iike machines and there is no 

concept of mass production or batch production. S c h m e ~ e r  (1 986) argues that the 

dominance of human capital in professional services cal1 for very careful attention to 

hiring, training, and inculcating loyalty in the employees. This can make starting up 

new units or offices in far flung areas difficult. On the other hand, people as assets 

also add a degree of flexibility . For example, Sharma and Johanson ( 1 987) in their 

anal ysis of the intemationalization of technical consul tancies draw attention to the fact 

that professional consultants are not fixed assets. They fiuzher suggest that people as 

an asset are more versatile in that the skills possessed by consultants can be utilized in 

a number of ways and can be moved fiom one country to another at short notice and at 

a relatively low cost. The cost of moving production to another country and setting up 

a foreign affiliate is relatively cheaper for some of the services such as professional 



services, advertising, etc., which are far less capital intensive than manufacturing (e-g., 

Terpstra & Yu, 1988) 

While reputation and brand image are critical in any industry including 

manufacturing, the reputation of a professional service fimi is particularly vital for its 

survival. It is an asset that takes a substantial arnount of t h e  and effort to develop 

(Maister, 1993). In an intemational context, it becomes even more c r i t i d  as the effect 

of reputation is not localized but a poor reputation in one country is likely also to 

damage the firm's reputation in other parts of the world. Aharoni (1 993) calls it the 

externality- problem in reputation. As lawyers go from case to case, auditors move 

fiom one audit to another, engineering consultants go from one project to another, 

reputation is critical in facilitating the process. It is more susceptible to damage as it is 

dependent on a process of interaction and service delivery and expectations of quality, 

which can be rather subjective and involve a high element of personal judgment. 

Hence, it can be very difficult to maintain the reputation of the firm across ail its 

international outfits. 

Marketing of services too c m  be a challenge and a different bal1 game 

compared to manufacturing. Shostack (1 977) suggests that many marketing 

pro fessional s who tram fer to the services arena find k i r  work fundamental1 y 

"different", but have a difficult time articulating how and why their concepts have 

changed. Relative to mass marketing of consumer goods, selling professional services 

requires more interaction, ofien face to face, with the client and more emphasis on 

building relationships. This could be an important factor in influencing the type of 

mode of entering a country and ensuring a growing clientele there. Weinstein (1977) 



in a study on the international entry of US advertising agencies suggests that even 

though the output of advertising can be stored and does not have to be simultaneously 

consmed as produced, yet the overwhelming proportion of international transactions 

in advertising involve FDI rather than arms length transactions. This is because 

successful advertising requires a presence in the market and dose interaction with 

potential buyers to understand their psychology. 

Some issues are likely to be common to the globabation of both 

manufacturing and professional services. For example, host country restrictions on 

foreign ownahip  and form of ownership, policies about hiring nationals, repatriation 

of profits, and taxation and exchange controls (Dunning, 1993). A United Nations 

( 1 993) study demonstrateci that the foreign direct investment activity of business 

services in developed countries is positively related to market size and home country 

business and negatively related to cultural distance between the home and host 

countries. This is similar to the patterns observed in the multinational activity of 

manufacturing finns. 

The transaction costs approach has been one of the most popular in mmparing 

the relative benefits and costs of different organizational arrangements, such as market 

contracts, joint ventures, or wholly owned subsidiaries adopted when entering 

overseas markets (e.g., Buckley and Casson, 1985; Dunning, 1 988; Hennart, 1 982). 

These cost benefit comparisons, however, are likely to be more cornplex and difficult 

for PSFs because the crucial assets of the organization are not the tangible assets 

comprising fùmiture, computers, and office space but i t is people that work there. 

Further, it has been pointed out that because of the nature of their activity, PSFs 



achieve their firm-specific knowledge and advantage by being part of a network or 

through strategic alliances rather than by O wnership and hierarchy (Aharoni, 1 993 ; 

Lowendahl, 1993). 

The above examples drawn from the existing literature on globalization of 

P S Fs reflect to some degree the role of intangi bility, inseparabili ty, and customization 

and more forcefûlly, the different implications of "people" as the dominant asset. 

There was enough indication that exploring entry mode decisions for these firms 

would be interesting. The discussion so far has focusseci on PSFs under one umbrella. 

It is important, however, not to lose sight of the heterogeneity within the professional 

services sector. Under the ovemding PSF characteristics, one finds very diverse h s  

with idiosyncratic processes and logistics of service delivery. For example, 

performing an auditing service for a firm in Russia is quite different from designing 

and supervising the construction of a bridge or the design of a crude oil production and 

processing facility in Russia. This would likely have repercussions for the mode of 

entering an overseas market. In light of the diversity, this study had to be confïned to 

one industry. The details are presented in the next two sections. 

Rationale for an industry specific study 

Different approaches to international activities are seen across various 

professional service industries and in fact, even within a profession (Baden-Fuller, 

1993). Accounting firms are an exceilent example for the latter case. Arthur 

Anderson has taken a totaHy different approach to its international practice compared 

to other accounting firms by forming a single world-wide partnership in which each 

country is in effect a separate branch, while other firms have fonned cornplex alliances 



(Aharoni, 1993). Law finns may set up worldwide networks or other types of 

multinational alliances. Enguieering consulting firms generally set up temporary joint 

ventures and sometimes permanent offices. Hence, it is likely to be difficult to arrive 

at a mode of entry mode1 generalizable to ail professional service industries and the 

seMce sector as a whole. Daniels (1985: xvi) warns that the diversity of the service 

sector 'defies applications of a principle theory, a particular analytical method, or a 

dominant mode of interpretation' . 

While an industry specific investigation is restrictive in that it does not provide 

insight extending across different professional service industries, it is usehl in two 

ways: kt, it enables in-depth analysis of a particular industry without losing the 

impact on the mode of entry decision of characteristics unique and idiosyncratic to that 

specific service; and second, when conceptual development in an ara is in its infancy 

and there is also convincing evidence of diversity, it makes sense to start the process 

by generating conceptual fiameworks unique to specific professional services, which 

may eventually be extended to generate a more generalizable entry mode fiamework. 

Having decided on an industry-specific study, the next crucial decision was to 

select a suitable professional service industry. 

Rationale for Selecting the Consulting Engineering Industry 

Since overseas entry mode decisions are at the çore of this research, the first 

and foremost criteria for selecting a professional service industry was its Pace of 

international activity in the past few years. An in-depth understanding of these 

decisions would be best achieved by choosing professional service firms that have 

been actively making entry mode choices in recent years. A brief overview of the 



history of intemationalization of accounting, engineering consulting, and law firms 

suggested that engineering consulting h s  were most ripe for this study. Accounhg 

fims could be characterized as matured intemationally, with key decisions of entry 

having been made a couple of decades ago. Law firms are very young on the global 

scene. In comparison, engineering consulting f ims are at the peak of international 

activity in terms of expanding into new countnes since the late 80s. This was also 

supported by statistics compiled by Engineering Naos Record (ENR), which indicated 

that the top 200 design firms performed projects intemationally worth CS 13.5 billion 

in 1 994 (ENR, July 24, 1995). Fwther, North Arnerica dominated the global 

consul ting engineering markets. Between 1 983 and 1 992, the United States' share of 

the world market for engineering consulting services uicreased tiom 3 1.3% in 1983 to 

5 1 % in 1992 which is the largest market share held followed by Western Eumpean and 

Canadian consulting industries (Niosi, 1995). The U.S ranked first and Canada ranked 

fourth in total international billings in consulting engineering in 1994 (ENR, 1995). 

Clearly, North Ametican engineering consulting fhns  fit the objective of this research 

perfectly. 

Historically, the internationalization of engineering consuking services was 

propelled by a rapidly growing demand tiom developing nations that embarked on 

ambitious development projects but lacked the expertise in designing and managîng 

them. Further, opportuni ties also ernerged fiom the availability of petro-dollars in the 

Middle East and to some extent in Latin America (Aharoni, 1993). North Amencan 

engineering firms in particular were motivated to sel1 their knowledge or expertise 

overseas because of a satwated home market as well as a steep rise in demand for 



engineering services in Asia, Eastern Europe, and the Middle East. The vast majority 

of this demand for new projets has been generated by developing or redeveloping 

nations (AGRA inc., 1997 Annual Report). These f i m s  pIay a sipificant role in 

meeting the extensive needs for infiastructure and engineering services in the 

developing countries. 

Today, China, india, Southeast Asia, the Middle East, Latin Arnerica, and 

Eastern Europe are among the fastest growing worid markets for e n g i n d g  and 

construction services. North American firms have practically dominated al1 the six 

markets. An unmistakable growing trend of internationalization among North 

Amencan engineering consulting f ims and an unrelenting demand for their seMces 

abroad fûrther supportecl the choice of this industry and venue for exploring overseas 

entry mode decisions. 

R i m e r  (1 988: pg. 76 1) defines engineering consuhing as follows: 'An 

engineering consuitancy devotes itself to advising the public on engineering matters or 

to the designing or supervising the constmction of engineering works, and for such 

purposes occupies and employs its own office and staff, and is not directly or 

indirectly concernai or interested in commercial or manufactwing interests such as 

would tend to influence its exercise of independent professional judgment in the 

matters on which it advises'. Engineering consultancies grow up either around an 

industry or a gmup of industries, or around a process cornrnon to several industries 

(Roberts, 1973). Engineering consulting senices include planning and feasibility 

studies, cost estimating, design and design implernentation, preparing contract 

documents and bid evaluations, supenision of construction, training and transfer of 



technology , inspection/testingflaboratory anal ysis and prepwing environmental 

assessrnent reports (ACEC Guidelines to Practice, Vol. 1, 1984). Engineers receive a 

special kind of training and have a distinctive kind of knowledge and thus, are treated 

as experts whose expertise is organized through the professions (Whalley, 199 1). 

According to Stanley (1 96 I) ,  engineering consultancies have had littie to sel1 since 

their inception, except service, time, and knowledge. 

A significant development in this industry was a switch to a corporate focus in 

the 1970s, which has greatly facilitated the spread of activities to encompass the whole 

world (Rirnmer, 1 988). Today, the engineering consulting industry worldwide is 

highly fkagmented, with roughly 1 ,00 ,0  f i r m s  c o m p e ~ g  in the international market, 

most of them with less than 1 0 0  employees. They are competing for a global market 

worth an estimated $75 billion (U.S.) (The Globe and Mail, Aug 3 1, 1998, ROB: 

Managing Section, pg. 9). 

Engineering consulting espouses the values of a professional service and bears 

a11 of the PSF characteristics discussed earlier. This is reflected in the Engineering 

News Record magazine and in company brochures. Here are a few exarnples of 

mission statements and objectives of different engineering consulting firms-". . . .we 

think professionalism is reflected in the care, thoroughness and dedication which one 

exercises. Also, it acknowledges the concept of a duty which supercedes self- 

interest. . . "3 ". . . . .we have developed an enviable reputation for integrity, stability, 

reliability; we are building on strengths that would make us better problem solvers and 

implementers for our clients.."; ", . . .Our objective is to be successful at understanding 

unique consuking needs of each client.. ."; ". . .we are proud of our staff and the ski11 



and knowledge they can provide to our clients. . ."; ". . . .we have diversely experïenced 

staff with expertise and in-depth professional knowledge.. ."; we have a responsive, 

flexible, and highly sfilled team of ernployees to serve out clients around the 

world.. ."". . ..in addition to technical standards, personal relationships with our clients 

are a priority including effective communication.. ..". Al1 of these examples manifest 

the importance of reputation, the quality of people in the firrn, the pivotal position of 

the client, a need for good relationships and interaction with the client, and 

customization. Clients are not just looking for top-notch engineers; they want quick 

access to a full range of project delivery services, in whatever service package they 

need (CH2M Hill, Annual Report, 1995). 

Research on different global aspects of engineering consulting fkns  is quite 

scanty. There has been work on the process of internationalization of engineering 

consulting firms (e.g., Shanna and Johanson, 1987). Further, there has been some 

interest in governance features of professional engineering firms and the role of 

professional ideals and values in the governance of these fïrms (Lowendahl, 1992). 

There is Iittle known about the different entq modes prevalent in the engineering 

consulting industry. It has been pointed out that among services such as engineering, 

architecture, accounting, and legal services partnerships or minonty joint ventures 

with local partners are common because they provide access to local specialized 

knowledge and facilitate individual customization of products (Dunning, 1989; 

UNCTC, 1 989). Also, in professional services such as accounting, engineering 

consulting, and legd services whose main assets are human capital, reptation, 

connections, and brand names expensive fixed assets that are the basis for capital 



equity are not required; so their cornpetitive advantage can be controlled through non- 

equity arrangements such as paitnerships (Dunning, 1989, UNCTC, 1989). In the 

beginning of my research, I drew on descriptive engineering literature ( e.g., Issues in 

Engineering- Journal of Professional Activities, Proceedings of the American Society 

of Civil Engineers; ENR magazine) for exarnples of the ways in which these h s  

organize themselves abroad. These included acquisitions, wholly owned subsidiaries, 

permanent joint ventures, branch offices, projet offices, ternporary joint vent-, 

subcontractual agreements, associations, and consortia. This supplernented the scanty 

information on modes of entry of engineering consulting lhns in the acadernic 

literatwe. 

To summarize, a combination of factors persuadai me to choose the North 

American engineering consulting fïrrns for this study. First, among the studies 

devoted to professional service firms engineering consulting appears to be one of the 

less researched. This is despite the fact that the engineering consulting industry is one 

of the more rapidly internationalizing professional service industries. The North 

American engineering consulting firms in particuIar have become increasingly 

important and influential in the global economy, especiaily in the developùig world. 

Second, these fims have been actively pursuing international projects in the past 

decade as the dernand for their service has increased significantly in various parts of 

the world, especialIy Asia, Latin America, and the Middle East. Simultaneously, the 

growth in demand has been rather sluggish at home. Since the entry mode decision is 

central to this research, recent internationalization would ensure more accurate recall 

on the part of managers about issues relating to entry mode decisions. 



To recapitulate, this research provides an understanding of  the mode of entry 

decisions of engineering consdting fïrms, a professional service industry. The study 

focuses on the mode of entry decisions o f  North American engineering consuking 

firms entering overseas markets. 

The next chapter presents the starting conceptual framework for the study. 

First, a detailed review o f  the entq mode literature is provided followed by a 

àiscussion on the gaps in enûy mode research in the mntext of professional service 

firms. An identification of  the gaps provides direction and a starting point for building 

a conceptual h e w o r k  for the study. 



CEAPTER 2 

BUILDING A CONCEPTUAL FIWMEWORK 

Literrrture Review 

In this section, a thorough review and critique of the literature is presented. It 

serves three purposes First, it traces the evolution of research in multinational 

activities of firms fiom the 1960s, focusing on their choice of mode of entry decisions 

to enter o v a e a s  markets. Second, it identifies the different streams of thought that 

have ernerged in the literature to explain why firms choose a certain mode to transfer 

knowledge, production, and entrepreneurid skills to a particular international market. 

Third, it reinforces the lack of research in entry mode decisions of professional service 

firms. It helps better articulate the gaps in the Iiterature and sets the stage for building 

a conceptual h e w o r k  for this study. 

Research until the late 1970s focused primarily on providing a rationale for the 

'emergence' of a multinational enterprise (MNE). It did not address the question as to 

why a certain route or mode is adopted to operate in a particular country. Research 

interest in this issue, however, has steadily increased since the 1980s. It is somewhat 

difficult to clearly separate the entry mode literaîure fiom the literature on 

multinational activity in general. The first part of the Iiterature review briefly outlines 

the theoretical and ernpincal approaches to explaining FDI. This is followed by a 

more extensive discussion on the approaches taken by researchers to explain the 

choice of mode of entry of f ims entering overseas markets. 

Pnor to 1960, FDI was treated as a kind of international capital movement 

subject to interest rate differentials. The neoclassical financial theory of portfolio 



flows posited that assuming a fkictionless world of perfect cornpetition, with no 

transaction costs, capital moves in response to changes in interest rate differentials. 

Hence, the focus was on where investment would take place rather than on 

understanding the reasons for setting up a multinational enterprise. Clearly, no 

separate theory of foreign direct investment existed at the tirne. The 1960s saw two 

approaches to international production emerge: the 'why' approach and the 'where' 

approach discussed in the following paragraphs. 

The 1960s: The why and where of FDI 

Stephen Hyrner (1 960) made a path breaking contribution by breaking out of 

the mold of neo-classicai trade and financial theory and focusing attention on the MNE 

as an institution for international production, rather than international exchange. An 

important shortcoming of interest rate theory is that it does not explain 'control'. If 

interest rates are higher abroad than at home, an investor will do well to lend money 

abroad, but there is no logical necessity for him to control the enterprise he lends to 

(Hymer, 1976). Hymer articulated the process of FDI as an international extension of 

Industrial Organization theory. He identified two major reasons that cause a finn to 

control an enterprise in a foreign country. First, market imperfections such as a 

monopoly or oligopoly in the international market may motivate fims to collude in 

order to increase profitability. One foxm of collusion is for a firm to control 

enterprises overseas. Second, there are imperfections in the market because firms are 

unequa1 in their abilities or skills to operate in a particular industry. Hence, a finn 

possessing some fonn of monopolistic competitive advantage over other fimis in the 

industry may find it profitable to exploit this ownership advantage in another country 



as well. It also has the option to rent or sel1 its skill rather than undertake FDI. The 

method it chooses is related to the degree of imperfection in the market for the skill, 

and the benefit of controlling the use of that skill or ability. 

In summary, Hymer proposeci strucniral market imperfections as an 

explanation for FDI. However, his industrial organization approach to direct 

investment does not explain why h s  choose to exploit their comparative advantage 

in a foreign market through invesûnent rather than exporting or licensing ( a b e r ,  

197 1). Further, a firm going for FDI in a particular country has the option to choose 

aiternative modes such as establishing wholly owned subsidiaries, joint ventures and 

other kinds of alliances. The 10 approach to explaining FDI, however, stops short of 

explonng the degree of control decision of a firm once it decides to go for direct 

investment overseas. In other words, the mode of entry decision of h s  into 

international markets, involving a choice between exporting, licensing, setting up 

wholly owned subsidiaries, joint ventures etc. is ignored in Hymer's analysis of 

multinational activity. Dunning (1 979) refers to the approach to international 

production, based on industrial organization theory, as the 'Why ' or 'how it is 

possible ' approach . 

The industrial organization approach also fails to address the location question, 

as to 'where ' the ownership advantage is exploited. The 'where' approach to overseas 

investment based on location theory emerged in the 1960s. The central question it 

asks is why firms produce in a particular country rather than in another. Between 1953 

and 1 970, there were a number of case studies done, most of which involved extracting 

influences on the location decision from field study data (e.g., Dunning, 1958). Later 



studies seek statistical explanations of the distribution of FDI arnong çountries. 

Swedenborg ( 1979) developed this approach and Nankani ( 1 979) investigated foreign 

investments of leading industrial countnes in less developed countries. Nankani 

(1 979) finds that both tariffs and non-tarifibarriers to imports seem to promote foreign 

investment in the iess developed countries. Dunning ( 198 1 ) shows how gross uiflows 

and outflows of foreign investment pet capita vary among couniries with income per 

capita. 

There is also some research on the effect of host country characteristics on 

location decisions. Studies have identified market size, growth, tariff barriers, input 

costs, geographic proximity, legal, politicai, and economic conditions as detenninants 

of FDI location patterns (e.g., Kobrin 1979). Openness to foreign investment in the 

host country (Lecraw, 1984; Li and Guisinger, 1992) and good economic 

infiastructures (Wheeier and Mody, 1992) increase FDI in these countries. On the 

other hand, a difficult language and a remote culture decrease it. Risk factors and 

political instability decrease it in some studies (Lecraw, 1984) but not in others 

(Wheeler & Mody, 1992). Some studies investigate the effect of experience on the 

choice of location for foreign investments. For exarnple, Davidson ( 1 980) reviews the 

role of host country characteristics and corporate experience. He finds that prior 

experience in a host country is found to increase the firm's pnority for projects in that 

country relative to other investment options. Caves (1 996) in a cornprehensive swvey 

of the multinational literature obsmes that empirical research on location choices for 

foreign investrnents is not particularly rich. 



The 'why' and the 'where' approaches to explaining international production 

evolved independently of each other and, therefore, are partial explanations of FDI. 

Moreover, the choice of mode of entry decision of firms going overseas is clearly 

neglected by research in the 1960s. Horst (1972) was one of the tVst studies to 

recognize that exporting and production by a subsidiary are 'alternative' means for a 

fim to exploit its cornpetitive advantage abroad. The study explored the empirïcal 

relationship between U S .  exports and subsidiary sales to Canada, and concluded that 

tariffs imposed by the foreign country encourage U.S. fixms to substitute subsidiary 

production for exporting. The problem of choosing between different options or 

modes of servicing a foreign market was taken up more systernatically by Hirsch 

( 1 W6), who proposed a formal mode1 identiMng the conditions under which a firm 

might exploit its ownership advantages through exports or FDI. This has been hrher 

pursued by La11 ( 1980)' and Giddy and Rugman (1 979), who have addressed the 

choice between FDI and licensing and between exports and licensing. 

The 1970s & 1980s: The multinational enterprise 

In the 1970s and 80s, research in multinationa1 (MNE) enterprises focused on 

two theoretical approaches. First, the industrial organization approach was fiuther 

refined. Second, and the most significant was the emergence of the transaction costs 

perspective as an explanatory fiarnework for the existence of MNEs and for entry 

mode decisions. 

Industrial Organization Approoch. The industrial organization approach was fiirther 

refined and extended by theorists such as Caves (197 1,1974) and Johnson (1 970). 

They focused on identifjing and evaluating the various kinds of ownership advantages 



a firm going overseas may possess. Sorne of the sources of comparative advantage 

identified are, access to superior technology (Johnson, 1970), better capabilities for 

product differentiation (Caves, 197 1 ), entrepreneurid and managerial capacity 

(McManus, 1 972; Wolf, 1 977), !km size, and multinational experience (Caves & 

Mehra, 1986). Many empirical studies confmn a positive correlation between 

intangible assets measured by R&D and advertising intensities and the propensity to 

go for FDI (Pugel, 1985; Kogut & Chang, 1991). There is substantiai empirical 

evidence for the use of higher control modes of entry with higher levels of product 

differentiation ( Stopford & Wells, 1972; Caves, 1982; Coughlan & Flaherty, 1983; 

Coughlan, 1985). Several empirical studies have also indicated that iTm size is 

expected to be positive1 y correlated with its propensity to enter foreign markets in 

general, and to choose sole and joint venture modes in particdar (Buckley & Casson, 

1976; Caves & Mehra, 1986; Terpstra & Yu, 1988; Kimura, 1989). A firm's level of 

multinational experience, which is another kind of monopoly power, has aiso been 

shown to influence entry modes. Firms with little experience in overseas markets are 

Iikely to choose low control modes such as licensing or be a minority partner in a joint 

venture (Caves & Mehra, 1 986; Gatignon & Anderson, 1 988; Terpstra & Yu, 1 988). 

Transaction Cmis Theory. A major new theoretical Stream emerged providing a 

different perspective on international production. It shifted focus fiom the act of 

foreign direct investment to the institution making the investment. This is an 

extension to the theory of the firm, as originally developed by Coase (1 937) and 

expanded M e r  by Williamson ( 1975) and others (e-g., Mcmanus 1972; Buckley & 

Casson 1976; Magee (1 977); Rugman 198 1, 1982; Teece 198 1 ; Hennart 1982; Hill 



and Kim 1988 ). Given the important role of this perspective in the FDI and modes of 

enûy literature, the basic tenets of the theory are explained in detail below. 

Transactions are exchanges of goods or services between economic actors, 

which c m  occur either at arms-length on the market between an organization and 

external actors or inside an organization between individuals or departments. 

Classical market contracting is at one end of the continuum, a hierarchical 

orgmization at the other end, and the rnixed modes of the firm and market in-between. 

Williamson ( I  975) developed the markets and hierarchies approach to compare the 

market mode with alternative organizational modes in terms of their relative 

efficiency. He suggests that the relative efficiency of various organizational structures 

can be assessed in terms of transaction costs. Transaction çosts are the costs of 

recovering the relevant pnce, discovering who one wishes to deal with, negotiating, 

drafting, and monitoring the terms of the contract (Williamson, 1975). These costs 

associated with various organizing alternatives or governance structures are critical in 

determining the choice of transacting modes. From a transaction costs perspective, 

transfemng resources overseas by internalizing or direct investing rather than on the 

market by exports or licensing is a response to market failure caused by transaction 

costs. 

Williamson (1 975) enurnerates the factors that mate  transaction costs and 

cause market failure. They arise fiom two basic assumptions about human nature, Le., 

bounded rationality and opportunism and three principle dimensions of transactions, 

namely, uncertainty, asset specificity, and frequency. Bounded rationality refas to the 

limited cornpetence of human beings to process information. Given bounded 



rationality, the extent to which uncertain future events can be contractually specified 

and costed in when contracting on the market is limited. It is impossible and very 

costly to write, execute, and enforce complete, fùlly contingent cuntracts. Given the 

incornplete contracts, opportunistic parties may renege on the contract by taking 

advantage of the unspecified and unenforceable elements of the contract. 

Opportunism, which takes the form of distorted or incomplete disclosure of 

information with an intention to mislead the ottier Party, mer compounds the 

problern of uncertainty. The nsk of opportunism arises when one of the tramacting 

parties makes asset-specific investments. The opportunity costs of asset specific 

investments, which are undertaken in support of particular transactions, are much 

lower than the best alternative use should the original transaction be terminated. In 

such circumstances, the identity of the parties and the continuity of their relaîionship 

become crucial. Hence, in situations of high uncertainty and asset specificity, the 

buyer of goods and services needs to guard against the possibility of opportunistic 

behavior by the seller. 

One contractual and organizational safeguard is to replace the exchange on the 

market by intemalization. in an international context, it would mean replacing exports 

or licensing by foreign direct investment. The concept of internalization applies not 

only to final product markets or intermediate products such as semi-processed 

materials transferred between industries, but aIso to intmediate products such as 

various types of knowledge and expertise. This is particularly relevant to the growth 

of MNEs in the pst-war period, when their role in diffùsing proprietary knowledge or 

technology intemationally has increased dramatically. Acwrding to Buckley & 



Casson (1 976), prior to the second world war multinationality was a product of the 

intemaiization of intermediate-product markets in multistage production processes, 

and in the p s t  war it is a by-product of the internalization of markets in knowledge. 

Proprietary knowledge or assets may take the fonn of a patented process or design or it 

might be embodied in human capital in the form of skills vested in a team of 

employees in the firm. 

Buckley & Casson (1976) and Caves (1 982, 1996) identiQ various 

transactional characteristics of knowledge which create market imperfections and 

hence, the need to internalize the transfer of such knowledge. Some of these 

characteristics are briefly discussed. First, the pricing of knowledge is difficult 

because it bears the characteristics of a public good. If a piece of knowledge has been 

developed and applied at a certain location, it can be applied elsewhere at little extra 

cost. Therefore, intangible assets tend to be underprovided or to be priced inefficiently 

(Caves, 1 982, 1 996). Second, transactions in intangibles suffer fkom impactedness 

combined with opportunkm (Caves, 1982, 1996). A seller of knowledge may describe 

its general nature and character but hold back some valuable detail in order to guard 

against the buyer getting away without paying for the knowledge. The buyer may 

refuse to pay as much as the seller thinks the knowledge is worth because the former 

suspects the latter to be exaggerating the daims. Such buyer uncertainty will lead to 

internaking the transfer of howledge overseas by setting up an MNE. Hence, the 

transaction costs involved in an arms-length transaction will be higher: (a) the more 

difficult it is for independent parties to verifjr the assertions of the seller regarding the 

transaction in question; this is more likely when there is propnetary knowledge 



involved which is subject to the hazards of transmission and (b) the greater is the 

uncertainty surrounding the transaction. 

In summary, internalization theory dernonstrates that the intemal market of an 

MNE is a device which permits the organization to assign property rights in 

knowledge to itself, since there is no regular external market for the pricing of 

knowledge (Rugman, 1982). It is also important to note that the internalization theory 

integates elements from international economics (transaction costs and market failure) 

and industrial organization (propnetary or ownership-specific advantages). Superior 

technology, marketing know-how, and managerial skills may constitute the p ropne tq  

knowledge which generates the monopolistic advantage and at the sarne time creates 

the need to internalize those assets due to high transaction costs involved in their 

transmission on the market. 

The broader question of why h s  internalize the transfer of resources abroad 

by setting up MNEs rather than doing so on the market via iicensing or exports has 

been abundantl y addressed not on1 y theoreticdl y but also empirically within the 

transaction costs fiamework. Some empirical studies provide transaction cost 

arguments for the transfer of new technologies abroad by FDI rather than licensing 

(e.g., Davidson & McFetridge, 1984; Mansfield, 1984). As far as exporting is 

concemed, it is a favored mode to protect easily appropnated process technologies 

(Mansfield, 1984). 

Transaction costs theory and modes of entry 

While there has been abundant research on why firms invest abroad, much less 

attention has been focused on the implications of transaction costs theory for the 



choice of mode of entry between wholly owned subsidiaries, green-field investments, 

joint ventures etc. Hennart (1 988) presents a transaction costs theory of equity ioint 

ventures and an explanation for the choice between acquisition and greenfield 

investment on the one hand and joint ventures on the other. Hennart (1 99 1) examines 

the choice of mode of entry decisions of Japanese fims into the U.S. in a transaction 

costs fiamework. The analysis is confined to the choice between wholly owned 

subsidiaries and equity joint ventures. As predicted by transaction costs theory, joint 

ventures will be chosen when parents need complementary intexmediate inputs whose 

purchase on the market would entail high transaction costs, and which would be çostiy 

to obtain through replication (greenfield investment) or fiil1 acquisition. On the other 

hand, parents will insist on wholly owned subsidiaries when they possess the full 

complement of resources, especially if these resources are tacit knowledge and 

goodwill. Hennart & Park (1  993) in a large sample empiricd study extend transaction 

costs theory to explain the choice of mode of entry of Japanese firms into the U.S. 

Their analysis is confined to the greenfield investment v a u s  acquisition decision. 

Their results suggest that the more research intensive among the Japanese MNEs, as 

measured by their R&D expendinires, enter the U.S. through greenfield investments 

rather than acquisitions, presumably because it is the most efficient way to transfer 

their technologicd advantage to the U.S. Interestingl y, Hemart (1 99 1 ) had f o n d  

R&D expenditures non-significant in the choice of mode decision between joint 

ventures and wholly owned subsidiaries. 

Anderson & Gatignon (1 986) and Gatignon & Anderson (1 988) make a ver' 

significant contribution to the theoretical and ernpirical research on the choice of mode 



of entry. They use transaction costs theory as a unified framework for their review of 

the literature existing until then on the proprietary nature of products and processes, 

extemal uncertainty, free riding potential, Company experience, a country's socio- 

cultural distance, and scale of operations. That is, they develop a theory by 

systematically interrelating the existing literature into testable propositions within a 

transaction costs framework (Anderson & Gatignon, 1986). In particular, the theory 

includes interactions between the above mentioned detenninants of entry modes. In 

the empincal study based on this theoretical fiarnework, the researchers use multiple 

logit analysis to investigate the circumstances in which a particular entry mode is the 

most efficient choice in the long run (Gatignon & Anderson, 1988). The study is 

comprehensive not only in the sense of integrating different factors irnpacting the 

choice of mode of entry in a unified fkamework, but aiso in terrns of the range of 

various modes of entry included in the analysis. Seventeen different entry modes are 

clustered according to the degree of çontrol the mode provides the entrant. The 

anpirical study includes four major organizational forms or modes of entry arrived at 

fiom the clustering: wholly owned subsidiaries; partnerships in which the MNE held 

the dominant share of equity; balanced (roughly equal) partnerships; and partnerships 

in which the MNE was a minority shareholder. 

integrating key theoretical strands 

The above discussion spanning the 1960s to the 1980s clearly shows that the 

theory of the multinational enterprise has developed along three paths. These denote 

how they are able to successtùlly compete with domestic firms (ownership 

advantages), why l ïms  produce abroad (internalization advantages), and where MNEs 



of a particular nationality produce (locationai advantages). In response to these partial 

explanations of FDI, Dunning (1977, 1979, 198 1) proposes an eclectic framework 

integrating the above mentioned perspectives fkorn the areas of international trade, 

industrial organizaîion, and market imperfections respectively. Dunning (1 980) 

surnrnarizes that the propensity of a fïm to engage in FDI r a t s  on three detenninants: 

first, the extent to which it possesses assets which its cornpetitors do not possess 

(ownership-specific advantage); second, whether it is in its interest to sell or lease 

these assets to other firms, or internalize thern itself; and third how far it is profitable 

to exploit thwe assets in conjunction with the indigenous resources of foreign 

countries rather than those of the home country. 

Several ernpirical studies are based on this eciectic theoty. Dunnùig (1980) 

applies it to explain the industrial pattern and geographical distribution of the sales of 

U.S. affiliates in fourteen manufacturing industries in seven different countries. In 

general, Duming's eclectic fiamework is usefui for expiaining why h n s  go in for 

FDI but it does not directiy address the issue of choice of mode of entry between 

different modes such as greenfield investments, acquisitions, joint ventuees etc. 

However, there are some anpirical studies which indirectly apply the Dunning 

fiamework to explain the choice of mode of entry decision of firms. 

For exarnple, Davidson and McFetridge (1985) indirectly apply the Dunning 

framework to explain the entry choice between licensing and sole venture in that they 

include the location advantages of the market, one of the important elements of the 

h e w o r k .  The results support the expectations as regards geographic proximity and 

certain demographic characteristics on the probability of a sole venture. Also, the 



more extensive the foreign exchange controls in the host country, the greater the 

probability of internai transfer. Agarwal and Rarnaswami (1992) test the impact of the 

interrelationships between the three key factors comprising the eclectic model on the 

choice of mode of entry decision of U.S. equipment leasing finns entering U.K., 

Japan, and Brazil. They analyze the choice between five alternative modes, narnely, 

no involvement, exporting, licensing, joint venture, and sole venture. The study 

largely supports the role of ownership, internaiization, and location advantages as 

hypothesized in the Dunning ( 1977, 1980, 1 988) fiamework. For example, larger and 

more multinational firms have a greater tendency to enter foreign markets and are 

likely to prefer a sole venture mode to a joint venture mode. An unexpected result that 

does not support the hmework is with respect to the effect of product differentiation. 

C o n t r q  to the hypothesis, it is found that firms that have a high ability to develop 

di fkentiated products prefer non-investment modes to investment modes, such as sole 

ventures and joint ventures. Regarding location advantages, the study suggests that 

firms prefer sole ventures in markets perceived to have higher market potentid. 

According to Rugman (1 982), internalization theory can be reconciled with 

the eclectic model by simply wmbining Dunning's first two elements (ownership- 

specific advantage and internaiization) as a firrn specific advantage on the ground that 

the ownership advantage (where there is a nsk of dissipation) has to be internalized in 

order to be effective (to prevent dissipation). As far as the location advantage is 

concerned, it is a second determinant of the FDI decision to be decided simultaneously 

with the firm-speci fic advantage (Rugman, 1 986). In other words, according to 



Rugman (1 986) there is no substantial difference between eclectic tbeory developed by 

Dunning and intemalization theory. 

Integrating economic and non-economic factors 

Clearly, internalization theory seems to have ernerged as a core paradigm 

explaining the choice of mode of entry decision. It is also apparent that the economic 

rationale for entry mode decisions dominates the Iiterature. More recent studies, 

however, shed light on non-econornic explanaiions for this decision. They identi@ 

environmental variables influencing the mode of entry of firms. Root ( 1 987) identifies 

four types of country risk - political nsk, ownership/control risk (e-g., expropriation), 

operations risk (e.g., price control, local content requirements), and transfer nsk (e.g., 

cumency inconvertibility risk). Several studies have supponed the view that some of 

these risks can be substantiaily reduced by limiting ownership in a foreign venture 

(Bradley, 1 977; Kobrin, 1 983; Vernon, 1 983). Bradley ( 1 977) finds that joint ventures 

with local partners experience relatively lower rates of expropriation comparai to 

wholly owned subsidiaries. 

Much research has been done on the impact of socio-cultural distance between 

the home and host çountries on the choice of mode of entry. Some studies propose 

that not knowing or agreeing with the values and operating methods of the host 

country, can cause executives to refkain f?om involvement that accompanies ownership 

(Root, 1987; Davidson, 1980). Kogut and Singh (1988) show empirical support for 

the hypothesis that the greater the cultural distance between the investing country and 

the country of entry, the more likely a firm will choose a joint venture or a wholly 

owned greenfield over an acquisition. The hypothesis was tested controllhg for firm 



level (diversification, size, country and multinational experience) and industry level 

variables (industry R&D and advertising expenditures). 

The late 1980s and early 90s saw growing interest among researchers to do 

more integrative studies, integrating the different ecunomic and non-econornic entry 

mode explanations which are dealt with in the literature in a rather piecerneal fashion. 

Davidson & McFetridge ( 1984) integrate two approaches in the analysis of the choice 

of international technology transfer mechanism. One, the transaction costs approach 

posits that internationd transfer of knowledge or technology occurs within an MNE 

because of inefficiencies implicit in arms-length market mechanisms. It focuses on 

how inefficiencies in international transfers of technology affect îransfer patterns for 

various types of technologies. The second approach to analyzîng technology transfer 

overseas has been to examine the impact of receiving country characteristics on FDI 

levels and the choice between direct investment and licensing. Thus, the study is 

integrative in the sense that it examines the joint impact of technology, receiving 

country characteristics, and parent company characteristics (Davies, 1977; Contractor, 

1984). 

Kogut (1 988) suggests two alternatives to the transaction costs minimizing 

perspective to explain entry by joint ventures. These explanations stem fiorn theories 

on how strategic behavior influences the competitive positionhg of the film and the 

organizational knowledge or leaming perspective. Transfer by an anns length 

mangernent may be ruled out in favor of other modes, not because of market failure or 

transaction costs, but because the very knowledge being transferred is organizationally 

embedded; the explanatory factors are organizational and cognitive rather than 



derivatives of opportunkm (Kogut, 1988). A market transaction needs to be replaced 

due to the necessity of replicating experiential howledge, which is not well 

understood. This is the organizational knowledge or learning perspective. Kogut 

(1  988) however, explores only joint ventures as vehicles by which organizationd 

knowledge is exchanged and imitated rather than comparing across a wide range of 

modes. 

Gomes-Casseres (1 989) also develop a comprehensive mode1 by incorporaihg 

three major factors identified in the literature to explain the choice between a wholly 

owned foreign subsidiary and an equity joint venture with a local partner. F h t ,  

differences in capabilities of the MNE and the local firm motivate the need for 

cooperation between them. Some of the capabilities identified in previous literature 

and incorporated in Gomes-Casseres (1 989) are geographic experience, industry 

experience, privileged access to markets or inputs, marketing skills, and mastery of 

key technologies. Second, the transaction costs of cooperatïng through contractual 

means (Buckley & Casson 1988; Hennart 1982, 1988; Teece, 1981). Third, 

organizational costs of equity joint ventures stemming fiom shirking by partners and 

increased management costs due to conflict of interests between the partners. The 

study concludes that transaction cost arguments while usefùl for understanding the 

organization of foreign subsidiaries, in addition to the rationale for FDI, are not 

sufficient on their own to explain MNE behavior. Strategic benefits of cooperation 

between firms and the costs of managing joint ventures are important determinants of 

the choice of organizational structure of foreign subsidiarïes. 



A unified framework 

Hill, Hwang, and Kim (1990) propose a unified h e w o r k  for explaining the 

choice of mode of entry into overseas markets. Different expianations of the factors 

that influence the MNE's choice of entry mode are reviewed and integrated within the 

framework of an eclectic theory. The researchers draw attention to two major issues. 

First, an enûy mode decision is not made in isolation but depends on the strategic 

relationship the firm envisages between operations in different coutries. Second, 

different factors ofien suggest different modes, hence, it is important to detemine how 

the interactions between the diffaent variables influence an MNE's choice of entry 

mode. Most studies tend to treat the mode of entry decision as an isolated event and 

also test the effect of various factors on the decision without taking account of the 

interactions and trade-offs between these variables. The eclectic fiamework 

synthesizes the environmental, transaction cost, and global strategic variables for 

explaining the choice of mode of entry decision. This conceptual fhmework can be 

used to explore the impact of interactions between different factors on the mode of 

entry decision and also allow each decision to be considered as part of a bigger 

strategic plan. 

Kim and Hwang (1 992) empirically test the validity of the Hill et al- (1990) 

framework by examining the simultaneous impact of the identified relevant entry 

mode variables on the ultimate entry mode decision. One of the main contentions of 

the Hill et al. fiamework is that beyond the transaction specific and environmental 

factors, global strategic considerations are important to the choice of enûy mode 

decisions. The Kim and Hwang ( 1 992) study examines the role of three global 



strategic aspects, global concentration, global synergies, and global strategic 

motivations. Al1 three global strategic variables were found to have a significant 

impact on the entry mode decisions. As hypothesized, fïxms that ranked the global 

industry as highl y concentrated appeared to be more likely to choose a wholl y owned 

subsidiary over licensing. The higher the global synergies and global strategic 

motivations were perceived as irnp0M.t the greater was the tendency to avoid 

licensing but prefer either wholly owned subsidiaries or joint ventures. The two 

transaction specific variables, value of firm specific know-how and the tacit nature of 

know-how, yielded mixed results. The value of h specific know-how was not 

found to affect a firm's entry mode decision and the degree of tacitness was positively 

related to the Iikelihood of a solely ownd venture or a joint venture over licensing. 

It is important to note that the degree of tacitness did not discriminate between 

choosing a solely owned venture and a joint venture although it was hypothesized that 

the greater the tacit component of firm specific know-how the more a fïnn would 

prefer high control entry modes. As for the environmental variables, the study 

supported the hypothesis that high host country risk or location unfamiliarity indicated 

the avoidance of wholly owned subsidiaries or joint venturing in favor of a lower 

resource cornmitment such as licensing. Two other environmental variables, demand 

uncertainty and cornpetition intensity, did not show up as significant for the entry 

mode decision. The sîudy supports the Hill et al. entxy mode decision h e w o r k  for 

the most part. This study was conducted at the firm level which is a significant 

contribution given that the mode of entry decision is made at the firm level. 



Non-availability of good data on international operations at the !ïrm level has 

caused much of the empirical research on FDI in general, to focus on the level of the 

country or the level of the industry. At the level of the country, research focuses on 

what determines the amount of FDI investment in aparticular country (e.g., Horst 

( 1 972), Davies (1 977)' Kogut & Zander ( 1988), Hennart ( 199 1 ), Kogut & Chang 

( 199 1)). At the industry level, research focuses on a particular industry operatting 

internationally (Anderson and Coughlan (1 983); Agarwal & Rmaswami (1 992); 

Chang (1994)). The mode of entry decisions are however, made at the fïrm level, and 

conclusions drawn for an industry or country do not always apply to the individual 

firm. This makes a firm level study valuable. Moreover, Kim & Hwang (1 992) is one 

of the very few studies using a h s '  direct responses as opposed to secondary data 

sources (Le., financial data bases) for investigating the mode of entry issue. 

Challenging transaction costs theory 

The above discussion traces the development of the theory of FDI in general 

and the choice of mode of entry in particular. The transactions costs explanation for 

the choice of mode of entry dominates the literature. But it is also evident that there 

has been persistent effort to integrate non-transaction msts issues with the transaction 

costs logic and to show that transaction costs theory is not an all-inclusive explanation 

for the entry mode decision. Kugut & Zander (1993) strongly criticize the 

intemalization or transaction costs argument for the transfer of technology b y a certain 

mode. This is definitely a path breaking study in being one of the first studies to 

challenge transaction costs explanations for the choice of mode of t rans feng  

knowledge overseas. They propose that the decision to transfer technology within the 



firm or in the market c m  be explained by the attributes of knowledge that constitutes 

the firm's cornpetitive advantage. They empirically show that the more ta& the 

knowledge is, the more difficult it is to codim or teach it, and the more cumplex it is, 

the more it will tend to be transferred within the h. Hence, the costs of transferring 

technology are viewed as sternming £iom the degree of tacitness of knowledge rather 

than from transaction costs arising fiom opportunism. 

Overall, in the entire trajectory of research in the area of mode of entry, the 

transactions cost h e w o r k  has been the core theoretical paradigm for investigating 

entry mode choices. However, in the past few years there has been some effort to 

draw attention to the non-transaction cost detenninants of the entry mode decision and 

an attempt to integrate both the economic and non-economic factors within a 

fiamework. One thing that stands out most conspicuously in the entry mode literature 

is the lack of research in the services sector, especially professional business services. 

This is M e r  eIaborated in the following section. 

Caps in the Literature - Foundation of a Conceptual Framework 

Bias in research towards the manufacturing sector 

It is evident fiom this Iiteratwe review that there has been abundant research, 

both theoretical and empiricai, in entry mode decisions. It is also conspicuous that the 

manufacturing sector dominates as a site for this research, shown by the way in which 

studies in manufacturing firms outnumber those in the services sector. Following is a 

list of major studies addressing the choice of entry mode decisions in the 

manufacturing sector. Horst (1 972, 1974), Stopford & Wells (1 972), Davies (1977), 



Swedenborg (1 979), Wilson (1 98O), Davidson (1 980, l982), Contractor (1 984), 

Davidson & McFetridge (1984, l985), Caves & Mehra (1 986), Anderson & Gatignon 

(1 986), Gatignon & Anderson (1 988), Hennart (1 988), Kogut & Zander (1988), 

Gomez-Casseres (1 989), Hill, Hwang, and Kim (1990), Zejan (1 990), Hennart (l991), 

Kogut & Chang (1 99 l), Kim & Hwang (1 992), Kogut & Zander (1 993), Hemart & 

Park ( 1993), and Chang ( 1994) are some of the major studies since the 1970s, 

addressing the choice of mode of entq decision in the manufacfuring sector. On the 

other hand, most studies on the overseas entry of service fïms (e.g., Bddewyn et al., 

1986; Shanna and Johanson, 1987; Terpstra and Yu, 1988) do not directly address the 

question of choice of mode of entry into overseas markets. Studies which corne 

closest to investigating entry mode decisions are Weinstein (1 974, 1977), Enrunilli & 

Rao (1 990), ErramiIli (1 992), Emarnilli & Rao (1 993), and Emamilli (1 996). None of 

these examine PSFs such as accounting, law, engineering consulting, and management 

consulting exclusively. This clearly shows that existing knowledge and conceptual 

development are based in manufacturing. Although the few studies on entry modes of 

service fixms make a valuable contribution to theory development in the area of 

international market entry, they provide somewhat limited insights on the implications 

of the different nature of service h s  for their entxy mode decisions. This is 

discussed in detail below. 

Shortcomings in eatry mode studies based in semce firms 

The handful of studies which do explore the choice of mode of entry decision 

for service firms do not adequately capture the complex nature of business of sewice 

firms and its implications for the choice of mode of overseas entry decisions. More 



importantly, none of these studies focus specifically on professional service industries. 

In fact, they have examineci entry mode choices of a diverse set of services, including 

professional services, as one sample. It is reasonable to assume, based on the past 

services literature, that al1 services share certain cornmon characteristics. At the same 

time, there is also indication that there are differences across services in the degree to 

which the characteristics are present and that every seMce involves its own 

idiosyncratic set of activities or processes for reaching the final outcorne. For 

example, professional services are on a higher end of the continuum of customization 

and need for interaction relative to Say, mass retail type services (e-g., Schrnenner, 

1 986). Moreover, arnong professional services, for instance, an audi ting assignrnent 

and an engineering consulting project involve very different processes and logistics for 

service delivery. Therefore, examining the entry mode decisions of these 

heterogeneous services as one sample can camouflage many features of individual 

services and their consequences for the choice of mode. Key studies on the entry 

modes of services are discussed below to highlight the shortcomings. 

Weinstein (1 977) is an industry specific study that investigates motivations 

behind overseas investments and entry strategies used by U.S. multinational 

advertising agencies to effect their entry overseas. The study reveals four basic factors 

motivating overseas entry of these agencies: offensive opportunities, defensive 

reac tion, client service requirernents, and the driving force of senior executives. These 

categories were arrived at a h  factor analyzïng responses to sixteen motivational 

statements administered to each of the fifieen U.S. agencies in the sample. As far as 

entry strategies are concemeci, the study identifies two entry strategies: one, to 



purchase an existing agency; two, to start an agency fkom scratch. Purchasing an 

existing agency or a large system of agencies seerned to be the most popular means of 

overseas entry in the years before the study was conducted. Historical data on the 

agencies revealed that the availability of an agency to purchase, the desire to purchase 

knowledge of local work conditions and customs, and the payoff period associated 

with purchasing an agency are important considerations leading up to a purchase 

decision. Fafiure to find a suitable candidate to purcbase, dong with the availability of 

their own personnel and capital are the stated reasons for agency decisions to start an 

office tiom the start. Stopford & Wells (1972) provide the same reasoning in their 

analysis of manufacturing firms. Weinstein's study however, does not highiight the 

unique features of advertising services and their implications for the mode of entry 

decision. 

Erramilli & Rao (1 990) focus on market knowledge as the key determinant of 

entry mode choice. They classify the firms into client followers and market seekers, 

and observe that the variations among them in mode of entry choice is attributed to 

diffaences in market knowledge. They deal with the problern of heterogeneity in the 

s e ~ c e s  sector by classifjhg firms according to the feasibility of de-coupling 

production tiom consumption. Services for which separation of production and 

consumption is extremely difficult are categorized as sofi services f ïms (e.g., car 

rentals, heal th care) and the rest are hard senice firms (e.g., architectural h s ,  

engineering design, software). The study confirms the hypothesis that client foliowing 

entries show significantly higher mean levels of involvernent in the host country than 

market seeking finns, which are likely to be less knowledgeable about the market, and 



therefore, perceive higher nsk. Also, since market seekers possess lesser market 

knowledge they tend to be associated with entry modes that involve participation of 

entities extemal to the firms (e-g., joint ventures, agent experts). 

The results of this study generally support the findings of earlier studies using 

the behavioral approach to international decisions of manufacturing fhms (e.g., 

Aharoni, 1 966; Johanson & Vahlne, 1 977). Erramilli & Rao's study, while a good 

attempt at exploring the mode of entry decisions of service firms, does not really 

highIight in depth the points of difference between manufacturing and service firms 

and the implications of these differences for entry mode choices. These studies do not 

incorporate the intangibility feature of senices, the role of client provider interaction, 

the degree of customization involved, and the degree of participation of the customer 

in the service production process. The only characteristic they do incorporate is the 

inseparability characteristic of production and consumption of services which implies 

that some services must be produced where they are required. However, the 

inseparabili ty dimension has been treated rather superficially and does not adequatel y 

capture the constnict. Many services involve multiple stages in the process of 

delivering a service and the degree of inseparability is likely to Vary at different stages. 

Engineering consulting projects are a good example of the complexities involved in 

trying to capture inseparability. 

Also, studies such as Erramilli & Rao (1 990) and Erramilli (1 992) include a 

wide range of highly heterogeneous sewice industries in their sample in the interest of 

generalizability, but a more in-depth understanding of the nature of a particular sewice 

and its implications for the mode of entry decision is comprornised in the process. 



Erramilli (1 992) investigates the impact of extemal and internal environmental 

factors on service fims' choice of mode of entry decisions. The ernpirical study based 

on 175 US. sewice firms drawn from a wide range of service industries, confirms the 

hypotheses that a service firm's propensity to integrate (Le., set up branch offices, 

wholly owned subsidiaries) its international operations ïncreases as foreign market 

size, unavailability of host country associates, and the firm's policy on maintaining 

control over foreign operatioas, al1 becorne more influential in its entry mode choice 

process. On the other hand, a service firm's ability and tendency to integrate decreases 

as host country restrictions on foreign ownership, the firm's aversion for 

environmentai risk, the desire to get rapidly established in the foreign market and 

internal resource consùaints al1 ascend in importance and influence. The results agree 

with studies which test the effect of the aforementioned variables on the entry mode 

choice of manufachrring firms. The study highlights one factor, related to internal 

personnel and capital resource constraints, that brings out the difference between 

service and manufacturing fims. Unlike manufacturing fims, the decision to adopt 

integrated modes of entry such as wholly owned subsidiaries by service fkns  may be 

unconstrained by scarcity of capital; rather human resource limitations may be more 

influential especially for services that are more people-intensive (Errarnilli, 1 992). 

Like the previous study (Erramilli & Rao, 1992), this study also does not explore in 

detail the distinguishing characteristics of services and how they impact the choice of 

mode and does not discriminate between different types of services. 

Erramilli & Rao (1 993) investigate the service h ' s  entry mode choice in a 

transaction costs fiarnework. They argue that some peculiar characteristics of service 



firms necessitate m o d i w g  the traditional transaction cost fiamework used to study 

entry mode choice. They focus on two characteristics of service m s :  low capital 

intensity and the inseparability of production and consumption. The study makes a 

usefûl contribution in striving to adapt an existing theoretical framework, derived 

almost entirely for mode of entry decisions in the manufachuing sector, to explain the 

international entry decisions of semice fimis. This is clearly a departure nom a few 

other studies explaining the internationalization of the hotel indusûy (Dunning & 

McQueen, 1 982), the banking industry (Gray and Gray, 1 98 1 ; Cho, l985), and the 

advertising industry (Terpstra & Yu, 1988), which have directly applied the theones of 

FDI developed to explain international expansion of manufacturing firms to the 

senices sector. In this study too, Erramilli and Rao cluster together service h s  

drawn tiom a heterogeneous mix of industries. This study excludes key characteristics 

such as intangibility of services, the role of client-provider interaction, the degree of 

customization involved, reputation, and the series of activities involved in the service 

delivery process. 

To summarize, previous studies dealing with the mode of entry decisions of 

senice fims ignore important characteristics of services and those they include are not 

adequately dealt with to be able to capture their impact on the entry mode decision. 

The flaws in these studies highlight three key points. First, an essential prerequisite for 

investigating the choice of mode of entry decisions of service firms is to get a good 

understanding of the nature of the service itself. Second, following fiom the first 

point, methodologically an in-depth understanding of the nature of services warrants a 

qualitative research method. Third, it is difficult to capture the implications of 



characteristics idiosyncratic to a particular service for the mode of enûy decision by 

clustering together a wide range of highly diverse services. 

These three issues serve as a critical input into the building of a conceptual 

fiamework and in deciding an appropnate methodology for the research. They also 

support the decision to examine professiond service f ïms separately and to focus on 

one indusûy, that is, on engineering consulting h s .  The following section provides 

the rationale and process of building a conceptual framework for the study. 

Building a Conceptual Framework 

It is clear that there is a very well developed theoretical framework 

for mode of enûy decisions in the realm of manufacturing. However, we 

know little about the entry mode decisions of professional service firms. We 

do know fiom the few existing studies on service firms that characteristics 

such as inseparability and people intensiveness that distinguish these f ims 

from manufacturing are important for entry mode decisions. At the same 

time there are also examples of issues or factors that overlap. For example, 

host country restrictions on foreign ownership, environmental risks such as 

political and economic instability in the host country, availability of a 

suitable partner firm, and interna1 resource constraints of a firm, al1 affect 

entry mode choices of both manufacturing and services (e.g., Stopford and 

Wells, 1972; Weinsten, 1977; E r rd l l i ,  1992). The bottom line is that there 

is not enough research evidence in services or, more specifically 

professional services, to be able to Say with conviction that entry mode 

decisions of such firms will need a completely new theoretical framework. 



It is equally uncertain if entry mode models tailored to manufacturhg firms 

will be generalizable to professional service h s .  

As was pointed out in the first chapter, there is overwhelming 

evidence of professional services being d~xerent or unique (e.g., Maister, 

1993; Lowendahl, 1997). It has been recognized that concepts and theones 

devised to explain the production of goods do not necessarily apply to the 

production of services, and that organization design paradigms applicable to 

rnanufachtring may not fit the special problems of a semice organization 

(e.g., Greenwood et al., 1990; Aharoni, 1993). This argument continues to 

be supported, as Aharoni (1999, forthcoming) argues in the context of 

globalization of services, ". . . .rules and predictions based on the 

rnanufctcturing experience may be very wrong when applied to professiond 

services. . .". 

In this scenario, it made sense to utilize the theoretical knowledge 

that exists about entry mode decisions and then systematically modi@ it or 

change it based on my understanding of professional service firrns and their 

entry mode choices as it develops in the course of this study. The next 

important decision, therefore, was to identifi a reasonable starting point to 

build a conceptual fiamework for entry mode decisions o f f  SFs, more 

specifically engineering consulting firms. This is described in the next 

section. 



Hiil, Hwaag, and Kim (1990) - A starting point 

1 identified the most comprehensive entq mode decision h e w o r k  

in the literature to date to use as a starling point for exploring entry mode 

decisions of engineering cunsulting fims. The eclectic h e w o r k  proposed 

by Hill, Hwang, and Kun (1 990) to investigate the choice of international 

entry modes seemed to be an appropriate starting point. 

The Hill et al. (1990) decision fiamework is most complete in terms of the 

range of explanatory factors included. While Anderson and Gatignon (1 986) also 

suggest a unimg fiamework reconciling different entry mode expIanations, it is not 

comprehensive enough as it only includes transaction costs variables excluding other 

critical issues such as global strategic factors. The Hill et ai. (1 990) rnodel indudes 

three broad categories of variables identified in the literature: strategic variables, 

environmentai variables, and transaction specific variables. The eclectic framework of 

entry mode choice proposed by Hill et al. (1990) is illustrated in Figure 2- 1 on the next 

page. 



The Hill et al. h e w o r k  is a forma1 attempt to bring together the important 

theoreticai strands, representing transaction costs and non-transaction cost factors, 

tiom the previous entry mode literatwe. Further, it adds global strategic variables 

along with the other two sets of variables so that each entry mode decision can be 

examined as a part of the entrant fim's global strategy, an issue that is ignored in past 

studies. 

The Hill et. al. decision tiamework is only a starting point for building a 

conceptuai framework because it is grounded in manufacturing firms. The first step in 

the direction of adapting the entry mode decision h e w o r k  to professional senice 



firms was to incorporate diflerentiating characteristics of PSFs drawn f?om the past 

services literature (e.g., Lovelock, 1983, Z e i t h d ,  Parasuraman, & Berry, 1985; 

Maister, 1993). The modified Hi11 et al. h e w o r k  is presented in Figure 2-2. 

Figure 2-2 

~Modified HU et al. (1990) entry mode decbion ftimework 

The modified Hill et al. (1990) h e w o r k  comprises four independent 

constmcts, global strategic factors, environmentai factors, transaction specific factors, 

and professional senice fim factors. The entry mode decision consmict and the four 

independent constructs are describeci in the next section. 



Hiil et ai. (1990): Dependent and independent variables 

Mode of Entry Decision Construct 

Entry modes are alternative routes or means by which an organization can 

expand its operations overseas. Hill et al. (1990) conceptudize the entry mode 

decision as a choice between licensing, joint venturing, and wholly owned 

subsidiaries. The classification is based on different levels of control and resource 

commitments. The level of control implies the degree of authority over operational 

and strategic decision-making (Hill et al., 1 990). Resource cornmitment involves 

commithng assets that cannot be redeployed to alternative uses without cost. Most of 

the international business literature conceptualizes modes of entry in terrns of different 

levels of control (Caves, 1982; Davidson, 1982; Root, 1987; Anderson and Gatignon, 

1 988, Hill et al., 1990). The degree of control has generally been interpreted by 

researchers in terms of the extent of equity interests. Licensing involves the lowest 

degree of control and wholly owned subsidiaries involve the highest. Similarly, the 

levei of resource cornmitment is the lowest for licensing and the highest for wholly 

owned subsidiaries (Hill et ai., 1990). 

Independent Variable: Global strategic variables, Environmental variables, 
Transaction-sbecific variables. Nature of ~rofessional service variables. 

Following are the descriptions of the independent variables in the Hill et al. 

(1 990) entry mode decision fiamework. They also take account of the hdings of Kim 

& Hwang (1 992), which is an anpirical test of the Hill et al. (1 990) fhmework. 

Global srraregic variables include global concentration, global synergies, and global 

strategic motivations. Global concentration arises when there are limited nurnber of 



players in the global market, creating high levels of cornpetitive interdependmce 

arnong the players. Actions taken by the multinational h in one national market 

may have repercussions for other national markets. Kim and Hwang (1 992) 

hypothesize that a multinational firm with higher global concentration will prefer a 

higher control mode. As predicted, the results show that firms that ranked global 

concentration highl y chose wholl y owned subsidiaries over licensing . It was dz#icuit 

to predict at this point the possible repercussions of global concentration for 

engineering consuiting$m. Ir w m  imporîunt tu first understand the nature of 

competition in this industry. 

Global synergies or global econornies of scale, especially with respect to inputs 

such as R&D, manufacturing, and brand name may also affect the choice of mode of 

entry. Kim & Hwang (1 992) hypothesize that when the extent of potentiai global 

synergies between the entrant and other sister business units is great the fim will 

demand a high control entry mode. The study finds that global synergies significantly 

affect entry mode choices. Firms that ranked global synergies highly avoided 

licensing in favor of higher control modes such as wholly owned subsidiaries or joint 

ventures. It is important to note that the firms appear to be indifferent between wholly 

owned and joint venture modes even though they involve different levels of control. 

One would expect engineering consultingfirms to reap economiesjkorn the use of 

people, the core asset of a pro fessional service firm, in rhe process of service creution 

and delivev. This is liket'y to impact the choice ofmode of en* decisions of these 

jrms. 



Global strategic motivations refer to strategic objectives of entering certain 

markets, especially of global rivals, which go beyond a simple cost-benefit analysis of 

that particular entry decision. Kim & Hwang (1992) define global strategic 

motivations as strategic aims set at the corporate level for the purpose of wrporate 

efficiency maximization. As hypothesized, the study suggests that global strategic 

motivations do have a significant impact on the choice of mode. F h s  ranking global 

strategic motivations high also avoid licensing and opt for higher controi modes. But 

the decision seems to be indifferent between a wholly owned subsidiary and a joint 

venture. One could expect engineering consulringfirms to set up a whoiiy owned or 

joint venture oAjce as a strategic oulpost in a particuIur country or region to estabZish 

some visibiiity that will be advantageour in the long nrn. 

Environmental variables include demand uncertainty, cornpetition intensity, country 

risk, and location unfarniliarity. Contrary to their hypothesis, Kim and Hwang (1 992) 

find demand uncertainty and cornpetitive conditions do not significantly affect entry 

mode choice. The study does, however, support the hypothesis that high country risk 

and location unfamiliarity will cause the fims to avoid wholly owned or joint venture 

modes in favor of Iowa resource modes such as licensing. Several studies find that 

host country risks such as political instability, price controls, local content 

requirements, currency convertibility risk etc. have significant implications for the 

mode of entry decision (e.g., Kobnn, 1983; Stopford & Wells, 1972; Bradley, 1 977; 

Root, 1987; Gatignon & Anderson, 1988). Higher level of host country nsks dissuade 

finns from setting up higher resource modes such as wholly owned subsidiaries. 

Location farniliarity which looks at the distance between the home and the host 



country in terms of culture, econornic systems, and business practices has been found 

in previous studies to impact the choice of mode of entry of h n s  going overseas (e.g., 

Stopford & Wells, 1972; Davidson, 1 980; Davidson & McFetridge, 1985; Gatignon & 

Anderson, 1988; Kogut & Singh, 1988; Enamilli & Rao, 1993). Demand uncertainty 

and intensity of cornpetition affect the propensity of entering firms to invest resources 

and hence the choice of mode (Harrigan, 1983, 1985; Kim & Hwang, 1992). The 

impact of these environmental variables has been examined, predominantly, for the 

mode of entry decisions of manufacturing firms. Emmilli (1992) and EnamiIli & Rao 

(1 993) empirically test the effect of certain types of country risk and of cultural 

distance for service fhms and find them relevant for the mode of entry decision. High 

host country risk and a high degree of demand uncertainiy are likeiy to impclct the 

e n y  mode decisians of engineering consu2tingf;rms in dissuadhg modes requiring 

greuter resources. A greater culrurai dis rance wiii likei) point to a joint venture 

amangement. 

Transaction-specipc variables included in the Hill et al. (1990) fiamework relate to 

the value of firm-specific know -how and the nature of know-how. The value of 

firrn-specific know-how pertains to the risk of dissemination of know-how. 

Transaction costs theoy or internationalization theory suggests that the finn-specific 

advantages the MNE enjoys relative to the host country enterprises, generate quasi- 

rents which may cause licensees or partners in other contractual modes to disseminate 

the know-how (e.g., Dunning, 198 1 ; Hennart, 1982; Hill & Kim, 1988; Teece, 1977, 

198 1). The second elernent of the transaction-specific variable in the Hill et al. 

framework is the tacit nature of know-how. Tacit know-how cannot be codifie- which 



makes it difficult for any party to know ex ante what the cost and value of the transfer 

will be. The parties may behave opportunistically to exploit the situation to their own 

advantage (Hennart, 1988). Kim and Hwang (1992) in an empiricai test of the Hill et 

al. mode1 find mixed support for the hypotheses. The value of firm specific know-how 

was not f o n d  to affect the fhns '  entry mode decisions. However, the tacit nature of 

know-how did affect the choice of entry mode in that the higher the tacit component 

the greater the likelihood of fïrms choosing a whoily owned or joint venture mode 

over licensing. Again, the results do not indicate any discrimination between a higher 

control wholly owned subsidiary and a relatively lower control joint venture mode. Ir 

is likeij that a greater value attached to the persona lized eiement in profasional 

services and also, there being a need for a higher ievel of customization will reduce 

concem for dissemination of knowledge making it a relatively unimportant factor in 

entry mode decisions. 

Nanrre of pro fessional service fims variables include the following distinguishing 

features of professional service fixms: intangibility of service, degree of customization, 

need for service provider-client interaction, reptation, inseparability, six, people as 

the dominant asset, and the nature of knowledge. This component modifies the Hill et 

al. fiamework, The description provided below of each of these PSF conslnicts is at r 

very generic level. 

Intangibility One of the core elernents of a professional senice is iîs intangibili ty, 

which implies that a senice is perceived in a subjective manner and it is frequently 

difficult to evaluate or define quality. Professional services such as accounting, 

engineering consulting, and law generate knowledge or ideas and the client purchases 



these ideas. These may be embodied in an audit report or an engineering design, 

which is the tangible element. Thus, there is a tangible dimension to these services but 

the intangible components dominate. Shostack (1977) describes this vexy succinctly - 

*'. . ..intangibles may corne with tangible trappings, but no amount of money can buy 

physical ownership of such intangibles as experience, time or process.. .". An 

important implication of the intangibility characteristic is that it makes it difficult for 

the client to evaluate the service. Uncerfainîy in the min& of the client about thefinal 

outcorne is Iikely to cal1 for more client-consdtant interaction and in tum impact the 

mode by which an engineering consul?ingf;rm enters a country. 

Client-cotmdtant interaction The role of client - service provider interactions is 

critical in influencing the customer's perception of the quality of the service. 

Gronroos (1990) points out that a customer's perception of the quality of the senice is 

not just influenced by the technical quality of the final outcome received but also by 

how he or she receives the service, that is, the functional or process related dimension. 

Further, the need for client-consultant interaction becornes almost necessary to deal 

with the uncertainty arising fiom intangibility and to produce a customized 

idiosyncratic outcome for each client. In an international context, the process of 

interaction becomes cornpIex as the need for the PSF to react quickiy to a client's 

needs cm be hampered by cultural differences and problems in communication 

(Fladmoe-Lindquist, 1993). It is crucial, therefore, to make a choice of organizational 

fom in the host country that will facilitate the process of interaction with the client. h 

is likely that the need to overcome cultural barriers in communication in the host 



country wiZZ require engineering consuZtingfim to choose pcrrtnerships over wholly 

owned ve?.itures. 

Degree ofCustomization Professional service fhns are characterized by a high degrez 

of customization. They focus mostly on exploring and solving a specific problem for a 

client, that is, they have to offer custom made solutions (Gummesson, 1978). Due to a 

high element of personal judgement and imovativeness, the degree of uncertainty 

experienced by the client as well the service provider about the final outcome 

increases (Lovelock, 1988). in these conditions, it is impossible to negotiate dl 

aspects of a contract ex ante, hence requiring continuous bargaining and interaction 

between the provider and the client. A highly customized output of PSFs may require 

a Large part of the production and delivery process to take place on site as defined by 

the client (Lowendahl, 1993). One could expect the degree of customization required 

in the engineering consulting service to have some implications for the means of 

entering an overseas market. 

Inseparability The inseparability characteristic of services implies that the production 

and conswnption of services often occw simultaneously so that services must be 

produced where they are required. This is likely to impact the mode of entry when a 

service is required to be delivered to clients across borders. Judging the separability of 

production and consumption requires recognition of the fact that there is something 

more than the core service itself that is delivered. Services are activities or a series of 

activities rather than things (Gronroos, 1990). In other words, there is a whole 

'package' being delivered to the client. For example, engineering consulting could be 

characterized as a 'separable' service if it is simply viewed as entailhg delivery of a 



design embodied in blueprints. Engineering consuithg business entails more than just 

delivering basic technical knowledge encapsulated in blueprints. It involves several 

distinct stages before anything tangible ernerges and each stage demands its own level 

of inseparability. In fact, the process of service delivery most often does not end with 

the production of a design as the supenision of construction or construction 

management is very critical for the successful delivery of an engineering senice. One 

could q e c t  the range of services that an engineering consultingfirm per$orms tu 

have implications for its entry mode decisions. 

Reputation Reptation is a professional service fim's most valuable asset. It is 

particularly important because of the idiosyncratic nature of the service, intangibility, 

and the information asyrnmetry between the client and the service provider, al1 of 

which exacerbate the uncertainty in the minds of the clients about what they are 

buying. As Lowendahl ( 1997) describes, it becomes difficult for the client to evaluate 

the "credibility of the promise", which depends on the fïrm's reputation and the 

professionals the firm says it will assign to the project. The reputation of the firm and 

of the individual professionais in the firm is, therefore, critical. Further, because of the 

intangibility the client finds it difficult to isolate service quality fiom the "quality" of 

the service provider (Campbell & Verbeke, 1994). The need to reduce uncertuinty and 

establish quickly a reputation for reiiabiiity is Zikely to be critical for the choice of 

mode of entry of an engineering consu fting firm. 

People as dominant asset Professional sewice fhns  are highly ski11 and knowledge 

intensive (Aharoni, 1 993). They are characterized by heavy reliance on individuals 

rather than on capital or traditional concrete assets. The critical elements are in the 



minds of employees and in networks of customer relationships, manuals and systems 

for supplying seMces (Alvesson, 1995). People being mobile are likely to be less of a 

constraint in the choice of mode of entry. On the other hand, people as an asset pose 

challenges in that they are ofken not substitutable or not interchangeable (Lowendahl, 

1997). This is likely to impact decisions to set up offices in 0 t h  locations and thus 

also affect entry mode decisions of firms. Also, if people are the most important asset 

in PSFs, managing personnel, their training and development, and welfare are 

pararnount. Quality control and maintaining service consistency are essential. So 

setting up new offices in far-flung areas can be difficult. Engineering consultingfinns 

ako predominantly utilize people as the key resource in providing their service and 

accordingly, the characteristics of this core asset are likeiy to impact the choice of 

mode of enby into overseas markets. 

Knowledge Clearly, the competitive advantage of PSFs lies in the knowledge they can 

provide their clients and the nature of this knowledge is likely to be critical to the 

choice of mode of entry decision. The implications may be closely tied to people 

being the dominant asset because the knowledge is vested in individuals. individually 

held knowledge may be fûrther coordinated in teams and eventually into 

organizational level knowledge. In the context of engineering con.su/tingfim, at this 

point a better understanding of the knowledge these$rms upply in proviàing the 

service was needed to predict anything abour its possible implications for entry mode 

decisions. 

To sumrnarize, at this point of the research, 1 had a conceptuai fhmework that 

summarizes the key arguments and findings of the mode of entry literature and adds 



the PSF elements (Figure 2-2). It is important to reçognize that this h e w o r k  is only 

a starting point or a provisional fiamework and needs to be subjected to initial analysis 

to see whether the modification is appropriate. This is necessary because we know 

very little about modes of entry of professional service fkns. 

The next chapter provides an overview of the methodology for the study and 

presents in detail the methodology and data analysis for Phase 1 of the research. 



CaAPTER 3 

PHASE 1: METHODOLOGY AND ANALYSIS 

Overview of Research Design 

The study applied a two-phase research design combining qualitative and 

quantitative approaches. The fint phase involved qualitative in-depth case analyses of 

overseas enûy mode decisions of twenty engineering consulting firms based in Canada 

and the US. The data was collected through semi-structured interviews. The second 

phase involved a quantitative study conducted in a wider sample of engineering 

consulting firms based in Alberta, Canada. A structured interview schedule was used 

and the data analyzed statistically. A research design that draws on both qualitative 

and quantitative data co!!ection procedures is sometimes referred to as a mixed method 

or "between methods" design (Jick, 1979). 

This chapter deals with the fint phase of the two-phase research design 

including both methods and analysis. Chapter 4 and 5 are devoted to the methodology 

and data analysis respectively, for the second phase of the study. 

This chapter is organized in three major sections. First, the objectives of this 

phase of the study are elucidated. Second, the methodological approach is discussed 

followed by a detailed description of sampling and data collection procedures. in the 

third and final section, the process of data analysis and the results are presented. 

Phase I of Study 

Objectives 

The first phase of the research is the most critical step in the process of 

building a conceptual fiarnework of enûy mode decisions tailored to a professional 



services industry. To recapitulate, the Hill et al. (1 990) entry mode decision 

framework, derived fiom research in the manufacturing sector, provided a provisional 

conceptual fiamework which was modified by incorporating professional service finn 

(PSF) characteristics drawn tiorn the past services literature. The Hill et al. fkmework 

defines the mode of entry decision as a choice between various legal arrangements 

such as licensing, joint ventures, and wholly owned subsidiaries and incorporates three 

major determinants of the entry mode decision that include transaction specific 

variables, environmentai variables, and global strategic variables. The PSF 

characteristics introduced to the fiamework include uitangibility, reptation, need for 

customer-client interaction, customization, and inseparability. Introducing professional 

services characteristics to the starting entry mode decision M e w o r k  appeared to be 

an appropnate initial modification to situate it in a professional services context. After 

the modification, however, the t'ramework was merely a simple amalgamation of entry 

mode decision variables identified in the organization econornics literature and 

professional services variables drawn fiom the services literature. The highly generic 

definitions of PSF characteristics and a conspicuous lack of past research in various 

aspects of globalization, including choice of entry modes, of professional services 

made it difficult at this point to make any meaningfùl conceptualization about the 

factors affecting entry mode decisions. 

There were numerous ambiguities about the modified Hill et al. framework. 

First, it was difficult to tell if al1 the factors in the tiamework could be mapped, as is, 

on to a fiamework relevant to a PSF industry. Second, assuming that professional 

services are d~flerent, it was not clear how the PSF characteristics would impact the 



entry mode decision. Third, there could be other unknown factors attributable directly 

to the nature of activity of the PSFs. The need to arrive at a conceptuai mode1 that 

would comprehend the r d i t y  of professional services as closely as possible made it 

imperative to further explore the nature of the firms and their international o p t i o n s .  

Thus, the objective of the first phase of the study was to explore the nature of 

engineering consulting, to understand its PSF characteristics at a higher level of 

specificity, to identi* its international modes of entry, and the factors affécting the 

choice of mode decision. This called for a qualitative approach consistent with an 

inductive mode1 of thinking to facilitate the process of understanding and to unravel 

issues not identified in the past mode of entry and services literature. The Hill et al. 

fkmework dong with the PSF characteristics sewed a good focusing and bounding 

function (Miles & Huberman, 1984) for tùrther theory development or, in this case it 

might be more appropriate to cd1 it theory elaboration (Strauss, 1987; Vaughan, 

1992). The starting theoreticai fiamework was not meant to be a constraint but to be 

used inductively so that it did not become something to test, but rather to develop and 

be shaped through the process of research (Creswell, 1994). 

1 expected three main objectives to be achieved in the first phase of the study. 

First, to complete the process of building a conceptual fiamework for the enûy mode 

decisions of a professional service industry. Second, to help operationalize variables 

related to PSF characteristics such as the nature of knowledge, intangibility, 

customization, inseparability, and the client-service provider relationship which are 

very broadly defined in past literature. Third, to conceptualize the relationships 

between PSF characteristics and the entry mode decision. These were expecteù to 



contribute to building a çomprehensive and relevant structured quest io~aire for the 

second phase of the stirdy. The rnethodological approach applied to the k t  phase of 

the study and the rationale for it are discussed in greater detail in the following section. 

Methodology 

The need to anive at an enw mode decision fiamework that is relevant to a 

professional services industry called for an in-depth exploration of engineering 

consulting to understand the nature of business, its international modes of entry, and 

issues critical to the choice of mode decision. It was particularly important to 

undatand what the different PSF characteristics really meant and to conceptuafize the 

relationships between these characteristics and the choice of entry modes as well as 

how these features might shape the relationships of other variables with the entry 

mode decision. 

In light of the nature of the issues to be addressed at this stage of the research, 

it made sense to use a qualitative mode of enquiry. Morse (1 99 1) draws attention to 

four characteristics of a typical qualitative research problem. One, the concept is 

immature due to a conspicuous lack of theory and previous research; two, a notion that 

the avai lable theory may be inaccurate, inappropriate, incorrect, or biased; three, there 

is a need to explore and descnbe the phenornena and to develop theory; and four, the 

nature of the phenomenon may not be suited to quantitative measutes. 

My research problem at this point fit most of these characteristics, in the sense 

that although 1 could draw on a strong theoretical framework fiom past research it was 

likely to be biased and inadequate for explaining the phenomenon at hand. Something 

was known about the phenomenon but not enough to house a theory (Miles & 



Hubennan, 1984). There was obviously a need to explore and develop the theory. 

The curent status of research on the internationalization of PSFs, the Iack of previous 

theorizing of relationships between various PSF issues and overseas entry mode 

decisions, and an inadequate understanding of the nature of engineering consulting 

itself clearly suggested that the research problern was not, at least at this stage, 

arnenable to quantitative measures. Further, the mode of entry decision is a very 

complex decision and it made sense to access the experience of managers who actually 

make the decisions to get a good understanding of  the complexities involved. There 

was a need to focus on what Miriam (1988) describes as the process, meaning, and 

understanding to be gained through field research involving face to face conversations 

with real decision makers. Accordingly, the first phase of the study applies a 

qualitative approach invo1ving in-depth semi-stmctured interviews in North American 

engineering consulting firms doing work overseas. 

Taking a cue fiom past writings on research methods, focusing on the 

advantages and limitations of different methods (e-g., Miles & Huberman, 1984; 

Meniam, 1988; Bogdan & Biklen, 1992; Creswell, 1994), the choice of one to one in- 

person interviews as a method of data collection seerned appropriate for the study. 

First, the research problern was to investigate the choice of mode of entry decision that 

could not be direct1 y observed, thus, ruling out various observational methods. 

Second, interviews would make it possible to get historical information which was 

likely to have a bearing on the choices that were made with respect to the modes of 

entry. Third, a strong starting conceptual fiamework provided a general direction for 



data collection and interviews would allow me to exercise some control over the line 

of questioning without, at the same tirne, being overly constraining. 

Sampling and data coiiection 

The next step was to identi@ the parameters for data collection. Miles & 

Huberman (1 984) suggest four parameters. One, the setting where the research will 

take place; two, the actors who will be observed or intewiewed; the ,  the events that 

the actors will be intervieweci about; and the process or the evolving nature of events 

undertaken by the actors within the setting. The data for this phase of the study was 

collected in North American engineering consulting firms. 

The engineering industry in North America consists of three types of h s .  

One, the integrated manufacturing and engineering firm, which is essentially, an 

industrial corporation independently selling its know-how in the engineering markets. 

Second, the integrated engineering and constmction Company that performs both 

engineering and contractor activities. Third, the specialized engineering consultant 

firm which provides services in a range of activities such as pre-feasibility and 

feasibility studies, surveys, design, training, construction management etc., but operate 

neither in construction per se, nor in manufacturing. Almost al1 the Canadian firms 

and many US firms belong to this category (Niosi, 1995). The sample of firms for this 

study are drawn from the population of the third type of firms based in North America. 

Firms in the third category represent the service and the consulting arm of the 

engineering industry and thus, were most appropnate for this research. 

The h n s  were located in Alberta, Canada, and in New York and New Jersey, 

US. The choice of location of fims was governed by three factors. First, Calgary in 



Alberta and NY and NJ in the U.S. are hubs of corporate activity with a hjgh 

concentration of head oflices of f ims  as well as subsidiaries of major firms, which are 

headquartered elsewhere. This was çonfïrmed afier a thorough search of the 

Engineering consulting directories and the Engineering News Records. This 

combination of locations appeared to be representative of the industry in both Canada 

and the U. S. Second, there are a large number of firms in these locations involved in 

international activities. Third, it was both temporally and financially viable to conduct 

research in these locations. 

The lists of engineering consulting firms in Alberta, New York, and New 

Jersey were drawn fiom the Directory of the Consulting Engineers of Alberta and the 

membership lists of the New York Association of Consulting Engineers hc. and the 

Consulting Engineers Council of New Jersey. Another supplementary source for the 

US finns is the Engineering News Record (ENR) which published an updated list of 

the top 500 US design firms (international) in July, 1995. It publishes such lists from 

time to time, which help keep a track of any exits and entries of fims in the 

engineering consulting industry, and any changes in names, and addresses. Canadian 

Consulting Engineering (a trade journal) provides similar lists for Canadian firms. 

Initial phone calls were made to confirm the firm's involvement in overseas markets 

and to identiQ a senior executive actively involved in decisions related to international 

operations. A letter describing the research and addressing confidentiality issues was 

faxed to the executives before contacting them on the phone to set up a meeting. The 

choice of firms was dictated by the willingness of the f ims  to participate in the study. 



The sample for the study was not a randomly selected statisticai sample. The 

objective was to purposefully select f ims  in a way that would best address the 

research question (Creswell, 1994). While the sarnple was not randomly selected, an 

effort was made to select fims that spanned a wide range of specializations including 

environmental, civil, transportation, municipal, stmcturd, electrical, mechanid, 

p harmaceutical, energy, petroleum & petrochemical, and geotechnical engineering. 

The intent was also to make the sample as diverse as possible for the range of services 

performed, the size of firms in terms of number of employees, and the de- of 

internationalization. 

The number of f ims to be sampled was not decided at the outset but the data 

was gathered until it stopped yielding any new concepts, that is, up to a point of 

theoretical saturation (Glaser & Strauss, 1967). The type of sarnpling done for the 

study is more akin to the concept of theoretical sarnpling, original1 y proposed by 

GIaser & Strauss (1967), where the process of data collection is controlled by 

emerging theory. The researcher decides which additional data are relevant to 

explicate and develop emerging concepts (Locke, 1996). This is not to suggest that this 

study technically applied the grounded theory approach to arriving at theoretid 

saturation, which involves multiple cornparison groups to help generate as many 

properties of the different conceptual categories as possible (Glaser & Strauss, 1967). 

In this study, the data collection was confined to one substantive group but as the 

interviews progressed the emerging concepts as well as issues pointing towards 

elaboration of existing concepts were tracked continuously and shaped the questions in 



subsequent interviews. A total of 19 interviews were conducted at which point the 

saturation of concepts and information becarne apparent. 

Description of sample. A majority of the iïrms in the tinai sample specialized in 

environmental, civil, structural, mechanical, and electrical engineering. Fu ther, at 

least six of the firms were hîghly diversified. The range of services performed by the 

firms covered pref&bility studies, feasibility studies, design, detailed engineering, 

and the supervision of construction. Three of the eighteen firms were also involved in 

the "hild" or construction phase of a projet. The size of the firms in terrns of the 

total number of staff across al1 offices ranged fiom 65 to 7000 employees. It is 

difficult to classi@ firms in this industry as large, medium, or maII because different 

ranges apply to different specializations. For example, in the structural, electrical, and 

mechanical engineering areas finns with staff ranging Erom 100 to 500 would be 

considered medium or large. Finns with staff exceeding 1000 were highly diversified 

and geographically dispersed. Al1 the fhns had diRerent degrees of involvement in 

the international arena witfi revenues fkom international operations ranging fkom 1% to 

80% of total fkn revenue. The firms had been international for approxhately 2 years 

to as long as 70 years. A majority of the firms fell in the range of 15 to 30 years of 

overseas work. Thus, the sample of firms for the exploratory phase of the study was 

quite comprehensive in ternis of size, specializations, range of services performed, and 

the extent of international involvement in diverse countries. 

Data coiiection procedure. A semi-structureci interview schedule was prepared based 

on the concepts included in the conceptual fiamework for the study. The interview 

schedule used for the first phase of the study is included in Appendix A. A senior 



executive involved in decision making for the intexnational operations of each firm 

was interviewe& A person who had been in the fim for a reasonably long period of 

tirne was preferred because entry mode decisions could only be discussed in hindsight 

and required sufficient historical background of the b ' s  internationalization. 

Creswell(1994) suggests a protoçol for conductiug interviews, which was 

applied in the study. Each intewiew hegan by providing a clear description of the 

research and the general nature of the issues that would be discussed in the ensuing 

interview. Permission was asked to audio tape the discussion. The interview started 

with questions about the general background of the firm including a brief history of its 

domestic and international operations, areas of specialization and the range of services 

delivered, the geographical location of branch offices or subsidiaries, if any, and 

names of countries where the fim was operating. More specific questions were asked 

about the types of modes of entry the b adopted for difkrent countries. The 

interviewee was asked to describe the legal form of each mode. This was followed by 

questions about the generd nature of work performed and the entire process of service 

delivery. This brought up issues such as the intangible nature of the service, the role 

of client-consultant interaction, customization of the service, and inseparability. These 

were pursued in more detail. The interviewee was then asked to focus on any one 

country and give the story of entry into that wuntry. This shed light on factors 

involved in making the decision about the choice of country and the mode of entry. 

More detailed questions were asked about the role of detenninants of the entry mode 

decision included in the conceptuai h e w o r k  such as the global strategic issues, 

country specific issues, and transaction cost issues. New factors identified by the 



interviewee were discussed in depth. The interviews d l y  lasted between an hou. 

and one-half hours and two hours. 

The process of intexpretation of the data started simultaneously with the data 

collection. The interviews continuai until it became apparent that there were no new 

concepts emerging or the data had reached a point of saturation. After each interview 

brief notes were made of issues that emerged in the course of the inteniew that 

particularly drew attention to the nature of engineering consulting, its professional 

service features, and its internationai market entry. These were reflective notes that 

Bogdan & Bikien (1 992) describe as, bb~pecuiation, feelings, problems, ideas, hunches, 

impressions, and prejudiçes". This exercise helped keep a track of issues being 

consistently repeated across firms as well as those that were not. More detailed 

questions were asked in the subsequent interviews to get a better understanding of 

these issues and to clarifjr any arnbiguity swounding hem-  While the basic structure 

of the interview schedule remained the same, some questions were improvised in an 

iterative manner as the interviews progressed. 

Methodological approach. The process of data collection and the detailed analysis, 

to be discussed later, are a partial reflection of the grounded theory approach. It was 

not "intended" but the way the process of enquiry evolved took on a hue of the 

grounded theory method. At the end of the f h t  five intewïews, detailed notes were 

made on the broad issues that jumped out as either completely new and not a part of 

the conceptual fiamework or as different aspects of the constnicts in the wnceptual 

h e w o r k .  Many of these emerging issues required further clarification and 

eIaboration, which was deliberately sought in the following interviews. Furthemore, 



comparing statements about the same issue across the completed interviews revealed 

differences across specializations, size, and the degree of internationalization of h s .  

Thus, throughout the interview process, while following a generally consistent line of 

questioning, there was a deliberate effort to seek M e r  confirmation and clarification 

on the observations and conceptualizations drawn from previous interviews. It 

certainly drove the ongoing data collection. The process bears a resemblance to what 

Locke (1996) describes as the two key anaiytic operations proposed by Glaser & 

Strauss (1 967). One, rnaking constant comparison and two, theoreticai sampling. 

Constant comparison in this study rneant cornparisons made afler each interview with 

prior interviews. 

It is important to note that the methodological approach for this study reflects 

more the Straussian perspective of grounded theory (e.g., Corbin & Strauss (1990); 

Strauss, 1987; Strauss & Corbin, 1990). This is apparent in two respects. First, the 

Straussian perspective emphasizes a greater role of theory, while Glaser (1992) 

continues to emphasize a "purer" induction (Hinings, 1997). In this study, there was a 

strong prior conceptual framework to inform the data collection and provide insight to 

the data. Second, an important part of the process of conceptualizing and c a t e g o r i ~ g  

data is provoking the data by asking numerous questions of it (Strauss & Corbin, 

1990). Glaser (1992), on the other hand, criticizes this approach and cautions against 

"slipping into preconception". 

Interestingly, in ttus study, 1 went into the field with a rather strong 

preconception grounded in past research, especially regarding the entry mode 

constmct, which is the core of the research question. But the preconception was in 



fact more a facilitator than a constraint or contaminator in identifjing and generating 

new concepts fiom the data. It hetped me see things in the data that did not fit the 

preconception and look for whar else might be going on. It helped in comparing and 

contrasting, in drawing out the differences and similarities, which was critical since 

one of the pnmary goals of the study was to explore "how professional services might 

be different in the context of overseas entry mode decisions". This is consistent with 

what Strauss and Corbin (1992) dl "provoking the data" to break it down and 

categonze it. It certainly was in the true spirit of exploration, the main objective of 

this phase of the study. The process was a d l y  instrumental in a reconceptualization 

of the entry mode çonstruct, which is discussed later. A caveat borne in mind every 

step of the data collection and analysis was to keep an open mind. It was important to 

be open to possibilities and see contrary or alternative explanations for the fïndings 

(Creswell, 1994). in sumrnary, the approach was to go into the field with an open 

mind and not an ernpty head (Fettexman, 1989) as opposai to Glaser's (1992) "the 

anal yst should just not know as he approaches the data". The above discussion of my 

methodological approach will make more sense as 1 discuss the actual process of data 

analysis and its outcome in the following paragraphs. 

Data Analysis 

Although, there was an overall plan of analysis, the process of analysis evolved 

and was adapted as some observations and emerging concepts point4 to different 

ways of exploring and thinking about the data. Tescb (1990) observes that the process 

of data analysis is eclectic, and there is no "right way". The process of interpretation 

of data began at the stage of data collection itself and informed and guided each 



subsequent stage of data collection. The interviews were then transcri'bed and the 

tra?scripts formatted to fit the requirements of Nud*ist, a specialized qualitative 

software used for the analysis. Nud*ist is designed to manage and process qualitative 

data which is often in the fonn of unsûucîured conversational interviews, historical or 

literary documents, field notes, newspaper clippings, etc. Nud*ist enables storing and 

retrieving text fiom the documents. It has a v e y  sophisticated indexing system that 

facilitates the creation of categories for thinking about the data and indexing or coding 

segments of the text at the index categories. In other words, the index system contains 

the researcher's ideas, concepts and categories. Nud*ist offers the superior advmtage 

of an indexing systern that is flexi'ble in allowing you to change, reconfigure and 

continuously build the d i n g  as the project progresses. This is a critical feaîure for 

the process of theory building or theory elaboration. in the following paragraphs the 

process of analysis is discussed. 

ANALYSIS: STAGE 1 As mentioned earlier, the hrst stage of the anaiysis commenced 

simultaneously with the data collection and transcription. Al1 the interview transcripts 

were then read thoroughly a couple of times to get a preliminary sense of the issues 

brought up by the interviewees to describe the fhns' nature of work and international 

operations. Different sections of the interviews were highiighted and categorized 

under broad concepts such as types of legal modes, PSF characteristics, country 

specific issues, and transaction cost issues. A Nud*ist tree was created with the broad 

conceptual categories representing the nodes of the ûee and the relevant text was 

posted at each node. Also, a base data node was created to cany basic information 

about each firm including its size, age, areas of specialization, range of engineering 



consulting services performed, number of years of international activity, and corntries 

of operation. In the next round of reading the interview texts the conceptual categories 

were fbrther refined and subnodes created in the index tree. In this way a hierarchy of 

categories emerged. For example, under the core node on PSF features subnodes 

representing sub-concepts such as reputation, intangibility, client-consultant 

interaction, custornization, and inseparability were created. Similady, under the 

transaction costs node, two sub-nodes were created, namely, the ''nature of knowledge 

node" that referençed parts of the text ailuding to the nature of what these fïrrns sel1 

and a "risk of dissemination of knowledge node" that contained al1 discussion on this 

issue. The nodes and subnodes çorresponding to al1 the concepts developed are 

outlined in Appendix B. 

The starting conceptual framework of the study &ove the initial structure of 

the tree. However, given the flexibility built into the Nud*ist indexing system, it was 

possible to prune, reorganize and combine the different nodes in subsequent stages of 

andysis as the thinking about the different concepts and their relationships evolved. 

Concepts that were not a part of the conceptual h e w o r k  of the study were identified 

and new index categories created accordingly. For exarnple, the importance of 

"people" as the dominant asset, the role of clients' preferences, the role of contacts and 

relationships with clients and business partners, and the types of global economies 

prevalent in the industry. Each of the theoreticai categories was cleariy defined and 

stored which helped in building new categories as well as avoiding any overlaps. 

Further, any relationships and interactions observeci between factors were docwnented 

in memos attached to each node. One of the purposes of mernos is to hold preliminary 



theorizing about the data. For instance, the implications of firm size on international 

activity, the role of pre-existing relationships with clients in triggerîng entry into a 

country and so on. 

The preliminary analysis revealed that the modes of enûy of the fimis into the 

host countries were rather difficult to decipher fiom the data. The modes of entry 

identified in the past Iiterature such as green-field investments, acquisitions and joint 

ventures were used as the points of refetence for identifjmg the modes in the interview 

data. It was anticipated that the list of modes might need to be expanded for the 

engineering consulting industry to include some contractual modes such as 

subcontractual agreements and consortiums. Although, there was evidence of the 

variety of diffèrent legai forrns adopted by fims, what particular fom constituted a 

firm's means or mode of entry into a specific host country was rather fuzzy. A more 

fine grained analysis of the data was done to identifi al1 the issues the interviewees 

were alluding to when asked direct questions about the means by which they entered a 

particular country. A typicai pattern observed in parts of the text refming to overseas 

entry was that the discussion revolved around "projects". This drew attention to the 

project-based nature of engineering consulting, a çore characteristic of the indusûy. It 

was apparent fkom the project-based activities that these fims are continuously 

entering a country project by project by project. A perfect illustration of the project 

based nature of engineering consulting and its repercussions for intemational activities 

is a statement drawn fiom a letter written by the President of a large international 

engineering consulting firm to the staff. The firm has been doing international work 



for about 30 years and has offices in 40 countries spanning six continents. The 

statement reads: 

"...The Singapore project is r milestone wia for the Company. We acknowledge rad rpprechte 

your hard work. ..we value and sincerely appreciate the great job you are dobg, working togcther 

to achieve our company's global vision, project by project ...." 
It was necessary both fiom a theoretical and practical standpoint to examine how the 

mode of entry decision constnict should be conceptualized for a project-oriented 

business. 

Conceptualizing Mode of Entry Decisions of Engineering Consulting Firms: 
Dependent Variable 

In the entry mode literature, which is predominantly situated in the 

manufacturing sector, the modes of overseas entry are classified as concrete categones 

such as licensing, joint ventures, wholly owned subsidiaries, and acquisitions. Each of 

these categones corresponds to a different level of resource cornmitment and degree of 

control by the entrant fim. There are essentially three significant points to note about 

the way the mode of entry decision has been conceptualized in the past literature. 

First, the notion of entry itself has a long-term connotation, in the sense that the fim 

enters a country to establish a long-term presence in the country. Second, it involves a 

choice between various legal arrangements such as licensing, greenfield investments, 

joint ventures and acquisitions. Third, the decision is a one shot exercise involving a 

clear-cut choice among the different legal forms. 

According to the traditional conceptualization of mode of entry, it is the mode 

adopted by a finn at the time of entering a country. Now, in the context of engineering 

consulting this would mean the mode adopted for a specific project, which oftm 



provides entry into a country. However, the choice of a partïcular mode is only 

relevant for a specific project and is dissolved on the completion of that project. This 

obviousl y raises the question as to whether an entry mode adopted for a 'project ' in a 

certain country wnstitutes a mode of entry into that 'country'. But the data aiso 

suggests that each project is unique and ofien a different arrangement is adopted for a 

subsequent project. Thus, unlike manufacturing, where the mode of entry is likely to 

stay that way for a fairly long paiod of tirne, this is not the case for professionai 

services such as engineering consulting. However, if a firm e n t a  a country project by 

project using a different legal arrangement each time, this raises an important 

theoretical question as to what 'entry' means in the context of a project oriented 

business and consequently, what 'mode' means. This is the focus of the next stage of 

anal ysis. 

GN&YSïS: STAGE 2 Following the critical insight fiom the data about the central 

role of the project based nature of engineering consulting in understanding the fhms' 

entry into overseas markets, the interview texts were re-read. Al1 activities 

surrounding a firm's project-based entry into a host country were identified. Four 

different aspects of mode of entry were identified. First, while f ims make a project by 

project entry into different counûies there seems to be a notion of permanency or 

different degrees of presence in any country. Second, engineering consdting firms do 

adopt a variety of legal arrangements including wholly owned subsidiaries, permanent 

joint ventures, acquisitions, ternporary joint ventures, su bcontractual arrangements or 

associations. Third, there is much emphasis on the type of physicai presence in a 

country. Fourth, a finn may either enter a country on a project-bais or do so with a 



more deliberate strategy to exploit a country or a region as a market. Each of these 

four issues are now discussed in more detail below. 

Degree of Presence: Notion of Permanency. The h s  are çontïnuously entering a 

country project by project. While the firms are carrying on th& project level 

activities, the data suggests that simultaneously there is a notion of different degrees of 

pemanency or degrees of presence in the host country. Usually, a single project 

represents a fimi's first foray into a country, which may be followed by a succession 

of more projects. The project by project activities culminate into a certain degree of 

presence in the host country. Thus, in order to conceptualize entry into a çounûy in its 

traditional sense of long-term presence, it becarne increasingly clear fiom the data that 

the entry mode decision needs to be viewed as an entry modeprocess. The notion of 

pexmanency or a long-term presence is expressed in the following quotes fiom the 

interviewees: 

... . .Yeah but these really are some pretty hard decisions. To set up Say, a joint venture, to create a new 
company, to create a new entity is a major investment. So what you are looking for there is a market 
that you feei you can sustain and grow over a long haul of 5- 10 years. . . . . . .So typically you won't leap 
into a market like that- You get some experience- this perception of a more permanent need for a more 
permanent kind of venture will kind of &wu over the. You get a sense of the market, you get a sense 
of the client, you get a sense of the growth opporniaities within that market.. And typically if you've 
already got some projects in a counay and you've got some relationships in a country then you've got 
a pretty good sense that you could go there on a more permanent basis ... 

. . . Well, our competition has gone through the same exercise of justifjing permanency - 1 mean 
ownership equity or acquisition status versus joint venture status the same way we have. I have worked 
for three other cornpetitors and 1 know their thougbt process is the sanie.. . 

. . . Several projects in Hong Kong. The fact that we are located within a small engineering h ' s  office 
alIows us to hire them on an as needed basis - we pay them rem for the physical space and on a case by 
case, project by project ba i s  we will hire them as a subconsultant ... Now h m  a long-tenn sîrategic 
basis we've taken a look at the possible scenarios. What can happen over the long term? Either we wiii 
build that office to a hl1 production office, staffmg it either with people we hire locally or people from 
the US. It could grow where we would fiom a more permaaent relationship with chat local company. 
We could eventually even buy that company.. . 



It is important to note that even as the firm assumes a certain degree of pemanency in 

the country, which is detennined by different factors, the project by project nature of 

engineering consulting is preserved. This is reflected in the data as inteniewees o h  

use words S U C ~  as ". . .every project is unique.. .", "it depends on the project.. .", on a project by 

project b a i s  we had the opportunïty to work with whomever we wanted to in Ireland.. .." 

In sumrnary, as the firms are continuously entering a host country project by 

project the whote process is cuiminating into a certain degree of presence in the 

country. The entry mode decision in the context of engineering consuking firms is an 

entry mode process decision. 

Legal Form. The data reveals that there are a variety of différent 1egd mangements 

prevalent in the engineering consulting industry. Some legal foms are typically used 

at the project level and others are of a more permanent nature or last beyond the 

duration of a project. At the project level, the Iegal contractual relationships vary with 

the nuances of each project. This is illustrated by the following quotes fiom a couple 

of the interviews: 

. . . We are mechanical consultants. We are builders, so we do ventilation, refiigeration, and heating 
design. We work for architects as subconsultants say, 70% of the tirne. And at other times we work as 
prime consultants. There's a mixed bag of jobs. It al1 depends on the different jobs.. . 

. . .So one is where you subconuact with somebody. The other is where there are two completely 
separate contracts where the client taka b i s  fiom you and then he contracts somebody else directiy to 
do the rest of it. Subcontract is where you've taken the responsibility and you are giving some of the 
responsibility to the others.. . 

A signi ficant observation is that while the choice of Iegal arrangement is 

clearly one of the components of the entry mode decision of these firms, it does not 

appear to be central to the decision. Acçording to the data, the legal form serves three 

purposes. One, it serves as a fiarnework for liability issues and for the distribution of 



fees. Two, the choice of legal fomi may be dictated by the govemment regulations in 

some host countries. Three, clarity about the formai legal channels between the 

different parties on the team involved in a project fulfils a client's prefmence for a 

fixed point of responsibility. There is a clear sense in the data that there is something 

more to the mode of entry decision than just the choice of legai fom. Here are some 

interesting quotes that illustrate where and how the legai form fits in the manager's 

scheme of decision making with respect to the entry mode process: 

. . . . Whether you are an association or a joint venture entity you are stiii going to work that way. 
You are still going to work that way. The architect may be a sub [subconsultant] to you but until they 
have corne with the architectural concept you are not into the engineering so they are stiii leadïng the 
process in that sense. You see what 1 mean. So chat's why effectively it tends to be two different tbùlgs. 
So that's why 1 think that really the legd side of things has only two pwposes. One is to set up a 
fiamework for liability issues and the other is to set up a framework for getting paid.. . . 

. . . . . .remember, don't mix up the contractual foxm wich the professionai form. Because at the end of 
the day if the professionai interaction does not go well it shows in the product and the client gets the 
feeling they've had a bad service. So the cost esrimator, lighting consultant, civil engineer, architect- 
engineer al1 of these people that are involved in this process have to work v e q  closely together to make 
sure that the product developed is a good one. It's a huge collaboration. In fact, sometimes we under 
estimate how kind of remarkable it is that this group of disparate people can get together for a project 
and deliver something where al1 the seams have been properly stitched up. It really is remarkable the 
process.. . . 

. . A's not a partnership.. .rnmm, it's not even a joint venture.. .somewhat of a joint venture. You work 
together. There's no formal agreement between u s  and the local engineering firm. We have a dennition 
for what we do and what they have to do to serve the client. It's team work but not a joint venture.. .. 

. . .No, it is a joint venture.. .now 1 don't know what the semantics of detining a joint venture are.. .Now 
here is an example of a project in Costa Rica and these three firms are jointly responsibie. You know, 
the words association and joint venture. especially when you are dealing with foreign countries, they 
are only words. The thhg that is important is the responsibility issue. This group of f n s  in their 
agreement say that they are jointly responsible for the project. You can cal1 that anything you want to - 
an association, a joint venture.. .. 

In summary, engineering consulting firms adopt a variety of non-hierarchical 

arrangements in addition to the hierarchical organizational forms. Most importantly, 

the choice of legal form is only one of the components of the entry mode process 

decision of an engineering consulting firm. 



Physical Presence. The interviewees repeatedly allude to their methodology of work 

or how the work on the project is done which ofien has nothing to do with the legal 

arrangement in place. The legal form specifia the liabilities and fees splitting criteria 

but not the lines of communication required between parties to get the work done. The 

legal arrangement does not constrain the free flow of communication between parties 

that may not be connected legally. The decision with respect to the need for a physical 

presence and the type of physical presence then becornes important to facilitate the 

communication and organization of the whole project. The following quote very 

succinctly illustrates how the lines of communication among the h s  on the team and 

with the client do not overlap with the legal channels. 

. . . . To give you an anaiogy, If you have some medical problem and in order to get ? you have to talk 
through the insurance Company, it would be a disaster. It would be much better that you talk to the 
doctor but the money goes around like that. Ail I'm saying is that it is very important to make sure chat 
there are alternative channels of communication over and beyond the contractual channels. The 
channels of communication should not just foiIow the conuacnial channels. There should be oiher 
possibilities. So on the Israeli project we were subcontractors to S & M which is a big architecture 
practice here. So there the client would pay S & M who would pay us and then we wouId pay our 
subconsultants. But then those subconsultants were present at meetings with the clients. So they could 
make &eu views known directly and that 's very important.. . 

. . .On paper we're not directly answerable to the client, contractually we're not but the relationships 
aren't treated that way. We treat the client as though he is o w  direct client and the client mats us as 
though we are his direct consultants.. .. 

. . .The term association to me really means that we are working on it together. .. It conveys a multitude 
of things because a legai relationship can take place in any number of ways and there is not simple way 
of encapsuiating the relationship. ..but irrespective of the legd framework that's been set up and who's 
sub to who and how the contracts are held and so on.. . the way in which the work is done is always 
very similar.. ..the collaborative process of working together is rarely ifever irnpacted by the legal 
arrangement.. . . 

The emphasis on the logistics of work or the methodology of work seems to impact 

the decision about having a physical presence and then the form of physical presence 

in the host country. This is illustrated in the following quotes: 



. . .Typically, the design5 are doue here and some in the locd office. There may be one coordinating 
office to do al1 that. So different aspects of a project may need dif'ferent kinds of expertise fiom 
different centers. So much of this is coordination and direction. Lot of this is just coordinating the stuff 
on a teamwork basis. So there is a lot of this going on because there are disparate disciplines and 
locations. It's the logistics that became very important for these major projects.. . 

. . . We have forty or fi@ offices in the US and yet we have one or two or three man project offices at 
many projects because there is something to talk about physical proxirnity. If there is a big project, we 
just open an office right there - in a trailer for example. So there is somebody there that represents 
CH2M Hill or another company that they could come by and talk to. There should be a living body 
there, you know, tbat's very important- even if it is one or two.. . ai1 these telephones and Mdeo- 
conferencing etc. people stili rely on face to face contacts and they need to have somebody they can 
hold on to, shake hands, and talk to on a &y to day basis.. . 

Further, there is a lot of ernphasis on the need for relationship building in this business 

with clients, business Pamiers, and ofien the business networks in the host country to 

improve prospects in a host country. This can be best achieved by "being on the 

ground" or physically present in the host country. 

. . . . . . . Yes constant. If you are present on the ground the chances of getting more work is there because 
if you have a good relationship with the client and he is happy with your previous projects, the next 
development is tryïng to do, if you're a &end he's going to fmd the same architect or different architect 
to work on the project and Say here ...y ou use him as your consultant ...y= your chances are much 
greater of getting involved if you are on the ground.. . 

.. . .I think you create it [create trust and confidence in the client] by establishing a physical presence in 
the region. There is just no substitute for it. You can't do it by e-mail, you can't do it with faxes. You 
got be in the region al1 the tirne. And ultimately when your business gets big enough again, a very good 
example of why or when a situation warrants you to establish a regional office, to establish a joint 
venture company, to establish some kind of presence permanent in the country so you have somebody 
who's whole life it is to be in a certain country building that confidence and reinforcing that 
confidence. So there is no substitute for physical presence. The intemet is a great management 
suppiement letting you stay in touch with your people or letting you ? reports and products quickly but 
it's not a substitute for being there which is why travel costs in this indusay tend to be so enormous and 
spending it as part of overheads. There is also no substitute for doing good work (as far creating the 
trust and confidence in the client goes). . . . 

. . . . What &ove it was the core management belief, which 1 think has been proven well over tirne that 
nothing succeeds as much in the international market place so much as the knowledge of the client base 
and the howledge of the country. It's terribly important to watch the clients get accustomed to seeing 
the same face t h e  and tïme and tirne again. It preserves contiauity, gives us a histoncai perspective and 
gives us a really intimate understanding of our client base. It let's us stay really on top of what is 
happening within given countries and given regions.. . . 

. ..If you've got people in a country who already work within a particular ministry and they are any 
good at al1 or if you are spending sigaif~cant amounts of tirne in a country as a senior manager and you 
have devolved a strong rapport with your clients, then you should know of these projects even in 
advance of the public information.. .. 



To summarize, the decision about physical presence and the fonn of physical 

presence in the host country appear to be crucial for the logistics of project work and 

fiom a marketing standpoint. The most signififant observation is that the legal fonn, 

while defining the point of responsibility, does not affm the methodology of doing the 

work or the process of senice delivery. The data persuades that decisions about legal 

fom and physical presence are distinct and serve different purposes. 

Focus. With respect to the project based entry the data suggested that while for some 

firms a single project opportunity served as a spring board for entry into a country 

there were other firms that entered a country with a more deliberate strategy of 

exploiting the whole market or region. Thus, the fïrms either had a project focus or a 

market focus. 

The following quote is an example of a project focus: 

. . . . Remember it takes a lot of money and Ume to pursue a project overseas. Once a project is there - 
now we open a project office in Singapore. That's an example of not opening up an office fmt but 
looking at a project and doing as much of marketing as possible outside of the Company and then going 
in and opening a project office to complete that project. ... 

Here are a couple of illustrations of a market focus: 

. . . . You see what is interesting about the NY office was that it wasn't set up based on a project. 
Typicaily, an ofice is aiways set up based on a project. But in New York there was a strategic decision 
taken that NY was a center of excellence for engineering services and if we wanted to reach the highest 
levels in international reputation we needed to have an office in New York So the office was initially 
set up around three individuals. Only one of whom still with us in W. Su those three individuals came, 
they set up the office, they started fiading work and so on.. . 

. . . .About the same time we made a semi-conscious, more an unconscious decision I guess that we son 
of split up the world into Europe and Asia We sort of said that Peter Flack you will now own Europe 
and Norman Kurtz you now own Asia- They did a Little research, some travelling and met some people, 
tried to get ideas and from that two things happened. We embarked on some work in Germany 
specificdy and we embarked on a lot of wodc in Asia It happened and has come about in two 
compIetely different ways., . . 

Often fims have a regional focus as this quote suggests: 



. . .I think as a company we were Iooking at, if we want to be in South East Asia, what is a good place to 
set up our base? And because we were working in Vietnam and Thailand, they look at al1 these areas. 
They look at, if we want to set up a base here, can we get somebody reliable who cm look d e r  Our 
interest.. . 

There are numerous exarnples in the data of an 4'evolving market focus" as firms 

slowly make a transition fiom a project focus to a market focus. For example, 

. . . What's happened is for the year we've been there we've not only done the work on this job as we fly 
over but we've made connections in pursuing that work, we've made connections with other 6rms who 
approach us as program managers to become part of this project, OK .... We then talk with them about - 
there's a possibility for that we'd like to pursue other work with you so that that becornes another 
marketing opportunity where they are bringing us into their teams for projects. We make contacts with 
govt. agencies. Frankly our man over there ... He's met many senators because he's the main man for 
this project - our guy is the program manager for this project for the tenth richest guy in the world. So 
when 1 say we are ready to hire a full t h e  penon over there its because over this last year by workhg 
on this project getting the exposure associated with it and the client, its creating other opportunities..- 

There is some suggestion of a client focus in that firxns follow their existing 

clients to the host country. The following quote illustrates the client following 

situation 

. . . What drives us whether we open an office or acquire a company. ..what drives us to those kinds of 
decisions is where our clients invest and like to do work in those parts of the world,. ..if enough of our 
clients, enough of our good clients, clients that we have a very good history with came to us and said 
we are opening a facility in such and such country and we want a local engineering firm.. .then we will 
open an office there.. . We won't necessarily open an office there if only one client who has only one 
project teils us that.. .. 

In sum, when a firm first enters a host country it rnay either follow a project 

there or follow the market. Firms that make a project based entry may eventually 

evolve to a market focus. Some firms may follow existing clients into a host country 

which may be called a client following focus. 

ANALYSIS: STAGE 3 Based on the analysis up to this point, the entry mode decision 

of these firms involves decision making related to four aspects: the degree of presence 

in a country, the type of focus, the legal arrangement, and the f o m  of physical 

presence. In order to get a clearer sense of these different dimensions of entry mode, 



a detailed profile of each firm's entry into each country was drawn up. The Nud*ist 

tree was modified to enable a b wise analysis. The data contained examples of 68 

entry mode decisions spread across 19 firms. These 68 entries are the profiles of entry 

of each firm into various coutries. Entries of four fims are presented in Appendix C 

to illustrate the wide range of countnes covered and the variety of profiles of entry. 

This detailed analysis was necessaq for three rasons. First, to c o n h  if the profiles 

of al1 the entry situations in the data could be described in terms of these four 

dimensions and to be able to articulate better the theoretical significance of the four 

dimensions. Second, this exercise would help identiQ the different categories under 

each dimension, that is, operationdize each dimension. Third, it was a way to reduce 

a fairly volurninous arnount of information into a more manageable form and see more 

clearly the patterns and categories. As Tesch (1 990) observes while much work in the 

analysis process consists of 'taking apart', the final goal is the emergence of a larger7 

consolidated picture. 

Al1 cases of entry into a country are classified under three degrees of presence, 

narnely, permanent, transitory, and temporary. It seemed reasonable to use the number 

of years of continuous presence as an indicator of the degree of presence in a counüy. 

The duration of more or less continued project by project operations ranged fiom one 

year to thirty years in the sample cases. The data suggests three broad time periods or 

degrees of presence. Firms that have been in the host country for ten or more years are 

classified as permanent, those in the five to nine years category have a transitory 

degree of presence, and those that have been doing projects in the host country for four 

or less years have a temporary presence. The number of projects completed and 



currently underway also reflects the degree of presence. However, the information 

about the number of projects is incomplete in the data The profiles are sumrnarized in 

Table 3- 1. 

Table 3- 1 : Summary Table of Entry Decisions fiom the Data 

Permanent 
(10 or more 
years) 
32 entries 

Transitory 
(5-10 years) 
17 entries 

Temporary 
(1-4 years) 
19 entries 

Legal mode 
11 wholly owned 
su bsidianes(wos) 
5 permanent joint 
ventures 
4 acquisitions 
2 project joint 
ventures (jvs) 
3 soIeIy run teams 
1 partial ownership 
position 
1 licensed 
relationship 

2 wholly owned 
offices 
4 permanent jvs 
5 assoc/subcontracts 
3 project jvs 
1 solely rua team 

1 wholly owned office 
1 permanent jv 
12 assoc/su bcontracts 
5 project jvs 

Physical presence 
-wos accompanied 
by complete 
engineering set 
UPS 
-permanent joint 
ventures 
accompanied by 
joint offices 

accompanied by 
an engineering set 
UP 
-daborate offices 
witb full 
engineering setup 
oproject offices, 
site offices 
-liaison office with 
more than 20 
people - country office 
-regional office 
-joint offices 
-project offices 
-sales rep offices 
-1arger Liaison 
office 

-project offices on 
client's premises 
or in partner's 
fum 
-temporary visits 

Focus 
3 cases of 
project focus 
8 cases where 
market focus 
evolved from 
project focus 
19 cases of 
market focus 

9 cases where a 
market focus is 
evolving 
8 cases of 
market focus 

14 cases of 
project focus 
5 cases of 
market focus 



As shown in Table 3- 1 there are 32 cases of permanent presence out of the 68 

cases of entry across al1 the f h s .  In terms of the legal anangement, in eleven of the 

32 cases, the fhms established a wholly owned subsidiary. A wholly owned 

subsidiary usually involves a physical presence in the form of a full-Qedged 

engineering office. At the level of the project, firms create associationslsubcontractual 

arrangements and project based joint ventures accompanied by physical presence in 

the form of project and site offices where required. Five out of the 32 cases of 

permanent presence formed permanent joint ventures. Two of these joint ventures 

were created at a very early stage of entry in the country. The circurnstances 

surrounding each of these two cases were, first, govemment regulations requiring a 

joint venture and second, excellent past credentials of the firm confirmed by an 

individual in the firm who had had pnor interaction with the potential partner. 

Physical presence in the case of firms doing permanent joint ventures usually takes the 

form of a joint office. There are four examples of firms taking an acquisition position 

in the host country. 

Two out of the 32 cases of permanent presence include elaborate offices with 

complete engineering setups staffed by 25-30 people. Further, there are two cases of a 

country office and a regional office, which have an administrative role of coordinating 

project work at a country level and a regional level respectively. In two instances of 

permanent presence (for the same firm) the legal mode adopted is non-exclusive 

partnering or project joint ventures. Yet the firm has a permanent presence as it has 

been doing work in that country for a long time. Despite the volume of work in the 

host countries, the firm did not establish any permanent organizational form and 



continued to enter into project b y project or non-exclusive partnership arrangements 

because of a very diverse client base in the host countries with different preferences 

for local partners. There are three cases of solel y run project teams involving teams of 

people sent to the host country based on the requirements of each project. Although 

these f ims have been in the host country for 15-20 years they have chosen to 

temporarily send teams of people there to work on particular projects. The project 

office in two cases is situated on the client's premises. In the third case there is an 

office that serves as both a project office and a support office that looks for offshore 

financecl projects. So the focus in this case is clearly project oriented. in al1 other 

cases of permanent presence, the fims either deliberately adopted a market focus in a 

particular host country or the market focus evolved fiom a project serving one after a 

certain length of time in the country. In sumrnary, a permanent presence in a host 

country is associated with a whole range of legal forms, types of physical presence, 

and types of focus. 

There are seventeen cases of transitory presence in a host country. Firms that 

have been in a host country for less than ten years but atleast five years are classifiai 

as having a transitory presence. There are two cases where the firms have a wholly 

owned office registered like a wholly owned subsidiary. In one case, it was set up to 

fulfill govt. regulations and in the other case it was set up with the intention of using it 

for establishing a base in the 'region' because of the growing volume of business 

there. In four out of the seventeen cases of transitory presence, the firms have 

permanent joint ventures. The data suggests that the rasons for establishing a 

permanent joint venture are diverse. Extrernely bright prospects of work in a host 



country, govenunent regulations, and the client's preference are some of the drivers of 

the decision. Usually, a permanent joint venture is accompanied by a joint office in 

the form of physicai presence. 

The information on what was going on at the project level in these cases is 

missing in the data. in five cases of transitory presence, associations that include 

different foms  of subçontractual relationships were adopted project by project but 

there were no arrangements beyond the life of a project, There are three cases of 

project- by-project joint ventures. There is one case of a solely run team used to cater 

to a project. Physical presence in d l  these cases is in the form of project offices set up 

jointly with a local associate and Iocated in the latter's premises or in a space provided 

on the owner's premises. Other fonns of physical presence are small sales 

representative offices and larger liaison offices with more than ten people. The data to 

assess the type of focus is incomplete but there are cIearly 8-9 cases of a project focus 

that are currently evolving into a market focus. The firms are actively pursuing new 

project opportunïties afier the initial one or two projects that provided the f h n  the 

initial ba i s  of entry into the host country. There are also cases where the fïxm enters a 

country to explore it as a market because of potential opportunities there. Again, a 

transitory presence is associated with different combinations of legal forms, types of 

physical presence, and types of focus. 

There are nineteen cases of temporary presence in different countries. Al1 

cases where a firm had completed or was currently completing one or two projects and 

had been in the host country for not more than four years are classified under 

ternporary presence. In 2 out of 19 cases, the fùms were required to register as a 



wholly owned subsidiary and a joint venture respectively by host govenunent 

regulations. ln the majority 17 cases, the f ims adopted project-based arrangements 

such as associations or subwntractual relationships and project joint ventures. 

Physical presence in these cases takes the f o m  of project offices for which the 

premises is provided either by the ownerlclient or by an associate. in addition, staff 

members make fiequent temporary visits to the host country during the 

implementation of the project. The focus is project serving in fourteen of the nineteen 

cases and market sewing in the remaining five. To summarize, a temporary presence 

also seems to be associated with a variety of foms of legai arrangements, physical 

presence and focus. But there is a relatively clearer pattern here in that a majority of 

the cases involve temporary legal forms such as associations, temporary physical 

presence such as project offices and project rather than market focus. 

The profile analysis of entries of f ims into various host countries confhed 

that the four dimensions identifie. earlier actually manifest themselves for the entire 

inventory of decisions contained in the data. There are several instances where 

information about al1 four dimensions is missing or not very clear because the 

interview questions were not deliberately designed to capture these specifically. Still, 

there is more than sufficient data to suggest that each entry mode situation is a 

configuration of the four dimensions and each fixm's entry into a particular country fits 

a certain configuration of presence, legal form, physical presence, and focus, at any 

point in time. 

There are three things that stand out about the nature of the configuration. 

First, there are different permutations and combinations of the four dimensions, 



clearly, because of the interplay of a multitude of factors affecting these dimemsioas. 

These factors are discussed in the next section. Second, the configuration changes as a 

firm continuously enters a host country, project by project. The data suggests that 

firms tend to make a transition fkom a temporary presence to a permanent presence. 

Simultaneously, the focus of a firm ofien gravitates fiom a project towards a market 

focus. Further, firms set up different types of offices at different points in time either 

to serve a specific project or to serve the market as a whole. Legai forms rnight also 

undergo a change, especially arrangements lasting beyond the duration of a project. It 

is important to note, however, that whatever the configuration in the mûy mode 

process that the firm fits at a certain time, individual projects continue to be organized 

in different foms depending on the nuances of the project itself, client preferences, 

availability of expertise in offices at different geographical locations and so on. Third, 

the four dimensions of the entry mode process decision are not mutually exclusive. 

These are, in effect, the structural çomponents of the entry mode proçess that together 

contribute towards enhancing the degree of presence. The interrelationships between 

the four dimensions and how they are likely to reinforce each other are described in a 

Iater section of the chapter. 

In summary, the entry mode process decision can be illustrated as follows: 

.................................................................... Degree of Presence Degree of Presence 
temporiry, tnnsitory, permanent 

........................................................................................ Focus.. Focus 
projcct, market, evolving 

Legal fonn: .................................................................................. Legd fonn 
associations/subcontmdual form, projeCC joint vtntUI'e4 
wholly owned subsidiarits, permaaeat jdat  ventures 
acquisitions, consorti8 
............. ........*..*........*......*.*...............*-...... Physical presence ... Physical presence 
frequeat visits, projcct office, liaboa office, site omce 
elabonte eng. office, bnach oMcc, country office, rcgIonal ofTice 



Summary of Dependent variable 

It is evident that the enûy mode decision construct, in the context of 

engineering consulting, is theoretically much more complex than originally 

conceptualized in the starting conceptual fiamework for the study. There are two 

things that become amply clear about the mode of entry decisions of a project-based 

business. First, the mode of entry decision is not a unitary construct involving a 

decision on the iega1 form of entry into a country- It is a mdtidimensionai construct. 

Second, it is no? a one-time static decision but a dynamic process. To summarize, the 

fims go through a process of market entry entailing decisions dong multiple 

dimensions narnely, the degree of the b ' s  presence in the host country, focus, legal 

mode, and the type of office. Therefore. the e n v  mode decision neeh to be 

reconceptualized as an entry mode process decision. 

Factors Affecting the Entry Mode Process: Independent Variables 

The next stage in the process of anaiysis was to focus on the factors affecthg 

the entry mode process. The initial starting point was the existing conceptual 

h e w o r k .  But in light of the revised conceptualization of the entry mode decision it 

was important to explore what l a d s  a finn, which is ternporarily but continuously 

entering a country project by project, to assume a more permanent presence in a 

country. Also, it was now important to explore the factors and issues in the context of 

the four dimensions of entry. This required going to the interview texts again to 

examine al1 events and activities related to entry into a particular country. The 

anaiysis strategy was case-baseci, with the firms in the sample constituting the cases. 

The Nud*ist tree was organized firm-wise with a node representing each firm. Exactly 



the same conceptual categories were created for each firm. Although, this was a more 

cumbersome way of organizing the text it made andysis easier in three ways. First, it 

facilitated easier identification of issues that were consistentl y repeated across ail 

firms. Second, it helped identim issues that were unique only to a few h s .  Third, 

counter arguments about the sanie issues could be easiiy tracked and contextualized 

for different h - spec i f i c  factors such as size and specialization. Thus, the finn-wise 

organization of the data helped keep a note of the fiequency at which each issue was 

repeated in the different interviews as well as identiQ outliers. 

In order to understand the role of different factors in affecting the different 

dimensions of the entry mode process, the texts were posted under the relevant 

conceptual categories as well as under the subnode for the dimension it appeared to 

influence. It also became clear that the factors were likely to affect the different 

dimensions of the entry mode variable to varying extents but were not mutually 

exclusive. Therefore, initially there were many multiple postings of the same text 

units under different subnodes. They cumulatively impact the degree of presence in the 

country and thus 'enûy' on a long-term basis. As mentioned earlier, Nud*ist has the 

provision to create memos to document any observations and thoughts on the data. A 

memo was created for each conceptual category and the dimensions of the entry mode 

constmct. Short notes were made of any patterns that emerged in the relationships 

between di fferent factors and the entry mode constmct and also any interactions 

between variables that became apparent. More importantly, notes could be made 

about the different dimensions of concepts that were very broadly d e k e d  in the 

conceptual fiarnework. This provided an understanding of what comprised these 



concepts and particularly what they really meant in the context of these fkns. 

Professional service firm characteristics are a good example. 

This phase of the anaiysis contributed to the development of the conceptuai 

model for the study in three ways. One, by elaborating and modifjring the concepts in 

the existing conceptual h e w o r k  to fit the professional services scenario in generai, 

and engineering consulting in particular. Most of the broad constnicts in the existing 

conceptual model were relevant but there were additions and modifications made to 

the variables measuring those concepts pnmarily because of a different nature of the 

industry. Especially important is the operationalization of PSF constructs, which are 

very generically defined in the existing framework. Two, by adding new concepts to 

the initial theoretical framework. Three, by conceptualizing more clearly the 

relationships between variables. For example, the role of PSF characteristics in the 

entry mode decision. The next three sections deal with each of these issues in detail. 

Elaboration and Modification of Concepts 

Factors affecting the choice of mode of entry decisions that are part of the 

starting conceptual fiamework indude global strategic variables, environmental 

variables, transaction cost variables and professional service fixm variables. The 

definition of each of these variables is now reviewed to tàcilitate comparison with the 

way the sarne factors are çonceptualized in the data. This will illustrate if it makes 

sense to redefine or expand any of the variables. 

Global strategic variables include global concentration, global synergies, and global 

strategic motivations. Globai concentration arises when there are a limited number of 

players in the global market such that any action the fhn takes in a particular market 



or country will have repercussions in other markets. Global synergies or global 

economies of scale refer to economies with respect to inputs such as R&D, 

manufacturing, and brand name, which may also affect the choice of mode of enm. 

Global strategic motivations include entering markets of global nvals even if it is not 

economically viable, to establish a strategic outpost. The data reveal that the global 

strategic issues that seem relevant to engineering consulting firms are a few global 

economies or synergies. The following quote very succinctly describes why global 

economies are relatively fewer in the engineering consuiting industry: 

. . .It's difficult to recogaize a lot [of global economies of scale and scope in this industry] because what 
ever you could Save by centralizing a hc t i on  you lose by k ing  unable to personalize it and you lose 
something in the area of flexibility. Say for example if we have centralized proposals for development 
and 1 have production office h m ,  aii proposals will go through here, that's the way it is and we'li save 
a whole bunch of money because we are going to have one production staff" one team. 1 suspect what 
we lose on the other side is a lot of business because you lose the capacity to do your proposals in the 
field next to the client to collect that additionai information, quickly, efficiently, effectively, and 
customize the product so we can know what appeais to a very specific client. So 1 would Say that 
economies of scale financially are possible but h m  the standpoint of business generation it's probably 
not very efficient.. . 

Three types of economies were identified in the data. First, in the engineering 

consulting industry, there are global economies arising fiom a firm's network of 

offices globally and more specifically regionally, around the host country. The 

econornies arise in the form of sharing of staff across offices as well as the use of 

office space. Staff frorn offices already existing outside the host country are often 

used for various stages of project work in the host country. For example, if there is 

already a full scale office operating in the region around the host country it could be 

used for doing the design work, thus, dispensing with the need to set up another office 

in the host country. Particularly cornmon is to use sales and marketing support fiom 

another office in the region to scout for more work in the host country. There are also 



instances where despite an office in the country input may be drawn nom other offices 

depending on the expertise required for the different aspects of the job. In firms with a 

more elaborate network of different types of offices, much of the design work may be 

done in some of the bigger offices or those that corne to assume the status of more 

specialized centers. Thus, both sharing of staff and offices are the two major global 

economies that engineering consulting firms can reap internationally and domestically. 

The following is an excellent illustration of how engineering cousuking firms 

operate differently nom manufachiring and accordingly, the kind of economies they 

reap : 

. ..In engineering a wholly owned ofice is rarely capable of being self-sufEicient whereas a wholly 
owned subsidiary in manufacturing is probably capable of king self-sufficient. Self-sufficient 
meaning that they do the entire whatever it is there. A wholly owned office is probably still going to 
depend on people here in New York for it's expertise, specialist expertise and high level of skiii. You 
can't fiorci to have experts in every office even if you have al1 these ofices. So it's rare that it is self- 
sufficient. So 1 don't tbiak it is quite equivalent. You build a plant in lsrael to make cars, the plant 
makes cars and it does that without really needing much from Detroit or wherever. Whereas our office 
in Israel relies on us to give it technical suppon and information, to lend people and so on, It's a very 
different relationship 1 think.. . 

. . .. We established a very very small ofice in Hong Kong as our Far East representative office. So 
from Hong Kong those people travel on a &y to &y basis to the Philippines, to Malaysia, to indonesia, 
China, Korea.. . 

Second, in engineering consulting work is organized on a team basis. The 

business knowledge and skills built and coordinated at the level of the tearn are very 

critical. The use of the team offers some economies in being applied to multiple 

projects. For exarnple, 

... We work in teams of people - engineefs, production staff of CAD operators, or people advancing 
their careers and leamhg as they go. If we take that senior engineer away from that team and put him 
locally to work with another team it leaves an Mbalance. If we take that entire team and move them 
because of one project ... typically we will work on as a f m  - 1'11 take a bal1 park figure of five timcs as 
many projects as an architect [the ftna associates with architects]. So taking Say, a three person 
participant team and moving them somewhm else would mean that would have to be an extmne 
project that would command an extremely high fee to dedicate those people ... . . 





around five factors. First, cultural factors including language, contracthg 

philosophies, and work ethic. Second, political factors such as general political 

instability in a country also leading to economic volatility. Three, regdatory factors 

including govemment regdations with respect to the need to establish a registered 

Company, and repatriation of profits. Four, both cment demand and the perception of 

potential demand seem important. Five, the di fference in the levels of technological 

development of the home and host countries is brought up several times both in tenns 

of technical cornpetence and managerial capabilities. 

The following quotes are examples of the environmental variables such as 

political instability, unfamiliarity with the culture, especially the business practices 

and business networks that seem to impact different aspects of the entry mode process 

decision: 

. . . We could eventuaily possibly buy that local Company or a lot of which depends on July 1, 1997 
(turning over of Hong Kong to China). We'll see to it - Rght now we have three people there - we'll 
see to it that they have an airplane ticket in their hand just in case.. .[there is trouble there]. . . 

. . .It would be very unusual [to set up an office even before getting a project]. You need to prove to 
yourself that you are goiag to able to operate reasonably profitably. You need to prove that you can 
more or less understand how business is done in a countxy as the cultural context diffws so much. 
Business practices. You understand it by going back and back and back and spending weeks and weeks 
and weeks txying to understand the place. To give you an example we just opened a country office in 
New Delhi and it took us may be two years that we could justify that office before we opened it.. . 

... 1 think we are better off, much smnger with a known, reputable organization in India who have their 
own networks and a good understanding of the business ciimate and how business is Qne. They bring into 
the pmership a great ded of value and we bring things such as process knowledge and technologies we 
work in and they do not and we also bring in our business experience in many countries. But to me it is 
unthinkable to go there by myself - Bombay is a city of businessmen and you don? know anything of how 
they are thinking and what they are doing. 1 really need my parmers there.. . 

. . ..The reasons for doing a joint venture are severai fold. It can be because you m l y  have 
complernentary talents - we've great in roads but you're great in water and the job requires both. It may 
be because one or the other has greater technical expertise but the other £ïrm has greatcr local capacity 
or greater local experience and bener connections locaiiy, beaer felationships with the client. So it can 
be a universe of reasons. Now typically a joint venture is for the local fim, why because you need local 
input, one, the local f m  will invariably have bener access to the commuuity of local professionals than 
you would. we need local professionals, two, because you want to avoid putting those professionals on 



your pay-roll because then you have to ali of a sudden become an expert in local labor law which is not 
something you really want to do. Three, because the local 6xm can manage it's logistics of a project 
more cheaply and more efficiently than you can, They know where to go to get office space, to buy 
furniture, to buy cornputers, to get cars, which may sound simple but which can really if not bandlad 
properly impede the progress of a project. And four, the local firm s likely to know the client bctter than 
you. Therefore the local fïrm is iikely to h o w  whether the products you're developing are germane to 
what the client reaily wants etc. etc. etc. . . . So that is one kind of joint venture strictIy on a contract by 
contract by contract basis.. .. 

Current and potentiai demand seems to be crucial for the decisions about physical 

presence, legal form, and the degree of presence in the host country. For example, 

. ..No what we will do is tailor o w  office to what we believe the requirements of the local business 
climate is. So in this case we'il start out prïmarily as a design oEce  and then hopefuiiy movc in to 
more construction supewision capability but we're not going to try to be a hl1 fledgad civil engineering 
fm there because the local market doesn't require it.. .. 

. ..If in fact you think that your market is large enough and your potential iri the market is strong 
enough then you create or you may create a joint venture which would be responsibie both for pushing 
your interest for marketing in which case you've got to give it the capacity for developiag it's own 
proposais, doing it's own staffmg, doing everything that is required to win business and simultaneously 
you want to oversee whatever business you have in that counay and perhaps in adjacent countries as 
well.. .... 

. . .Perhaps we had fomed an alliance with some clients and they said look we fonned this diance with 
you and we now need to do our project work in China so you need to be there in China. You know 
again, we would not open up an office in China unless we had, you know, 1 don? want to say 
guarantee, but a real strong business relationship with the client which would predicate opening up the 
office.. .Primarily it [decision to set up a solely owned venturelpermanent office] is market driven. 1 
would Say that if enough of our clients express an interest in doing projects in - say, country X for 
example - enough of our clients, enough of our good clients, clients that we have a very good history 
with came to us and said look we're thinking of opening up a facility in X.. ..we would open an office 
there.. .. 

This is an interesting example of how sufficient market dernand might offset the eflect 

of an unstable political and economic environment in a host country: 

. . .It has been a very unstable part of the world but again enough of our clients have given us more or 
less guaranteed work in Brazil to substantiate that investment. If that were not the case we would not 
have taken an ownership position. That's another reason that you very ofien go with a coliaborative 
partner if you're not sure of the actual market potential from a certain part of the world you are 
obviously much better off to go in with a partnership arrangement and a non-ownership scenarïo .... 

The following example illustrates the role of both government regulations and the 

level of technical cornpetence available in the host country: 

. . .Now the difficulty in the Middle East is that they don't have any firms over there that are competent. 
We found that out tbrough these joint ventures. Our joint venture entity which is primarily our local 



partner in a specific joint venture Company that we are part of because that is the laws of Saudi Arabia - 
that's how you're supposed to do work there. You have to do joint ventwes. You can't just associate. It 
can't be an association - it has CO be a joint venture. It has to be a Iegd entity to do work in that country. 
But the local partners are not competent as they are in China so chose projects didn't go well financially 
because our partners did not support us properly. So for the fùture we plan to open an office in Jordan 
and then get work in Saudi Arabia without the need for a joint venture .... 

Overall, the current and potential demand in the host country, role of host 

govemment regulations, level of technical cornpetence of host country h s ,  and 

unfarniliarity with the business culture appear to be key environmental concerns of 

Transaction-specific variables in the conceptual tiamework relate to the value of 

fim specific knowledge and the nature of knowledge. The value of firm-speçific 

know-how pertains to the risk of dissemination of know-how. Transaction costs 

theory suggests that the firm-specific advantages a multinational firm enjoys relative 

to the host country enterprises, generate quasi-rents which may cause licensees or 

partners in other contractual modes to disseminate the knowledge. The second 

element of the transaction-specific variable in the h e w o r k  is the tacit nature of 

knowledge. Tacit knowledge cannot be codified which makes it difficult for any party 

to know ex ante what the cost and value of the transfer will be. This gives nse to the 

threat of opportunistic behavior on the part of either of the parties involved. 

Surprisingly, a cornmon theme emerging fiom d l  the inteniews is that, while 

acknowledging the prevalence of different forms of opportunistic behavior in the 

industry, the interviewees provide strong arguments for why this is not a major 

concern. The nature of what these firrns sel1 ofien became the focus of discussion 

when specific questions were asked about the threat of dissemination of knowledge by 

business partners. The interviewees alluded to different types of knowledge that they 



perceived as the source of the h ' s  advantage. Repeated reading of this portion of 

the text suggested that it was important to understand "what" the firms sel1 in order to 

better understand the implications for the nsk of dissemination of knowledge and also 

explicate the tacit characteristic of knowledge. The next step was to go over the entire 

interview text and index al1 references made to different types of knowledge as a 

separate "knowledge" node. There was an overwhelming emphasis on the experiential 

and non-technicd types of knowledge and skills. These seem to have interesthg 

implications for the threat of opportunistic behavior of business partners. 

There are abundant examples in the data providing a rationale for the 

mitigation of the threat of opportunisrn both fiom business partners and clients. 

Specific questions about the protection of knowledge elicited responses that varied h m  

'it is not worth worrying about' to detailed discussions of the non-technicd advantages 

held by firms. The data revealed the following factors as possible mitigators of 

opportunistic behavior of business partners and clients: the highly experiential types of 

knowledge being centrai to what the firm sells; the importance of reptation in the 

industry enhanceci even more by the project by project nature of business; the role of 

the history of relationship with clients and business partners; a high degree of 

customization of designs; the wide gap in technical and managerial cornpetence 

between the firm and the host country; and the reptation that the firm enjoys by virtue 

of being a North American firm. Here are a few quotes fiom the interviews to 

illustrate the interviewees' responses to questions about the threat of opportunism: 

.... What we put down on the paper is the end product- Of course we have certain techniques that you 
can see clearly how things are connected and things like that. But again those things are in the book but 



it is the process of getting to show what we show. That you can't copy - you've got to understand the 
process.. . 

.. . . I  guess - the basis of business would change on-going change - no way to stand and hold it back. So 
it is not worth wonying about.. .. 

The following quotes highlight the importance of experience in the application of the 

techni cal engineering knowledge: 

. A ' s  a whole lot more complicated than manufacturing. Manufacturing is something that you see in 
black and white once you have the process there. You can copy it. In designing buddings, there are so 
many nuances in the design, technicalities, that you have to understand. And everything that you can 
learn fiom the book, it's available everywhere. And we became weli h o w n  is because we have 
extensive experience, we have good people and these are the things that you cannot d y  transfcr. You 
cannot take somebody's head and Xerox it and take it with you. It's al1 thinking process. The process is 
never clear-cut. You cannot describe it. As you go to design each building, it's not a fcptative proccss. 
Every building is different. Thinking process has to go in and depending on how big a knowledge you 
have and how in-depth a knowledge you have that c m  design a better building. Each timc you have to 
think, uniike manufacturing. Once you have it packed down you can just keep repeating i t  ... 

.... It's very obvious that aay time we work with the local fum and we p a s  on our knowledge and 
expertise in the form of documentation to them to take it further. But they then bave the k e f i t  of 
having that, ... It's in their experience, it's in their tool bag. That's understandably going to happen. A 
person who has never worked on a hotel project who learns from us how to design hotels wili then be 
able to Say to his local clients ... we've done this big wonderfui hotel with F&K and we now have the 
knowledge. We can now do it independently without them. Now, we don't think they can because they 
then have the experience of one specific hotel with one set of experiences and one set of mlcs that were 
established for that one project. We on the other hand have fifty. We can fdl back on the experience of 
fifty. So that's our selling point for the next project. 

Here is an example of the importance of reputation and the need for ongoing 

relationships in the engineering consulting business: 

. . .I think now people are beginning to have a Little bit of a longer range view of things. One shot at 
those kinds of things don't get you very far. If a subcontractor does something like that - it's very 
unlikely - but if he does, if he cornpetes with the parent firm or the prime contractor fûture contracts 
will not be there. So they know that even from a setfih interest point of view ifthey do something like 
chat they wouldn't be able to continue that relationship and 1 think people are beginning to think more 
about the long-term relationships.. . 

The entrant foreign firm fiom a more developed country enjoys the reputation of being 

an 'international' fim. The clients are likely to perceive the international W ' s  

expertise as superior to the capabilities of local W s .  

... No it [the need to protec t knowledge] doesn't because the alliance is aimost a precondition of succcss. 
The saving grace 1 should add is that even a techaicaliy competent Company in a third world country 



doesn't have the crediiility of an iatemational f m  and iherefore is probably a limited opportunity to 
compete with us. in many instances the funding agency just r e q u h  an i n t e d o n a l  lïrm... 

. . . We're not building rockets. The work that we do has been around a long time and it's al1 over the 
world. The one thing that we do have is the reptation of the work that is done in this country. This 
country has far exceeded any place else in the world as far as building out, building types, quantity of 
construction that we've done, the buildings that last as long as they las& So in any place in the world 
that is developing. The US still has that thing attached to it that if they really want to do the best people 
will come to hem and get them involved. Now China, we know that they can do just about anything 
that we can do but the perception in the industry is stiU from the client base. If 1 want the best 1 nced to 
go to the US.. . 

The following is an example of the role of custornization in reducing the risk of 

opportunism: 

. . .. Ln a service engineering type of business there is enough customization so it is not reaily tbat 
somebody c m  walk away with it, For the most part this is l e s  of a problem for most of what happens 
these days.. .yes, there is always a component that can be copied but it is not worth it to copy that for 
the most part. So the danger is much less and probably exaggerated quite a bit.. .. 

. . .Copying...copying parts and portions is difficult. Udess you copy, take this set of documents and 
build it some place else, yes, you can build it. Ifeverything, al1 the conditions in that new locality are 
absolutely identical ..A may not be ... for example a building in one location has certain kind of wind 
exposure..letTs Say a building a building in New York is designed to certain wind exposwe - to 
withstand the wind of so many miles per hour. You take the very same building, assuming everything 
is identical and build it in Miami, it will fdl  down because the wind is higher. Likewise, you take 
location to location fiom a non-seismic area to a seismic area.. .... 

The following quote is an excellent illustration of not just the customization of a 

design to a specific location but also of the role of individual expertise and skills. This 

individually held knowledge in the firm reduces the nsk of business partners copying 

the fims expertise, provided the firm can retain the individuals. 

. . .[But you are putting your ideas on paper.. . -1.. ..But they are unique to a specitic environment, a 
specific circumstance, a specific project. Its not that easy and rarely happens for anyone eIse to pick 
hem up and use them somewhere else without having either of our ski11 set available to mod* and 
a&pt those drawings or specifications. Ilbe way usually you win a job other than on prices because 
you have people who have the expertise and not so much the Company has the expertise so much as you 
have the individual people. And provided you keep those people you are fairly safe fiom having those 
secrets stolen - we don? feally have any secrets. So it is a different system and there is nothing really to 
steal.. .. 

Here is a quote that brings out the gap in cornpetence between the home and host 

countries as a mitigator of opportunism: 



. . .... The risk of course is the same. But what you need to understand about our business is chat, one, it 
is a requirement of almost every job so that if you wony about that risk you have no business bidding 
the job. This a business in which if you are good you put yourself out of business in a sense because 
you are always aying to buiid local capacity. But in reality in most of the counmes the local skilled 
man power or the personal power base is so shallow that it is really not a concern because typically 
what happens is that in third world countries if you train a person to an international standard of 
technical conpetence that person is immediately grabbed by someone in the private scctor. .... 
[You are training them both technical and project management aspects? Do you see them becoming 
self-sufficient.. ..] If you're talking about in five years, no, 1 don't. May be even 25 years 1 donTt think. 
Because there is, in these countries, a lot of  work to be done. Don't forget, to cfeate a structure like the 
consulting industry and to get the mentality going, it's not easy. 1 was in Ghana in the 70s and worked 
in the private consulting industry - it has developed quite a lot now but they are snll2S-30 years away 
fiom king self-sufficient So it wiii take a very long time. Malaysia probably will comc up fater.. ..but 
most ihird world countries you are looking at 25-30 years.. . 

The data helped elaborate the notion of opportunism itself. Opportunistic behavior 

may originate both fkom business partners as well as clients. Client side opportunism, 

however, seems much les of a concern. Here is an exarnple of an interviewee's 

response to a possible threat of client-side opportunism: 

[. . . . . .is there a risk that the client might wallc away with those initiai ideas and hire a cheaper 
consultant?] 
That sometimes happeris, not very often though. It depends on the client and your rclationship with 
them. Most clients don't expect you to reveal al1 your ideas at that initial point because they haven't 
given you enough infoxmation to form sensible ideas. You're going to reveal an idea you have to know 
very well that it fits the clients needs and unless you know the client's needs reaiiy weii which you're 
unlikely to d e s s  you've worked with him for a period of time. You are liable to corne up with an idea 
that's just plain wrong. He's already thought of it and he has thrown away and discardeci. So it's rare 
that we take the risk of sayiag to the client, we know exactly what you need - you need this, this 
parricular design. h t e a d  we say to him we don't know exactly what you need but our initial 
impressions are *chat it might be this or this.. . . . . 

Thus, the transaction cost variables were expandeci to include the types of 

opportunism, and the factors mitigating the threat of opportunism. 

Professional service fum char acteristics Among the explanatory variables in the 

conceptual fiamework, the PSF characteristics are the most broadly and generically 

defined. An important purpose of the first phase of the study was to understand what 

these characteristics realI y mean in the context of the engineering consulting industry 

and operationalize them. Each of the PSF characteristics is discussed below. 



Knowledge. The PSF characteristics incIuded in the conceptual fhmework for the 

study comprised knowledge and ski11 intensiveness, reptation, intangibility , 

customization, and inseparability. Professional services are often defineci as  the 

application of knowledge and skills. Thus, it was important to understand what 

exac t1 y wnstitutes knowledge and skiIIs in engineering consul ting. Like other 

professional services, engineering wnsulting is an intellectuall y driven service. The 

data suggests that the intellect, expertise and experïence of the individuals in the 

organization are critical for customized and innovative engineering solutions to client 

problems. In addition to the technicd knowledge and experience in its application, 

engineering consulting as a "business" requires marketing that entails extremely good 

relationship building skills. The following quotes reflect the general nature of what 

the engineering consulting fïrms sell. The emphasis on the intangible, the experiential, 

the relational, and non-technical aspects is clearly evident in these examples. 

. . . . . .The product that we sel1 is not directly used by the consumer. It is not a one time sale. We sel1 
knowledge and we sell people and relationships. So there is a very intangible element ratber than 
tangible.. ... 

. . . . . .You're selling yourself rather than something that your Company makes. You are selling yourseif 
and your colieagues. You have to go and persuade the client that you are intellectually better and that 
you have better experience and so on rather than that you have a better cornputer or better car or 
whatever that you make it better, consider better. So it's a much more persona! thing. What the client's 
buying from you is paper. He's buying drawings, plans, specifications but what he needs to get those is 
you and you colleagues. So it's very personal. But if you are in IBM or Gened  Motors or whatever, 
there you are relying on the strength of the product - the car, the cornputer, and whatever it is you are 
selling. [much less personal]. . . . 

....... We don? make widgets, we don't have a thing. Want to buy one - it works great, try it, try it. What 
1 sel1 you is tirne, that's al1 I'm selling you. 1 don't have a product. You know plans and specs - that is 
not a product. What you're buying from me is time tiom me to think and deliver my knowledge to you 
and do it in a manner where a contractor can build it. Tbat's my product and it is invisible. So the whole 
idea of cost accounting, marketing, how to develop business is totally, totaiiy diffefent. It's personal 
relationships that count. .... 

...... We sell knowledge and expertise. And in many cases, in most cases we ride on the coat tails of the 
relationships we've established with architects - KPF wiîl tell a Korean based owner îhat we would like 



to work with F&K for the early stages of the designing, we've worked with them before and the 
relationship is very good.. . . . . 

More specifically, the importance of the technical expertise and skiils held by 

individuals in the organization is illustrateci in the followiag quote: 

. . .The way usually o u  win a job other than on prices because you have people who have the expertise 
and not so much the company has the expertise so much as you have the individual people. And 
provided you keep those people you are fairly safe h m  having those secrets stolen - we don? really 
have any secrets. So it is a different system and there is nothing really to steal.. . . 

There is dso abundant evidence in the data of the role of the knowledge of the host 

country held by individual staff members of the fïxm in deterrnining the choice of legal 

form as well the decision about type of physical presence in the host c o u n t ~ ~ .  For 

exarnple, 

. . .I think as a company we were looking at, if we wanted to be in South East Asia, what is a good place 
to set up a base? Can we get somebody diable to look &er our interests'? And we happened to have a 
fellow, a guy who used to work in our Edmonton office who was fiom Malaysia and who still had au 
association there and was prepared to go and run an office there.. .. 

. . . We dida't know anything about Ghana for the most part. One of our empIoyees one of our present 
managers - was fiom B h i n  - he had worked in Ghana when he was a young engineer and he thought 
we should defuiitely go afier this project, It was a chance where he would be responsibie for the 
development of the proposal and so on. The management decision to pursue the project was very much 
influenced by his energy and interest. And interest is a big factor. So he went out with the proposal and 
happened to meet a lot of people he'd worked with 25 years earlier and he was successful. He did the 
feasibility studies and later did the design ... And one thing led to another and we never stopped 
working again ever since that tirne.. . .. 

The data also suggests that the project based activities of engineering 

consulting are organized in teams and these teams are a blend of a broad base of 

individually held skills and knowledge. The value-addedness arises f?om the 

interaction between individuals and their experience working together, which gives 

nse to patterns of coordination and communication that are absolutely critical to the 

timely and efficient delivery of service. It gives rise to synergies and new and better 



methodologies of work. Thus, there is clear evidence of the role of team based 

knowledge. The following examples reflect the importance of team based knowledge: 

.. .,.Mat we do is diverse. 1 am an electrical engineer by training. 1 know fair amount about mechanical 
systems but 1 camot pretend to be an expert in mechanical systems. You need to have team there but 
then how do we gain our expertise, 1 guess our broad based level of expertise and that's because of the 
fact that we are al1 asssociated in one office ail the time - h m .  So if we take an engineer in each of  our 
disciplines corn here and put them in aparticular country say for a year to work on one relatively large 
project, they are out of the mainstream with what's happening technologywise and productionwise in 
the NY office. Ihey've lost the daily contact with their colleagues and by the t h e  they get back they're 
a year behind on what's been happening here ...... 

........... Y ou've got to get a team that can work together. And that, if you ialk of - do you have an edge over 
anocher [fm] - that is very, very crucial - to get a multi discipline team that knows how to woric together. 
And I think any Company that does not have thai, has got a red major problem. So if our smcturai guys 
have worked with the electrical guys for ten years, with the mechanid guys, they know what they are 
going to be prociucing. .. ..And it rnakes it easy for hem to talk to each other- Because aii you are trying 
to do is CO produce a good job within the budget If money was not, if budget was not important, or if you 
take two years to do sornething, eventually you'U get it right But that's not - we don? have thaî luxury. 
So, what 1 tallced about, you've got to get a team ttiat can work together. Money is a big f k b r  - budget 
And tbat's where >ou have the edge. If you can get a team that can put togetbcr something in six months, 
as opposed to motber team that can put that package together in nine months, you will have a three month 
advantage ...... 

In addition to the individually held and team based knowledge, a third type of 

knowledge or expertise that is rcpeatedly reflected in the data is the knowledge of 

organizing and managing a whole project. The process of service delivery involves 

different stages of work and usually a team of firms, entailing considerable 

organization and coordination. With experience, the fhns  seern to develop certain 

organizational routines, pnnciples, and the ability to pull off a whole project. Project 

management skîlls appear to be as important as the technical cornpetence of the firm 

and in fact, more of a source of cornpetitive advantage for the firms. 

..... .So they [Ethiopians] dont have this kind of organized consultant body that can take the job and run 
with it. And that is why, when we go in, we are going in more to provide that organized structure. But in 
Malaysia for example, 1 mean, sure - they have good electrical engineers and di that, but to get an 
organhtion that will acrually start from scratch and design a power plant and put it into operation, you 
can't get, because they haven't got that stxucture in place. So that is what we bring as Canadian consultants 
to these places.. .... 

Thus, there is evidence in the data of highly experiential knowledge and skills 





This is an excellent illustration of the importance of the willingness and aspirations of 

the staff to go overseas and are likely to enhance a firm's presence in a country: 

.. . .. There's something you should keep in mind. You wouldn't think of going to a country unless 
you've got people on your staff who are interested in working overseas. That is very important- We 
just like, in the local scene, where we've got these designers and these project managers, we go from 
project to project. When one project is coming to an end we've got to look for another project for them. 
You don't just sit back. So we've got a team of guys who are interested in intemational, who are out 
there. When their project is finished, we've got to look for something for them. So that makes us look 
at O ther opportunities. Because, the guys who are in Ethiopia, another year they'll be finished in 
Ethiopia Some of them are not interested in coming to work down h m ,  they prefer to work overseas. 
So we've got to look at what can we get for these guys. So that drives us into looking at other 
opportunities. If we didn't have anybody who was interested in overseas they'll be no need for us  - why 
go for the job if nobody wants to go. So that is the driving force.. . . . . 

Ofien, an employee's interest may be the prime motivator to set up an office. 

. . ... Did you set up an office in Malaysia? Yes, but that's because there was a Malaysian who used to 
work in the NY office and the London office who eventually decided he'd like to go home and set up 
an Ovaarup office in Malaysia That is why it was set up.. . . . . 

. . ... 1 thin k..... honestly, you should not discount that there are some people in the company in srnall 
positions who are reaily interested in a particula. country. You can mask it al1 in these objective 
criteria ... but there is somebody who would sure like to work in Chili and th& that it is a good place 
to work. ïhat  carries al1 the weight in the company's decision. Enthusiasm is a key ingredient- .... 

The importance of people in these finns and their role as the main asset in 

international work is also reflected in the following quotes: 

. . . . . ,. [Speaking about setting up au office overseas and putting a team of people there]. . .it depends on 
the people that you send there - how well these people are adapted to the organilation, how long they 
have been with the company, whether they are full-bred personnel that came fiom here and are sent 
there, or are these personnel who have been with us only or a vexy short tirne. For example, if you take 
somebody fkom another office, who have spent most of their Lives over there but been with us for a 
little bit of time, you don? actually get our culture.. . . . . . 

In sununary, people are the dominant asset and appear to have implications 

quite different fiom those of fixed assets such as plant and machinery. Unlike plant 

and machinery, people are difficult to replicate and they have aspirations. They are 

very mobile but are expensive to move oveneas, especially in a project based 

business, because of overheads incwed just on account of personnel. 



Reputa tion or credibih?y. Reputation is clearly reflected as abso tutely critical to the 

engineering conmlting business in general and is very important in facilitating its 

international presence. Acwrding to the data, reputation seems to be important at two 

Ievels - a technical and a relational levei. 

Reputation for technical cornpetence emerges fkom the basic conceptual 

engineering knowledge and its application. Further, a reputation for reliability in 

being able to do the job on spec, on time, and of the requisite quality is as critical as it 

is to be perceived as technically competent. At the relational level, as engineering 

consulting is a very personalized business, a reputation for being able to manage and 

nurture a good relationship with both clients and business partners is of utmost 

importance. The industry in general has grown extremely competitive in the past 

decade, especially in North Arnerica, and there is no dearth of technicalIy competent 

firms. As a result, relationship building and inculcating trust and confidence in clients 

has assumeci an even p a t e r  role and seems to be one of the dimensions dong which a 

firm can differentiate itself. 

The following quote reflects how critical the reputation of the fkm is: 

.... The intangible is basicaily the credibility and whether the company over many years, 
whether the company kept its promises, whether the performance of the clients and the 
processes that the company builds, whether they are still performing in accordance with the 
parantees and the warranties. That's the intangible and it's a big one. It is the most important 
thing in this business. In manufacturing at least you c m  change the product and improve the 
quality but in this case it takes much much longer to improve the reputation. It takes l e s  time 
to improve the tangible product than it takes to improve a broken reptation and credibility of 
the company ... 

. . .the problem is that he turns around and he says it isn't what he wanted. 1 want you to change it but 
1 am not going to pay you any more to change it. Then you have to go back. That's the position that we 
discussed earlier. We've got to decide whether you can ask him for extra paymcnt and get it or whether 
you walk away fiom the job, what he changes and Iose money or whatever. But we rardy walk away 
from a job and that is for two reasons. One is professioaal reputation is severcly hurt and you'll never 



work with that client again. And the other is that typicaily projects have follow on work. For example, 
you've done the design. The client's going to need someone to help him supervise the coasûuction or 
may be to advice in the operation. So if you walk away fiom the job you are throwing away your abiiity 
to pursue the next phase, he next stage of the project.. . 

The following quote illustrates the importance a client might give to the personal and 

relational aspect of the consuking service: 

. . . What you come back to is that when you're delivering the service you're going to have a fair &grte 
of interaction with the client and if he thinks that he is going to enjoy that interaction on a persona1 and 
a technical level he's going to be more favorably disposed to award the project- But he doesn't iike you, 
he might respect you technically, but ifhe doesn't like you he is not going to enjoy that interaction - 
he's not going to be very pleased or disposed to awarding that project,. . 

The data also sheds light on what the firms typically do to convince the clients 

about the firm's reputation. They show the client examples of previous work and 

provide references fiom pnor clients and business partners. Credentials of individual 

staff mernba who would be involved in the project play a very important d e .  The 

fims also try to interact closely with the client in the prebidding stage, which helps 

explain the more "qualitative" dimensions of what the firm can offer to the client, 

aspects that cannot be expressed in the formal technicai proposai. 

. . . .You cannot do it overnight. It someUmes takes couple of years to establish your credi'bility . You 
have to make presentations, establish relationships. If you have reference plants, they can visit hem, or 
they can cal1 your contacts. That helps - without that it's very difficult.. . 

. . ..Trust in our expertise, experience and reputation. Many people these &ys look for two things -one, 
the company has been there for a long time and does it have the liability insurance if anything goes 
wrong and the second ihing is does it have experience with similar projects still have some high level of 
confidence so this wiii work. A year ago 1 gave lectures at the Peking University. People had heard 
about our company. So the narne already a step atiead. Because we know that this company has the 
reptation as the largest Company. So in China-when a response for a proposal cornes from this 
Company there is already a credibility. By the way they are translating these books into Chinese. So 
they have adopted these books as their textbooks. So ail that helps. It is not just one thing. Crediiility 
makes a big different. Whereas if you have a product like a car or a pen, how that produce performs is 
really the beginning and the end d l .  Whereas in this kind of thing there is a continuous process - you 
design it, build it and operate it and the conditions change. ... 



In summary, the data provides a clearer understanding of the different 

dimensions of reptation that are critical to engineering fonsulting firms and what 

firms do to affect the current and potential client's perception of a fimi's reputation. 

Intangibility. Ail services, including professional services, are characterized as being 

intangible in the services literature. The data makes the notion of intangibility more 

explicit. It provides a sense of the extent of intangibility and what the intangibles are 

in the perception of the senice providers. The data also sheds light on how the f i m s  

deal with the uncertainty about the quality of the final outcome created in the minds of 

the clients. The data reveals four dimensions of intangibility of the service: people's 

intellect and experience; relationships the f h  establishes both with clients and 

business partners; the role of judgernent in articulating what the client wants; and 

credibility or reptation. Although, there is a tangible product in the form of a design 

or a report produced down the line in a consulting service, at the time the client enters 

into a contract to buy a fim's service, what he is essentially buying is the people's 

expertise, ideas and a relationship. The fims tend to deal with the uncertainty in the 

minds of the clients, arising from the intangible aspect of the service, by demonstrating 

past experience in doing similar work and also maintaining continuous interaction 

with the client during the initial stages or the prebidding stage to build up the client's 

confidence. The following quote illustrates the intangibility inherent in a consulting 

service and how the firms deal with it: 

. . .Engineering consulting f m  are really competiug on the basis o f  someone coming up with better 
ideas and mostly impressing the clients that we can do a better job. in consulthg, because of the ethics 
we don't market ourselves out like we are the better guy, no.. ... We market owselvcs üke we think we 
understand your problern and we can address your problems better than anybody else.. . We don't and 
we can't Say, we know these oîher guys [competitors] and we've better than thcm - no, its unethical to 
do that.. ..So we use our past experience and recommendations îkom previous clients. We say, look, 



you check with these people, we've worked with them, and they know our work .... 

. . ..The client can't see that building here or he can't see that finai outcome. But what he can sec is the 
results of your previous collaborations.. ... 

....[ tell the client] But by the way we've doue al1 the sorts of things you might need for so and so we 
did them really well and we've got Prof. Smith on our team who's the best guy in this particular aspect 
that you might need.. .. 

. . .Very start of the job before you d y  do any of the design. You need to try and fWy understand 
what the client needs. And he will generally be unable to write that down. 1 have to ask the right 
questions and pu11 it out of them. It should be simple when they need a water -ment plant capable of 
treating water to supply to 10,000 people. But it's not as simple as there are many other questions that 
you need to know the answers to as to what the client wants but it is mostly judgmtnt and opinion 
before you proceed and deliver what he wants. If you don't ask al1 those questions and you deliver 
sornething to him and spend aü this t h e  and effort, he's going to tum aro,und and Say, that's not what 1 
wanted. Do it again.. . 

. . .So when 1 Say we're selling a product, the product we're selling is that we are seliing a design that 
will give the client what he wants. Our design itself isn't what he wants. What he wants is the f i s h e d  
building, finished tanks. Since the design is oniy ten percent he th& that the design is just a s m d  
component and he doesn't really focus on what's going on in the design. It's difficult for him to 
appreciate that the design can be so much better or worse than another one unless he's done it before.. . 

. . . . Getting one built (one project) is the most important tbiag, so that when you have a potentiai client 
you can hop in the cab and ride around in the city and you can go - see that building - we did that 
rather than see these p i c m  we did these half way around the world. It doesn't mean the same thing .... 

. ..Our senior people travel on average about 50-60 percent of theü time. They are always out in their 
regions, always. We believe that it is absolutely criticai in two respects - one because we don't sell a 
physical product, you can't really pull something out of a sample case, there's nothing tangi'ble about 
what we sell other than people. And at the end of the &y a fmished product will ?? So what you're 
really selling is confidence in the teclmical capacity of your orgauization and your organization's 
ability to work within a cultural context that is far ciifFetent from ours.. - 

The above example also higtilights how the prior experience of having worked 

in the same cultural context also provides a sense of comfort to the client. 

The data also suggests that a prior rapport with the client helps reduce the 

uncertainty arising fkom intangibility. 

.... The best way [to deal with the intangiôility] is that if you have known, if you have personal 
relationships with the client's people which you have built up over a long period of time ahead of 
having any projects or on very small projects.. .. 

In summary, the intangibility of the engineering consulting service can be 

described in terms of the important role of ideas, experience, personal judgement, 



relationships, and credibility. These are intangible but h s  try to minimize the 

uncertainty that stems fiom these difficult to measure dimensions by demonstrating 

past experience in doing similar work and maintainhg continuous interaction with 

clients in the early stages of a project to build their confidence. 

Consultant-client interaction. interaction between the client and consultant is 

important and every stage of a project requires a different degree of interaction. The 

data sheds light on the factors that make interaction necessary and also on the varying 

degrees of interaction required at di fferent stages. Interaction is particulad y critical in 

the prebidding or initial stages, that is, even before being awarded a project. It is 

clearly a way of trying to cultivate a relationship with the client that would likely have 

consequences for the fiiture relationship and the chances of repeat business. This is 

best illustrated by the fotlowing quote by a senior engineer in a municipal engineering 

. . . .The consulting indusq is diEerent from the contracring industry where the contractors normally 
wait for an advertisement in the papers or by invitation and then put in a bid.. .so they just wait and look 
at the papers. But as consultants we have to develop some kind of a relationship with the clients for 
them to get to h o w  us. See, when a client goes for engineering services, the client wants to know, to 
feel cornfortable with the engineering company. So, with companies like oufs and our cornpetitors, we 
are amazed how many we crowd to do the same, we try to build a relationship with the client.. .. 

. . .And again you can't do the design in a vacuum, you can't just sit here and do it and give the client 
the design that would be wbat he wants. Firstly, he doesn't really know what he wants unless you draw 
it out of him. Second, you have to understand the local conditions, the local characteristics, the site, the 
flows that you have to treat and so on. You can't do that by sitting back here. You can't communicate 
ail those things on paper.. . 

. . .You can't manage a project remotely, you just can't. You simple can't. You need to make sure what 
you are doing is appropriate to the needs of the client. Projects aren't static thm. They are dynamic and 
unfolding. Particularly, when what you are s e lhg  is services, needs change, perceptions change, 
requirements change. Unanticipated contingencies arise - it's just inevitable. And most clients are most 
uncornfortable with a lack of a presence, which is to say that they dont entirely tnist the fact that you 
are going to do this off site. They w a ~ a  see you, be abIe to see you.. .. 



The data reflets the highly personalized nature of this professional service to 

the point that clients, particularly international clients, want direct interaction with 

representatives fiom the international firm even if that firm has a local partner who can 

attend to the clients' needs. The following quote very clearly illustrates this: 

. . ..The client's focus and attention has gone to this particular set of individuds and in his min4 
psychologicaiiy, that other person [e-g., local h] irrespective of how good they are, they might be the 
best engineers of the world, is in second place, right? M e n  ttiat happens, other than more routine 
administrative things, he would expect the people fiom our fkm to be there because he fcels that is the 
service he wants, those are the people whose interaction he bas bought. Irrespective of how weU or how 
badly the job is going it is a psychologicai thing . . . . . Say, the patient's in bed, right? The doctor cornes 
in for a consultation every two days and he caiis the nurse if he wants something on a regular basis. So 
he sees a nurse everyday or every couple of hours. He only sees a doctor once in a while. And in his 
line the doctor is a person really taking care of them and providing the expertise. Now al1 these 
perceptions have to be very carefiilly manageci for the job to be successfirl. My partuer in New York 
who looks after the far eastem work is out of the country one week in every three in the Far East. 
Doesn't do his family Iife much good. But the minute he lets that slip we start getting letters fiom client 
that we are not happy.. ... 

In summary, client-consultant interaction is critical for the successfid 

completion of a project. The interaction is particularly critical in the initial stages, in 

fact the prebidding stage, to fully understand a client's expectations and also to lay the 

foundation for a trusting working relationship. 

Customizurion. There is a degree of customization involved in each design in that the 

final design and the process of amiving at the design are customized to a specific client 

or project. Different environmentai conditions, different local codes arid nonns, and 

unique preferences of clients cal1 for the need to customize. The following 

illustrations clearly suggest that customization is a central characteristic of the 

engineering consulting service: 

.... You really cannot look for a true cookbook formula to do any design for a building. Some of the 
basic engineering concepts and fundarnentals are available in books but whm and whcre to apply thcm 
and how to apply them has to be customized to the projec t.... 

. . .Again you'll have to look at it by discipline because we are such a diversified Company. If you're 
going to look at engineering projects in a sense any engineering project is a customized process - 



bridges, roads, airports. But we set some conditions - - soi1 conditions, topographie conditions are 
diffefent, design requirements are different but in a sense there are various generic categorics - a rail 
road is pretty much a rail road. An asphalt road is preny much an asphalt road. So then is a 
combination of customization and standardkation 1 suppose. in case of some of the other fields we get 
involved in it is completely customized. You Iook at urban planning, space planning, economic 
forecasting, economic analysis, fmanciai management, they are al1 compIetely customized to the 
requirement or the problem you are looking at for the client.. . . . . 

. . .Unless sornething is absolutely identicai, fuie they can reuse it. But if you can't understand the entire 
process, it is a dangerous business to do that. Even here, even in the US things of that kind happen. if 
you look at certain things, yes those things are there but they don? know what other peripheral things 
are involved to reach that thug that they see. This thing you see will work if every peripheral thing is in 
place. You need understanding to take this one and paste it in another place. It does not work that way. 
Not in our type of highly technical business. ... 

To summarize, custornization is a key characteristic of the engineering 

consulting service. The need to customize &ses fiom idiosyncratic requirements of 

clients and host country conditions. The when, where and how of the application of 

basic engineering lcnowledge is adapted to each project. Further, the process of 

arriving at the final solution is likely to be different depending on the project. 

Inseparability. The engineering consulting service involves a process of production 

and consumption of service. Production and consumption are likely to be inseparable 

to different degrees at diffment stages of the process. The following is a good 

illustration of the inseparability evident in the initial stages of a project: 

... At the moment despite technology it's essential to be in the same place when you're discussing what 
the client needs, what he wants, when he's defining what he needs fkom you who is usually after you've 
been awarded the project. And when he's telling you where you didn't quite do what you needed. It is 
very difficult to do those things with e-mails or faxes.. .. 

. . . [Don't the clients prefer that you be there during the design phase?] Not for the design, no. The client 
wants us fmt  off just to be able to talk, to maintain continuity and yes we send people there.. ..(but the 
design is done here) 

. . .. With the design.. .it doesn't matter where you do it. But once you are at the stage of construction 
management and inspection, the guy has to be on site.. . . 

There are instances where the production and consumption of the service can be 

separable if there is an already established relation with the client. For example, 



. . .You need the interaction with the client but you don't have to have - right now we sit hcrt and we do 
designhg for a job in Indonesia, a job in the Pldlipines, a job in Brazil- Because we have established a 
relationship with these people and then you can communicate with them.. .. 

To sumrnarize, the concept of inseparability appears to be rather complex for a 

service that involves multiple stages with each stage involving a different activity. It 

seems that engineering consulting is inseparable in the initial stages of a project but 

decoupling is possible during the design stage. The degree of inseparability again 

increases during the supervision of construction stage. 

Addition of new factors 

Sorne factors that emerged in the analysis were not a part of the existing 

conceptuai framework and, therefore, are completely new additions to the model. 

Contacts and relatioasbips established by the firms are of particular significance in 

the Iight of the project by project nature of business. The interviewees ofien brought 

up the relationships of individual staff members and the relationships that the fim is 

perceived to have with clients and business partners. Relationships and contacts at the 

time of the first project in a country as well as the relationships that evolve in the 

course of doing work in a country are emphasized. The following quotes indicate that 

the relationships built with the client over time are critical for the consultants: 

.. . . We try to cultivate a relationship with the client because we depend a lot on repeat business. W e  do 
a good job and the client will cal1 us back.. . .. 

[. .... the client before awarding a project. But he doesn't iike you, he might respect you technicaily, but 
if he doesn't like you he is not going to enjoy that interaction - he's not going to be very pkased or 
disposed to awarding that project.. ... So he's making his own judgment as to whether he likes you as 
well as if he technically trusts you. (N: So that judgment is based on your past record and ..)... and how 
well he knows you. It cornes back to the same point again - it is very very dficul t  to seli yourself to a 
client who doesn't know you ....,[ the mode decision] Starts much earlier than you know there will be 
business there in a year or two. So nght now you start building the relationships and the contacts so that 
when business cornes you are in a good position rather than at that tirne not knowing anyone and not 
knowing anything.. . . . . 



The following quote illustrates that in addition to the expertise and skills held by 

individuai staff members in a firm, their personal relationships and co~ections 

developed with potential clients and parniers are a valuable asset for the fimi. 

........, The whole idea of developing the new market place is that you have to develop relationships with 
potentid clients. And it takes tirne. The guy in the middle east had connections existing as he had 
worked in that area He is a partner in the fum now. He had connections e x i s ~ g  so in the rniddle east 
we were in a position to go ahead and foiIow up with people he already knew. In China we did not 
know anybody so were starting on ground zero. And that very much over there is who you lcnow - a 
fiend of a fnend of a friend. If you are a fnend of somebody you are accepted, if you're a stranger they 
don't want to, whatever your credentials are, they don't want to lcnow you. But if somebody says oh-..I 
know him ... he's OK, t h ' s  a good deal. So the employee who was boni and grew up in Taiwan through 
his old school connections, fiom Taiwan startesi to leverage that...... 

A staff member's contacts in the host country can influence the choice of that country 

and also the probability of exploring it as a market: 

... 1 don't know about other consultants, but we are.. .actually, other consultants do the same. We sit back 
and decide that we are going to go into this other comtry. For example, nght now we are going îo @y to go 
back into Ghana.. .. Now because of my association with the country, and because 1 h o w  so many people 
who work there, the Company feek fhat the time and effort quired to go to Ghana, versus going to 
another country that they don't have any iâea, know nothing. So what, it's unlikely that we will go to a 
countxy if we don't know anybody, anything, if we don't have any contacts, aothing ... 

Here is another example of the role of a relationship with another professional firm, 

such as an engineering firm and an architectural firm, in the home country: 

. ... Our international work comes fkom our relationship with other people, such as architects and 
developers, basically in Canada. So if these other fms are getting involved in intemational projects, 
then we would be possibly part of that team and doing it.. .So the architect has the real relationship with 
the owner (final client). There are concems like does the guy (final client) exist, does he really want to 
build a building, does he have the money. ïhat  kind of information is not easy to get especiaily when 
we are down here. So we rely a lot on the client and that happens when we have worked a lot together 
in the past and there's that trust [between us]. . .. We'd nust that they would carry our concerns to the 
owner. Similarly, if the architects tnist that we would be looking out for their best interests in a job, 
they will hue us. So, a lot of relationship building in our business. You have to get repeat business. 
What's hard to do is the new clients because you have to build that relationship.. . 

Some firms also emphasized relationship building within local business networks in 

the host country as a way of getting access to information about new projects. 

To summarize, relationships of staff members and the fum as a whole with 

clients and business parbiers at the time of f h t  entering a host c o u n t ~ ~  and those 



developed subsequently are important in the entry mode process. Also, relationships 

with clients and business partners in both the host and home countries are critical. 

Cüent's preferences emerged as central to many decisions the fbm makes regarding 

entry into foreign markets. The following quote quite pointedly expresses that the 

client's needs are paramount: 

. . .But certainly what our cornpetitors are doing and how they do it is factored into how we do things 
too and we certainly watch our competitors. We look to see where they are successfùl and how are they 
successful. We pay pdcular attention to what ow ciients are telling us. We need to pay more attention 
to what our clients tell as we need to do business with them than what our competitors are domg. That's 
the bottom Iine.. . 

There are exarnples of a wide range of client's preferences in the data of which 

there are four that were consistently repeated. First, the client's need for interaction. 

The client perceives what he or she is buying not just in t m s  of the final product in 

the form of a design or a report but also the entire process of interaction during service 

delivery. Second, clients both cwrent and potential may prefer a more visible 

cornmitment of the consulting firm in the host country that fùlfills their perception of 

stability. Third, there is a preference for a physical presence and a certain f o m  of 

physical presence of the firm in the host country. Fourth, clients may prefer another 

firm's expertise for a particular piece of the project. 

Here are a few examples of different types of clients' dernands and 

preferences: 

. . ..The clients ofien often want Say the conceptual design team right there.. ... Now does that absolutely 
require us to be there -no, I mean with the electronic linkages these days - but th- is still just a 
greater sense of comfort for most of our client to have the face to face contact.. .. 

. . ..I've been told this by our clients that the reason that they prefer to work with somebody who has a 
Iet's say - invested position in Brazil as opposed to a non-invested position is because they feel that the 
Company is more stable, is giving them the si@ tfiat they are going to be there for the longer haul. 
ïhey don't wanr to work with somebody who is perceived to be a fly by night operator, you know just 
corne and go .... 



. . ..if you have an office there it raises your cfedl'bility with potenciai clients because clesfly you are 
here to stay.. .And if you are not on the ground you'd have far less information available and make a far 
Iess relevant bid for the job.. . . . . And without that level of contact ofien you are wasting your time 
bidding for a job which you really don't understand what the client wants.. ... the client too does have 
any feehg  of trust and confidence in you.. . [if you are not physicdy present on the ground]. . . So 
having an office is a better way of doiag business but obviously it is an expensive way.. . 

... But usually they [clients] are much more pragmatic at that and they say ... ok..we got these guys 
involved for their design skills but we' Il be much more comfortable with these people who arc 
indigenous or who've been working h m  for years and years and so what they say is that Ok 1 would 
like you to form some son of association with these people to deliver the project, And that's when the 
negotiation starts. Now that.. .. 

. ..The client decided for some unknown reason that they would have a completely diffcrent set of 
people looking after the project on site. So our contract and that of our local associate finished witû the 
delivery of the drawings. And then the acnd implernentation of the project was taken over by 
somebody else.. . 

Other preferences of clients that appear in the data, at a relatively lesser 

fiequency, include their preference for the expertise of a specific office of the k n  

because they perceive a quality differential across offices. Clients may also have 

specific preferences for what local fixms the international consulting fhn partnered 

with and what kind of Iegal arrangement they fomed. For example, 

. . .Rarely do we do a joint venture. To do a joint venture you have to know a lot about your partner and 
have a lot of confidence in him because you are essentidy becorning liable for his work in a joint 
venture. Whereas in an association or a subcontractor role you are not liable for his work.. .in Israel we 
eotered into a joint venture as it was a way of appearing stronger to the client. We felt the client wanted 
to see an equal relationship between an Israeli parmer and a US partner. If we'd been a subcontractor 
there would have been concem that we did not enough control and if we'd been the prime contractor 
there would be the concern if we'll give the Israeli f m  enough work or responsibiiity, So dthough this 
joint venture was not required by any govt. regdation, it is a choice on our behalf because we felt it was 
the best ability to get the job. ., 

Sometirnes the client base in a country may be very heterogeneous with 

different clients preferring difierent local firms as business partners for the 

international consulting finn. This may prevent a firm fiom entering into longer-term 

arrangements with any one finn. The following quote illustrates how the nature of the 

entire client base in a host country çan dictate the decision about the choice of legal 

fonn: 



.. .First of there are more clients in irelaad and Puerto Rico than in Brazil for example. Thm is a 
broader base of clients who have no one particular shall we say locally preferred contractors. They 
many locally preferred contractors. So in order for us to be able to satisfy the grtatest majority of ow 
clients needs we d y  need to be orgauized and strucnued such that we don't fona exclusive 
arrangements in ireland,.. what has dictated not taking a ownership position with any one Company or 
even an office is because of the broader base of clients who have expresseci an interest in working with 
a broader goup of partners in that countries ... 

In summary, the client is centrai in the engineering consulting business. They 

may mold the service delivery process by demanding more interaction or a more 

visible cornmitment in the host country, and proof of a stable presence. They may also 

be very selective about who the firm associates with and who perfoms different pieces 

of a project. 

Project specific issues Given the centrality of project by project activity in 

engineering consulting and that each project has its own nuances, the data points to the 

different types of issues at the project level that have implications for the entq mode 

process decision. There are two levels at which these issues apply, at the level of 

individual projects and at the level of a series of projects taken together. At the project 

level, the process of delivery of service involves di fferent stages and usually, a tearn of 

fims is involved to execute the project. The phases of an engineering consulting 

project typically consist of prebidding, feasibility studia, conceptuai designs, detailed 

engineering, and supervision of construction. Each stage entails different demands 

with respect to, for example, the degree of face to face client-consultant interaction 

required. Issues such as the need for continuous interaction with the client depending 

on the nature of work involved dunng different phases, prior history of working for the 

client, the location of the expertise to do the work are some of the factors that dictate 

the choice of location where the actual work for the different stages is performed. In 



0th words, a combination of factors rnay decide 'where' the design and detailed 

engineering are done, and this will impact the entry mode process, especially the 

decision with respect to the type of physical presence. 

. . .Weil, we have enough offices and we have enormous design capabilities so we could do aaythhg we 
wanted here [in the home county] ifthe client would ailow it.. ,But there is a big emphasis now in our 
business on technology transfer. There is a huge emphasis now so the growing trend is clearly to do the 
design work - al1 of the work on site.. . 

No matter what the legal status of the firm in a host country the methodology 

of doing the work is more a function of where the expertise is situated: 

. . .Because a govt. regulation in Malaysia we could not register there as a fm. p f  the govt. rcgulation 
was not there]. . .well we would have formed - contractually we would have foxmed something dBerent 
but in the end result 1 think the methodology would have stayed the same that we would've tri& to do 
preliminary work or the front end work in NY where the expertise in the advanced buiiding systems lies 
in this office and we would have used local engineers as liaison and in some cases to do some finai 
production either under our direct supervision or under a separate contract to the owner (client). . . . . . 

In addition to demands entailed in specific phases of a project, the second 

dimension of project specific issues is how the work is organized and coordinated 

among the firms involved in each project. The interviewees refer to this as '%ow we 

work", "the logistics of work", "the methodology of work" and so on. Usually there is 

a team of firrns involved on a project and ofien these finns may be geographically 

quite dispersed. Different modes of communication and interaction are used during 

the process of executing the project and putting al1 the pieces together. It is not just 

the client-consultant interaction that is important but also the interaction with the other 

firms on the team to actually execute the whole project. For example, 

. . ..[but in this kind of thing, if the cornpetition cornes in nght at this stage, they want the best price and 
best technicai expertise?. . .] 1 would Say, yes but no. The dollar signs and the technical issues are one 
thing, but the other important haif is pulling the team together.. ..if you can't talk and communicate 
with your team, things are just not going to get done.. .... we're a part of a larger team like a cog in the 
wheel of a whole machine. But you have to communicate. - .. 

Here is an example of the decision about the location of an office being influenced by 



the availability of enough collaborators on projects at the same location: 

. . . .So you see if you decided to set up an office in let's say, let's pick the US, let's Say we decide to 
open an office in Seattle. The ody  reason we would do that is if we felt that there were enough 
coilaborators in Seattle - arcbitects and other professionais with whorn we couid develop a long 
standing relationship to do some good projects together. That would be the reasoning to move and set 
up an office in Seattle. The reasoning would not be that Microsoft (client) is in Seattle and we want to 
work for h m . .  . . 

The effect of decisions made at the level of specific projects is likely to trickle 

down to the projects that follow. As a finn goes fkom project to project to project the 

cumulative ef5ect rnay be in establishing a history of relationship with business 

partners and clients, establishing a reputation, and developing other business contacts 

in the host country and in the region. These factors are likely to enhance the degree of 

presence in a country. For example, 

. . . -1 Say that this [notion of a permanent presence] is something that dawns over tirne. And typicaily if 
you've already got some projects in a country and you've got some relationships in a country then 
you've got a pretty good sense that you could go there.. ... 

Also, the data suggests that the size or sale of a project in hand is likely to 

affect various aspects of the entry mode decision. The sale  or size of a project may 

affect the decision regarding the form of physical presence. 

. . .Our thinking is that once we get a project chat is large enough to justifjl it we will create our own 
office there.. . 

. . .Now there you can see that the decision was related to a very specific project, as it was a major 
commission in another country and therefore it provided a spring board for us to actually set up an 
organization there.. . 

.... In our kind of business it is very expensive to establish an office to start wiîh. Business projects are 
small, the competition is fierce. Most of our offices started as one-man offices. Like in England we 
started a one-man operation - there is only one and nobody else, not even a secretary. He is doing 
everything ... If you are doing a 20,000 dollar project it's not cost effective to set up au office. But if 
you're doing a 5 million-dollar contract, it behooves you to have a local office - to have the local 
relationship on a continual basis ... 

To summarize, the organization of activities at the project level is critical to 

facilitate smooth communication and coordination with the client as well as other 



members of the team of fkns involved in the project. Decisions made at a project 

level are likely to have repercussions for subsequent projects as relationships and 

reptation accumulate as a firm moves nom project to project and affect future project 

opportunities. Project level decisions are, therefore, critical for the entry mode process 

decisions. 

Firm specific characteristics Some of the firm specific factors that are reflected in 

the data as having significant implications for the entry mode process include the 

following: a firm's areas of specialization; the range of services performed on a 

project; the size of the fim; extent of globalization of a fimi in ternis of an existing 

network of offices and the number of countnes where it is doing projects; and any 

deliberate strategy the firm might have, e.g., not adopting a certain type of legal 

arrangement ever. Here is a quote that illustrates that the size of a f h  will affect the 

types of offices, that is full-fledged engineering offices versus smaller outfits it can 

have globally: 

.... If we had a fifty or a hundred-person office in Israel we'd probably be self-suficient. It does happen 
- that's what the big companies do. The companies that are many thousands of people. They have a 
huncired people in Hong Kong, hundred people in Sydney, hundred people in Singapore, hundred 
people in Manila ... 

The fotlowing quote is an example of specialization and size affecting the way the firm 

enters a country: 

. . ..Our intemational work cornes fiom o w  relationships with other people (such as architects and 
developers) basically in Canada So if we have these other people getting international work then we 
would possibly be a part of that team..ProbabIy fundamentally different Erom some of the other people 
[finns] you've miked to. 1 think you've talked to "large" civil engineering fhm and firms like that, 
Now, we certainly don't go in and Say, we've going to do this big project let us in here. That's not just 
what we do and wouldn't stand a chance of making rnoney any way.. . . 



In sum, the key fhn specific issues extracted fiom the data are fh size, area 

of specialization, range of senices performed and the degree of internationalization 

based on number of world-wide offices and the number of countries of operation. 

Conceptualization of relationships between variables 

The process of analysis did not just help ident13 factors that appear to impact 

the different dimensions of the entry mode process but also provide a prelirninary 

sense of the nature or types of reiationships between variables. Miles & Huberman 

(1 984) point out that just having and classifjing conceptual categories is not enough, 

the researcher has to move to a second, perhaps, more explanatory level of 

analysis.. ..". . . we need to understand the patterns, the recurrences, the whys.. .." 

(p.67). Through the entire analysis the emerging patterns of relationships were 

observed between the entry mode process dimensions and the different detenninants of 

the decisions as well as the relationships among the different determinants and 

consequently, their combined effect on the entry mode process decisions. It was 

possible to draw from the data a theoreticai rationale for how and why certain 

variables are related. 

These observations were docwnented in mernos. Memos were not just used to 

report data but to theorize about the relationships between concepts reflected in 

specific segments of the data. Mernos were prepared for each finn or case in the 

sample so it was possible to detect, across the entire sample, any regularities or 

patterns of interconnected concepts and relationships. These relationships between 

variables are embedded in the revised entry mode process decision fiamework 

illustrated on page 147. Here are a few exampies of relationships between the 



independent and dependent variables. With regards to global economies, an existing 

network of offices is likely to impact the physical presence decision. Preexisting 

offices, especially in the region, may reduce the need to set up another office in the 

host country. In terms of the role of relationships, relationships built with the client 

and business partners as the finn goes tiom project to project is likely to increase the 

degree of presence in the host country. As far as environmental factors are concernai, 

prior familiarity with a host country may encourage a market focus. An example of 

the role of transaction costs factors would be that difficulty in copying kmwledge held 

at the level of the team and organization will mitigate the threat of opportunisrn fiom 

business partners, thereby introducing flexibility in cho ie  of legal form. Again, these 

are only a few examples of the relationships beniveen the independent and dependent 

variables that exemplifi the dynamics of the revised entxy mode decision h e w o r k .  

To reiterate, the revised mode1 of entry mode decisions is an outcome of the 

starting provisional conceptual fiamework and the theoretical concepts developed 

inductively in this phase of research. 

Credibiiity and Dependability 

Traditional notions of reliability and validity, in the sense they are used in 

quantitative methods, are not directly applicable to qualitative approaches. However, 

there are other criteria more appropnate in the realm of qualitative analysis that should 

be met for the research to be accepted as trustworthy. Lincoln and Guba (1 985) 

propose four criteria for building trustworthiness. These include credibility 

(parallehg intemal validity), dependability (paralleling reliability), and wnfinnability 

(parallehg objectivity), transferability (paral leling extemal validity), (Denzin & 



Lincoln, 1994). 1 utilize Lincoln & Guba's (1985) criteria as a fiame of reference to 

outline the steps 1 took to maximize credibility, dependability, and objectivity of rny 

research inquiry. The following paragraphs describe what each of these criteria mean 

and how they are addresseâ in the study. 

Credibility. Credibility is about whether or not the findings of a study are an authentic 

portrait of what we are loûking at (Miles & Huberrnan, 1994). It is a degree of 

confidence in the "truth" that the findings of an inquiry have for the subjects with 

which - and the context within which - the inquiry was camied out (Lincoln & Guba, 

1985, p.290). The descriptions should be a true reflection of what was obsmed. 

Credibility can be enhanced by good quality data and the process that is followed 

before committing to any patterns or findings. 1 took numerous steps through out the 

process of data collection and analysis to ensure credibility. 

At the t h e  of collecting data three things were borne in mind. First, 1 ensured 

that the sample for the study was representative in terms of the purpose of the study. 

Drawing inferences fiom a non-representative sample can undermine the validity of a 

study. The firms selected were appropriate for the research question, that is, firms that 

were offeruig engineering consulting services and were actively involved in making 

mode of entry decisions. At the same t h e ,  variation was built into the sample in 

terms of covering a wide range of engineering specializations and degree of 

international experience. Such variation was important to capture the broadest range 

of information and prevent making inferences that might be too particdaristic 

( Lincoln & Guba, 1985). In addition, 1 carefiilly identified the person to be 

in tdewed  in each firm on the basis of hands on engineering experience and 



involvement in international entry decisions. 1 tried to avoid talking to only CEOs 

across al1 the companies, aithough, this was not entirely in my control. Prior 

interviewing experience in a few of these h s  suggested that with CEOs it becornes 

harder to discriminate between %bat is" and "what they would like it to be". Second, 

during the interview process, 1 was çognizant of certain "researc her e ffécts" tha t can 

d u c e  validity (Miles & Huberman, 1994). Caution was exercised to avoid putting 

ideas into the mincis of interviewees too early in the interview process. 1 guarded 

against sliding in my own biases during the interview to avoid comrnunicating a covert 

atternpt to seek confirmation. Third, 1 did not pre-decide the number of interviews. 

The interviews continued till 1 felt the need to fi11 certain gaps and until a point of 

redundancy of information was reached. Prernature closure of an investigation can 

cause the researcher to embrace one interpretation too soon, which is likely to result in 

inappropriate hypotheses (Erlandson, Harris, Skipper, & Allen, 1993). Moreover, 

continued data gathering reduces distortions arising fiom misinformation introduced 

deliberately or inadvertently by interviewees. 

The process of data analysis involved several steps that ensured credibility of 

findings. First and forernost, 1 documented both confinning and disconfïrming 

evidence in the data. Looking for rival explanations can actually help better 

understand and strengthen the basic finding (Miles & Huberman, 1994). For example, 

the reduced role of opportunism in entry mode decisions came as a real surprise in this 

study. Since, this contradicted existing theory, it was critical to look for al1 the 

disconfinning instances in the data before drawing any conclusions. The same process 

was followed for other crucial conceptual categories. In developing the list of 



categories, one list was specifically designated as information that demonstrates 

information "contrary" to ernerging themes. 

Validity was also ensured by looking carehlly at the contexi in which a 

particular theoretical concept or issue was brought up in the interviews. For example, 

the concept of tearns was brought up in the context of teams of staff internai to the 

organization or in the context of teaming with other f ims to do a project. The 

difference is clearly important as these capture different constmcts. 

Dependability. A research inquiry is considered dependable if it convinces the 

audience that if it were replicated with the same or similar respondents in a similar 

context, its findings would be repeated (Lincoln & Guba, 1985). The main çonçern 

here is whether the process of the study is consistent, reasonably stable over tirne and 

across researchers and methods (Miles & Huberman, 1994). Within the context of a 

qualitative study, the test of dependability would be that others should be able to amive 

at the sarne conclusions as did the rcsearcher. i adopted a number of steps to 

maximize dependability of this study. As discussed earlier, 1 used a semi-structured 

interview schedule with questions to navigate the interview whiIe ailowing the 

intewiewees the freedom to tell their story unencumbered. 1 made sure that the 

questions 1 asked were clear and were understood in the same sense by interviewees- 

The questions relating to various theoretical issues were asked in the same way and at 

the same stages of the interview more or les.  

The one thing that 1 was most particular about in the entire study was to 

document the whole process of inquiry. Erlandson et al. (1993) refer to this as a 

dependability audit which provides a ninning acwunt of the processes by which the 



study was conducted. I prepared notes f i e r  each interview which helped seek M e r  

insight on some issues in subsequent interviews. During the analysis stage, Nud*ist 

itself served as a very good documentation system. The whole process of creaing and 

revising conceptual categonzations were documented in memos. Memos are an 

equivalent of what Lincoln & Guba (1985) cal1 a reflexive journal that provides 

information about a researcher's logistics, insights and methodological decisions. 

Changes occurred in the process of analysis as new issues were reveaied about the 

entry mode constmct, at which point I reorganized the nodes firm-wise. Al1 of the 

changes and the rationale for them are recorded in memos. in other words, any shifts 

and variabilities that can be ascribed to new insights are welI documented. 

Descriptions of the different stages of analysis and the process of creating and 

recreating the hierarchy of conceptual coding can be used by others to make their own 

sense of the data. 

Confirmability. Objectivity or confïrmability refers to the degree to which a study's 

findings are a product of the focus of its inquiry and not the biases of the researcher 

(Lincoln & Guba, 1985). in a qualitative study, the methodology cannot be separated 

from the researcher. Thus, the traditional notion of insulating observations fiom the 

biases of the researcher does not apply here. The ernphasis is on trust in the 

"confinnability" of data themselves (Erlandson, 1 993). 1 was aware of the potential, 

irnplicitly or explicitly, of introducing my biases and perspectives in the interviews. 

This could stem fiom my familiarity with the literature and a strong existing 

theoretical framework for entry mode decisions. At the same time, one of the most 

important motivations to do the qualitative study was to seek new insights to enhance 



rny understanding of entry mode decisions for a relatively under researched industry. 1 

went into the field, therefore, with a mind-set to discover and keep my personal 

perspective fkom confounding the inquiry. Most of the steps taken to ensure 

credibility and dependability aiso enhance objectivity of a research enquiry. 

Documenting the actual sequence of data collection and analysis is key to establishing 

objectivity. Reporting al1 processes that wcre use .  in the study can enable a reviewer 

to determine if the interpretations and conclusions can be traced back to their sources 

and if they are supported by the inquiry. 

Overall, an explicit and thorough description of the qualitative analysis 

procedure is central in portraying the research as credible, dependable, and objective. 

Summary of Phase 1 

This section summarizes what was achieved in the fïrst phase of the study and 

what implications it had theoretically and methodologically for the second phase of the 

research. An in-depth analysis of the interview data provided a faidy comprehensive 

understanding of the nature of the engineering cunsulting service. The study clearly 

reflected that the one core feature of the engineering consulting industry that has 

ramifications for the way the f ims organize their work and for the way they çonduct 

their international operations is the project by project nature of engineering consulting. 

This was a stepping stone towards then understanding the nature of international 

operations of these firms. This phase of the research cornpleted the process of 

building the conceptual framework for the study. It facilitated the addition of new 

concepts, modification and expansion of existing concepts and a prelirninary 

conceptualization of relationships between concepts. The main highlight of this 



research phase is the reconceptualization of the entry mode decision as a process and 

as a multidimensional construct. This is a key theoretical contribution to generating an 

overseas entry mode decision mode1 for a professional service industry. 

The study also contributed theoretically in identifjing factors affecting the 

entry mode process decision and in conceptuaking relationships between these factors 

and the different dimensions of the entq mode process. It also provides a preliminary 

sense of how the factors interact to affect the final decision. Most importantly, it 

expIicated the meaning of the different PSF characteristics in the context of the 

engineering consulting service. It provided sorne insight on the relationship between 

the PSF characteristics and the different aspects of the entry mode process. 

Particularly significant are the obsmations about the relationship between PSF 

characteristics and transaction cost factors. 

The new factors or determinants of the entry mode decision identified and 

included in the starting conceptual hmework were client's preferences, contacts and 

relationships, project specific characteristics, and firm specific characteristics. Factors 

that were fûrther elaborated and adapted to the nature of engineering consulting were 

global strategic variables, country-specific factors, professional service characteristics, 

and transaction cost issues. Observations about the types of lcnowledge or rather the 

nature of what these firms sel1 are one of the most critical highlights of this phase of 

the research. 

The processual nature of entry into a country led to re-examining the 

methodology for the next phase of the study. The purpose of the second phase of the 

study is to establish more systematically the observations made in the first phase of the 



study for a larger sample of h s .  The original research design for the study proposed 

a large sample mail survey of North Arnerican engineering consulting fïrms. 

However, the processual nature of the mode of entry decision construct as well as the 

complexity of the issues determining the decision unravelled in the first phase made it 

necessary to rethink the approprïateness of a mail survey. The abstract nature of some 

of the issues would cal1 the validity of responses into question. The survey instrument 

itself would be cumbersome and dificult for managers to fil1 out reducing the chances 

of a reasonable response rate. An alternative method that appeared more suitable was 

to use structured interviews in combination with open-ended questions in a face to face 

situation. This would allow the interviewees to explain their responses within the 

context of their experiences. This would lend more nchness to the data, which would 

assist in the interpretation of the statistical results. 

The methodology for this research was not constrained by any specific 

philosophy of science tradition or paradigm. But it was shaped by the nature of the 

questions that needed to be addressed. Hinings (1997), in a discussion on the 

possibility of a more fniitfùl dialogue between the qualitative and quantitative 

approaches rather than seeing them as mutually exclusive alternatives, comnients: 

"This is especially true if we see methods as tools to increase understanding rather 

than as denved fiom a deeper philosophical position about the nature of our subject (p. 

495). .... the issue is primarily one of which "tool" will best do the research task of 

answering our analytical questions", (p. 50 1 ). At the two stages of this research, the 

choice of research tools was made based on the questions that required to be asked. A 

combination of semi to unstructured interviews and more structured interviews again 



with an open-ended element seemed to be appropriate to bring breadth, depth and ngor 

to the shidy. This led to the next step of consûucting an interview schedule based on 

the observations in the first phase of the study. The next chapter deals with the 

building of the interview schedule and the methodology for the second phase of the 

research. 
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CHAFTER 4 

PWE n: METEIODOLOGY 

The first phase of the research was an important step in the process of building 

ar? entry mode decision M e w o r k  for engineering consulting firms and provided 

critical direction for the second phase of the study. It led to several modifications of 

the starting conceptual hmework. The modifications included a reconceptualization 

of the entry mode construct, addition of new issues salient to entry mode decisions of 

this industry, and expansion of existing concepts in the starting conceptua1 fiamework. 

The most signifiant outcome of the research was a reconceptualization of the entry 

mode decision as an entry modeprocess decision and as a multidirnensional construct. 

The first phase was critical for the second part of the study in three ways. 

First, it provided a conceptual fiamework for M e r  exploration that was much more 

close1 y tailored to the entry mode decisions of engineering consulting finns. It 

provided direction for M e r  clarification as well as confirmation of relationships. 

Second, the processual nature of the entry mode consîruct and the somewhat abstract 

nature of issues surrounding entry mode decisions of these firms prompted me to 

rethink the methodology for the second phase discussed in the next section. Third, the 

observations fkom the first phase were used as a foundation for building a relevant and 

comprehensive interview schedule. It helped operationalize difficult concepts such as 

PSF characteristics and the nature of knowledge factors. 

In the following sections, 1 discuss the second phase of the study including the 

rationale for the methodology, sampling and data collection, and the description of 

measures of various concepts used in the statistical andysis of data. 



Methdology 

In the second phase of the study, 1 used a combination of a qualitative and 

quantitative methodology. Originally, the methodology of the study was to have 

centered on a large sample mail survey with the intent of hypothesis testing. The first 

phase of the study generated an expanded framework providing a clearer 

understanding of entry mode decisions in a professional services industry. However, 

this was by no means a clean and tight model with explicit relationships between 

constxucts that would be amenable to hypothesis testing. The first phase of the study 

revealed the complexities involved in arrivïng at an enûy mode decision model for the 

engineering consulting industry. These complexities are attributed to a number of 

reasons. 

First, it is difficult to adapt a model orïginally built to investigate the choice of 

entry mode as a static decision to a model that conceptualizes the sarne decision as a 

process. In the fint case, factors are conceptualized as impacting a single decision 

point while in the process mode! the factors may be impacting different points and 

dimensions of the process. Second, the mode of entry process is not one isolated 

process but an intermeshing of entry at two levels - at the project level and the country 

level. Third, as was clearly observed in the first phase and c o n h e d  in the second 

phase, the choice of mode decision in the engineering consulting industry is more than 

just a choice of legal fom. It involves other dimensions such as the length of stay in 

the country, focus, and physical presence. This certainly creates the onerous task of 

deciphering how different factors impact the different aspects of the entry mode 

process decision. The factors impact different dimensions of the process, different 



levels of entry, and fwther, may be more relevant at certain stages of the process than 

at others. Fourtfi, the measures and variable definitions are not refined and well tested. 

In the light of these issues, it made sense in the second phase to explore these 

relationships fûrther and more systematically. There was room for both confirmation 

and fûrther clarification of relationships. The need for further exploration coupled 

with the abstract nature of issues involved made a large sample mail survey 

impossible. Structured interviews interspersed with open-ended questions conducteci 

in a face to face situation were most appropriate. A more structured form of enquiry 

appeared suitable as it would allow me to organize the observations or fhdings fiom 

the first qualitative phase in the f o m  of a stnictured interview schedule. The 

quantitative component would help examine the relationships more systematically and 

thus, provide a different cut at the data. Including a qualitative unstructured 

cornponent would facilitate discussion providing the interviewees the opportunity to 

situate their responses in the context of their experïences as well as allowing me to 

clarifi the meaning and intent of my questions. Therefore, the administration of a 

stnictured questionnaire in a face to face situation helped ensure, to a great extent, the 

validity and reliability of the study. 

To sumrnarize, the second phase of the study continued to be in the realm of 

exploration using a combineci quantitative-qualitative approach. The quantitative data 

collected through a structured interview schedule was statistically analyzed to 

facilitate systematic exploration of the relationships. The qualitative component of the 

method lent itself to the interpretation of statistical results. It helped make sense of the 

relationships in the context of the specific firms and the indusûy as a whole. 



in the following section, the process of building the intewiew schedule is 

discussed. 

Building an Interview Scbedule and interviewhg 

The process of building the interview schedule was a long and iterative process 

of planning, reading, and d e s i m g .  The range of factors as well as their complexity 

made it fairly challenging to strike a h e  balance between completeness and 

conciseness. Three major steps were involved in designing the schedule. First, 

decisions were made about the content of the interview schedule. Second, questions 

were designed following guidelines that would maximize both reliability and validity 

of measures. Third, the format of the whole interview schedule was finalized to 

facilitate smooth tlowing interviews. Each of these steps is elaborated in the 

following sections. 

Decidiner on content of interview schedule 

The objectives of research are said to be met when the interview schedule or 

questionnaire is comprehensive and does not exclude issues that are critical to the 

research question (Rossi, Wright, and Anderson, 1983). This implies that deciding the 

content is critical in designing an interview schedule. A strong theoretical framework 

at the start of my study dong with the results of the first phase of the study established 

the boundaries for the issues to be addressed in the questionnaire. Decisions had to be 

made about what issues to include and how thoroughly to sample each issue in the 

questionnaire (Oppenheim, 1966). Qualitative analyses of the first phase simplified 

the process of prioritizing factors. Nudfist reports on each conceptual category and a 

case-wise listing of factors fiom the first phase provided frequency counts for various 



factors. The issues were arranged in order of importance, that is, those that 

consistently appeared across al1 cases, those that were important in at least half the 

cases, those that emerged in 20-30% of the cases, and those that were clearly outliers. 

The dependent variable was given top priority by including enough questions to 

capture every aspect of the entry mode process. This was important because the entry 

mode construct was reconceptualized in the first phase and needed fûrther 

investigation and confirmation. The exercise of prioritizing was more difficult for the 

independent variables. Factors that were clearly dominant in the analysis of the first 

phase and those that were rather abstract were devoted more questions. Others that 

seerned less important or their role unclear were not excluded but sampled briefly. 

Selecting items for each construct. Afier deciding what constmcts to include in the 

questionnaire, the next step was to select items that represented each construct. This 

was a critical step in creating reliable and valid scales. Many of the constmcts were 

multidimensional or cornprised multiple variables. For example, PSF characteristics 

include reptation, intangibility, client consultant interaction, customization, and 

knowledge. Extensive data analyses in the first phase made it relatively easier to 

identi* the different dimensions. Nud*ist reports fiom the first phase were very 

useful to identiQ statements representing each dimension of a construct. When 

selecting items that capture a construct, it is important to ensure construct validity. 

Rossi et al. (1983) explain that a particular constmct intends to measure a "domain of 

meaning" and content validity refers to the degree to which one has representatively 

sampled fiom that domain of meaning. In order to ensure that al1 facets of the domain 

of meaning for any given construct are sampled, 1 searched the Nud*ist report 



pertaining to a particular concept to determine how different interviewees had talked 

about the same concept. Here is an illustration of the process 1 followed. The first 

phase of the study revealed two dimensions of reputation - reputation for technical 

expertise and reputation for relationship building skills. 1 identified ail statements in 

the interviews about both these dimensions of reputation. 1 then selected statements 

that seemed to be most representative of the different understandings of these 

dimensions. This was a way of ensuring complete coverage of meanings associated 

with the constnict (Rossi et ai., 1983). The next section elucidates the process of 

designing questions. 

Designhg questions 

After the identification of the constmcts and the variables capîuring those 

constmcts, it was important to f i m e  questions that would be good measures of the 

constmcts and ais0 be arnenable to fùrther statistical analysis. Designing questions 

involved a series of steps and decisions. First, a decision about form of questions was 

made, which is affectai by whether the data is collected in a nominal form or an 

ordinal form. The main task here was deciding what kind of measurement was desired 

and choosing an appropriate measurement scale. Second, the questions had to be 

written in a way that they would produce good measwes. Third, open- ended 

questions were included in the schedule. The Mitical decisions related to open-ended 

questions were about where they were required and how many to include. I descnbe 

each of these steps below. 

Measurement. Data may be collected in a nominal form or an ordinal form (Fowler, 

1993). Nominal data requires people or events to be sorted in unordered categories. 



Ordinal data requires that people or events be placed in ordered categories dong a 

single dimension, for example, raîing the importance of something fkom not important 

to very important. 1 had both kinds of questions in my interview schedule (Appendix 

D). For most of the factual questions the interviewees were asked to choose between 

binary categories, such as "Yes" or "No" or asked to provide a number. Examples of 

nominal data are firm size, number of countries of operation, and whether or not the 

£ïrrn had a permanent office in the host country. A majority of the questions in the 

interview schedule were targeted at subjective States, which were captured with 

ordinal data. For example, asking interviewees to assess the degree of intangibility 

generated ordinal data. Ordinal data rquires that the respondents be provided 

response categories or alternatives on a scale. 1 decided to use Likert scales, the most 

commoniy used ordinal scale in the social sciences. 

The basic assumptions of a Likert scale were appropriate for the 

multidimensional constructs in my interview schedule. First, it assumes that there is a 

continuous underlying attitude dimension and that each item representing a constmct 

is monotonically related to that continuum (Ftossi et al., 1983). Thus, a more 

favorable attitude should produce a higher expected score on any item. Second, it 

assumes that the surn of the item scores is monotonically related to the attitude or 

perception. That is, a higher total score indicates a more favorable attitude. Usually, 

the sum is a linear function of the individual items equdly weighted. 

1 decided to use a five-point scale throughout the questionnaire for ordinal 

questions. Five categories are most commonly used on a Likert scaie (Rossi et ai., 

1983). Although, some studies make even finer distinctions and use 7 point scales, 



there is a limit to how precisely respondents can discriminate between the ordered 

categories. Fowler (1993) points out that when the number of categories exceeds the 

respondents' abilities to disaiminate their feelings, nurnerous categories simply 

produce unreliable "noise". The pilot interviews confirmai that five categories were 

adequate for the type of questions and sufficiently captured the real variation arnong 

interviewees. 

Writing questions. The process of writing questions began f?om the point of 

identiwng the variables to be included in the questionnaire. In addition to the 

decisions about an appropriate scale, there are other things to be borne in mind when 

writing questions. First, it is important to avoid double-barreleci questions which are 

flawed in that they ask for two different things in one question (Fowler, 1993). 

Second, it is important to keep the vocabulary simple in wording the questions. Third, 

the questions should not be cornplex and difficult to understand because they will only 

generate unreliable responses. Fourth, lengthy questions should be avoided (Payne, 

195 1 ; Rossi et al., 1983). 1 used these caveats as guidelines for framing the questions. 

However, writing simple, short, understandable questions to capture cornplex 

constructs was quite onerous and required several iterations and revisions. In many 

cases, I directly wnverted quotes from the first phase interviews into staternents. 1 

made sure the statements were clear, short and unarnbiguous, conveying the same 

thought as expressed in the quote. A pretest of the interview schedule with Ph.D. 

students and a couple of faculty members helped immensely in articulating and 

simplifjring the questions. 

Use of open-ended questions. Open ended questions were a critical component of the 



interview schedule. The decision to do face to face interviews was primarily driven by 

the need to seek further clarification on factors and relationships that were not so clear 

after the f i t  phase of the study. This meant keeping room for open-ended discussion. 

Open questions have a number of advantages. First, they allow interviewees to answer 

in their own fiames of reference uninfluenced by any specific alternatives (Rossi et al., 

1983). Second, they provide interviewees the opportunity to qualifi their responses to 

closed ended or stnictured questions with examples. Both of these advantages were 

compatible with what I meant to achieve through these face to face interviews. That 

is, to clai@ issues that were fuzzy and contextualize the stnictured responses to 

facilitate better understanding. The open ended questions were not intended to be 

codified and quantified later but to be used to enhance understanding of the responses 

to stnictured questions and capture what was not covered in those questions. Mostly, 

a combination of closed and open-ended questions was used. This was done by either 

adding an "other" category or using probes with specific items during the interview. 

The first phase andysis was used as a pointer to issues that clearly needed open ended 

questions. This short listing was necessary to confine the interview to a reasonable 

tirne and avoid repetitious or even irrelevant information. 

Reliability and Validity of Questions 

Designing good questions is equivalent to designing good measures. A 

prerequisite of a good measure is to maxirnize reliability and validity of questions. 

Reliability requires that the questions provide consistent measures in comparable 

situations. Validity means that the questions measure what they are intended to 

measure (Fowler, 1 993). 



Reliabilify of questions. An important element in ensuring reliability is that the 

questions should mean the same thing to al1 respondents. This can be difficult if some 

words used in the questions are not understood universdl y. Even more problematic 

are the use of t m s  and words that have multiple meanings (Fowler, 1992). This was 

a chaIlenge in the context of this questionnaire because it involved many abstract 

terms such as "intangibility", "reputation", "types of knowledge", and "opportwiism". 

These are words that m o t  be understood universally and can be interpreted in 

muItiple ways. Fortunately, in a face to face situation 1 had the opportunity to make 

sure that the interviewees understood these rather complex terms sirnilarly. Through 

face to face interviews it is easier to probe incomplete answers for more clarity. Face 

to face conversations are more transparent in reflecting if the inteMewees are 

understanding the questions in the same sense and thus ensuring that the responses are 

comparable. For purposes of clarification, 1 used standard examples for each terni and 

made sure they were consistently worded across al1 the interviews. The examples 

were selected fkom the intemiew data of the first phase of the study, that is, these were 

coming fiom people in the profession and expressed in their language. 

Following some of the guidelines discussed earlier in designing questions also 

enhances the quality of questions as reliable measures. For exarnple, avoiding long 

and ambiguous questions, avoiding double-barreled questions, and using simple 

vocabulary cm be helpful. 

Validity of questions. Validity, to a great extent, was ensured by the fact that this 

questionnaire drew heavily on interviews fiom the first phase of the study. Those 

interviews were specifically geared to understanding and exploring what some of the 



concepts, especially complex issues such as PSF characteristics and the nature of 

knowledge meant in the context of engineering consulting. It is important to note that 

factual questions and subjective questions involve different vaiidity concerns and 

these were dealt with accordingly. 

Validity of factual questions is relatively easier to establish because these 

questions measure facts or objectively measurable events (Fowler, 1993). Examples 

of factual questions in my inteniew schedule are about the history of the firm, size, 

revenue, nwnber of offices, countries of operation, the number of projects doue in a 

host country, and the type of office set up. Despite being factual in nature, some 

questions were tricky because of the nature of the industry. For example, in a project 

based business total revenue is subject to a lot of fluctuation depending on the projects 

in hand at any time. The idea of cwent revenue does not make sense in this scenario. 

Similar problems were experienced with international revenue and the number of 

countries of operation. Therefore, the questions had to be very carefùlly fkamed so 

they would be consistently understood by al1 respondents (Fowler, 1993). For 

example, they were asked for the average revenue over the p s t  five years rather than 

current revenue. Face to face interviews made it easier to ensure that the questions are 

understood in the sarne sense. I also used other sources such as company brochures, 

company web-sites, and the engineering consulting directories to supplement the 

interviews for factual data, especially data on the size of firms, number of worldwide 

offices, and the nurnber of countries of operation. 

Validity of subjective questions is more difficult to establish because there is no 

objective way of validating the answers. Validity of a subjective measwe can be 



estimated only by the extent to which answers are associated in expected ways with 

answers to other questions (Turner & Martin, 1984). Examples of subjective measures 

in the intenriew scheduie include questions about the role of reptation, intangibility, 

client-consultant interaction, and the threat of opportunism. But for the subjective 

questions there is no independent direct rneasure possible, that is, there is no objective 

way of validating the answers. 

1 followed the steps suggested by Fowler ( 1993) to improve the validity of 

subjective measures. First, as mentioned earlier the questions were designed to be as 

reliable as possible. Second, the unidimensionality and monotonicity of the response 

alternatives on the measurement scale were ensured. Response alternatives are 

unidimensional when they deal with only one issue and are monotonie when presented 

in order (Fowler, 1993). Face to face intewiews went a long way in maximizing 

validity of subjective questions and here is a perfect illustration to support this. When 

interviewees were asked to rate, "the risk of business partners waiking away with the 

fim's knowledge", it became apparent that the statement was being interpreted by 

most i n t e~ewees  as "people walking out of the door or being hired away". This was 

noticed in the very early stages of the interview process. This shed light on very 

usehl information that Iosing personnel is a real concern for these h s  and how 

knowledge was automatically associated with "individuals" but "çopying" knowledge 

was perceived as difficult. This clearly was a validity problem as 1 intended to 

rneasure walking away with knowledge as in copying but not the risk of people 

walking out of the door and thus, taking the knowledge with them. These are certainly 

related yet different constructs. This was best expressed by one of the 



interviewees.. . ". . . knowledge is easy to steal but not copy . . . .." in other words, it is 

easy to hire away people but difficult otherwise to copy or take away knowledge from 

the fïrm. This issue or validity problem would have gone unnoticed in a mail 

questionnaire where there is no opportunity to probe for M e r  clarification. It may 

have manifeste- itself as unexpected relationships of the response to this question with 

answers to other questions but it would have been difficult to put a hger  on the 

problem. 

Format of the interview schedule 

Three decisions were important for the over al1 foxmat of the interview 

schedule. One, whether the questio~aire should open with factual questions or 

subjective questions; two, the build-up of question sequences and the order of 

questions; three, for each variable the order of questions within each question 

sequence (Oppenheim, 1966). Factual questions were put up front in the interview 

schedule for two reasons. First, information about firm specific characteristics and the 

historical background provided the context for the more subjective questions. Second, 

starting with the simpler factual questions is a good way of increasing the comfort 

level of the interviewee and easing the way to more thought provoking perceptual 

questions. This was especially critical for this interview schedule where many of the 

issues raised were quite abstract. 

Questions pertaining to the dependent variable (four dimensions of the enûy 

mode process) were placed immediately after the factual questions but before the 

independent variables (determinants of entry mode). This order was logical because 

the purpose was to understand the role of different factors in the four aspects of entry 



mode. Information about the finn's entry mode decisions was critical to be able to 

make any meaningful connection to the independent variables explainhg the choices 

the firm made. Pilot interviews were very usehl in improving the format of the 

interview schedule. 

Pilot Interviews 

Pilot interviews were conducted with Ph.D. colleagues, faculty, and a few 

engineering consulting firms. The pilot improved the quality of questions 

substantially in a number of ways. It helped r e h e  and simplify questions that were 

ambiguous and long-winded. It du, helped identifi double-barreled questions. The 

pilot interviews confirmed that a five-category scale was adequate. Regarding the 

format of the whole inteniew schedule, the pilot made it possible to identiw places 

where it was disconcerting for the interviewer to shifi fiom one topic to another or to 

be asked to come back to an issue that had already been raised. Overall, the pilot 

helped improve the reliability and validity of the interview schedule and facilitate a 

smoother flowing interview. 

The greatest challenge was to capture the entry mode 'process' and factors 

such as relationship building and reptation building that are important to track over 

time. In some ways, this interview schedule resembled an in-depth case study of an 

entry into a specific host country done in a very structured and systematic manner. 

The interview schedule is presented in Appendix D. In the following section, 

sampling and data collection procedures for the second phase of the study are 

discussed. 



Sampling and Data CoUection 

The research site for the second phase of the study was the engineering 

consulting industry based in Alberta, Canada. The fïrst phase of the study, that 

included firms fiom the US and Canada, suggested that there was no major difference 

in the nature of engineering consulting in the two countries and in the way these firms 

conducted internationai activity. Therefore, focusing on firms in Canada in the second 

phase would not bias the study and continue to represent of the North Arnerican 

international engineering consulting firms. A s w e y  of the Directory of engineering 

consulting firms in Canada suggested that the population of engineering consulting 

firms in Aiberta is representative of the engineering consulting industry in Canada, 

especially firms involved internationalIy. Calgary and Edmonton in Alberta have a 

high concentration of head offices of major engineering consulting h s  working 

overseas. in addition, key international players based in the East, especially Toronto 

and Montreal, have major offices in Calgiuy and a few firms that are incorporated in 

the US also have offices there. Confining rny sample to the population of engineering 

consulting firms located in Alberta did not jeopardize its representativeness, which is 

supported by some of the key international engineering firms of Canada that are in the 

sarnple. For example, Canada's two top global wnsulting engineering firms SNC 

Lavalin Inc-and AGRA Industries Ltd. Other Canadian firms that are in the sarnple 

and are listed by Engineering News Record in the top 100 international design firms in 

terms of foreign billings in 1994 include HA Simons Ltd. (399,  Golder Associates 

Ltd. (40"), and Acres International Ltd. (94~). As in the first phase of the study, firms 

that were primarily engaged in various disciplines of the engineering consulring 



sentice were of interest and al1 establishments in which construction was the main 

source of revenue were excluded. 

A list of engineering consulting finns in Alberta uivolved in international work 

was compiled fkom several sources. The BOSS Directory of Consulting Engineers 

(1996) was used as the main source fiom where al1 h s  licensed in Alberta were 

short-listed. The Iist was, however, dated especially in light of the recent trend 

towards consolidation and rnergers among both smaller and larger Canadian 

engineering consulting finns. 1 supplemented this with the most recent membership 

directory of the Consulting Engineers of Alberta (CEA), a registered organization 

which currently represents over 70 Alberta consulting engineering fims. This list was 

not comprehensive either because mernbership of the CEA is voluntary. Moreover, it 

did not provide names of firms that are not registered in Alberta but have offices here. 

1 therefore combined it with the list of consul ting engineering firms provided in the 

Yellow Pages of Calgary and Edmonton. A Government of Canada web site called 

Strategis was aiso usefil to complete the list of firms. 

After identifjring the population of engineering consulting firms in Alberta the 

next step was to short list those that were involved internationally. This information 

was available in the BOSS directory for finns listed in it and for some finns the 

Company web sites were a useful source. For the r ema i~ng  firms, 1 went through the 

Yellow pages and phoned the firms directly to inquire about theu international 

involvement. A final list of 50-55 firms was compiled dong with their dominant area 

of specialization and size in terms of number of staff. This was followed by initial 

phone calls to get the name and fax number of a contact in the f'um who would be 



appropriate for the interview. A letter describing the research and requesting 

participation in the study was faxed to the person followed shortly by a phone d l .  A 

phone cal1 afier sending the letter provided the potential interviewee the opportunity to 

ask M e r  questions and clarifications and con f i m  his or her willingness to 

participate in the study. 

1 targeted a sample of 30-40 h s  which was driven by two factors. First, it 

was important for the sample to be large enough to ensure adequate statistical power 

of various statistical techniques that would be required for analyzing data and second, 

it was equally important for the sample size to be manageable to conduct in-person 

interviews. The response rate was very encouraging and the final sample for the study 

comprised 41 firms. 

Description of sample 

The firms included in the final sarnple was dictated by the willingness of firrns 

to participate in the study. Aithough the sample was not randomly selected, an 

attempt was made to ensure adequate representation of the different specializations in 

the population. Canadian consulting engineering firms are distributed regionally 

according to natwal resource sites and industrial locations. Alberta fims, for 

example, specialize in oil and gas; British Columbia firms specialize in forestry and 

pulp and paper; Ontario and Atlantic firrns are more evenly distributed among the 

disciplines (Sector Competitiveness Frameworks Series, Industry Canada, 1996). So 

drawing a sample for the second phase of the study fiom Alberta biased it to some 

extent toward the oil and gas sector. Nearly 40% of the firms in the sample specialize 

in the petroleum and natural gas sector. The rernaining 60% are spread over the other 



areas. About 23% of the firms are consulting in the environmental engineering area. 

A little over 15% focus on buildings in the structural, electrical and mechanical 

engineering disciplines. The remaining 20% are scattered across the other six 

specializations. Overall, there are eight dominant specializations represented in the 

sample, petroleum and natural gas, environmental, geology, buildings, 

communications, power, municipal, and mining & metallurgy . 

The firms in the sample are pnvately held except four that are publicly traded. 

This is representative of the Canadian engineering consulting industry as a whole 

where most f hns  are privately held and Canadian owned. The size of f ims in the 

sample as measured by the total nurnber of staff covers a wide range from 5 to 7000 

employees. The Canadian engineering consulting industry is dorninated by smaller 

finns and in fact, most finns employ less than 50 people (industry Canada, Sector 

Competitiveness Frameworks Series, 1996). These characteristics of the sample are a 

fairly accurate representation of the population of engineering consulting firms in 

Alberta doing international work. Descriptive statistics describing some of the 

characteristics of the sample are presented in Appendix E 1. 

Data collection procedure 

A senior executive, usually the Vice President of International Operations or 

Marketing, was interviewai in each firm. Each interview lasted approximately one 

and haIf-hour. The interviews were conducted in 41 firms of which 39 are complete 

and useable. In each of the 39 cases, a firm's entry into a specific host country was 

discussed. In most cases the interviewees chose a country based on their involvement 

in the entry mode decision and the extent of recollection of the process. A majority of 



the interviewees picked a country where they were relatively well established which 

enabled hem to trace a history of the entry mode process. Since the structureci 

questions were çombined with open-ended discussions al1 the interviews were taped 

with the permission of the interviewees. Later the tapes were transaibed so the open- 

ended discussions could be used to interpret the stnictwed responses. 

Measures: Dependent and Independent Variables 

Dependent Variables 

Degree of Presence. The degree of presence is measured in ternis of the number of 

years in the host country. The range of the total number of years in a country is fiom 

2 to 40 years. In a sample of 39 fims, 28 firms that constitute 7 1.8% of the total 

number of cases have a presence ranging fiom 2 to 8 years in the respective host 

countries. The remaining 28.2% is in the range of 10 to 40 years. The mean degree of 

presence for the whole sample is 9.28 years. 

A log transformation of the distribution of the number of years in the host 

country is used as a measure of the degree of presence. Due to the wide spread in the 

distribution of number of years of presence in the host country, a log transformation of 

the distribution was advisable to recti@ the skewness. The degree of presence 

variable is a continuous variable. An important point to note is that in most cases îhe 

interviewees picked countries where they thought thernselves as well established and 

could talk about the issues surrounding the entry mode process in a historical context. 

In some ways, this choice of a host country also reflected the fïxm's extent of 

internationalization in how long the finn has been on the international scene or its 

Ievel of exposure to doing projects internationally. 



Focus. Focus involves a decision at the time of first entry into a host country. The 

firm may assume either of the three entry positions: one, it may enter a country only 

with a specific project in hand; two, it may enter a country without a project in hand 

but to exploit the opportunities in a potentially attractive market; and three, the f h  

rnay follow a client into the host country. These can be summarized as project 

following, market following, and ciient following entry positions. The fiequency 

chart shows that out of 39 firms there are 30 cases of a project focus and 9 cases of a 

market focus. There are 13 cases of a client following situation or a client focus. Two 

Focus variables are created. One, a project versus market focus binary variable coded 

as 1 and O respectively. Two, a client versus non-client focus variable again coded as 

1 and O respectively. Both the focus variables are dichotomous categorical variables. 

Physical presence. The physical presence aspect of the entry mode decision involves 

a decision about the fom of physical presence in the host country. Physical presence 

may range fi.om fiequent visits to establishing a full-fledged design office. The 

fiequency charts show that there are 13 cases of only fiequent visits, 8 cases of 

fiequent visits as well as a project office, 12 cases of a sales office including country 

and regional offices, and 6 cases of design offices. For the purpose of analysis 

physical presence is categorized as having an office versus not having an office. The 

"no office" category refers to fiequent visits and project offices. The "having an 

office" category refers to a sales office or a design office often in addition to the 

temporary visits to the host country and a project office. There are 21 cases (53.8%) of 

no office and 1 8 cases (46.2%) of either a sales office or a design office. Thus, the 

physical presence variable is also a dichotomous categoncal variable. 



Legal form. A fourth dimension of the entry mode process decision is the choice of 

legal form. This choice is made at two levels, the project level and at the level of the 

country in establishing a continuing or more long-term legal arrangement. The legal 

arrangements at the level of the project last for the duration of the project and the legal 

arrangement at the country level lasts beyond the length of any project. At the country 

level, there are 22 cases (54%) of a continuing legal presence in the data. The 

rernaining 17 or 43% of the firms have not established a continuing legal arrangement. 

Four different types of continuing legal arrangements identified in the data include 

solely owned firms (12), permanent joint ventures (S), continuing associations (4), and 

marketing agreemenwagents (3). Two continuing legal form variables are created. 

One is a binary variable that captures whether or not a fim establishes a continuing 

1egaI mangement with the two categories coded as 1 and O respectively. The second 

continuing legal form variable has three categories to capture the choice of the type of 

legal form. The types of legal arrangements are classified as partnerships and solely 

owned ventures. Thus, the three categories represent no continuing legal fom (1 7), a 

partnership form (1 1), and a solely owned venture (1 1) respectively. To sumrnarize, 

both the continuing legal form variables are categorical variables. 

At the project IeveI, the different legal arrangements formed for five rnost 

recent proj ects were documented during the interviews. Four patterns were identi fied 

from the data. There are 1 1 cases of al1 subcontractual arrangements mostly with the 

firm as the lead partner. There are 9 cases of single firm projects involving no 

partners or subcontractors. There are 16 cases of a combination of subcontrachral 

arrangements, single firm projects, and ternporary joint ventures. The fourth pattern 



comprises of a pattern of the ternporary project based amngements and a permanent 

arrangement like a permanent joint venture or a solely owned venture. 

Independent Variables 

Eost country or region. A total of 24 countries are covered in the entire study. For 

the purpose of analysis, these 24 countries are combineci into 8 different regions, 

namely, Latin Amerka, Asia, the Middle East, Africa, Russia (incl. Kazakhstan), 

Australia, the Caribbean, and the U S .  Each country was coded from 1 to 8 

respective1 y. 

Speciakation. There are a total of eight different areas of specialization in the 

sample. They include petroleurn and natural gas, environmental, geology, buildings, 

communication, power, municipd, and mining and metallurgy. They are coded fiom 

1 to 8 respectively. 

Firm specific characteristics. Finn specific characteristics include the size of the 

firm, the overall revenue of the finn, the total international revenue of frms based on 

an average over the past five years approximatety, the number of countries the firm 

has operated in over the past five years, and the nwnber of permanent world-wide 

offices. Some preliminary bivariate analysis was done which included scanning 

scatter plots and simple correlations. The scatter plots between various combinations 

of the firm specific characteristics were fint carefully studied to get a preliminary 

sense of the nature of the relationships between variables, linear or non-linear, positive 

or negative, and to identifi potential outliers that might have an undue influence on 

the correlation coefficients. The observations that appear as outliers in the scatter 

plots are the larger firms that are fewer in number in the sample. This is not 



attributable to the sampling but to a distribution inherent in the population of  

engineering consulting fims. Industry Canada in a document on condting 

engineering indicates that most Canadian engineering consulting fimis are srnall and 

some f ims have grown large through amalgarnation and mergers in the past five to ten 

years (Indusfry Canada, Sector Competitiveness Frarneworks Series, 1996). These 

large engineering consulting fhms aiso happen to be major international players. So 

even though statistically these finns appear as outliers, they are not removed because 

they are in fact representative of the nature of the distribution of engineering 

consulting firms doing international projects. 

The correlation matrix in Appendix E2 indicates that the h n  specific variables 

are highly correlateci. Particularly signifiant is the correlation between fkn size, 

measured by the nurnber of staff, and the overall revenue of the firm. The Pearson and 

S p e m a n  correlation coefficients are 0.962 and 0.976 respectively, both significant at 

the .O 1 level. Size is usually measured in terms of the total number of stafï or the 

overall revenue of the finn. The near perfect correlation coefficient and the scatter 

plot suggest that the two variables are alternative measures for the same consenict. 

The total number of staff was a better measure of size than the overall revenue for two 

reasons. One, some f ims did not divulge the total revenue of the firm on the pretext 

of the fims being privately heid. Two, due to the project-based nature of the business 

there was much fluctuation in the level of revenue. The total number of staff was 

relatively more steble and also the data complete for al1 39 fkns. 

In the first phase of the study, a firms' extent of international involvement in 

tenns of its international revenue seemed important to the entry mode decision. 



International revenue as a percentage of total revenue is a good proxy for a firm's 

level of international involvement and has been used in past entry mode literature 

(e.g., Agarwal and Ramaswami, 1992). 

The degree of internationalization in the international management literature, 

has been measured in terms of foreign sales which is a ratio of foreign sales to total 

sales, foreign production represented by the percemtage of foreign assets to total assets, 

and geographical dispersion based on the number of counüies in which a f5rm has 

subsidiaries (e.g., Sullivan, 1994; Sanders & Carpenter, 1998). The three dimensions 

are summed to form a composite measure of the degree of internationalization. in a 

project-based service such as engineering consulting, foreign sales and foreign 

production are difficult to measure. However, it is relatively easier to measure 

geographical dispersion. There is no prior research in the internationhtion of 

engineering consulting h s  to draw on for established measura of the degree of 

internationalization. But it is apparent fiom interviews with managers, from company 

brochures, and fiom consulting engineering directories that the average nurnber of 

countries a firm has done projects in over the past few years and the number of 

worldwide permanent offices are reasonable indicators of geographical dispersion. As 

the correlation matrix in Appendix E2 indicates, the Spearman correlation coefficient 

between the number of countries and the nurnber of global offices is 0.645 and is 

significant at the 0.0 1 level. Since, the two measures are highly comelated it made 

sense to arrive at a composite measure of the degree of internationalization. Both the 

measures demonstrated high inter-item reliability with an alpha of 0.82. In order to 

combine the two measures to arrive at a single measure of the degree of 



internationalization, 1 first converteci the number of offices and the number of 

countnes to z-scores and then added them to arrive at the measure of degree of 

intemationalization. 

In summary, three firm specific variables are included in the analysis. One, the 

size of thefim measwed as a log transformation of the total nurnber of staff in a finn; 

two, international revenue of the firrn measured as a percentage of the total revenue of 

a firm; and three, the degree of intemationalization rneasured as a composite of the 

number of countries and the number of global offices. For example, a scatter plot of 

the size of the finn and the number of offices worldwide indicates that up to a certain 

size there is no variation in the nurnber of offices but afier that there is a positive linear 

relationship between the two variables. 

Relationships 

The relationship constmct has two dimensions that capture relationships at 

different stages of the process of entry into a host country. The h t  stage is at the 

point of first entering the host country. The second stage is building relationships 

subsequent to first entering the host country. 

Relatiunships ut the time of first entering the hosî country. Relationships at the time 

of the firm's first involvement in the host country comprise four variables: relationship 

with a business partner in the host country, a staff member's prior relationships and 

contacts in the host country, relationship with another professionai firm, and 

relationship with the client. The scale for each of these is presenteà in Appendix F. A 

factor analysis of the four items resulted in two factors. The factor scores are reported 

in Appendix F. Reliability anaiysis was performed for items that loaded together 



except the one that loaded negatively. The Cronbach's alpha was 0.55 for the items 

representing relationship with a fïxm in the host country and the relationship of a staff 

member in the host country. Acmrding to Nunnally (1967), while for decision-making 

purposes alpha scores of 0.9 or greater are appropriate, for theory testing and related 

purposes an alpha of 0.5 is quite adequate. Since my study is not a ngorous theory 

testing but c m  be described better as a process of fùrther theory development 

requiring a combination of confirmation and clarification, the l a s  conservative 

standard of 0.5 seems acceptable. It was, therefore, reasonable to combine the two 

variables to arrive at a composite measure of relationships in the host country. More 

importantIy, it made conceptual sense to combine them as both captured relationships 

in the host country. Finally, relationships at the time of first entering the host country 

comprise three variables: relationships in the host country; relationship with another 

professionalfim and relationship with the client. These are dichotomous variables. 

Relations& building rifler entry into host counïry. After entering the host country 

firms build relationships with different parties such as clients, business partners in the 

host country and the home country, and business networks in the host country. It was 

evident in both phases of the study that di fferent h s  focus on different relationships 

in the context of a particular host country. The relationships they build and utilize as 

they enter a country project by project are likely to predict the type of physical 

presence the firm needs in the host country, the form of legal arrangement if any, and 

also the degree of presence in the host country. The relationship building constnict is 

captured by four variables: relationship building witk a business partner in the host 

country; relationship building with another engineering çonsulting or other 



professionai fimi in the home country; relationship building with clients; and 

relationship building with business networks in the host country. The scales for each 

variable are presented in Appendix F. 

Again a combination of factor analysis and reliability tests was applied to the 

four items to improve the scales. The factor loadings are reported in Appendix F. 

Relationship building with a home country firm and relationship building with the 

client loaded on one factor and the other two variables, relationship building with a 

business partner in the host country and business networks in the host country loaded 

on the second factor. The two variables comprishg the first factor demonstrated an 

acceptable reliability alpha of over 0.5 and were therefore wmbined to arrive at a 

composite variable. Conceptually, it made sense to combine relationship building 

with clients and relationship building with a home country finn. It was observeci in 

both phases of the study that when an engineering consulting fixm associates with a 

home country fim as a source of more work opportunities in the host country, this 

home counûy finn is perceived as the "immediate" client. Thus, the composite 

variable represents relationship building with clients. The variables in the second 

factor, however, had a Cronbach's alpha of 0.37, which is very low. Consequently, 

the two variables were not combined. Thus, the relationship building variables used in 

M e r  analysis include relationship building with a client; relationship building with 

a host country finn: and relationship building with business network in the host 

country. Al1 the relationship-building variables are continuous measures. 



Professional service fhm characteristics 

The role of PSF characteristics in determining the four dimensions of the enûy 

mode process decision is captured by two sets of variables. First, there are five 

variables cornpnsing reputation, intangibility, customization, the nature of human 

capital, and inseparability. Second, there are variables that capture what the finns do 

to deal with the uncertainty created by the intangible nature of services or what they 

do to enhance the firm's reputation in the host country. The variables comprishg PSF 

characteristics enhance our understanding of what these concepts really mean in the 

context of these firrns. Each of the PSF variables is a multi-item measure. Inter-item 

reliabiIity tests indicated whether it was appropriate to combine these items to amve at 

composite scores for each variable. Details are provided below and the scale for each 

variable is presented in Appendix G. 

Reputation. The scale contains three items. The Cronbach's alpha was 0.58 for al1 

three items. It improved slightly to 0.61 if only the first two items representing 

reputation at a technical level were combined and the third item representing 

reputation at a relational level kept separate. Al1 three items were cornbined to arrive 

at one measure of reputation. However, two separate measures of the technical and 

relational dimensions of reputation were also created. Thus, there are two measutes 

capturing reputation: reputation at a technical b e l  and reputation ai a relational 

level. 

Intangibility. The scale contains three items. The reliability test revealed an alpha of 

0.72, which was adequate for combining the two items as a single measure of 

intangibility. 



Need for client-consultant interaction. Need for customer-client interaction was 

captured by three items representing three motivations for client-consultant 

interaction. A Cronbach's alpha of 0.63 was calculateci and the items were combined 

to arive at a composite measure of the çonstmct. 

Degree of n*stomizution. This is a single item measure. It captures how the 

application of concepts needs to be customized to every project. 

Nature of human assets. The nature of human capital is described in terms of two 

dimensions. One dimension captures the dominance of human capital in terms of 

overheads. The second dimension refers to the difficulty of replicating people Iike 

machines. Both are single item measures. 

hseparability. Engineering consulting services involve a multi-stage process of 

service creation and delivery, typically involving prebidding, feasibility studies, 

conceptual design phase, detailed efigineering, and supervision of constmction. The 

interviewees were asked to rate the extent of inseparability at each stage of the 

process. 

The variables discussed above capture what each of the PSF characteristic 

means. In order to capture the role of these characteristics in the entry mode process 

decision there was a need to go a step fiirther. It was important to examine what the 

firms do to deal with these charactwistics, especiaily to enhance reptation and to 

reduce uncertainty that may arise fiom the intangible nature of service. Thae  are four 

items in the interview schedule that allude to the means used by fhns  to enhance their 

reputation and four items that reflect how fimis mitigate the uncertainty likely to anse 

in the minds of the clients due to the intangible nature of what they contract to buy. 



There appeared to be an overlap in some of these items and it made sense to reduce the 

nurnber of items through factor analysis. A factor analysis yielded three factors. 

These factor loadings are reported in Appendix G. The items comprising each of the 

factors demonstrateci a reliability alpha of over 0.5. Thus, the items were wmbined to 

arrive at three reputation enhancing and uncertainty reducing variables. First, the role 

of references including references frorn clients about the firm's capabilities and 

references about the staff members' capabilities. Second, rnaintaitzing continuous 

in teraction with client in prebidding/initial stage and demonstrating firm 's past 

experience. Third, the firm 's rapport with the client bused on a p a r  working 

relationship. 

In summary PSF variables ïnclude the following: reputation ut a technical 

Zevel; reputation at relational b e l ;  intangibility; need for client-consultant 

interaction; degree of customization; role of referencq main taining continuous 

interaction with client in prebidding/initial stage and demonstratingfinn 3 p m  

experience; andjinn S rapport with the clienr based on a pur  working relarionship. 

Both the sets of PSF variables are continuous variables. 

Nature of knowledge 

There are two sets of knowledge related variables included in the analyses to 

examine the role of knowledge in the entry mode process decisions. First, three 

variables capture the nature of different types of knowledge, which are critical inputs 

in the engineering çonsulting service. These types of knowledge include individudly 

held knowledge, tearn held knowledge, and the knowledge of organizing. The scale 

for each variable is reported in Appendix H. There are four items representing 



knowledge held by individuals. The inter-item reliability alpha is below 0.32 for al1 

items together and increases to 0.6 afier removing one item. The first three items are 

combined to arrive at a composite rneasure. Theoretically, it makes sense to have two 

measures for individually held knowledge as one represents the experiential technical 

knowiedge and the other captures the importance of an individuai's abifity CO buifd 

good relationships with clients. There are three items measuring team held 

knowledge. Based on a Cronbach's alpha of 0.65 for al1 the three items i t seemed 

appropriate to combine thern into one measure of team held knowledge. Knowledge of 

managing and organiring a projecî is represented by a single measure. 

The second set of knowledge variables captures the extent to which the 

different types of knowledge can be replicated or copied. The scale is presented in 

Appendix H. Specific questions were asked about the degree of difficuity in 

repIicating individually held knowledge and team based knowledge. The measure for 

the difficulty of copying individuaily held knowledge is a composite of two items. 

The Cronbach's alpha for these items was 0.71. The degree of difficulty in copying 

team held knowledge is a single item measure. 

In sum, there are five knowledge variables in d l :  individually held knowledge; 

team held knowledge; knowledge of organizing; di fficulty in copying individuall y 

held knowledge; and difficulty in copying team held knowledge. Ali the knowledge 

variables are continuous measures. 

Transaction cost variables - opportwiism and mitigating opportunism 

Transaction costs factors include two sets of variables. The scales are 

presented in Appendix 1. The first set comprises two types of nsks of opportunism, 



opportunism fiom business partners and opportunisrn fkom clients. 

Opportunism fiorn business partners is represented by two items, the risk of business 

partners walking away with expertise and the risk of business partners reusing designs. 

The two items were combined to arrive at a composite measure as an inter-item 

reliability test revealed a Cronbach's alpha of 0.70 

Oppor~tnism fiom clients is also represented by two items, the risk of clients 

terminating a contract and the nsk of clients walking away with the firm's ideas to a 

cheaper consulting firm. The two items were combined to amve at a composite 

measure of opportunism fkom clients. 

The second set of transaction cost variables comprises factors mitigating 

opportunism. The scale is presented in Appendix 1. In addition to direct questions 

about the threat of opportunism, the interviewees were also asked to rate the extent to 

which various factors might mitigate the threat of opportunism. These factors relate 

primarily to the nature of knowledge and the nature of engineering consulting, both as 

an industry and as a professional service. Al1 items r e f d n g  to 'Wtigating 

opportunism" and the "degree of difficulty in copying different types of knowledge" 

were factor analyzed and four factors generated. The factor loadings are reported in 

Appendix 1. Factor one focuses on the d~@mity in copying individually held 

k m  wledge. Factor two captures the deterrents to misrepresenting and copying. 

Factor three focuses on past accumulated experience technicaliy and relationally. 

Factor four captures the ernbeddedness of ream held and organizationally held. 

In dl,  there are six transaction cost variables: opportunismfiorn business 

partners; opportunism fiom c i ien~;  difficuity in copying individuaiiy held knowledge; 



deterrents to misrepresenting and copying port acnunulated expen-ential base 

rechnically and relationally; and embeddedness of team held and organizationally 

held kno wledge. These are d l  continuous measures. 

Country-speci fic environmental vari ables 

Five host country environmental variables were observed in the first phase of 

the study to be relevant to the entry mode decisions. These include the following: 

demand conditions in the host country; country nsk in the form of political instability; 

a gap in technical and managerial expertise between home and host countries; cultural 

differences between home and host countries; and govemment regulations. Each of 

these factors affects different aspects of the entry mode process. The questions in the 

questionnaire that provide an assessmmt of the importance of these factors are 

presented in Appendix J. 

Global Economies 

Global economies are represented by two variables, ewnornies arising fiom 

the existing network of offices and econornies arising fkom a team. The relevant 

measures are found in Appendix K. 

Economies arisingfi.orn existing network of ofices. This is a dichotomous variable 

measured by a question that asked intewiewees whether or not the fims had a global 

network of offices. 

Econornies arisingfiorn a team. This is measured by one item that captures 

interviewees' assessrnent of the importance of team related economies in their 

decision about the location of design work. 



In all, there are two types of global economies important in engineering 

consulting finns: economies arisingfiom existing nenvork of O- and economies 

arisingfi-om a team. 

Data Analysis Strategy 

The analysis strategy for this phase of the research was decided based on 

observations made in the k t  phase of the study and my reflections on the interviews 

in the second phase. Issues that consistently ernerged as significant to managers in the 

context of their entry mode decisions across d l  sixty f ims helped in outlining an 

analysis strategy or at least a starting smpe of analysis. One of the limitations of a 

small sample size is that it constrains the nurnber of variables that can be included at 

any one time in a statistical analysis. Large sample multivariate statistid tests are not 

strictly appropriate. It is not possible to look at the joint effect of different 

determinants of the entry mode process dimensions and difficult to examine 

interaction effects between variables. This is not a big issue, 1 think, since this study is 

not a ngorous test of a modei but another step in the process of exploration to generate 

an entry mode process decision mode1 reIevant to a professional service industry. 

There is rich information in incorporating the different constnicts one at a t h e  and 

observing patterns and relationships. 

The following is an overview of the types of statistical tests applied at different 

stages of the data analysis. This is especially important to discuss in the light of a 

small sample size, which imposes limitations on the choice of statistid tests. First, 

univariate summary statistics such as fkequency counts, cumulative percentages, mean, 

median, mode, standard deviation, and the measures of skewness and kurtosis were 



examined for al1 the relevant variables. Descriptive statistics help understand the data 

in terms of the nature of distributions of the key dependent and independent variables. 

These preliminaries were necessary as this study is more exploratory rather than 

confirmatory in nature, requiring a good understanding of the behavior of variables 

and a search for patterns. Some graphical displays such as histograms and box plots 

were studied to get an overall understanding of the distribution of variables and also 

identi@ outliers. The sarnple of cases for this study is very diverse spread over a wide 

range of specializations, geographical areas, and represents a wide range of size, both 

in terms of nwnber of staff and revenue. 1 was carefùl in identifjmg what may 

statistically appear as outliers but achially represent an intrinsic characteristic of the 

industry itself. Bivariate correlation tests were also perforrned to examine the 

association between some key variables. In addition to the Pearson correlation, the 

Spearman correlation was also examined. The Speaman correlation is more suitable 

for relationships that may not be perfectly linear and is also likely to be less sensitive 

to extreme values (Jobson, 1993, pg. 1 15). Correlations as well as scatter plots 

between independent variables helped interpret the results of regression analyses 

perfonned later. 

The analysis is done in two phases. First, factor analysis is used to facilitate 

data reduction, which is important when there are a large nurnber of variables and sub- 

variables relative to the size of the sarnple. A varimax rotation is performed to obtain 

factors that are more easily interpretable (Jobson, 1992, pg. 398). In some cases, the 

factor scores have been used as s a l e  weights in M e r  statistical tests such as 

regression analysis. In addition to factor analysis, reliability tests are done using the 



Alpha (Cronbach) mode1 to determine the intemal consistency between items. Thus, a 

combination of factor analysis and reliability analysis is used before combining items 

in the questionnaire or refining the scales. Second, despite the small sample, 

regressions are also performed to see the simultaneous effect of different variables 

representing one constmct. For example, the "types of knowledge" constmct 

comprises three variables called individually held, team held, and organîzationally 

held knowledge, which are examined together in a regression. As mentioned earlier it 

was not possible to look at the joint effect of al1 the constructs or different 

detenninants of the entry mode process decisions due to a small sample. But each 

dependent variable could be regressed on one construct at a time as illustrated above. 

For models with the degree of presence as the dependent variable, which is a 

continuous variable, ordinary les t  squares (OLS) regression was performed. The 

other three dimensions of the dependent variable, physical presence, focus, and legal 

form are categorical binary variables for which OLS is not appropriate. The models 

for these binary dependent variables are, there fore, estimated with logistic regressions. 

There was a need to look at a finer categorization of the continuing legal form 

variable that compares the "types" or forms of continuing legal arrangements such as 

partnerships and wholly owned ventures. While the binary variable captures the 

decision whether or not to set up a continuing legal arrangement, another variable is 

required which goes a step fiuther in capturing the choice of legal form. Two types of 

legal forms are identified in the data: partnerships and solely owned ventures. 

Accordingly, another categorization of the continuing legal form variable is created 

comprising the partnership category and the solely owned venture category. Since this 



categorization excludes firms that do not have a continuhg legd form in the host 

country it fûrther reduces the size of the sample. Al1 analysis involvuig the type of 

legal form binary variable was confinai to simple correlations. 

Summary of statisticd tests used for analysis of data 

The main statisticd tests used for data analysis in the second phase of the study 

include ordinary least squares regressions, logistic regressions, and çorrelations. As 

described above, different tests were applicable depending on whether the dependent 

variable was continuous or categoncal. 

To recapitulate, the purpose of the second phase of this study was to continue 

the process of exploration and of building a theoretical h e w o r k  for entry mode 

decisions of engineering consulting firms. The fkamework generated at the end of the 

first phase of the study was examined fùrther for a larger sample of finns in a more 

systernatic and stnictured manner. Data collected through a structured interview 

schedule was statistically analyzed. The next chapter reports and discusses the resuits 

of the analysis for the second phase of the study. 



CHAPTER 5 

PHASE LI: ANALYSIS AND RESULTS 

This chapter is devoted to the second phase of the research and the final step in 

the process of building an entry mode process decision h e w o r k  for engineering 

consulting firms. To reiterate, the starting conceptual framework for the study was the 

Hill et al. (1 990) entry mode decision fiamework and as a first step in adapting it to a 

professional service industry, professional services characteristics drawn fiom the past 

services literature were added to the fiamework. This was a starting point for the first 

phase of the research involving qualitative case based analyses of overseas entry mode 

decisions of twenty Nortb American engineering consulting fims. It led to major 

modifications of the starting conceptual tiamework including a reconceptualization of 

the entry mode construct, addition of new issues salient to the entry mode decisions of 

this industry, and expansion of existing concepts in the starting conceptual framework. 

The most significant outcome of the research was a reconceptualization of the entry 

mode decision as an entry modeprocess decision and as a multidimensional constract. 

The framework generated at the end of the first phase of the study was explored 

hrther, in the second phase of the study, for a Iarger sarnple of fhns  in a more 

systernatic and structured manner. It is important to bear in mind that the purpose of 

the second phase is fiirther clarification and confirmation of observations made in the 

first phase of the study. 

Since the entry mode process involves decisions around multiple dimensions, 

the analysis of the factors affecting the four dimensions is presented in the following 

order. First, the focus dimension which involves two types of decisions. One, a 

choice between a project following and a market following strategy at the time of first 



entering a host country, and two, a choice between following a client into the host 

country or not when first entering a host country. Second, the physical presence 

dimension which is a decision to either have physical presence in the host country 

through temporary visits and project offices, or to set up a permanent office in the 

form of a sales or a design office. Third, the continuing legal form dimension that 

involves two decisions. One, whether or not to set up a continuing legai entity I ~ s M ~  

beyond the life of any project. Two. following up on the decision to set up a 

continuing legal arrangement, whether to set up a solely owned subsidiary or a 

partnership form. Fourth, the degree of presence dimension which is a firm's 

continuous length of stay in the host country until the present. 

The logic for this order of analysis is the timing of the different decisions in the 

entry mode process. The focus decisions are made right at the start of the entry mode 

process. The decision to set up an office may be made subsequently and sometimes 

concurrently. The choice of legal entity will follow but there may be situations where 

a legal entity is established without an actud physical presence in the country. The 

degree of presence is really the culmination or the most recent point in the process of 

entry. While, the four decisions are not necessarily linear, theoretically the order 

makes sense in the overall scherne of the entry mode process. As for the order of 

independent variables, variables that emerged in the first phase as particularly 

interesting and reflected the potential to add to our understanding of entry mode 

decisions of PSFs are analyzed first. However, the role of basic firm characteristics in 

the entry mode process is reporteci in the beginning becaiue thess characteristics 

create a context for understanding the impact of more complex and abstract factors. 



The analysis is organized by the determinant factors or the independent 

variables and is presented as follows. Firsf the statistical results are reported for each 

dependent variable followed by a brief discussion summarizing the role of the 

independent consmict in each aspect of the entry mode process. Second, a discussion 

pulling together the results for each dimension and relating them to observations made 

in the first phase of the study or to past research is presented. The four dimensions of 

entry mode and the independent constmcts included in the anaiysis are summarized in 

Appendix L. 

Firm specific characteristics 

Firm specific characteristics include the size of the fhn, the degree of 

intemationalization, and international revenue. The relationship between firm specific 

characteristics and the four aspects of entry mode was fint examined. The results of 

logistic regression analysis for the project versus market focus, a client following 

focus, physical presence and continuing legal form are presented in Table 5-1. The 

OLS regression analysis for the degree of presence variable is reported in Table 5-3. 

Model 1 examines the effect of degree of internationalization and international 

revenue on each dimension of the entry mode process before controlling for size. 

Model 2 estimates these relationships after controlling for size. 



Table 5- 1 : Results of Logistic Regession Analysis for Project versus Market Focus, 
Client following focus, Physical Presence, Continuing Legal Form - Finn specific 
characteristics ' 

Variable Mode1 1 Mode1 2 
S ize 

international revenue 

Degree of 
internationalization 
lntercept 

x 
S ize 

International revenue 

Degree of 
intemationalization 
intercep t 

2 
X 
Size 

International revenue 

Degree of 
internationalization 

intercept 

x 
S ize 

International revenue 

Degree of 
in ternationalization 
in tercept 

0.128 
(0.25) 
0.026 
(O. 19) 
-0.185 
(0.28) 
-0.292 
( 1.66) 
2.066 

0.498 = 
(0.26) 
-0.00 1 
(0.02) 
-0.233 
(0.26) 
-3 -484 
( 1 -74) 
4.698 (3) 

1.638 **= 
(0.63) 
0.023 
(0.024) 
0.504 
(0.5 14) 

-9.67 1 
(0.0 15) 
28.078 (3) 

0.190 
(0.26) 
0.002 
(0.02) 
1.121 
(0.79) 

-0.13 1 
(1 -98) 
9.330 (3) 

1 standard errors are in parentheses, N=39 
8 m  8.. 

p < .10 p c .O5 pe.01 

Focus involves a choice between a project or market strategy and a choice 

between following a client or not following a client strategy. 



Project versus market f o m .  Models 1 and 2 reported in Table 5-1 indicate that none 

of the firm-specific characteristics are significantly related to the project versus market 

focus. Thus, size, international revenue, and the degree of internationalization do not 

affect the likelihood of a project versus market focus. There were no indications in the 

first phase of the study either of a clear relationship between these firrn specific 

characteristics and the decision to enter a country by following a project or a market. 

CIie.'tt following focus. Models 1 and 2 both show that international revenue and the 

degree of internationalization are not significantly related to the likelihood of a client 

focus. Model 2, that includes size, shows that size is significant at the 0.1 Ievel of 

significance indicating that the greater the size of the f h n  the higher the likelihood of 

a client focus. A larger firm is more likely to follow a client into the host country. 

Physical presence. The results of the logistic regression analysis relating firm specific 

variables with the physical presence decision are also reported in Table 5-1 '. 
Model 1 suggests that before controlling for size, the degree of internationalization is 

both significantty and positively related to physicd piesence. In Model 2, after 

controlling for size, the degree of internationalization has a positive coefficient but is 

not signifiant anymore. Size is significantly and positively related to the likelihood 

of setting up a permanent office in the host country. The greater the firm size the 

higher the likelihood of a physical presence in the form of an office versus only 

fiequent visits and project offices. 

' This analysis was performed after removing one observation that was detected as an outlier. The 
results before removing the outlier were the same except the sign for the degree of internatiodization 
was negative. This is because of the profound effect of the outlier h. Although the f'jrm is highly 
internationalized it does not have a physical presence in the host country discussed The projects in this 
specific counûy were king serviced by offices in smunding countries. The scatter plot between the 
type of physical presence and the degree of internationalization is shown in Appendix M to illustrate the 
outiier. 



In summary, larger fims are more likely to set up an office in the host country. 

Continuing legal fonn. The logistic regression analysis was repeated to test the 

relationship between finn specific characteristics and the decision to set up a 

continuing legal Model 1 shows that the degree of intemationalization 

is significantly and positively relate. to the likelihood of setting up a continuing legal 

form before controlling for size. Model 2 reports that afier controlling for size, 

however, none of the three variables are significant. An examination of the 

correlations indicates that the correlation between size and the continuing legal form 

variable is 0.33 and that between the degree of intemationalization and continuing 

legal form is 0.37. Although, the correlations are significant at the 0.05 level they are 

rather weak. 

Type of continuing legd form. The next step was to explore the decision with respect 

to the type of continuing legai arrangement if a fhn decides to set up a continuing 

legal form. Correlations between the type of Iegal form, that is partnership versus 

solely owned ventures and finn specific characteristics were exarnined. The 

correlation matrix is presented in Table 5-2. 

' The analysis was done after removing an outlier hn. There is no difference in the results of the 
anal ysis before and afier rernoving the outlier. 



Table 5-2: Bivariate Correlations between Firm Specific Characteristics and Type of 
Legal Fonn 

Variable 1 2 3 4 

1. sizea 1 .O0 

I 2. Degree of 0.65 '*' 1 .O0 
internationalizat 
ion 
3. Internat1 rev 0.02 O. 14 1 .O0 
4. Type of legal 0.50 " 
f o m  0.17 0.05 1 .O0 

I 
~ - 

a m a  " Logarithm of variable ' p < .10 p < .O5 p-cOl 

There is a positive and significant correlation between the type of continuing 

legal form and the size of the firm. This suggests that larger firms will tend more to 

set up solely owned ventures rather than partnerships. There is no significant 

association between the type of legal form and the degree of internationalization and 

international revenue respectively. 

Degree ofpresence. Table 5-3 reports the results of the tests of firm specific 

characteristics predicting the degree of presence3. Model 1 indicates that overall 

international revenue and the degree of intemationalization are positively and 

significantly associated with the degree of presence of the fmn in the host country. In 

Model 2, afier controlling for size, international revenue and the degree of 

intemationalization continue to be positively and significantly related to the degree of 

presence. Size is not significant and in fact, adding the size variable in Model 2 

increases the R-square only by a marginal 0.002. 

The analysis was conducted d e r  removing one observation that was detected as an outlier. The 
degree of internationalization becomes significant after removing the outlier fum. This is because the 
host country discussed for the outlier firm happened to be one where the £bu has been present for a 
relatively short t h e  even though it is one of the most highly internationalized firms. 



Table 5-3: Results of the OLS Regession Analysis for the Degree of Presence - Firm 
Specific Characteristics ' 
- . -  - 

vanable Mode1 1 Mode1 2 

(0.07) 
international revenue 0.015 *- 0.015 *- 

(0.004) (0.005) 
Degree of internationalization 0 . ~ 5  *- 0.215 *' 

(0 -07) (0.093) 
intercep t 1.5 10 1.370 

(O. 18) (0.45) 
R*2 0.426 0.428 

To summarize, international revenue and the degree of intemationalization 

both enhance the degree of presence. in the first phase, it was observed that the 

degree of internationalization and the overall international revenue of the fim played 

a role in a firm's entry into a country. The analysis in the second phase suggests that 

the degree of presence in a country can be predicted by the degree of 

internationaiization and the overall international revenue of the fim. One would 

expect that firms on a higher end of the continuum in texms of international revenue 

and the degree of internationalization or, at least one of hem, would be present at least 

in some country or countries for a reasonably long penod of tirne. The interviewees in 

most cases focused on a country where they were fairly well established so they could 

bring a historical perspective to the discussion on the entry mode process. Thus, given 

this general nature of the sample of host corntries discussed, it was reasonable to 

expect a positive relationship between the degree of presence and the degree of 

internationalization and international revenue. Overall, there is a positive and 



significant relationship between the degree of intemationalization and the degree of 

presence. 

Discussion: Role of firm specific characteristics on the entry mode process 

Al1 the significant relationships are discussed with reference to observations 

made in the first phase of the study and past literature. In addition, the unexpected 

results or "surprizes", especially those that did not emerge as significant çontrary to 

expectations based on the first phase are aiso discussed. The size of the firm appears 

to enhance the chances of a client following strategy, of setting up a sales or a design 

office, and of setting up a solely owned venture. International revenue emerges as a 

predictor of the degree of presence. The degree of intemationalization shows mixed 

results. A higher degree of internationalization predicts a higher degree of presence in 

the host country. The results are discussed in detail in the following paragraphs. 

In the first phase of the study, it was difficult to deduce anythuig about 

relationships between the focus decisions and the size of the fim. Further analysis in 

the second phase suggests that size is important for the choice of a client following 

strategy. A potential explanation for this positive relationship is that a larger size 

provÏdes the firm the necessary human and financial resource base to enable it to make 

a cornmitment to a client. Interviews across al1 60 firms strongly suggest that known 

clients can ofien demand specific people on the project, usually people they have been 

associating with in p s t  projects. When a firm follows a client into the host country it 

makes a long-term cornmitment of people who would be assigned to the client's 

projects. Most likely they may be required to have a visible physical presence in the 

host country. This is also evidenced by the fact that nearly 70% of the M s  that 



followed their client set up an office in the host country. Thus, a Iarger size provides 

the h n  the ability to meet clients' expectations. 

The relationship between the decision to set up an office and the size of the 

firm was also observed in the first phase of the study. The second phase confinns it. 

There is consensus in past research too that firm size is positively related to the 

decision to set up a permanent office in the host country (e.g., Horst, 1972; Grubaugh, 

1987; Li & Gusinger, 1992). Since people are the dominant asset, the size of the firm 

is a good predictor of the decision to set up an office. A bigger firm with a larger 

reservoir of human and financial resources has the capacity to absorb the overhead and 

allocate some of the home country personnel to a foreign office. 

Size also emerges as an important factor in the choice between a solely owned 

firm and a partnership. It is not, however, a signifiant determinant of the decision to 

set up a continuing legal form. In the first phase, the role of size in the decision to set 

up a continuing legal mangement beyond the life of a single project was not clear. 

This is partly because there were firms that did not set up a continuing legal firm, 

irrespective of their size. They çontinued to operate project by project using legal 

forms like associations and temporaxy project based joint ventures. The sarne pattern 

is observed in the second phase where in 17 out of 39 cases there is no continuing 

legal arrangement in the host country. However, for firms that do choose to set up a 

continuing legal arrangement, one finds that on average larger firms tend to choose 

solely owned ventures. Several empirical studies in the past suggest that firm size is 

expected to be positively correlateci with its propensity to enter foreign markets in 

general, and choose sole and joint venture modes in particular (Buckley & Casson, 



1976; Caves & Mehra, 1986; Terpstra & Yu, 1988). Further, larger firms aremore 

likely to choose a solely owned venture over a joint venture (Agarwal& Ramaswami, 

1992). This supports what was observed in both phases of this study, that, of the nmis 

which choose to set up a continuing legal form, the larger ones prefer a solely owned 

venture over a partnership. A larger firm has more hurnan and financial resources and 

has the capacity to set up a solely owned venture. Earlier studies have also suggested 

that f ims  which possess the full complement of resources, especidly if these 

resources are tacit howledge and goodwill, would go for a solely owned venture 

(Hennart, 199 1 ). 

Intemationd revenue is a predictor of the degree of presence. It was also 

observed in the first phase of the study that firms with higher international revenues 

tend to have a higher degree of presence in the host countnes. 

The degree of internationalization is a predictor of the degree of presence. 

Surprisingly, the relationship between the degree of internationalization and a client 

following strategy and the decision about physical presence in the host country are not 

significant. Despite the non-significant results these relationships warrant a 

discussion. As far as client following is concemed, there was evidence in the first 

phase of the study that the highly internationalized f ims are much less dependent on 

following clients into the host country. Although, the degree of internationalization is 

not signifiant in the second phase analysis, it has a negative coefficient. The higher 

the degree of internationalization the less the likelihood of following the client. Based 

on observations in the first phase, the less internationalized fims are likely to have a 

client focus for two reasons. First, they tend to be more risk averse and following a 



prior client with guarantee of future work is safer. Second, some of the less 

intemationalized firms do not seek projects direct1 y but through another professional 

firm like an engineering firm or an architectural firm. In other words, these 0th- 

firms are, in effect, the !km's "immediate" clients. There is evidence in past research 

too that following the client can be a motive in the early stages of intemationalization 

of service multinationals but it reduces over time (Li & Guisinger, 1992). 

The first phase of the study suggested that the highly internationalized h n s  

are more likely to have a physical presence in the form of a sales or a design office in 

the host country. However, the degree of intemationalization variable is not 

significant for the decision to set up a permanent office. There are two explanations 

for this. The data in this phase indicates that size and the degree of 

intemationalization are highly correlated (0.65). This was evident in the first phase of 

the study as well. The strong associztion makes sense as a finn requires resources to 

engage in international expansion (Agarwal & Ramaswami, 1992). Due to the high 

correlation, however, it is possible that after adding the size variable the degree of 

intemationalization becomes insignificant. In addition to a statistical explanation, 

another reason is the two pronged effect of the degree of intemationalization. There 

were many scenarios observed in the k t  phase, convincing of an important role of 

the degree of intemationaiization in the entry mode process decision. The nature of 

the relationship was, however, fuay because two different effects of the degree of 

internationalization were observed. On the one hand, there were examples of highly 

intemationalized finns with an existing infiastructure of global offices that used this 

network of offices to service projects in countnes in the vicinity. This reflects the 



concept of regionalization, that is, an office assuming the status of a regional office 

serving an entire region. This grows with the increasing degree of 

internationalization. On the other hand, there were other situations that suggested that 

a high degree of internationalization actually facilitated the process of setting up more 

offices in a larger number of countries. This was reflected in the second phase 

interviews too. Statistically, the degree of internationalization is positive although, it 

is not significant afkr controllhg for size. This may be due to the complex two- 

pronged effect of intemationdization. 

The positive relationship is more likely the b c t i o n  of the sample of host 

countries discussed in the second phase. The host çountnes are themselves hubs 

serving projects in surrounding countries and islands. For exarnple, the South Pacific 

region is served by an Australian office, and in the Caribbean an office in Barbados 

serves Belize, Bermuda, the Cayman Island and so on. This is aiso cornmon in 

Central and South America. For example, an office in Peru would serve Ecuador, 

CoIombia, and Bolivia. Based on this, we would expect a positive relationship 

between intemationalization and the likelihood of setting up a long-term office. 

Scatter plots of size with the degree of internationalization and separately with 

the number of worldwide offices were also examined (Appendix M, plots 2&3). It 

was clear that up to a certain size there are very few offices or for a certain increment 

in size there is little or no increase in the number of offices or in the overall degree of 

intemationalization. It was apparent in the first phase interviews that smaller firms are 

relatively resource constrained and tend to reap economies fiom the use of one office 

to serve an entire region. However, afier a certain size there is a clear positive linea 



association between size and the number of offices and between size and the de- of 

internationalization. 

Al1 these effects of the degree of internationalization are clearly difficult to 

capture. Further, the results depend on the host countries discussed and the data in th is  

study is limited in this respect. This cumplexity makes the degree of 

internationalization a very interesting factor in the physical presence decision. An 

insignificant statistical relationship between the degree of intemationalization and the 

physical presence decision does not provide a strong argument for excluding it fkom 

the entry mode decision h e w o r k .  

In summary, the size of the firm and international revenue are important for the 

entry mode process. Size in particular is a critical factor for al1 the dimensions of the 

entxy mode process. The degree of intemationalization is clearly important based on 

qualitative evidence. Due to its wmplex effects, it is probably difficult to capture the 

role of the degree of intemationalization statistically. A srnall sample size in this 

study is also a constraint. 

Relationships 

The relationship variables capture relationships at different stages of the 

process of entry into a host country. First, the status of a fim's relationships with 

clients and other engineering consulting firms, both in home and host countries, at the 

time of the finn's first involvement in the host country. Second, relationships built 

subsequent to the firm's first project or involvement in the host country. For the 

project versus market focus and client foIlowing decisions oniy relationships existing 

at the time of first entering the host country are relevant. Physical presence, 



continuing legal form, and the degree of presence decisions are likely to be affected by 

both relationships at the tirne of first entering the host country and the relationships 

that develop subsequently. Table 5 4  presents the logistic regression results for the 

focus variables. Table 5-5 provides the logistic regression r d t s  for the physical 

presence and continuing legal f o m  variables. Table 5-7 reports the OLS regression 

estimates for degree of presence. In Tables 5-5 and 5-7, Model 1 estimates the 

coefficients for relationships existing at the time of first entering the host country. 

Model 2 looks at the role of relationship-building subsequently in predicting the 

different aspects of the entry mode process. 

Project versus market focus. Model 1 in Tabie 5-4 indicates that firms which have a 

pre-existing relationship with the client at the time of the h ' s  first involvement with 

the host country are more likely to have a project focus over a market focus. 

Relationships in the host country and the home country are not signifiant in 

differentiating between a project focus and a market focus. 

Client foiiowing focus. Table 5-4 shows that firms with an existing relationship with 

the client are more likely to follow the client into the host country. This may sound 

tautological but it does not imply that every firm that has a preexisting relationship 

with the client will necessarily follow the client into the host country. Rather, a prior 

relationship with the client increases the chances that the fim will follow the client 

into the host country to do a specific project for the client. 



Table 5-4: Results of Logistic Regression Analysis for Project versus Market Focus 
and Client-following-Relationships at the t h e  of first entry into host country' 

Variable Mode1 1 
Project versus market focus 
Relationships in host country -0.63 1 

(0.62) 
Relations hips in home country 1 .O 1 5 

( 1 -24) 
Relationship with client 2.604 *' 

(1.15) 
Intercept 0.523 

(0.66) 
7 - 

X I0.085 * O  

Client foliowing or not 
Relationships in host country 0.599 

(0.69) 
Relationships in home country 0.806 

( I .OS) 
Relationship with client 3.584 '" 

(1.16) 
In tercep t -3.534 

( 1-23) 

overail mode1 ' (3 df) 17.83 8n 

I standard errors are in parentheses, N=39 
m. *- 

p c .10 p < -05 p c . 0 1  

In summary, firms that have a pre-existing relationship with the client at the 

time of first entering the host country are more likely to adopt a project focus and also 

follow a client into the host country. 

Physical presence. Table 5-5 reports the logistic regression results for the type of 

physicai presence on the relationship variables. 



Table 5-5: Results of Logistic Regression Analysis for Physicai Presence and 
Continuing Legal Form - Relationships ' 
Variable 

- -  . - 
Mode1 1 Modef 2 

Physicai presence 
Reladonships in host country 1.525 *O 

(0.68) 
Relationships in home country -1.216 

(0.99) 
Relationship with client 0.037 

(0.76) 
In tercep t -0.646 

(0.62) 

x (df 3) 1 1 . 9 1 9 ~ ~  

Relationship building with client and 
home country firm 
Relationship building with a host 
country finn 
Relationship building with the 
business networks in the host country 

Intercept 

Continuing legd form 
Relationships in host country 0.362 

(0.56) 
Relationships in home country -2.123 ** 

(0.93) 
Relationship with client -0.887 

(0.75) 
Intercept 1 .O55 

(0.65) 

x (df3) 9.338 ** 

Relationship building with client and 
home country fum 
Relationship building with a host 
country fm 
Relationship birilding with the 
business networks in the host country 
In tercep t 

, L -  - 
I O* 

smdard mors are in parentheses, N=39, p < -10 p < .O5 



Model 1 suggests that firms with pre-existïng relationships in the host country 

are more likeiy to set up a physical presence in the host country in the form of a sales 

office or a design office. Relationships in the host country may either arise out of a 

firm's prior association with another engineering consulting firm in the host country or 

the firm's staff members' contacts in the host country. Mode12 shows that 

relationship-building with clients or another firm in the home country, often referred 

to as the "immediate" client, reduces the likelihood of the firm establishing a physical 

presence in the form of an office in the host country. This makes sense because if it is 

the relationships on the home ground that are instrumental in the fïm getîing more 

project opportunities then there is probably no need to incur the extra overtiead of an 

office in the host country. Model 2 also shows that the higher the relationship 

building with the business networks in the host country the Iess the likelihood of a 

finn establishing an office in the host country. 

Thus, relationships in the host country existing in the beginning increase the 

chances of setting up a permanent office in the host country. On the other hand, 

relationship-building in the home country and with business networks in the host 

country are likely to d u c e  the likelihood of establishing a sales or a design office. 

Continuing legal form. The regression results for the continuing legal foxm decision 

are dso reported in Table 5-5. Model 1 shows that a fim's relationship with other 

home based engineering or professional f3ms at the time of the firm's first 

involvement in the host country is significantly but negatively related to the likelihood 

of establishing a continuing legal arrangement in the host country. Model 2 provides 

the coefficients for the relationship variables that capture relationship building 



subsequent to the first entry into the host country. None of the relationship building 

variables significantly impacts the decision to set up a continuing legal arrangement in 

the host country. 

In sum, the relationship with a home country firm at the rime of the firm's fint 

project in the host country reduces the likelihood of establishing a continuing legai 

arrangement in the host country. 

Type of continuing legal fonn. The next step was to explore the decision with respect 

to the type of continuing legal arrangement. Correlations between the type of legai 

form, that is, a partnership versus a solely owned venture and the relationship 

variables were examined. The correlation matrix is presented in Table 5-6. 

Table 5-6: Bivariate Correlation coefficients for al1 Relationship Variables and the 
Type of Legal Fonn. 

Variable 1 2 3 4 5 6 7 
1. Relationships in host 1 .O0 
counuy 
2. Relationships in home -0.26 1 .O0 
country 
3. Relationship with client -0.21 0.38 1 .O0 

4. Relationship building with -0.05 '* 0.13 1-00 
client and home country fum 
5. Relationship building with a -0.1 1 -0.2 1 -0.25 0.19 1.00 
host country fm 
6. Relationship building with -0.44 *' -0.1 1 -0.41 -0.15 0.43 O" 1 .O0 
the business networks in host 
country 
7. Type of legaI fom 036 ' -0.32 -0.09 -0.1 1 -0.18 -0.41 ' 1.00 

** 8. 

p < . IO p c .O5 p < .O1 

Two correlations between the type of legal form and relationship variables are 

significant. First, there is a positive and significant correlation between the type of 

continuing legal form and relationships in the host country existing at the tune of the 

firm's first involvement in the host country. Eis suggests that h n s  with a higher 



level of existing relationships in the host country will tend more to set up solely owned 

ventures over parinerships. Second, there is a significant but negative correlation 

between the type of legal form and relationship building with business networks in the 

host country. Firms that focus on building relationships with business networks in the 

host country are more likely to build a partnership. This makes sense in the light of 

the distribution of responses fiom interviewees on the role of relationship building 

with business networks in the host country. Higher scores on thïs corresponded with 

firms that had an associate or an agent in the host country. These associates or 

partnefs heIped develop business connections in the host country. 

In sumnaary, relationships existing in the host country at the time of the first 

entry in to the host country point to a greater possibility of chwsing a solely owned 

venture. On the other hand, building relationships with business networks in the host 

country suggests a greater tendency towards fonning partnerships. 

Degree ofpresence. TabIe 5-7 reports the results of the analysis testing the 

relationship between the relationship variables and the degree of presence. 

Mode1 1 estimates the coefficients for the relationship variables relevant at the time of 

first involvement in the host country. There is a significant and negative association 

between the firrn's relationship with another home country engineering h, which 

was instrumental in the first project opportunity, and the degree of presence. This 

suggests that if the firm got the first project opportunity because of the relationship 

with another home country finn then the lower the degree of presence the firm has in 

the host country. 



Table 5-7: Results of OLS Regression Analysis for Degree of Presence - Staîus of 
relationships at the time of first entry into host country ' 
Variable Mode1 1 Mode1 2 
Relationships in host country -0.072 1 

(0.22) 
Refationships in home country -0.502 

(0.299) 
Relationship with client -0.074 

(0.252) 
Intercept 3.142 

(0.220) 
R*2 0.089 

Relationship building with 
client and home country h 
Relationship building with a 
host country i5n-n 
Relationship building with the 
business networks in the host 
country 
intercep t 

standard mors are in parentheses, N=39 
8 8. 8.8 

p <  .LO p -.= .O5 p<.Ol 

Model 2 estimates the relationship between the relationship variables 

representing relationships built subsequent to the first involvement in the host country 

and the degree of presence. Surprisingly, none of  these variables are signifiant. The 

regression was repeated afier excluding 'relationship-building in the host country' 

variable, which seems to be most insignificant and also moderately correlated with 

relationship building with business networks. Relationship building with business 

networks in the host country was found to be positively and significantly related to the 

degree of presence at conventional levels of significance. Thus, f3ms that cultivate a 

relationship in the business networks of the host wuntry have a higher degree of 

presence in the host country. 



In sum, a pnor relationship with another firm in the home country at the time 

of first entering the host country predicts a lower degree of presence. Relationship 

building wiîb business networks in the host country is likely to enhance the firm's 

degree of presence in the host country. 

Discussion: The role of relationsbips in tbe entry mode process 

Relationships in the beginning. A firm's prior relationships at the time of first 

entering the host country appear to be significant to the entry mode process. An 

existing relationship with the client is likely to increase the possibility of project focus 

and a client following strategy. Both the relationships c o n h  observations fiom the 

first phase of the study. 

A prior relationship with a business partner in the host country or a staff 

member's personai contacts in the host country is likely to encourage a firm to set up a 

sales or a design office. This emerged as an important factor in the first phase of the 

study. Also, past research suggests that when entering an overseas market the decision 

maker's perception of nsk in the host countq is critical to the decision to commit 

resources to the market (Johanson & Vahlne, 1977). Market knowledge and market 

cornmitment are directly related. In that sense, prior relationships in the host country 

bnng that market knowledge and likely reduce the perception of risk. Prior 

relationships in the host country increase the likelihood of getting more project 

oppomuiities and eventually justi% an office. An office further perpetuates the 

process by capitalizing on the relationships and keeping track of project opporîunities. 

A firm's existing relationships in the host country aiso play a significant role in 

the choice of legal arrangement if a firm decides to have a continuing legal form in the 

host country. A firm with relationships in place in the host country with another firm 



or through staff member's contacts would likely set up a solely owned venture rather 

than a partnership. A reduction in the perception of risk enabled by existing contacts 

and relationships is a valid explanation for this too. Interviewees in both phases of the 

study suggested that existing relationships give the fhn  the confidence to go it alone. 

In sum, existing relationships in the host country are important to the physical 

presence and the type of legal form decisions. 

Firms that have a pre-existing relationship with another home country firm 

are less likely to set up a continuing legal arrangement in the host country. Since 

relationships cultivated on the home base provide access to project opportunities in the 

host country the finn does not need a continuing legal presence in the host country. 

This relationship was clearly observed in the first phase of the study and is con£irmed 

in the second phase. Pnor relationships in the home country also predict a lower 

degree of presence of the lïnn in the host country. This can be explained in terms of 

the nsk averse approach that firms often take towards international work. These fïms 

deliberately do not seek overseas projects directly but get involved through a lead 

consultant, another home counüy finn with whom the firm may have been associating 

domestically. This is especially dominant in the early years in the host country. When 

a firm's first involvernent has corne about through another home country fhm, the firm 

is likely to continue the same route of involvernent for some time. These firms seem to 

be at the stage of a relatively lower degree of presence in the host country. Over dl, 

prior relationships in the home country are critical for the continuing legal form 

decisix and for predicting the degree of presence of the fim in the host country. 



To summarize, prior relationships of a fhn  with the client and other 

engineering h s  in the host and home countries are critical for different aspects of 

the entry mode process. These results support observations made in the first phase of 

the study. 

Relationship building subsequently. The study also supports the roIe of relationship 

building, subsequent to a fïrm's first entry into a host country, in the entry mode 

decisions. Setting up an office is less likely for h s  that emphasize their relatiomhip 

building with another home country firm or with the client. This was also apparent in 

the first phase of the study where there were examples of firms gaining access to 

projects overseas through their relationship with another home based professional 

fim, "piggy backing" as some managers calIed it. It is this firm that actively seeks 

new projects. Further, when there is a home based engineering consulting fïrm 

involved in a project, the execution of the project requires interaction with that firm, 

thus, not requiring a substantial physical presence in the host country. Hence, both 

from a marketing point of view and from the project logistics point of view there is no 

need for an office in the host country. 

Second, the results indicate that firms building relationships with business 

networks in the host country are less likely to establish an office in the host country. 

Although there was evidence in the first phase of fimis emphasizing relationship 

building with the local business networks, it was not discernable as to how that would 

affect the likelihood of setting up an office. What was more obvious is that these 

relationships help in enhancing presence in the country. A logicd proposition would 

be that building these relationships may require the firm to be physically present there, 



at least have a mal1 sales office. An examination of the distribution of responses to 

relationship building with business networks suggested that higher scores on this 

corresponded with firms that had a marketing arrangement with an associate or an 

agent in the host country. Having an associate or agent to cultivate the business 

connections in the host country may alleviate the n e 4  for a pemxment office. This 

relationship is M e r  corroborate- by another resuit of the study. Relationship 

building with business networks predicts a partnership form of legal arrangement in 

the host country over a solely owned venture. 

Relationship building with business networks in the host country also predicts 

a higher degree of presence. There is evidence in the first phase of the study of 

building relationship building with business networks in the host country helping 

enhance presence. The first phase also predicts that relationships in the host country, 

especially connections of staff rnembers, would increase the degree of presence. 

However, this was not reflected statisticaily in the second phase. 

In summary, relationships both in the beginning and subsequent to the first 

project in the host country are clearly important to the entry mode process of the firrns. 

The project versus market focus and the client following focus are influenced by a 

pnor relationship with the client. The decision to set up an office is likely to be 

influenced by existing relationships in the host country, relationship building in the 

home country and relationship building with business networks in the host country. 

The solely owned venture versus partnership decision is affected by relationships in 

the host country and relationship building with business networks there. The degree 



of presence appears to be predicted by relationships in the home country and 

relationship building with business networks in the host country. 

PSF characteristics 

The PSF çonstruct is represented by two sets of variables. First, those that 

capture PSF characteristics, reputation, intangibility, need for client-consultant 

interaction, degree of customization, the dominance of human assets, and the nature of 

human assets. Second, those that capture what the firms do to enhance reputation and 

reduce uncertainty arising fiom intangibility. These include the role of references, 

continuous interaction in the prebiddinghitial stage and demonstrating past project 

experience, and a rapport with clients baseci on past working relationship. Logistic 

regression analysis was perforrned separately for each entry mode aspect on each set 

of PSF variables, that is, PSF characteristics and reputation enhancing & uncertainty 

reducing variables. For the degree of presence dimension of mtry mode, an OLS 

regression analysis was perfonned to examine the relationship between the degree of 

presence and the two sets of PSF variables respectively. Al1 regression analyses were 

performed in the following order: first, each entry mode dimension was regressed on 

each PSF characteristic separately; second, al1 the PSF characteristic variables were 

included and a backward variable elimination procedure performed to arrive at the 

final model; third, the analyses was repeated for reputation enhancing and uncertainty 

reducing variables. Only the significant results are reportai and the model after 

backward elimination is presented. 

Projecf versus market focus. First, the relationship between PSF characteristics and 

the project versus market focus was exarnined. None of the variables were found to be 



significant and retained in the final model afier the process of backwarâ elimination. 

Next, the relationship between reptation enhancing and uncertainty reducing 

variables and the project versus market focus variable was examined. None of the 

three factors, that is, the role of references, continuous interaction in the initial stages 

and demonstdng past project experience, and a rapport with clients based on past 

working relations hip, are si gni ficantly related to the project versus market focus. 

CZienr fol1owing focus. The logistic regression for each PSF characteristic separately 

revealed no significant relationship with the client focus. The inclusion of al1 PSF 

characteristic variables in the model and the backward elimination process retained 

two variables, the dominance of human capital and the need for client consultant 

interaction. The coefficients are shown in Table 5-8. 

Table 5-8: Results of Logistic Regression Andysis for Client-following Focus - PSF 
Characteristics ' 
Client v Non-client focus Mode1 1 (mode1 

afier backward 
elimination) 

Dominance of human assets - -0.046 ' 
overheads (0.024) 

Need for client-consultant -1.469 
interaction (0.80 1 )  

Intercept 8.604 ' 

(4.46) 

Overall mode1 y (3 d f )  5.458 
1 standard errors are in parentheses. N=39 

a 8.  .a* 
p <  -10 p < .os p <.O1 

Model 1 in Table 5-8 indicates a negative but significant relationship between the 

degree of dominance of human capital and the likelihood of following a client. The 

greater the total overhead attributed to personnel related costs the l a s  the likelihood of 

following the client. Similarly, the need for client-consultant interaction is 



significantly but negatively related to the likelihood of following a client into the host 

country. Thus, the lesser the need for client-consultant face to face interaction the 

greater the likelihood of following a client into the host country. 

A bivariate correlation analysis showed that there is a negative but significant 

association between the need for client-consultant interaction and overheads attributed 

to personnel. The negative association makes sense because higher overheads on 

account of personnel make the extent of face to face interaction difficult because of 

the expenses involved. This helps interpret the relationship of these two variables 

with the client following strategy. The higher the overheads related to personnel the 

less the likelihood of following the client because it requires a long-term cornmitment 

of staff The client ofien requires the fim to involve particular staff they are 

cornfortable with and even demand a certain extent of physical presence in the host 

country. As far as the need for face to face client-consultant interaction is concemed, 

the lesser the need for interaction the greater the likelihood of following the client 

because the reduced need for face to face interaction also implies reduced overheads. 

The logistical regression analysis was then perforrned for the factors 

representing what firms do to enhance their reptation and reduce the consequences of 

intangibility. None of the three factors was found to be significant. 

In surnmary, high overheads and a high need for client-consultant interaction 

are likely to discourage firms fiom following a client into a host country. 

Physical presence. The ph ysical presence variable was regressed on each PSF 

characteristic to examine how each one is related to the decision to have a physical 

presence in the form of a permanent office in the host country. None of the variables 



are significant. In the next step, al1 PSF characteristic variables were included and the 

process of backward elhination performed to anive at the final model. None of the 

variables was retained in the final model. The logistical regression analysis was 

repeated for the second set of PSF related variables that capture what firms do to 

enhance their reptation or reduce the uncertainty arising fiom the intangible nature of 

the service. Again, none of the relationships were significant at conventional levels. 

Clearly, PSF variables do not appear to play a significant role in the decision 

whether or not to set up an office of a permanent nature. However, there is 

overwhelming evidence in interviews fkom both phases of the study that face to face 

client-consultant interaction during various stages of project execution, starting fkom 

the prebidding stage, is very important. In other words, some fom of physical 

presence is crucial. in fact, the first phase of the study clearly draws attention to the 

fact that decisions about physical presence and the form of physical presence in the 

host country need to be evaiuated fkom two points of reference. One, with reference to 

the logistics of executing a project and two, fiom a marketing standpoint that extends 

beyond a single project in the host country. It made sense, therefore, to investigate if 

the need for some form of physical presence at the project level was being triggered by 

specific PSF factors. An OLS regression analysis was perfomed regressing the "need 

for face to face interaction" on PSF characteristics, that is, reputation for technical 

cornpetence, reputation at a relational ievel, intangibility, customization, dominance of 

hurnan assets (overheads), and the nature of hurnan capital. The results are presented 

in Table 5-9. The regression analysis was repeated to test the relationship between 



the reputation enhancing and uncertainty reducing PSF variables and the "need for 

face to face interaction". The results are reported in Table 5- 10. 

Table 5-9: Results of OLS Regession Analysis for Importance of face to face 
interaction - PSF characteristics 

Importance of client Mode! 1 ( after 
consultant face to face backward 
interaction eiimination) 

(O. 1 O) 
Degree of customization 0.160 

(0.09) 
Dominance of human assets - 6-01 1 - 
overheads (0.00) 

htercept 3.020 *** 

(0.67) 
R*2 0.383 

I standard erron are in parentheses, N=39 
0. *U 

p < .10 p < .O5 p c -01 

Table 5-9 reports the final model afler the process of backward elimination. 

Three variables were found to be significantl y related to the "need for face to face 

interaction" and were retained in the final model. First, there is a positive and 

significant relationship between the importance of reputation for good relationship 

building skills and the need for face to face interaction. This implies that fims that 

emphasize the reputation for relationship building with the client rate highly the need 

for face to face interaction and, in effect, the importance of some form of physical 

presence. Second, there is a positive and significant relationship between the degree 

of customization and the need for face to face interaction. In other words, a higher 

degree of customization of projects increases the need for face to face interaction. 

Third, there is a negative and significant relationship between the level of overheads 

on account of personnel and the need for face to face interaction. Higher overheads 



are likely to deter face to face interaction or any f o m  of physical presence of 

personnel in the host country. 

The OLS regression anaiysis was repeated for the reptation enhancing and 

uncertainty reducing PSF variables. Model 1 reported in Table 5-1 0 suggests that the 

need for face to face interaction is positively and significantly relate- to the 

importance of interaction in the prebidding stage demonstrating prior experience to 

build credibility and to deal with uncertainty. Firms that emphasize the importance of 

interaction in the prebidding or initial stage and demonstration of the h ' s  past 

experience to build credibility and reduce uncertainty in the minds of clients are likely 

to value highly the need for face to face interaction or some form of physical presence. 

Table 5- 10: Results of OLS Regression Anaiysis for Importance of face to face 
interaction - PSF characteristics 

Imporiance of client Mode1 1 
consultant face to face 
interaction 
Dernonstrating past 0300 
experience and continuous (0.14) 

. . 
interaction in 
prebidding/initial stages 
Role of references -0.0 19 

(0 -09) 
Rapport with client based on 0.077 
past working relationship (0.09) 
ln tercept 2.883 *'* 

(0.65) 
R*2 0.145 

I standard mors are in parentheses, N=39 .. .U 

p c . 1 0  p c .O5 p e . 0 1  

Overall, it is clear from the above analysis that the PSF variables are critical 

for having some form of physical presence in the host country but are not 

detenninistic as far as setting up an office is concerneci. This also validates the 

observation made in the first phase of the concept of physical presence as is relevant to 



the actual process of project execution and physicd presence for a marketing objective 

to facilitate a m ' s  progression fiorn project to project. Later in this chapter, the 

section on transaction cost issues dernonstrates the role of PSF characteristics as 

mitigators of the threat of opportunism or protection of knowledge concerns of these 

firms. 

Continuing legal form. First, the relationship between each of the PSF constmcts and 

the continuing legal form variable was examined. The logistic regression analysis did 

not reveal any significant relationship. The analysis was repeated with al1 the 

variables in the model but reduced by a backward elimination process. None of the 

variables was retained in the model. Finally, the continuing legal form variable was 

regressed on the three variables capturing what the finns do to enhance their 

reputation or reduce uncertainty due to intangibility. Again, none of the variables 

were significant. Clearly, PSF variables do not appear to play a significant role in the 

decision whether or not to establish a continuing legai arrangement. An examination 

of correlations between PSF variables and the type of legai fom, sole venture versus 

parternship did not reveal any significant association. 

A direct relationship between the PSF factors and the continuing legal form 

decision was not visible in the first phase of the study either. Past research does not 

explicitly explore the direct relationship between PSF variables and the decision to set 

up a continuing legal form or the type of legal fonn. 

Degree ofpresence. Table 5- 1 1 reports the results of the OLS regression analysis of 

PSF characteristics predicting the degree of presence. First, variables measuring each 

PSF variable were regressed separately on the degree of presence. Second, ail the 



variables were included in the regression analysis. Model 1 is the full model and 

provides estimates of coefficients of PSF variables including the importance of 

reputation, the degree of intangibility, the need for client consultant interaction, degree 

of customization, and the nature of human assets. Three variables, that is, the degree 

of customization, the nature of human capital, and the importance of reputation are 

significantly related to the degree of presence. Afier the process of backward 

elimination the sarne three variables are retained in the final model. Model l a  presents 

the coefficients of the degree of customization variable, the nature of huma. capital, 

and the importance of reputation retained afier the process of backward elimination. 

There is a significant and positive relationship between the degree of customization 

and the degree of presence in a country. 

The second variable the nature of human capital is also positively and 

significantly related to the degree of presence. This suggests that the more the h s  

perceive the nature of human assets as being less replicable and their business as 

knowledge intensive where you are as good as the people employed, the greater the 

degree of presence. Final1 y, reputation is signi ficantly but negativel y associated with 

the degree of presence. Firms that perceive more highly the importance of reputation 

for relationship building skills as more important appear to have a lower degree of 

presence. 

The OLS regression analysis was repeated to examine the effect on the degree 

of presence of what firms do to enhance their reputation and to reduce the effect of 

intan gibility . None of the three variables si@ ficantly impact the degree of presence. 



Table 5- 1 1 : Results of OLS Regression Analysis for Degree of Presence 
- PSF characteristics ' 

Variable Mode1 1 Mode1 1 a ( 
after backward 
eliminanon) 

Reputation-technical -0.225 
levil (0.29) 
Reputation - -0.287 0.295 
relational level (0.2 1) (0- 17) 
Degree of 
intangibility 
Irnponance of client- 
consultant interaction 
Degree of 
customization 

Importance of human 
asseis-overheads 
Nature of human 
assets 

Intercept 

-0.069 
(O. 17) 
0.025 
(0.305) 

0.339 ' 0.362 ** 
(O. 17) (O. 16) 
-0.008 
(0.008) 

0.492 0.402 ' 
(0.27) (0.24) 

-0.392 
(1 -42) 
0.223 

1 standard mors are in parentheses, N=39 p C .Io 

In surnmary, the degree of customization, the perception about the nature of 

hurnan assets, and reptation for relationship building skills have a significant 

relationship with the degree of presence in a host country. 

Discussion: The role of PSF characteristics in the entry mode process 

Overheads arising 60m people being the dominant assets appear to constrain a 

client following strategy as well as the need for a physical presence in the host 

country. Client following is discouraged on account of high overheads because known 

clients are often more dernanding in terms of the specific staff they would like 

allocated to their projects and also insist on that staffbeing physically present in the 

host counûy. Physical presence in the host country is expensive whether it takes the 

form of m u e n t  visits and a temporary stay or an office. This is dso corroborated by 

the other result that indicates that a higher need for client-consultant interaction 



predicts a low likelihood of a client following strategy. Both personnel related 

overheads and client-consultant interaction appeared as consistently important in the 

first phase interviews. However, the relationships between these factors and the 

choice of a client following strategy was not apparent. The relationship becornes clear 

in the second phase of  the study and confirms that the dominance of human assets and 

the need for client-consultant interaction are both important to the entry mode process. 

Reputation for both technical competence and building a good working 

relationship with clients and business partners was obsmed to be critical in the first 

phase of the study in the context of entry mode. in fact, firms tend to differentiate 

themselves more on a reputation for relationship building skills. The role of 

reputation in affecting different aspects of the entry mode process is clarified in the 

second phase. The importance of reputation at a relational level appears to emphasize 

the need for face to face interaction or some form of physical presence. A more 

interesting relationship is seen between the degree of presence and the reputation for 

managing good relationships. Firms with a relatively lower degree of presence 

perceive a greater role of reputation for managing a good working relationship and 

rapport with the client and business partners. Firms that are reiatively new on the 

international scene tend to be more çoncerned about their reputation at both the 

technical and relational level than are firms that are already well established and have 

a high degree of presence in a country. Firms with little international experience are 

also likely to have little to show by viriue of technical competence globally. So they 

are likely to perceive the importance of building their reputation on a relational level 



as a means of differentiating themselves fiom cornpetitors and vying for more 

projects. 

The degree of intangibility did not emerge as significant but what the h s  do 

to d u c e  uncertainty arising from intangibility and for building credibility was found 

to be significant. The importance of demonstrating past experience and maintaining 

continuous interaction with the client in the prebidding/initial stages of a project to 

win a client's confidence encourages the need for face to face interaction. Some form 

of physical presence is imperative. The interviewees described the demonstration of 

past experience to clients as showing thern pichues of project sites or completed 

buildings and often driving the client around the city to physiçally show examples of 

pst work. This is feasible even through temporary visits and does not require 

establishing a sales office or a design office. 

The degree of customization is relevant for at l e s t  two aspects of entry mode, 

physical presence and the degree of presence. A higher degree of customization 

predicts the need for a physical presence. Again, like the role of the importance of 

reptation, the need for custornization is not deterministic in predicting the type of 

physical presence but it emphasizes the need for some fom of physical presence. The 

degree of customization also predicts a higher degree of presence in the host country. 

Firms that perceive a higher degree of customization, in that there is no cook book 

formula for any design, happen to have a higher degree of presence in the host 

country. Some of the basic wncepts apply but when and where to apply thern is 

customized to a project. A high degree of customization suggests that every project 

has a certain degree of uniqueness and tequires innovation. This ensures demand for 



the fimi's expertise. If the degree of standardization is greater there is a possibility of 

local firms beçoming equally competitive and weeding out the more expensive 

international firrns fiom the market. 

While on the one hand human assets impose certain constraints on the entry 

mode process, their basic nature in tenns of being difficult to replicate can serve as a 

source of advantage for the fim. The "unreplicable" nature of huma. capital can help 

a firm maintain its competitive advantage in the quality of people it has and enhance 

its presence in a country. The challenge for these finns is to retain its quality staff. 

It is evident that the different PSF characteristics play a significant role in 

different aspects of the entry mode process. One dimension that the PSF factors do 

not appear to have any direct impact on is the decision about establishing a continuing 

legal form and subsequently the type of legal forrn. No direct relationship was 

observed in the f k t  phase of the study either. As for the physical presence dimension, 

the PSF characteristics are not deterministic in predicting the establishment of an 

office. However, they clearly explain why some form of physical presence is 

imperative. It is important to note that the need for physical presence is critical at the 

project level as the process of reptation building, relationship building, alleviating 

uncertainty arising fiom intangibility, and customizing solutions al1 occur at the 

project level. Managing the process of creating and delivering the service which is, 

essentially, the process of executing a project has repercussions for fiiture project 

opportunities. Thus the physical presence required at this level is a significant 

component of the entry mode process. For every fïrm the mode of entry into a country 

is a "project** but subsequently a "cumulation of projects" and it is the latter that leads 



different firms to be at different stages of the process of entry and thus, different 

degrees of permanency. This is, therefore, an important dimension of the mode of 

entry and the extent to which projects cumulate to consider the nmi to have "entered" 

the country on a more permanent basis. The objective of physical presence at the level 

of project execution and the marketing objective are not mutually exclusive but both 

working towards ensuring a continuing flow of projects. The results in the second 

phase confimi the notion of physical presence at two levels as identified in the first 

phase. This phase of the study also clarifies how PSF characteristics operate with 

respect to client following, and the degree of presence aspects of enûy mode. 

Knowledge 

The knowledge constnict is represented by two sets of variables. First, those 

that capture the nature of three types of knowledge, individually held, tearn held and 

organizationally held. Second, those that capture the replication of knowledge. 

Relationships between these knowledge variables and the different aspects of entry 

mode were examined. Tables 5-12,s- 13, and 5-14 present the results of logistical 

regression analysis for the focus, physical presence and continuing legal f o m  

decisions respectively. The OLS regression analysis for the degree of presence is 

reported in Table 5-1 6. Model 1 examines the relationship between the types of 

knowledge variables and each entry mode dimension. Model 2 estirnates the 

relationship between the replication of knowledge variables and the different 

dimensions of entry mode. Model 3 includes al1 the knowledge variables and shows 

estimates after the backward elimination regression procedure. 



Project versus market focus. The logistic regression analysis examining the 

relationship between the project versus market focus and types of lcnowledge did not 

yield any significant relationships. Similarly, none of the replication of knowledge 

variables are signifiant. In the next step, the nature of knowledge variables and the 

replication of knowledge variables were al1 included in the regression analysis and the 

process of backward elirnination perfomed. None of the variables was retained. 

Client-foUowing focus. Table 5-12 reports the results of the logistic regression 

analysis exarnining the relationship between types of knowledge and a client- 

following focus. Model 1 suggests that there is significant but negative relationship 

between the importance of experiential technical knowledge held in individual s and 

the likelihood of following the client into a host country. Model 2 estimates the 

relationship with the replication of knowledge variables and indicates that none of 

these are significantly related to the client-following decision. Model 3, which 

includes al1 knowledge variables, indicates that individually held experiential technical 

knowledge is the only variable retained after the backward elimination procedure. It is 

significantly and negatively related to the likelihood of a client following focus. This 

suggests that the more important the individually held experiential knowledge is 

perceived to be, the less the likelihood of a fim following a client into a host country. 



Table 5- 12: Results of Logistic Regression Analysis for Client-following Focus - 

Variable Mode1 1 Mode12 Mode1 3 (hii M&I 3 
model) (fuial mode1 

after 
backward 
elimination) 

Individually heid knowledge - -1.825 ** -1.675 -1.439 
experiential technical (0.9 1) (0.93) (0.82) 

hdividually held knowledge - -0.295 
relational (O .49) 
Team held knowledge -0.1 19 

(0.58) 
KnowIedse of organizing 0.935 

(0.63) 
In tercep t 4.883 

(5.18) 
-J 6.497 (df 4) 

X 

Dificulty in copying 
individually held knowledge 
Extent of possibility of 
replicating team based 
knowledge 
Intercep t 

1 m. *a 
standard errors are in parentheses, N=39 p < -10 p < -05 p < .O1 

In summary, the importance of experiential technical laiowledge held in 

individuals is likely to dissuade a fim £kom following a client into the host country. 

Physicalpresence. Model 1 in Table 5- 13 reports the estimates of the coefficients for 

the three nature of knowledge variables. The importance of the experientiai technicai 

knowledge held by individuals is significantly and negatively related to the likelihood 

of setting up a physical presence in the form of a permanent office such as a sales 

office or a design office. Modef 2 provides the coefficients for the two replication of 

knowledge variables, that is, difficulty in replicating individually held knowledge and 

team held knowledge variables respectively. There is a significant but negative 



relationship between the difficulty in copying individually held knowledge and the 

likelihood of establishing a sales or design office. The more individually held 

knowledge is perceived as difficult to replicate the less the chance that the fïm~ will 

establish a permanent office in the host country. 

Model 3 includes the nature of knowledge variables as well as the difficulty in 

replication of knowledge variables. After a backward elimination process, the results 

reveal that only the difficulty in copying individually held knowledge is retained- The 

relationship with physicd presence is significant and negative as was the case in 

Model 2. 

Table 5- 1 3: Results of Logistic Regression Analysis for Physical Presence - 
Knowledge ' 

Variable Mode1 1 Mode1 2 Mode1 3 (full Mode1 3 ( a h  
model) backward 

elimination) 
Indhidually held knowledge - -1.261 -0.983 
experiential technicd (0.75) (0.82) 
Individually held knowledge - 
relational 
Team held knowledge 

Knowledge of organizing 

Dificulty in copying 
individually held knowledge 

Extent of possibility of 
replicating team based 
knowledge 
Intercept 

0.226 
(0.45) 
0.039 
(0.53) 
0.385 
(O. 546) 
2.608 
(4.38) 
3.893 (df 3) 

1.844 2.426 2.454 
( 1.84) (5.15) (1.402) 
4.233 (df 2) 6.844 df (6) 3.989 df(1) 

I L a* L I  

standard errors are in parentheses, N=39 pC.10 p < .O5 p < .O1 



In summary, the importance of individually held experiential knowledge, 

which represents experience in the application of technical knowledge and in adapting 

to clients' needs, and the difficulty in its replication reduce the likelihood of a firm 

setting up a physical presence in the form of a permanent office. 

Continuing legalform. in Table 5- 14, Model 1 reveals that there is a significant and 

positive relationship between the need to provide the knowledge of organizing and 

managing a project and the likelihood of establishing a continuing Iegal arrangement 

in the host country. Individuaily held experiential technical knowledge, on the other 

hand, is significantly but negatively related to a continuing legal form relationship. 

The more important the individuaily held knowledge is perceived to be the less the 

likelihood of setting up a continuing legal arrangement. 

Table 5- 14: Results of Logistic Regression Analysis for Legal Form - Knowledge ' 
Variable Mode1 1 Mode1 2 Mode13 (full) Mode1 3 (final 

mode1 atia 
backward 
elimination) 

Individudly heId knowledge - -1.7 79'. -1.740 ' -1.680 
experiential technical 

IndividuaIIy held knowledge - 
relational 
Team heId knowledge 

Knowledge of organizing 

lntercept 

Difficulty in copying individually 
held knowledge 
Extent of possibility of replicating 
team based knowledge 
lntercept 

-0.156 -0.196 
(0.34) (0.43) 
-0.0045 -0.229 
(0.4 1 ) (0.55) 
0.9 12 -0.988 
( 1  -77) (6.15) 

(df 2, 12.989 ** (df 6) 12.3~ '- (df 2) 
I a. 8.. 

standard mors ars in parentheses, N=39 p < .10 p c .O5 pC.01 



Model 2 reports the coefficients for the two repiication of knowledge variables. 

Neither of the two variables is signifiant. Model 3 includes al1 the five knowledge 

variables. Again, the knowledge of organizing and the individudl y embedded 

technical experiential knowledge are significantly related to the continuing legal fonn 

decision variable. 

In sum, knowledge of organizing points to a greater likelîhood of setting up a 

continuing legal arrangement in the host country and the individually held knowledge 

is more likely to constrain the establishment of a continuing legai fom. 

Type of continuing legal form. The next step was to explore whether the knowledge 

variables, both types of knowledge and replication of knowledge variables, predict the 

decision regarding the type of legal fom. Correlations between the type of legal form 

and al1 the knowledge variables were examined. The correlation matrix is presented in 

Table 5- 15. 

Table 5- 15: Bivariate Correlation coefficients for Knowledge variables and the Type 
of Legal Forrn. 

Variable 1 2 3 4 5 6 7 
1. Individually held knowledge 1.00 
- expenential technicai 
2. Individually held knowledge -0.02 1 .O0 
- relational 
3. Team based knowledge -0.18 0.04 1 .O0 
4. Knowledge of organizing O. 1 t O. 12 0.16 1.00 
5. Difficufty in replicating O. 17 0.30 -0.06 -0.01 1 .O0 
individually held knowledge 
6. Extent of possfiiiity of 0.09 -0.29 -0.03 0.16 0.08 1 .O0 
replicating t& held - 
knowledge 
7. Type of legal fom 0.0 1 0.23 0.18 0.16 -OJ,m -0.13 1-00 

There is a significant negative correlation between the type of legal form and 

the difficulty in copying individually held knowledge. The more a firm perceives 



individually held knowledge to be difficult to copy the more that fhm may be inclined 

to establish a partnership arrangement. The knowledge of organinng which is 

important to the decision to set up a continuing legal form does not appear to be 

significant to the choice between a solely owned venture and a partnership 

arrangement. However, an examination of the means (not reported) suggested that the 

mean score given to the importance of the knowledge of organizing was higher for the 

solely owned category than for the piutnership category. 

In sum, of the firms that do set up a continuing legal form those that perceive 

the difficulty in copying individually held knowledge to be higher may be more open 

or inclined to go in for a partnership arrangement. 

Degree of Presence. Table 5-16 reports the results of a regression analysis testing the 

relationship between the knowledge variables and the degree of presence. Model 1 

indicates that the none of the three types of knowledge, individually held, team based, 

and knowledge of organizing are significantly related to the degree of presence . 

Model 2 estimates the coefficients for the replication of knowledge variables, that is, 

difficulty in replicating individually held knowledge and tearn held knowledge 

respectively. There is a significant and negative relationship between the difficulty in 

copying individually held knowledge and the degree of presence. The next step was to 

include a11 the knowledge variables in the regression analysis. Model 3 reports the 

results of the regression afier the process of backward elimination of variables. 

DiEculty in copying individually held knowledge is retained in the final model. The 

relationship suggests that the more difficult copying of individually held knowledge is 

perceived to be the lower the degree of presence. 



Table 5- 1 6: Results of OLS Regession Anal ysis for Degree of Presence - 
Knowledge ' 
Variable Mode1 1 Mode1 2 Mode1 3 (after 

backward 
elimination) 

Individually held knowledge - -0.08 1 
experiential technicd (0.55) 
Individually held knowledge - -0.426 
relational (0.67) 
Team held howledge -0.148 

(0.20) 
Knowledge of organizing -0.026 

(0.2 1) 
htercept 4.8 10 

(1 -68) 
R* 2 0.083 

Dificulty in copying 
individually held knowledge 

Extent of possibility of 
replicating team based 
knowledge 
Lntercept 

R*2 

-0.361 mm* -0338 *mm 

(O. 120) (O. 12) 
-0.184 
(O. 146) 

In surnmary, there is negative relationship between the difficulty in copying 

individually held knowledge and the degree of presence. This perception that 

individually held knowledge is difficult to copy may constrain a firm's presence in a 

country or even the overall degree of intemationalization as the fim would take on 

only as much as its current staff can handle. 

Discussion: The role of knowledge in the entry mode process 

The di fferent types of knowledge clearly have an important role in the entry 

mode process. Individually held experiential knowledge and the difficulty in its 

replication appears to be most critical to the different aspects of entry mode. 

Individuall y held h o  w ledge comprises the experience in application of technical 



knowledge and its adaptation to clients' diverse needs vested in staff mernbers. This 

knowledge and the difficulty in its replication are critical to the client following 

decision, physical presence, continuhg legal fonn, and the degree of presence. The 

knowledge of organizing is important to the decision about setting up a cuntinuing 

legal arrangement in the host country. Team held knowledge does not emerge as 

significant for any aspect of entry mode. The results are discussed below. 

The relationship between the nature of knowledge and uie type of focus was 

not observed in the first phase. It becornes clearer in the second phase analysis, which 

suggests that the importance of individudl y held experiential knowledge i s likel y to 

discourage firms from following clients. This can be explained in the context of open- 

ended discussions wi th interviewees. Following the client involves a long-term 

cornmitment of resources, which are primarily human assets. It may also require 

physical presence of some of the staff in the host country on the client's demand. 

Knowledge vested in individuals cannot be easily replicated which means committiag 

key personnel to one client would make them unavaiiable for other projects. Since 

following a client may cal1 for cornmitting key personnel to that client, it may not be 

in the best interest of the rest of the business. One thing that came out quite strongly 

in the interviews with the Alberta firms was that most of them would Iike to protect 

their domestic business and therefore, not jeopardize the expectations and interests of 

domestic clients. Non-availability of specific staff c m  ofien irk domestic clients, 

which may dissuade a firm f?om following a client into a country. 

As for the decision about the type of physical presence in the host country, 

issues around knowledge held by individuals surfaced in the k t  phase of the study. 



Setting up another office requires more staff and a concern for maintauiing 

consistency in quality of human assets across offices of the fkn  was expressed in 

many interviews. The second phase c o n h s  this concem. This is a chailenge when 

people are the dominant asset and hold the basic knowledge or resource base of the 

firm. Difficulty in replicating knowledge held by people can be a hindrance to setting 

up an office, especially a fidl design outfit. Full-fledgeù design offices usually have a 

Iegal status. Accordingly, the importance of individually held knowledge also reduces 

the possibility of setting up a continuing legal form in the host country. F h s  that do 

set up a continuing legal fom, which may be triggered by other factors such as 

govemment regulations, have to make a decision about the type of legal fonn, that is, 

the solely owned venture versus partnership decision. Difficulty in replicating 

individually held knowledge also plays a role in this decision as firms that perceive 

more strongly the difficulty in replicating individually held knowledge might be more 

inclined to partnerships. This seerns to suggest that the embedded nature of the 

knowledge held in individuals makes copying difficult which in tum reduces or 

rnitigates the threat of misappropriation of that knowledge by a partner firm. This 

draws attention to the importance of understanding what the knowledge is about and 

where it is held. This is also confimed later in the analysis on the role of opportunism 

in the entry mode decisions. 

The importance of knowledge of organizing and managing a project is likely to 

encourage a firm to set up a continuing legal form in the host country. In the first 

phase of the study, there was some indication that firms that delivered the whole 

complernent of service including organizing and coordinating the project through the 



various stages did eventually set up a continuing organizationai form in the host 

country. At the sanie time, as mentioned earlier k n s  that rated individually held 

experiential knowledge very highly were more reluctant to set up another outfit in the 

host country because replicating people with the same level of knowledge was not 

easy . 

The importance of individually held knowledge and the need to provide the 

knowledge of organizing are, therefore, pulling the decision to set up a continuing 

legal arrangement in opposite directions. Larger firms in particular face this dilemma. 

They usually have the responsibility of ail stages of a project right up to the 

supervision of construction. Ofien their input, in terms of providing the organizational 

and managerial expertise, is even more important than the technical knowledge. It is 

likely that a fim involved in the organizational aspects of projects is in a country for 

long penods of time and also needs to give the client the confidence that they are there 

to stay. Establishing a permanent legal arrangement is a form of signaling 

cornmitment. 

Surprisingl y, team held knowledge did not ernerge as a significant factor with 

respect to any of the entq  mode aspects. This was unexpected given the emphasis on 

team held knowledge in the first phase of the study. In a project based business, tearns 

are critical and team heid knowledge is likely to be even more challenging to replicate 

than individually held knowledge which is likely to have repercussions for tfie various 

dimensions of entry mode. An analysis of the open-ended discussions in the second 

phase refIected the dilemma these fhns face with respect to teams. On the one hand, 

they understand the vaiue and the necessity of building teams to allow long term 



synergies to develop but on the other hand they find it difficult to presene a core team 

or a few teams as the scde of project work increases, Teams, especially in larger 

firms, are continuously created and disbanded to cope with the project load. This 

conflict may be part of the reason for team held knowledge not manifesting itself as a 

signifiant factor in the sewnd phase. 

The knowledge that the firms bring to bear upon the process of their service 

creation and delivery clearly plays a critical role in the entry mode decisions. This 

section sheds light on the importance of understanding what the knowledge is about 

and where it is held in order to understand its repercussions for different aspects of the 

entry mode process. The analysis on transaction costs issues in the next section 

further clarifies how explicating the notion of knowledge can help understand how the 

threat of opportunism plays out in the context of entry mode decisions. 

Transaction Cost Variables - Opportunism 

In this section, the relationships between different aspects of entry mode and 

transaction costs variables are examined. The section is organized in two parts. First, 

the role of the threat of opportunisrn f?om business partners is examined. Second, the 

impact of the threat of opportunism fiom clients on different aspects of entry mode is 

investigated. 

Threat of opportunism fiom business partners 

B a d  on the past entry mode literature and observations in the first phase of the study, 

the threat of opportunism fkom business partners appears to be directly relevant to the 

decision about legal form. Accordingly, the relationship between the threat of 

opportunism fiorn business partners and the decision whether or not to set up a legal 



form is examined. This is followed by a test of the role of various mitigators of 

opportunism. Second, the relationship between the threat of opportunism fiom 

business partners and the choice of type legai form, solely owned versus partnership, 

is exarnined. The analysis of the role of opportunism in the choice of type of legal 

form is dealt with in some detail. 

Continuing legal form. An examination of the correlation between the decision 

whether to set up a continuing legal form or not and the threat of opportunism fiom 

business partners reveais that there is no signifiant association between the two 

variables. The Pearson correlation is 0.24, which is not significant at conventionai 

levels of significance. The frequency of responses to the degree of threat of 

opportunism reveai that 77% of the respondents perceive the threat of opporhmism 

f?om business partners as important '20 no extent" or "to a srnall extent". About 16% 

rate it as important to a fair extent. The remainuig 7% rate it as important to a 

considerable extent. 

Clearly, the threat of opportunism fiom business partners does not predict 

whether or not the fkm sets up a continuing legal form in the host country. The next 

step was to examine the role of factors that were identified in the first phase as playing 

the role of mitigating opportunism. There are a nwnber of factors that emerged in the 

first phase as potential mitigators of the threat of opportunism fiom business partners. 

These include the difficulty in replicating individually held knowledge, the importance 

of ethical behavior, including not misrepresenting facts and copying, to maintain long- 

term relationships, past accumulated technical and relational knowledge in a firm and 

embedded knowledge in teanis and in the organization. Li the second phase, more 



specific questions were asked about the nature of knowledge and its implications for 

mitigating oppomuiism. Table 5-1 7 reports the results of logistical regression analysis 

of the factors rnitigating oppomuiisrn predicting whether or not the f h  would set up 

a continuing legal presence in the host country. Model 1 shows that the embeddedness 

of tearn held and organizationally held knowledge is significantly but negatively 

related to the decision to set up a continuing legal arrangement. 

Table 5- 17: Results of Logistic Regsession Analysis for Legal fonn -Factors 
mitigating opportunism 

Variable Mode1 1 
Dificulty in copying -0.193 
individually held (0.38) 
knowledge 
Deterrent to 0.237 
misrepresenting and (0.36) 
COPY 
Past accumuiated O. 160 
experience (0.36) 
Embeddedness of -0.659 
knowledge (0.385) 

Intercept 0.374 
(0.36) 

x 4.1 00 (df 4) 

standard -n are in parenth-, N-39 
'0. 

' p  c -10 "p < .os p <  .O1 

Thus, the embeddedness of team held and organizationally held knowledge 

reduces the likelihood of establishing a continuing legal presence in the host country. 

Knowledge embedded in teams and the organization is difficult to copy. 

To fùrther confirm the role of mitigators of opportunism, the threat of 

oppomcnism variable was regressed on the four factors. The regression results again 

revealed a signifiant relationship between the embeddedness of team held and 

organizationally held knowledge and the threat of oppomuiism. In other words, the 

higher the embeddedness of knowledge held in teams and the organization is 



perceived to be the more it deters opportunism. These kinds of knowledge are 

difficult to copy or walk away with which reduces the threat of opportunism. 

Type of continuing legal fonn. The next step was to examine if there is a significant 

relationship between the threat of opportunism fkom business partners and the choice 

of legal form, solely owned ventures versus partnerships. The Pearson correlation 

between the two variables is 0.07 which is not significant at conventional levels of 

significance. Thus, there is no significant association between the threat of 

opportunism fkom business partners and the choice of type of legal form. 

The insignificance of the threat of business partners walking away with 

knowledge or reusing designs is a key finding. It warrants further exploration because 

in the entry mode research one of the key detenninants of the choice between 

different legal forms, the traditional way of defining entry mode in the literature, is the 

risk of misappropriation of knowledge by licensees and business partners. Due to the 

significance of this issue, in the second phase of my shidy 1 had a specific question in 

the interview schedule asking the respondents to rate the extent to which they 

perceived the protection of knowledge as a deterrent to entering into any fonn of 

partnership (Q D5b in Appendix D). The mean score for this was found to be 1.9 on a 

scale of 1 =to no extent through 3=to a fair extent to 5-0 a great extent. Nearly 85% 

of the respondents wnsidered protection of knowledge concems as a deterrent to no 

extent or to a small extent. Regression analysis was performed to examine the effect 

of relationship factors and PSF factors on the perception of protection of knowledge as 

a concem for the choice of a partnership fom. Tables 5- 18 and 5- 19 present the 

results of the regression analyses. in addition, another regression was done to examine 



which o f  the mitigators of oppomrnism had a significant role in reducing the concern 

for protection of knowledge. The results are reported in Table 5-20. 

Table 5-1 8: Results of OLS Regression Analysis - Relationships' 

Variable Mode1 1 Mode1 2 
Relationships in host country 0.160 

(O. 14) 
l Relationships in home counîry 0.009 

(0.22) 
Relationship with client 4.417 ** 

(O. 18) 
lntercept 2.068 mm 

(0.16) 
R*2 0.16 
Relationship building with 4 .085  
client and home country f m  (0.05) 
Relationship building with a 0.09 1 
host country fum (O -07) 
Relationship building with the 4 .107  
business networks in the host (0.06) 
country 
Inrercept 2-577 

(0.38) 
R*2 O. 16 

I standard errors are in parentheses, N=39 
** *** 

p c  .LO p < .O5 p c .O1 

Table 5- 19: Results of OLS Regression Analysis - PSF characteristics ' 
Variable Mode1 1 
Reputation 0.267 

(O. 17) 
Degree of  In tangibility -0.225 ** 

(O. 1 O) 
Importance of client-consultant - o . s ~  *** 
in teraction (O. 15) 

Degree of  customization -0.109 
(O. 10) 

Nature of human assets -0.440 '* 
(O. 17) 

intercep t 6.841 *" 
(1.12) 

R*2 0.47 
I standard mors are in parentheses, N=39 

m. *" 
p (-10 p c .O5 p < .O1 



Table 5-20: Results of OLS Regression Analysis - Mitigators of 0pportunism ' 
Variable Mode1 1 
Difficulty in copying -0.022 
individually held knowledge 
importance of ethical behavior 
to for long- term relaîionships 
Past accumulated experience 

Embeddedness of howledge 
held in a team or an 
organization 
Intercept 

- - 

1 standard errors are in parentheses. N=39 
a .. .U 

p c .10 p < .O5 p -= .O1 

Based on the regression results, factors that are important in minirnizing 

concem for protection of knowledge include the following: pnor relationship with 

client; relationship building with home based fimis; relationship building with 

business networks in the host country; the extent of intangibility of service; the need 

for face to face interaction with the client; and the nature of human assets as having 

their own idiosyncratic quality and not being replicable like machines. Also, among 

the mitigators of opportunism past accumulated experiential knowledge, compnsing 

the reservoir of technical expertise and relationships built over time in the firni, 

appears to be important in alleviating the concem for protection of knowledge when 

choosing a legal fonn. 

To summarize, the threat of opportunism fiom business partners is not 

perceived to be signifiant in the decision to set up a continuing legal presence or for 

the type of presence. As for the second decision, that is, the choice made between a 

solely owned venture and a partnership, again the analysis suggests that the threat of 

opportunistic behavior is not perceived to be a detment to choosing a paxtnership 



mangement. This confirms what consistentiy emerged in the first phase of the study. 

Further analysis of the extent to which the protection of knowledge might be a concern 

in choosing a partnership form reveals a number of factors as being instrumental in 

reducing the concem. These include building a relationship with the client, home 

country firms, and business networks; the degree of intangibility of service; the nature 

of human capital in tenns of its difficulty in replication; the importance of interaction 

between the client and consultant; and the past accumulated technical and relational 

knowledge embedded in a fim. These factors reduce the çoncem for protection of 

knowledge as a deterrent to partner with another firm. 

Discussion: The role of transaction costs issues in the entry mode process 

One of the most significant findings of the second phase of the study is about 

the negligible role of the threat of opportunism fiom business partners with respect to 

the choice of legal form decisions. The threat of opportunism is not a significant 

factor in detennining whether or not the firm should establish a continuhg legal form. 

Further, i t does not predict the choice of legal form, solely owned versus partnerships. 

There was overwhelming evidence in the first phase of the study that protection of 

knowledge for the risk of being misappropriated was not a major concem in these 

firms. This continues to be supportai in the second phase. Further, the study sheds 

light on the factors that are instrumental in mitigating opportunism. These are mainly 

knowledge related factors. The embeddedness of individually held, team held, and 

organizationaily held knowledge makes it difficult to misappropriate the knowledge. 

What is particularly difficult to replicate or recreate is the past accumulated base of 

technical and relational knowledge in the fïrm built over time. Given this difficult to 



copy source of advantage of these firms, the threat of opporhuiism fiom business 

partners is of little concern. Other factors that appea. to be important in minimizing 

the concems about protection of knowledge when choosing the type of legal fonn 

include PSF factors and relationships. Among the PSF factors, the degree of 

intangibility of service, the importance of client-consultant interaction, and the nature 

of human capital in being difficult to replicate, unlike machines, help reduce the threat 

of opportunism. Relationship building with clients and other professional fkms in the 

home and host corntries also contribute to allaying the fear of misappropriation of 

knowledge. 

Past entry mode research applies transaction costs theory as the dominant 

paradigm for exploring these choices. It suggests that knowledge has certain 

transactional characteristics that make its transfer susceptible to opportunism fiom 

business partners, which points towards a solely owned venture as the appropriate 

choice (Williamson, 1975; Teece, 198 1 ; Hennart, 1 988). An alternative perspective 

draws attention to the attributes of knowledge rather than opportunism in choosing the 

mode of transfer. The issues about knowledge that have become evident in this study 

are more akin to the second perspective. In fact, this study goes a step m e r  in trying 

to highlight the attributes of knowledge by expanding the concept of knowledge in 

terms of what it is about and where it is held. When knowledge is ernbedded it is 

difficult to copy and misappropriate. With the fear of opportunism not being an over- 

nding concern one can deduce that these f ims have more options or flexibility in the 

choice of legal fonn. 



Threat of opportunism fiom clients 

Relationships between the threat of opporiunism fiom clients and the different 

aspects of entry mode were tested. Correlations between the threat of opportunism 

fiom clients and the project versus market focus, client following focus, physical 

presence, and contuiuing legal form respectively are presented in Table 5-2 1. 

Table 5-2 1 : Bivariate Correlations between the Entry Mode dimensions and the Client 

opportunism 
fYom clients / Project venus 1 05 *** 

Market focus 
Client foiiowing 

fonn 

Project versus market fonrî. The correlations indicate that there is a significant but 

negative association between the threat of opportunïsm from clients and a project 

versus market focus. Firms perceiving a lower threat o f  client side opportunism are 

more likely to adopt a project focus. 

Client following focus. The Pearson correlation between the threat of opportunisrn 

fiom clients and a client following strategy is 0.19 which is not significant at the 

conventional levels of significance. This makes sense because a client following 

situation mises only where the firm aiready knows the client weil. 

Physical Presence. A correlation of 0.33 between the oppomuiism fiom clients and 

the physical presence decision is significant at the 0.1 level. This suggests that if 



clients are perceived to behave opportunistically the firms may be more inclineci to set 

up an office in the host country. 

Confiniring legai fom. The correlations in Table 5-21 also indicate that there is a 

positive and significant association between the threat of opportunism fiom clients 

and the decision about setting up a continuing legal arrangement. This implies that the 

firms that perceive the threat of client-side opportunisrn to be higher will tend more 

towards the idea of establishing a continuing legal arrangement. 

Discussion: Threat of opportunism from clients 

In the first phase of the study, there were some examples that illustrated 

clients' propensity to behave opportunistically by either w a l h g  away with a firm's 

ideas at a very early stage and hiring a cheaper consulting fïxm or pulling the plug at a 

later stage of the project. However, its implications for the different aspects of entry 

mode were not obvious. The second phase makes clear the role of client-side 

opportunism in the entry mode process. In fact, it t u m s  out that client side 

opportunism is more of a concern than the threat of opportunism fkom business 

partners. Client side opportunism has implications for the project versus market 

decision, physical presence decision, and the continuing legal form decision. 

The results suggest that firms that perceive a greater threat of opportunism are 

less likely to follow a specific project into the host country. This is, indeed, a common 

sense argument that a finn will not even accept a project if it anticipates that the client 

might behave opportunistically. 

Client side opportunism is likely to encourage a finn to set up an office in the 

host country. Based on the interviews in the first phase and the open-end& 



discussions in the second phase, this seems more like a NO-way relationship. Clients 

ofien prefer fims to have a physical presence that represents some form of investment 

and thus, a cornmitment in the host country. This in t m  invokes cornmitment on the 

part of the clients. A physical presence also helps when there are many cornpethg 

consulting firms, making it easier for clients to get some good design ideas in the 

initial stages and move on to cheaper consulting fhms. Thus, having a physicai 

presence may actually assist in curbing client opportunism. 

Fims which perceive a higher level of opportunism fiom clients are also more 

likely to set up a continuing legal form in the host country. A possible explanation for 

a higher perception of client opportunism actually encouraging setting up a continuhg 

legal presence is that it signais stability to the client. Increasing the comfort level of 

the client and facilitating a relationship based on credibility and trust may reduce the 

likelihood of opportunism. It does not matter, however, whether the firm sets up a 

paxtnership form of venture or a solely owned venture. There is no significant 

difference in how the client opportunism is perceived between the partnership form 

and the sole1y owned venture form. 

Global economies 

The first phase of the study revealed that engineering consulting fkms derive 

global economies fiom sharing staff and office space and fiom the use of teams. 

These are likely to have implications for the physical presence decision, that is, 

whether or not the firm sets up a permanent office in the host country. These 

relationships are more systematicdly examined in this phase. 



Economies arisingfiorn the exisring neiwork of 0flce.s and sharing of stafl Sharing 

of staff and office space seems to be a comrnon practice in this industry. Otten fimis 

avoid setting up an office in the host country if there is an office existing in another 

country in the region. In the second phase of the study the relationship between the 

existing nehivork of offices world-wide and likelihood of an office in the host country 

was tested more systematically. The correlation between the physical presence 

variable and whether or not the firm has a global network of offices was examined. It 

indicates a positive and significant association (0.64) between the two variables. This 

suggests that a fim that has an existing infiastructure of offices is also likely to 

establish an office in the host country. 

Based on the economies explmation observed in the first phase, a negative 

relationship was expected, suggesting that an existing network of offices will reduce 

the Iikelihood of an office in the host country. That is, firms would try and reap the 

economies fiom the use of its existing offices. It is the mobility of staff that makes 

this possible. However, the positive relationship makes sense because of the nature of 

host countries discussed in the second phase sample. A majority of the host countries 

discussed happened to be the hub of activity themselves fiom where mounding 

countries could derive economies of using staff and office space. I t  is also important 

to note that these economies emerging from sharing of staff are related both to 

perform the marketing function and the project execution hc t ion .  It was clear fiom 

the open ended discussions in the second phase that the real economies from the use of 

staff are reaped at the project level. During the process of service çreation and 

delivery, people are the main asset applied and the global economies derived fkom the 



use of people are critical. People can be easily moved fiom one location or country to 

another depending on the project assignments and the expertise required. The mobile 

nature of people makes these economies possible and also provides a finu more 

options in terms of the form of physical presence in the host country. Since people 

cm move between offices, there may not be a need to set up a permanent office in a 

host country. In summary, the globai eumomies in the production of service are 

derived fiom the sharing of people across projects and çounfries and the mobility of 

people introduces flexibility in the form of physical presence. This is fùrther 

facilitated by the project orientation of the indusûy as people get fieed up at the end of 

a project and move on to others. 

There is no apparent relationship between the choice of legal fonn and the 

global econornies or synergies. This is in contrast to the Hill et al h e w o r k  that 

suggests that the realization of global synergies may cause the &III to adopt a hi& 

control mode. 

Ecanomies arisingfiom the team Firms may want to work from one location, usuaily 

the home country, to be able to reap the economies using a team for multiple projects. 

There is a significant relationship between the location of the design work and the type 

of physical presence in the host country. Almost 64% of the firms doing the 

conceptual design work in the host country do not have any permanent office in the 

host country. Further, in al1 cases where the work is being done in the home country 

the inteniewees rate the need to have a tearn at the head office as important. This is 

because the team can be applied to multiple projects. The mean score for the 

importance of team based economies was 4 on a scale h m  1 to 5 in increasing 



degrees of importance. Thus, the need to have an office in the host country is 

influenced by where the conceptual design phase of the project is completed. The 

need to be able to reap the econornies in the use of a team is a key factor in the 

decision. A simple correlation between the physical presence variable and motivation 

to reap econornies fiom the use of a team reveals a signifiant and negative 

association. This suggests that firms which rate highly the econornies that could be 

reaped by using a team at a home based office for multiple projects the lesser inclined 

these firms will be to set up another office in the host country. 

Host country environrnental variables 

in the f k t  phase of the study, a number of country specific environrnental 

factors ernerged as important to the different aspects of entry mode. These include 

demand conditions, political factors, gap in the level of technical and manageriai 

cornpetence, cultural factors, and govemment regulations. In the second phase, it was 

possible to analyze more systematically the managers' assessment of these factors. 

Since the sample is so thinly spread over a variety of regions it is difficult to apply any 

statisticai test to anal yze the relationships between country specific factors and the 

dimensions of entry mode. Hence, the relationships are more descriptively examined 

based on fkquencies, and cross-tabulations, and an assessment of the ratings provided 

by the respondents to questions related to country specific issues. Diff~ent variables 

are relevant for the different aspect of entry mode and are discussed here accordingly. 

Project versus market focus. Over dl, there are 30 cases of a project focus and 9 of a 

market focus. In terms of the geographical distribution, Latin Arnerica is the only 

region where the number of cases of market focus exceeds the nurnber with a project 



focus. This makes sense in the light of the recent surge in interest and dernand in 

Central and South America. Firms went there howing that there were project 

opportunities. This was clearly evident in many oil and gas and mining companies 

entering Latin America, ensuring a good potential clientele for the engineering 

consulting h s .  The association between a market focus and market attractiveness 

was aiso observed in the fïrst phase of the study. Regions where there are no 

exarnples of a market focus include Aûica, the Middle East, Russia, Australia, and the 

Caribbean. 

Client-foilowing focus. An examination of the cross tabs between the client-following 

variable and geographical region suggests that client foltowing strategy seems to be 

dominating certain areas. For example, a majority (7 1.4%) of the entries into Russia 

are client following situations as opposed to other countries where there is either a 

more even split or a smaller proportion of cases of a client focus. A greater incidence 

of a client focus in Russia can be explained by two factors. One, potential 

opportunities in Russia and Kazakhstan attracted the North American oil and natural 

gas companies who consequently required engineering consulting services. In many 

cases, engineering consulting firms, which had previously worked for the same clients 

domestically or internationally, followed these fims into Russia too. Two, 

unfamiliarity with the Russian regulatory system and the nature of the clients there 

made the "following the client'' strategy a safer one for the consulting h s .  In Latin 

Arnerica d l  the entries were client following situations. Clearl y, the demand 

conditions and the regulatory requirements in the host country are important to a client 

following strategy. 



Physical presence. It was observed in the first phase that specific host country 

characteristics are key to whether a firm sets up a permanent office in the host country 

or not. These host country environmental factors include demand conditions, political 

factors, and the gap in the level of technical and managerial expertise. 

Dernand conditions Firms that have either a sales office or a design office in 

the host country perceive high potential demand in the host country as a very 

important motivator for the decision. High potential demand has a mean score of 4-00 

on a scale of 1 to 5 ranging f?om 'hot important" to "'of utmost importance". AAer the 

client's preference for a visible cornmitment, potential demand is rated the highest. 

Country risk Country risk in the form of political instability was rated as only 

slightly important as a deterrent to setting up an office representing a long texm 

comrnitrnent in the country. It has a mean score of only 2.1 on a scale of 1 to 5 

ranging fiom 'hot important" to "of utmost importance". Cases where political 

instability appeared to be an important concern perbined to host countries such as 

Latin America, Russia, and the Middle East. Political volatility in a country was 

observed in the f k t  phase as an important factor but there was an ambiguity in how it 

played out for the various entry mode decisions. The firms appeared to be in very 

diverse countries with diverse fevels of political volatility. A potential explanation for 

political instability as a country nsk being downplayed is the project based nature of 

the industry. People are mobile which introduces a degree of flexibility in that the 

firm can exit the market without incurring substantial sunk costs, even if it has a 

permanent office. An office can be closed for al1 practical purposes by flying people 

out of the country if the political situation warrants it. Some interviewees gave 



examples of offices which were "empty shells" because people had to be moved out 

for personal security reasons when there was political tuxmoil in the country. 

Therefore, the political environment is not a major obstacle in the decision to establish 

the office. If the political situation is perceived to be very risky the h may not 

accept project work in that country at d l .  

Gap in technical and manageial expertise Interviewees were asked to rate 

the level of technical and managerial competence of the local host country firms 

relative to the international finn. The mean score for the techicai competence of host 

country firms relative to home country f ims is 2.5 on a scale fiom 1 =much lower 

through 3=comparable to 5=much higher. This suggests that on average the level of 

technical competence in the host countries, across the sample, is close to comparable 

to that of the foreign nmi. in over 55% of the cases the level of cornpetence of the 

engineering consulting firms is rated as 3.00, that is, comparable to the entrant fïrm. 

The level of technical competence is the lowest, on average, in the Middle East. The 

average score for managerial skills or the experience in organizing the whole project is 

1.9, which is lower than the organizing skills of the foreign firm. Only in 22% of the 

cases is the level of managerial competence rated as comparable. A majority of the 

firms with a comparable managerial cornpetence are in the US, Australia, and the 

Caribbean. 

The Pearson correlations between the type of physical presence and the gap in 

technical and managerial wmpetence respectively were examined. There is a negative 

and significant correlation of -0.42 between physical presence and the gap in 

managerial competence between the home and host countries. This suggests that fimis 



are more likely to set up a permanent office in the host country the lower the 

managerial cornpetence availab te in the host country relative to the home country. 

Continuing legal fom and type of legal form. Based on the first phase of the study 

and pst entry mode research demand conditions, cultural differences, and govemment 

regulations in the host country are likely to have implications for the choice of legal 

form. 

Demand conditions In the first phase of the study it was obswed that 

uncertainty about the potential demand for the firm's senices in the host country may 

encourage the firm to partner with another firm rather than set up a solely owned 

venture. In the second phase, however, f-s that did partner wîth another finn did 

not perceive the uncertainty in demand as an important factor in driving their decision 

to partner. On a scale of I to 5, the mean score for uncertainty in demand was 2.4, 

which is less than moderately important. 

Cultural factors The data suggested that unfarniliarity with culture in the host 

country, which includes issues such as language, work ethic, and contracthg 

philosophy, play a role in the decision about the form of legal arrangement, 

particularly the decision to partner with a host country fim or to set up a wholly 

owned subsidiary. Firms that enter into partnerships with a local host country were 

asked to rate the role of unfamiliarity with the social culture and the business culture 

in driving the decision. On a scale of 1 to 5, the mean scores are found to be 2.6 and 

2.4 respectivety, which is between slighdy and moderately important. A cross 

tabulation of these culture items and the host regions suggests that h s  rate the 

unfamiliarity with the social and the business culture of the host country as moderately 



to very important for the majority of the cases of entry into Latin Amerka, Asia, the 

Middle East, and Russia. For Latin America and Asia the issue of unfdliarity with 

social and business culture is slightly lower than that for the Middle East and Russia. 

Fims referring to host regions such as Australia, the US, and the Caribbean rate the 

impact of cultural differences in dnving the decision to partner with a host country 

firm as unimportant. This is consistent with past research that suggests that firms 

going to non-hg10 countries, will shy away fkom high levefs of ownership such as 

wholly owned subsidiaries (e.g., Gatignon & Anderson, 1 988). The classification of 

Anglo versus non Anglo was based on socio cultural clusters of countries arrïved at by 

Ronen & Shenkar (1985) according to which Latin America, Asia, the Middle East, 

and Russia are in the non-Anglo clusters. The in thewees  were also asked to rate the 

extent to which prior familiarity with the culture of the host country infiuenced the 

decision to set up a solely owned venture. However, this appeared to be only slightly 

important. 

Govemment re~lut ions  Govemment regulations also impact the decision 

with respect to legal form. Different types of regulations impact the likelihood of 

different types of legal arrangements. For example, government regulations related to 

tax Iiabilities are rat& as important to the decision to set up a subsidiary company in 

the host country. Government regulations requiring a portion of the work to be given 

to a local fim are expected to affect the decision to partner with a local firm but the 

data suggests that it is perceived to be a little l e s  than moderately important in driving 

the decision to partner with a local host country firm. Partnering can take various 

forms such as temporary associations or permanent joint ventures. There are only 



three cases of permanent joint ventures in the sarnple and in two out of three cases 

govemment regulatory requirements were perceived of utmost importance in the 

decision to set up a joint venture. These two cases happen to be in the Middle East 

and Afnca and the one case where govexmnent regulations did not play a role was a 

case of entry into Australia. This makes sense in that the govexnment regulations 

relating to foreign firms doing business in a çountry are more prevalent in countries in 

the Middle East and Afnca. Govenunent replations involvïng tax liabilities are 

perceived as moderately important in the decision to set up a solely owned subsidiary. 

Thus, government regulatory requirements of various kinds appear to be important to 

the decision to partner with a local host country firm and solely owned companies in 

the host country. Hence, government regulations, mainly concerned with local 

involvernent and with tax liabiiities, are important to the decision about the type of 

legal arrangement. 

Discussion: The role of country specific environmental variables 

Current and potentid demand in the host country appears to be important to the 

project versus market, client-following, and the physical presence decisions. The roie 

of demand in the decision to set up a permanent office consistently emerged as 

important in the first phase of the study. Dernand uncertainty is also a component of 

the Hill et al. (1 992) entry mode decision h e w o r k ,  the starting conceptuai 

framework for this study. There is plenty of evidence in past international research 

that an attractive market or good potential demand encowages resource commitments 

to the market (e.g., Harrigan, 1983; Root, 1 987; Terpstra & Yu, 1988; Erramili, 1992; 

Kim & Hwang, 1992). 



Political factors in the host country are rated as only slightly important in the 

overall decision to set up an office. The gap in managerial cornpetence or organinng 

capabilities appears to be associated significantly with the decision to set up a sales or 

a design office in the host country. In countries where fimis lack the managerial 

expenence to organize a whole project, the international firm tends to establish a 

pemanent office. Organizing and coordinating a whole project requires a more 

continuous physical presence ofkm for long periods of the and thus, setting up a 

permanent office makes sense. 

Govemment regulations requiring the foreign fïrm to involve a local becornes 

the prime reason to partner in countries where strict regulations to this effect exist. 

The decision to set up a solely owned subsidiary appears to be most strongly dnven by 

government regulations relating to tax liabilities in the host country. Unfamiliarity 

with the social and the business culture in the host country is moderately important in 

choosing to partner with a local fim, especially so when the host country is non- 

Anglo country. There was some indication in the first phase of h s  seeking partners 

in the host country because of socio-cultural distance. There is abundant past research 

that suggests that cultural, political, regulatory, and demand factors are important to 

the choice among different types of legal arrangements. Cultural differences often 

referred to as socio-cultural distance or location unfamiliarity have been s h o w  to 

impact the type of ownership structure chosen in the hoa country. Unfamiliarity with 

the host country culture, economic systems, and business practices will discourage 

high resource commitrnents and point towards licensing and joint ventures (Stopford 

& Wells, 1972; Kobrin, 1983; Anderson & Coughlan, 1987). In the context of 



senrices, it is reçognized that multinational fïxms face the need for greater local 

responsiveness and adaptation of services to the local customers if the host countries 

have di fferent cultures (Ho fstede, 1 980; Prahalad & Doz, 1 98 7). 

Overall, the factors that seem to matter most for the physicd presence decision 

are demand conditions in the host country and the gap in managerial expertise between 

the home and host country firms. The choice of legal form is dictated by government 

regulations and to a moderate extent by social culturd differences between the home 

and host countries. Political environment although not rated highly is still a 

consideration. 

Overaîi discussion for each aspect of entry mode 

In this section, the discussion centers on each dimension of the entry mode 

process. This helps identifi the combination of factors that are critical for each aspect 

of entry mode. 

Discussion: Focus 

Pmject versus market focus. Factors driving the project versus market focus include 

the host region, the nature of specialization, and a prior relationship with a client. in 

some regions (e-g., Afiica, the Middle East, Russia) there is a clear bias towards a 

project focus. The interviewees described these areas as involving high political and 

economic risk, and regulatory constraints. A project focus, therefore, makes sense. Ln 

some specializations too a project focus dominates, e.g., oil and gas, environmental, 

and buildings. Further a prior relationship with a client increases the likelihood of a 

project focus. At the same time, if a firm perceives a high threat of client 

opportunism, it will r e m  fiom taking the project. This is more likely to happen 



when there is no prior relationship with the client. The first phase reflected that the 

threat is perceived to be higher in sorne countries primarily because the inefficient 

Iegal system there makes contracts alrnost unenforceable. There were strong 

indications of a firm's relationships in the host country pointing to a market focus in 

the first phase but this relationship is not statistically significant in the second phase of 

anaiysis. Given that there is convincing evidence in the first phase of the study of the 

role of relationships in the host country and the possibility of weak power of tests in 

the second phase, I would not exclude this factor fiom the focus decision fiamework. 

Client -following fucus. A second focus decision is whether or not to follow a client 

into the host country. The factors driving the decision include, f k n  size, prior 

relationship with a client, overheads related to personnel, need for client consultant 

interaction, and the importance of individually held knowledge. A larger h n  size and 

a prior relationship with the client both facilitate decision to follow a client into the 

host country. The overall personnel overheads, the need for client-consultant 

interaction, and the perception of the importance of individuaily held knowledge 

dissuade a client following strategy. Ln the first phase three things were apparent: 

one, overheads are a major consideration for the decision for committing resources to 

the host country; two, the need for client consultant interaction is key for project 

execution but it entails overheads, and three, experiential knowledge is vested in 

individuals who are difficult to replicate. Now, following a client is likely to be 

demanding in the need for being there for the client, which increases overheads, and 

also in requiring allocation of key staff. 



A larger size and so a greater base of human and financial resources is likely to 

give the firm more choices and make it possible to make the necessary commitments 

involved in following a client. Further, a prior relationship with the client might 

outweigh the other issues because of the confidence in getting continuous work. The 

analysis brings out interesting contradictions in a client following strategy. Looking at 

it f?om one angle, it is assured work and probably, guaranteed future demand but at the 

same time it ties up resources. 

The above analysis suggests that there is no overlap in the factors driving the 

project versus market focus decision and the client versus non-client focus. 

Discussion: Physical Presence 

The factors leading to setting up sales or a design office in the host country are 

the size of the firm, potential demand in the host country, clients' preference to see a 

visible cornmitment by the finn, and the funi's relationships in the host country. 

When another home based professional fïrm is used as a conduit for project 

opportunities in the host country, there is no need to set up an office. Factors that are 

likely to deter setting up an office are the extent to which individually held knowledge 

is perceived to be important and its replication difficult. Size of the firm would 

probably counter the effect of the knowledge factor. Larger fims have a wider base 

of resources both human and financiai. Al so, it was interesting to hear interviewees in 

larger fims down play the difficulty in replicating individual1 y held knowledge as 

well as team based knowledge. This is because the volume of their work leaves thern 

little choice but to create and disband multiple teams to cope with numerous projects 



at any one time. As the scale of work increases it becoma more difficult to manage 

with one core team or with a few key individuals. 

The firm's perceived evaluation of the threat of opportunism fiom clients may 

actually push a firm to be on the ground. Further, managers, when asked about the 

importance of clients' preference for the finn to rnake a visible commitment in the 

host country actually rated it as the prime motivator for setting up an office. The mean 

score on a scale of 1 to 5 in increasing degree of importance was 4.1 . in fact, the 

client's preference for a visible cornmitment of the fim is rated higher than poiential 

demand in affecting the decision to set up a permanent office in the host country. 

Making such a wrnmitment might facilitate more trust and win a client's loyalty. It is 

also likely that the relationships with business partners and clients in the host country, 

often in the form of prior connections of staff members, may offset the threat of client 

side opporhinism. Relationship building with business networks is likely to have the 

sarne effect. 

The analysis in the second phase also reaffirms the notion of physical presence 

operating at two levels - at a country level and a project level. At a project level, the 

need for a physical presence is influenced by some PSF factors and relationship 

factors. The importance of  reptation for managing relationships with clients and 

business partners, the degree of intangibility of service and the need for customuattion 

al1 point towards the need for face to face client-consultant interaction or some form of 

physical presence in the host country. On the other hand, high overheads can deter the 

finn fiom maintaining a physical presence. These factors are not deterministic in 

predicting the establishment of a permanent office but emphasize the need for a 



physical presence for a successfbl execution of a project. So clearly physical presence 

has a marketing objective and an objective of service creation or project execution. 

Overaii discussion - Legal forni 

The discussion of the overall decision framework for the legai fonn dimension 

of the entry mode process wi11 be discussed at two levels. One, the decision whether 

or not to establish a contiming legal presence. Two, if the firm chooses to do so the 

next decision is to choose between a solefy owned venture and a partnership form. 

Continuing legal form or not. The factors that are likely to facilitate the decision to 

establish a continuing legal fonn in the host country are the size of the h, the need 

to provide knowledge of organizing, govemment regulations, and the perception of 

opportunism from clients. On the oîher hand, the factor that seems to be deterring the 

decision is the importance of individually held knowledge. 

A factor that is not a deterrent but minimizes the neeü for a continuing legai 

arrangement in the host country is building relationships with another home based 

professional finn. When the relationships with a home counw fïrm nght from the 

first entry into the host country are the medium of accessing projects in the country, 

the fixm does not need to invest in a continuing legal arrangement in the host country. 

It is the other firm that always plays the lead role, a marketing role, and needs to 

interact more fiequently with the final client during the execution of the project. 

Two factors that are likely to counter the deterring effect of individually held 

knowledge on the decision to set up a continuing legal form are the size of the firm 

and govemment regulations. The size of the fixm means a greater base of human and 

financial resources and also enough room to have some of the home office personnel 



dedicated to the host country firm. Govenunent regulations have to take precedence 

over any other factor unless îhe firm can find some way of c h v e n t h g  them by, for 

exarnple, operating fkom a less regulated neighboring country. In the nrst phase t w  

there was ample evidence of host country govemment regulations making it necessary 

to set up a registered Company in the country, particularl y in the Middle East and parts 

of Asia. Thus, the size of the firm and the regdatory environment in the bost country 

may push the decision to establish a continuing legal presence in the host country. 

Solely owned venture or a partnership. if a firm decides to set up a continuing legal 

presence in the host country the next decision is to choose the type of legal form. The 

key foxms are a solely owned venture and a partnership, which may be a joint venture 

or an ongoing loose partnership. Again, size of the f h  is important to the decision. 

A larger firm prefers a solely owned venture. Issues such as unfamiliarity witb the 

hosst country culture and government regulations are the 0 t h  factors but will vary 

depending upon the host country. Unfamiliarity with the social and the business 

culture in the host country is moderately important in choosing to partner with a local 

firm, especially so when the host country is a non-Anglo country. Govemment 

regulations requiring the foreign f im to involve a local fim might force a joint 

venture arrangement. The examples in the data suggest that sometimes an ongoing 

association may suffice but oflen the host government will insist on a registered joint 

venture. The decision to set up a solely owned subsidiary seems to be motivated by 

govemment regulations relating to tax liabilities in the host country. Overall, the 

analysis suggests that the size of the finn and governent  regulations are the key 

determinants of the choice of legal form. 



What is most striking about the results is the absence of an ovenvhelming 

concem with the risk of misappropriation of knowledge or wmpetitive advantage by 

business partners as the core of the decision. This has been one of the most consistent 

observations across both the phases of my study. It can be explained in tenns of the 

nature of lcnowledge, which rnitigates the threat of opportunism to a great extent. 

Difficulty in the replication of ùidividually held knowledge and past accumulated 

knowledge in the firm reduces the concern for protection of howledge. 

During the interviews, 1 observed that the interviewees expresseci more 

concem about the possibility of staff being hired away by 0th- firms, thus talcing the 

knowledge with them. For example, one of the interviewees says, ". . .it is difficult to 

copy knowledge in a person's head but it is easy to steal it.. ..". This suggests that if 

the fïrms are less concerned about the individuals walking out of the firm to partner 

firms the greater the likelihood of establishing a partnership form of arrangement. 

Discussion: Degree of Presence 

The degree of presence dimension of the entry mode process captures a fimi's 

continuity in a country and a stage of the process the firm is at. The analysis above 

identifies factors that would help predict a firm's degree of presence in a country. 

These factors may help ensure a continuous flow of project oppornuiities, and thus, 

facilitate a continuous flow in the host country. 

First, a finn's overall international revenue is a positive indicator of the 

li kelihood of enhancing a fim's presence in the host country. Second, the greater the 

firm's overall degree of internationalization of the fixm the greater the degree of 

presence in the host country. Thïrd, building relationships with business networks in 



the host country can lead to more market information about project opportunities and 

increase a fum's degree of presence in the country. Another interesthg relationship 

revealed in the study is that the higher the degree of customization of designs the 

greater the degree of presence in the host country. This suggests that if a firm can 

continue to build in some uniqueness in the designs and, consequently, ensure demand 

for its expertise, it is likely to maintain its continuity in the host country. Aiso, the 

more the f i m s  perceive the nature of human assets as being not easily replicable and 

their business as knowledge intensive, the greater the degree of presence. Thus, if a 

finn can maintain the quality of its staff and be able to keep them, this will be an 

advantage that will help enhance its reptation and access to more projects. 



Table 5-22: Surnmarv of Results 
DEPENDENT 
FOCUS 

Project vs market 

FOCUS 
Client vs nonclient 

PHYSICAL PRESENCE 

CONTINUCNG LEGAL ENTITY 
yes vs no 

CONTINUCNG LEGAL E N T I N  
sole vs parmership 

DEGREE OF PRESENCE 

iNDEPENDENT 
0 Specialization 

Demand 
0 Relationship with client (+) 
0 Threat of opportunkm from clients (-) 

Size (+) 
0 Relationship with client (+) 

Dominance of human capital - overheads (-) 
0 Need for client-consultant interaction (-) 

Individually embedded knowledge (-) 
Specialization 
Size (+) 
Hoa country - Demand (+) 
Gap in managerial expertise (+) 
Global aonomies of of f ius  (+) 
Relationships in host country (+) 
Relationship building with home country fims (-) 
Relationship building with business networks in the host counny (-) 
Reputation - relational level (+) 
Degree of custornization (+) 
Dominance of human capital - overheads (-) 
To d u c e  uncercainty fiorn intangibility (+) 
Individuall y held know ledge (-) 
Difficulty in replicating individually held knowledge (-) 
Client opportunism (+) 
specialization 
size (+) 

0 Government regulations 
Relationship with home counhy fims (-) 

0 Relationship building with a home counay firm or client (-) 
Individudly held knowledge (-) 

0 Knowledge of organizing (+) 
0 Client side oppo&isrn + )  

Embeddedness of tearn held and organizationally held knowledge as a 
mitigator of opportunism (-) 
S i x ( + )  

0 Degree of intemationalization (+) 
Govanment regulations 
Further analysis of protection of knowledge issues in the choice of mode 
reveal intangibility of service, client-consultant Uit-on, difficult to 
replicate nature of  human assets, relationship building with clients and 
business networks, past accumulated knowledge in firm. These issues 
make choice of legal form more flexible. 
International revenue (+) 
ûegree of internationakation (+) 
Relationship building with business networks in host country (+) 
Relationship with a home country firm (-) 
Reputation - relational (-) 
Degree of custornization (+) 
Nature of  human assets (+) 

0 Dificulty in copying individually held knowledge (-) 



CHAPTER 6 

SUMMARY AND CONCLUSIONS 

This chapter summarizes the key findings and contributions of this research. 

Changes made to the entry mode decision fhnework in the course of this study are 

attributed to two key factors. One, the project based nature of engineering cunsulting. 

Two, the professional service characteristics of engineering consulting. There are five 

salient ways in which this study enhances our conceptual understanding of 

international entry mode decisions of engineering consulting firms and 

simultaneously, adds to knowledge in this area for ail professional service W s .  First, 

the study arrives at a new conceptualization of the entry mode decision constnict as a 

multidimensional enûy mode process decision. This is primarily attributed to the 

project based nature of engineering consulting. Second, the study clarifies the role of 

knowledge, which is intrinsic to a professional service fim, in different aspects of 

entry mode. Third, it makes clear what the generic professional service characteristics 

mean in the context of engineering consulting and their relevance to the entry mode 

process. Fourth, it sheds light on the importance of relationships and relationship 

building. This is ascribed to the project based nature of the industry and its 

personaIized nature as a professional service. Fi f i ,  entry into a host country is 

occurring at two levels, country level and project level. Preliminary projecî level 

analysis confimed that some of the detennining factors are more relevant at the 

project level. 

The findings outlined above merit M e r  discussion to drive home the 

contribution they make to our theoretical understanding of entry mode decisions of 



engineering consulting h s  and professional service h s  at large. The discussion is 

organized in three sections. The first section deals with the reconcepîualized entry 

mode decision constnict. The second highlights factors that have emerged as key to 

al1 five aspects of entry mode. It also draws attention to the complexity of the entry 

mode process as an intermeshing of activities and decisions made at the level of a 

project and at the level of the country. It illustrates how some factors, especially 

certain PSF factors, are relevant at the project level. In the third section, theoreticai 

implications of this research are discussed. 

Reconceptuaiization of the Entry Mode Decision Constnict 

The entry mode decision constnict is reconceptuaiized as a multidimensional 

entry mode process decision. This was driven by the project based nature of 

engineering consulting and consequently, its project by project entry into an overseas 

market. Engineering consulting firms continuously enter a host country project by 

project and involve decisions with respect to four aspects, focus, physicai presence, 

legal form, and the degree of presence. Mode of entry, therefore, is a process and is 

multidimensional. This is in contrast to a unitary and static conceptualization of the 

constmct in the Hill et al. (1 990) h e w o r k  fiom where this study began and in ail 

previous work. In past literature, which is grounded primarily in manufact-g, the 

choice of legal arrangement is the core of the entry mode decision. Most past entry 

mode studies assume the establishment of some legal form when entering a host 

country and the entry mode decision boils down to the choice of an appropriate 

govemance form. But in engineering consulting establishing a legai form in the 

country is not a prerequisite for entry. The data speak to this. In 1 7 out of 39 cases in 



the sample, which constitutes 40% of the cases, no continuing legal form is set up in 

the host country but these fims are still deerned to have entered the country. The 

choice of legal form is certainly an important component of the entry mode decision 

but only one aspect. As a resdt of a project by project entry and the nature of the 

process of service delivery, entry mode assumes the nature of a process and takes on 

new dimensions in addition to legal fom. Five dimensions describe the entry node 

process. First, whether to follow a project into the host country or to follow a market? 

Second, whether to follow a client or not? Third, whether to have a physical presence 

in the host country in the form of temporary visits and project based offices or in 

addition, to set up a sales or a design office? Fowth, whether or not to set up a 

continuing legal form? If yes, to choose between a solely owned venture and a 

partnership form. Fiflh, whether a fixm can maintain continuity in the country and 

enhance its degree of presence? 

At the end of the second phase of the study, 1 have arrived at five sub-models 

within the larger entry mode process decision hmework. These sub-models 

correspond to each of the five dimensions, that is, project versus market focus, client 

following focus, physical presence, continuing legal form, and the degree of presence 

in the host country. A critical objective of the second phase of the study was to 

confirrn if it continueci to support the five dimensional entry mode constnict that was 

developed in Phase 1. 

It is important to show that the five dimensions are, indeed, conceptually 

separate constructs. The five decision models comprising the entire entry mode 

decision tiamework are depicted in Table 5-22 on pg. 264. One way of checking the 



validity of the five dimensions as separate çonstnicts is to examine the degee of 

overlap in the combination of factors predkting each decision. In other words to 

examine the predictive validity of each decision model. The combination of factors 

affecting each aspect of the entry mode process is distinct. There is a significant 

overlap, however, between the physical presence decision model and the continuing 

legal form model. The cornmon factors include the size of the h; relationship 

building with home country £irms; importance of individually held knowledge; and the 

perceived threat of client side opportunism. But the overlap in the deteminant factors 

is not sufficient ground to conclude that these are indeed the same theoretical 

constmct. There are at least two arguments to show that the physical presence 

decision and the continuing legal form decision are different decision constnicts. 

First, the data itself suggests that there is no perfect overlap in the cases of physical 

presence and continuing legal form. Second, there is ample evidence in the data fiom 

both phases of the study that the motivations for the choice of physical presence and 

continuing legal fonn decisions are diffaent. 

The sample in the second phase comprises twenty one cases of fïnns with a 

sales or a design office and twenty two cases of continuing legal arrangements in the 

host country. Overall, there are ten cases where there is no overlap between a physical 

presence in the forms of a sales or design office and having some legal status. There 

are seven cases where there is no sales or design office but there is a legal arrangement 

in the form of a partnership, such as a continuing association with a firm in the host 

country. There are three cases of sales offices that have no legal status. 



Physical presence and legal form can be seen as concephially separate based on 

the motivations that drive the two decisions. Physical presence at the level of a 

country is motivated by a marketing objective. Being on the ground leads to easier 

access to more project opporhmities. More importantly, a physical presence in the 

form of an office fûlfills clients' needs for a visible commitment. A continuing legal 

form in the host country is motivated by host countq govemment regulations. Solely 

owned ventures are often motivated by regulations with respect to tax liabilities. 

Partnerships, especially with a local partner, are rnotivated by host govemment 

requirements for local content. 

At the level of the project, the process of executing a project requires physical 

presence. It is important for coordinating with other firms on the team who are 

involved in the project Clients also prefer an ongoing interaction during project 

execution, which c m  be achieved through a physical presence in close proximity to 

the client. Legal arrangement adopted for each unique project serves the purpose of 

defining the scope of work for the various parties involved in the project and providing 

a framework for getting paid. 

The importance of physical presence as a separate construct is reflected in its 

marketing role and in the actual execution of the project requiring communication with 

the client and other m e m b a  of the team. An understanding of the process of service 

creation and delivery shows that legal channels do not affect how the work is done or 

the actual methodology for executing a project. 

Overall, there is a knowledge issue and a project based issue that help 

understand the difference between physical presence and legal fom. In 



manufacturing, there is an overlap between the physical presence and legal form 

because of the nature of the assets. But in engineering consulting it is the howledge 

held by individuals that is the dominant asset and this asset is mobile allowing more 

flexibility in the choice of physical presence. This also implies that there may not be a 

need to set up a legal arrangement at all. Further, there is the project level issue where 

the physical presence is needed more for the execution of the project and a legal 

arrangement is formed project by project to decide the sape  of work or fix a point of 

responsibility. 

Key factors affecting the overali entry mode pracess 

The factors that stand out as saIient for most of the entry mode aspects are 

discussed here. These include the role of knowledge, PSF characteristics, 

relationships, transaction costs issues and the size of the firm. 

Knowledge 

Knowledge is central to professional service firms. Both phases of the study reved 

three types of knowledge that have implications for various aspects of the entry mode 

process. They are classified by where they are held, that is, individually held, team 

held and organizationally held. 

Individuah'y held knowledge in the context of engineering consulting takes the form of 

expenential knowledge at a technical level and at the level of relationship building 

skills. Experiential technical knowledge arises fkom experience in the application and 

adaptation of technical knowledge to diverse problems and client needs. Technical 

engineering knowledge itself is quite universal, widely known, and easily teachable. 

But it is the experience in its application, adaptation, and customization to different 



engineering consulting projects that is difficult to replicate. This study suggests that 

the importance of individually heid knowledge and the difficulty in iîs replication are 

Iikely to dissuade a fimi fiom following a client to the host country, setting up a 

physical presence in the form of a permanent office, and establishing a continuing 

legal arrangement. 

It is important to note that the knowledge is held in people who are a core asset 

of these firms. When a finn follows a prior client into the host country, the client 

often dernands specific people to be allocated to the projects. Usually these are 

individuals whose interaction and expertise the client has experienced in prior projects 

in the home country. For the finn this means making a long-tenn cornmitment of 

specific people to one client which may not be in the interest of the business as a 

whole. 

Clients may also want the key staff members to be physically present in the 

host country. Clearly, in client following situations clients can be more demanding or 

have more rigid expectations. When individually held knowledge is perceived to be 

crucial and cannot be easily replicated then committing key personnel to a specific 

client takes away the flexibility in the use of that staff. Therefore, experiential 

knowledge embedded in people can be an impediment to a client following focus. 

Experiential individually held knowledge also constrains a firm in setting up a 

permanent office and a continuing legal form in the host country. Again, the 

explanation is that replicating individually held knowledge in another office is 

difficult. This is likely to be more of a constraint for setting up a design office, which 

requires creating a full-fledged outfit or a cmmplete design team. Both phases of the 



study emphasize that maintaining consistency in quality across dl offices is critical for 

these fims' international reputation. Therefore, difficulty in replicating the 

knowledge base heId in individuals would prevent a f h n  fiom setting up a full-fledged 

office. 

The study also suggests that difficulty in replicating individually held 

knowledge predicts a lower degree of presence in a country. Difficulty in replicating 

this knowledge puts a limit on the scale of project work a firm can take on. This may 

eventudly hamper the process of achieving a higher degree of permanency. 

Team heid knowledge. Project based activities in engineering consulting are organized 

in teams. Individuals in a firm pool their knowledge and expertise in teams, which are 

a blend of a broad base of individually held skills and specialties. The reai value- 

added from this blend of people emerges f?om their experience of working together. 

Team held knowledge too is dificult to replicate and in fact, it can be more 

challenging to replicate a whole team than individuals. in the first phase of the study 

team based knowledge was emphasized and appeared to be relevant to the entry mode 

process. Surprisingly, in the second phase, the importance of team held knowledge 

did not emerge as a predictor of any of the five aspects of entry mode. The study, 

however, shows that fims that perceive team held and organizationally held 

knowledge to be highly embedded in nature and difficult to separate or replicate are 

less likely to set up a continuing legal form. This is because the knowledge embeddeù 

at the level of a team and the organization as a whole is hard to recreate. In al1 cases 

where the design work was being done in the home country two reasons were rated 

highly as motivators of the decision. First, the fact that the çore expertise was located 



in the home country office and second, that the team at the head office could be 

applied to multiple projects. The factors that discriminate between fïms that have an 

office in the host country versus those that do not are the location of core expertise and 

economies fiom applying the team to multiple projects. This suggests that the notion 

of a team is important and that it is difficult to recreate it in difiment locations, which 

has implications for the decision to set up an office. 

What emerged quite clearly in the second phase was the conflia these fimis 

experience between the need to build team based knowledge by preserving a core team 

or teams and at the same time wanting to expand the project load, which may not 

allow them to keep a team intact. This sense of fhstraîion is particularly apparent in 

larger fims. They would cleariy like to strive for the synergies that arise fkom a team 

working together, but as the nurnber of projects inmeases, they cannot always do so. 

At the same time, the larger firms also emphasize that there is always a core of 

individuals that stays intact in the finn. This is like a relationship-building group that 

is instrumental in marketing the firm's expertise and attracting more project 

opportunities. Smaller fims, on the other hand, appear to attach more value to core 

tearns and team held knowledge. This constrains them in increasing the scale of work 

and consequently, their degree of presence in a country. 

Clearty, team held knowledge is critical to the nature of engineering consulting 

services but the scale of projects ofien makes it difficult to nurture the synergies in a 

core team or a few tearns that always work together. The interesting dilemma that 

growing tirms face with respect to teams might be a good reason for the importance of 

team held knowledge not manifesting itseif directly as a factor in the entry mode 



decisions. However, the choice of location of design work and the team-related 

factors that motivate it capture the importance indirectly. It is evident that replication 

of team held knowledge is difficult which affects the decision to set up an office in the 

host country. 

Organizationally hefd kno wledge. Knowledge builds and accumulates over time not 

onIy at the level of an individual and in teams but also in the firm as an entity. 

Accunulateci knowledge at the orgmizational level accrues fiom the fimi's breadth of 

experience and exposure technically and relationally. Knowledge held in individuals 

and in teams develops over time into routines and pnnciples held at the level of the 

organization. This builds a h ' s  ability to organize and manage projects. In fact, 

more than the technicai expertise, it is the experiential knowledge of organizing a 

whole project that differentiates an engineering consulting fbm fiom its cornpetitors. 

The study suggests that the knowledge of organizing and managing a whole 

project is important for the decision to set up a continuing legal form in the host 

country and the f ims are likely to prefer solely owned ventures. This is supported by 

a recent study that suggests that f ims would like to maintain their level of quality of 

senrice and thus, prefer more control. This is particularly true of a client following 

situation where a firm would want to be able to retain its clients (Contractor and 

Kundu, 1998). In a partnering situation, differences over what constitutes quality and 

how the work should be done may create tensions in the relationship (e.g., Greenwood 

et al., 1990). Since knowledge of organizing and coordinating a whole project is a key 

di fferentiator of a firm 's capabilities, quality concerns are paramount. 



This study also shows that firms which perceive past accumulated knowledge 

of a firm as  difficult to replicate seem less concerned about protection of knowledge 

when making a decision about governance form. Past accumulated knowledge held at 

the level of the organization includes accumul ated experiential technical knowledge 

and the experience in relationship building with clients and other fïrms. Such an 

expenential knowledge base of a firm accumulates over a long period of time. This 

makes replication by business partners difficult and allows the finn to preserve its 

source of advantage. 

In surnmary, the nature of knowledge and where it is held appear to be 

absolutely critical to different aspects of  the entry mode process. Difficulty in 

replicating experience in the application and adaptation of technical knowIedge to 

clients' needs vested in a few staff members constrains a finn in following a client, 

establishing an office, and having a continuing legal form in the host country. Further, 

it is Iikely to impede the process of gravitating towards more permanency in the host 

country. Team held knowledge is important but does not emerge as a deterministic 

predictor of the different entry mode decisions due to the dilemma discussed earlier. 

The need to provide the knowledge of organizing and managing projects is important 

to the decision to set up a continuing tegal form, preferably solely owned ventures as a 

choice of organizational form. 

Professional Service Characteristics 

Two important objectives are achieved in this study related to PSF 

charactenstics, First, the study elucidates what the generic characteristics really mean 

in the context of engineering consulting and second, it helps understand their role in 



different aspects of the entry mode process. The critical factor is the nature of the 

dominant asset in engineering consulting as in other professional services - people. 

People. Three dimensions of people as assets have implications for entry mode. One, 

firms incur high overheads on account of personnel. Two, people cannot be replicated 

like machines. Finaily, people are mobile unlike fixed assets. 

The study suggests that the dominance of hwnan capital in ternis of overheads 

discourages £üms fiom foilowing prior clients into the host country. An explanation 

for this is that known clients can be more specific in their demands and in particular 

require the fim to be physically present in the host country. It has been pointed out in 

an earlier study on intemationalization of services that investing in an office becornes 

a necessity to be able to retain prior clients (Dunning, 1989). As noted earlier, £hm 

size helps counter the consbaint imposed by overheads. A larger firm has the hancial 

and human resources to absorb the overheads entailed in following a client. 

A salient characteristic of assets comprising people is that intellectual capital 

cannot be replicated like fixed capital. This ernerged as important in enhancing a 

firm's degree of presence in the host country. At the most basic level, people's 

intellect is a fim's most valuable asset and the firm is as good as the people 

employed. Further experiential knowledge and capabilities build on that foundation. 

It is people who hold the difficult to copy experiential knowledge. A challenge for the 

firm is to be able to keep the staff who hold this knowledge. 

The nature of human assets plays an important role in shaping the effect of 

other detenninants of entry mode such as global economies of s a l e  and host country 

speci fic environmental factors. This relates to the mobility of people. To recapi tulate, 



global econornies in engineering consulting arise fiom sharing of staff and office 

space. Economies from sharing of staff are facilitated by two factors. First, people are 

mobile so they cm move between offices. Second, the project based nature of 

business allows for redlocation of staff as projects finish and new ones begin in 

difkrent countries. This can reduce the need to set up full-fledged offices in every 

country of operation. 

As far as host country environmental factors are concenieci, factors such as 

economic volatility, political instability, and cultural factors appear to be relevant to 

the physical presence decision. However, the relationship is not quite clear. These 

firms have offices in a variety of countries with varied cultures and political situations. 

The lack of clarity about these relationships can be attributed to the mobile nature of 

people and the project orientation of engineering consulting. Mobility of staff gives 

the firm more options to deal with political instability in a country. It is not difficult to 

close an office or at least get the expatriates out of the country if trouble is brewing. 

There were scenarios where fims had offices in certain countries but they were 

temporarily empty, as people had been pulled out in the face of political upheavai. 

Further, project based activity provides the fïm the opportunity to gain familiarity 

with the political scene before setting up an office. So political instability will not 

necessarily exclude the decision to set up an office but it is more about timing and the 

scale of office. 

As for cultural differences in a project based business, a fïrm can proceed 

cautiously fiom project to project and eventually learn about the culture. There is 

evidence in past research that the impact of culture is expected to change over M i e  (Li 



& Guisenger, 1992). In the context of a project based business, this would mean that 

the effect of cultural differences diffuses as the firm proceeds fiom project to project in 

the host country. 

Clearly, the mobile nature of people and the project based nature of 

engineering consulting make the role of global economies and environmental variables 

in the entry mode decisions less deterministic. 

Reputution. The study identifies two types of reputation capital in the context of 

engineering consul ting, reputation for experîenti al technical expertise and reputation 

for relationship building. This study suggests that firms which perceive reputation for 

relationship building as more important are at a Iowa degree of presence. As noted 

above reputation accumulates project by project, which implies that these fimis have 

not yet accumulated enough reputation for their experiential technical knowledge 

through project experience. 

Degree of Cus~ornization. The study reveals that the degree of custornization is 

important to the firm's ability to enhance its degree of presence in the host country. A 

potential explanation is that a firm can ensure ongoing demand for its expertise if the 

projects it takes on require some degree of customization and involve an element of 

innovation. If the degree of standardization is greater there is a higher probability of 

local fkms becoming equaily cornpetitive, weeding out the more expensive 

international finns fiom the host country. By accessing a variety o f  projects that dIow 

the firm to use its experiential knowledge to build in some uniqueness in the designs 

the flrm can enhance its presence in the market. 



Consultant- client interaction. The need for client consultant interaction is considered 

important in most service activities. The interaction is a part of the final outcorne. 

The study suggests that the need for client-consultant interaction is likely to deter a 

firm from following a client into the host country. This, in combination with the 

negative impact of high overheads makes sense as more interaction entails higher 

overheads. 

Based on observations in both phases of the study, need for face to face client 

consultant interaction represents the need for a physical presence during different 

stages of managing and executing a project. The study clarifies that the physical 

presence decision operates at two levels in engineering consulting. At the level of the 

country, which involves setting up an office not directly tied to a specific project, the 

motivation is "marketing" or setting up a base to be close to the opportunities for more 

projects. At the project level, there is a need for consultant-client interaction for the 

actual execution of the project, suggesting that there is a need for some form of 

physical presence. It made sense, therefore, to explore if this need for face to face 

client-consultant interaction or the need for some physical presence at the project level 

is triggered by other PSF factors. Four factors emerged as significant for the need for 

a physical presence at the project level. First, the need to build a reptation for 

managing a good working relationship with the client requinng some f o m  of physical 

presence. Second, the degree of customization calls for face to face interaction. Third, 

the need to enhance credibility and d u c e  uncertainty arising fkom the intangible 

nature of service by dernonstrating past exp&ence to the client ernphasizes the nead 

for some form of physical presence. Fourth, high overheads can be a deterrent to the 



need to maintain a physical presence. This was indeed very informative in that it 

revealed that some of the PSF characteristics manifest themselves quite strongly at the 

project level. What is most signifiant is îhat while these factors do predict the need 

for interaction and hence, some fonn of physical presence, they are not deterministic 

in predicting what fom.  This is again attributed to the mobile nature of human assets 

that introduces flexibility in the choice of form of physical presence in the host 

country. Project level needs are ofien serve. through temporary visits by staff and 

project offices. 

Therefore, PSF characteristics that emphasize the need for client-consultant 

interaction, that is, the importance of reputation building, the degree of customization, 

and the role of intangibility are important to the entry mode process but are operating 

at a project level. This is significant because reputation building, confidence building, 

relationship building, customizing solutions, and dleviating uncertainty arising fiom 

intangibility are occurring during the actual process of service creation and delivery. 

They accumulate project by project and coupled with the marketing objective of 

physical presence at the country level facilitate the entry mode process towards a 

higher degree of presence. The dual roles of physical presence as a facilitator of the 

process of service creation and as a marketing medium are mutually supportive and 

work towards enhancing a firm's long-term presence in the host çounûy. 

In sum, there are three salient points about the role of PSF characteristics in 

different aspects of the enhy mode process. First, people as çore assets offer an 

interesting combination of constraints and advantages. They are expensive and are 

difficult to replicate but at the sarne tirne, highiy versatile in being mobile. 



Accordingly, high overheads constrain a firm in adopting a client following strategy 

and in maintaining a physical presence in the host country. Difficulty in replicating 

people can help in protecting the fimis' source of advantage and enhance its degree of 

presence in the host country. Mobility shapes the effect of global economies and 

environmental factors on the physical presence dimension of entry mode and actually 

makes the impact of these factors less deterministic. It also allows more flexibility in 

the decision about form of physical presence at the project level. Second, the degree 

of customization is important for a fïrm to ensure continuity in a market. Third, 

reputation, intangibility and the need to customize during the process of project 

execution require physical presence but are not deterministic about the f o m  of 

physical presence. The following section illustrates how PSF characteristics also help 

counter the threat of opportunisrn fiom business partners. 

Transaction cost factors- opportunism 

The role of knowledge is central in the entry mode literaîure. Protection of 

knowledge fiom misappropriation by business partners and licensees is described as a 

primary driver of entry mode choice or rather the choice of an appropriate legal form. 

Firms avoid this risk of opportunism by choosing high control modes such as wholly 

owned subsidiaries over licensing and othet partnership arrangements. This research 

shows that engineering consulting fims form a variety of cornplex, multi Party 

contractud relationships such as subcontractual arrangements or associations, and 

project based joint ventures. The high incidence of non-hierarchical quasi-market 

forms of contracts is surprising because the enûy mode literature would predict these 

organizational modes as making a firm's knowledge highly susceptible to 



opportunism. But this study clearly suggests that the threat of opportunism in the form 

of business partners walking away with the m ' s  knowledge is not an important 

concern in engineering consulting. The threat of opportunism does not differentiate 

between the choice of a solely owned venture and a partnership form of legal 

arrangement. This is one of the most interesting and signifiant findings of the study 

given that knowledge foms the v q  basis of professional service m s .  

The role of opportunisrn was examinai M e r  to understand more ciearly what 

mitigates the threat. It appears that knowledge factors, PSF characteristics, and 

relationship factors d l  have a part in mitigating the effect of opportunism. Difficulty 

in replicating individually held knowledge sewes as a deterrent to the threat of 

opportunism. Also, past accumulated knowledge embedded in the firm in the form of 

the experiential base of technical expertise and relationships d u c e  any womes about 

protection of knowledge. This knowledge is highly embedded and difficult for 

business partners to walk away with or recreate, thus reducing the threat of 

opportuni sm. 

Among PSF characteristics, three factors minimize the concern for protection 

of knowledge. First, the extent of intangibility of service which suggests that there is 

always some ambiguity involved for clients and each situation has to be dealt with on 

its own merit. Thus, there is no standardized recipe that a business partner can take 

away. Second, the high need for face to face interaction during different phases of a 

project makes the service personalized and again has to be adapted to different client 

situations. Third, human assets that are core in PSFs have an idiosyncratic quality that 

makes replication difficult. As far as relationship factors are concerned, firms that 



build relationships with clients, other home country firms, and with business networks 

in the host country appear to be less concemed about protection of howledge fiom 

business partners. The threat of opportunimi is a relevant issue but not a conam that 

would diswurage partnerships. 

A significant outcome of the process of exploring the risk of business partners 

trying to copy or replicate a finn's sources of advantage was that it revealed a real 

concem in the industry for people being hired away. This problem has been alluded to 

in some recent studies which suggest that PSFs tend to attract personnel who are likely 

to use the firm to advance their own learning and move on. This may cause the PSF to 

lose its distinctive expertise in human assets (Jones et al., 1998). 

It is important to note that the problem of turnover or people being hired away 

does not deter firms from entering into partnerships. Whether the h s  partner or not, 

the nsk of people waiking out of the door still exists. In fact, partnering is alrnost seen 

as the need in the industry because projects are ofien large requiring a variety of 

expertise al1 of which is difficult to find in one firm. Collaboration is more a need 

than a choice in this industry. A recent study on collaborative work in PSFs also 

supports the argument that collaborative hybnd arrangements can actually be 

instrumental in enhancing work opportunities as reciprocity generates more coilective 

work (Jones et al., 1998). This may actually provide an incentive to continue to work 

together and not jeopardize the relationship by resoxting to opportunism of any kind. 

This is especially relevant for a project based business such as engineering consulting 

where a firm's survival is incwnbent on a continuous flow of projects. 



The study suggests three issues with regard to opportunism fkom business 

partners. First, oppominism by business partners is not a predictor of any of the 

choice of legal fom. This deserves special attention because in past literaîure the 

threat of opportunism from business partners has a highly detenninistic role in the 

choice of entry mode. Second, knowledge factors, PS F factors, relationshîp factors 

mitigate the risk of opportunisrn, and the project based nature of industry is a M e r  

deterrent. Third, one can infèr that there is more flexibility in the choice of legal fom 

and this at least partially explains the prevalence of non-hierarchical, loose partnership 

forms of organizing arrangements in the industry. 

A bigger issue in these f ims  is the threat of opportunistic behavior of clients. 

In fact, Lhis has a role in most aspects of entry mode. The threat of client opportunism 

is likely to discourage a project focus. It is likely to impede the process of a fimi 

increasing its degree of presence in the host country. Both make sense because if a 

firm perceives a threat of opportwiism f?om clients it will hesitate to commit to a 

project or projects. A higher threat of client side opportunism also predicts a higher 

probability of the firm setting up a sales or a design office and a continuing legal form. 

An office is perceived as a sign of commitment by the fim. A legal statw reflects 

stability to current and potential clients. One could surmise that a firm's cornmitment 

in the form of setting up an office and having a legal status in the host country might 

be reciprocated by loyalty and commitment by the client as well. However, fùrther 

research is required to get a better understanding of clients' perceptions. 



Relationships 

The engineering consulting industry thrives on building and maintaining 

relationships. Relationships with clients and business partners are critical for two 

reasons. First, the project based nature of engineering consulting makes relationships 

valuable in providing access to more projects in the host country. Second, as a 

professional service, engineering consulting is a personalized senice requiring 

ongoing interactions with the client during the process of creation and delivery of that 

service. The process of relationship building occurs at the project level and grows 

fiom project to project. 

This study points to four key relationships that affect different aspects of the 

entry mode decision. These are relationships with the client, relationships of staff 

members or of the b in the host country, relationships with a home country kn ,  

and relationships with business networks in the host country. A pre-existing 

relationship with a client is a predictor of a client following focus and a project focus. 

Relationship of staff members or of the fiml in the host country encourages the firm to 

set up an office in the host country and also provides momentum to its degree of 

presence. The study also suggests that f ims  that nwture their relationships with home 

country based f ims  tend not to set up an office or a continuhg legal form in the host 

country. Often in these situations the home country fim actively pursues project 

opportunities and assumes the role of an "immediate client". F i m s  that cultivate 

relationships with a home country firm have a lower degree of  presence in the host 

country. Further, fims which tend to piggy back on other home country f3ms are 

relatively more risk averse but increasingly willing to expand internationally. 



Relationship building with business networks in the host country appears to be 

important for the physical presence, type of legal form, and the degree of presence 

decisions. Most h n s  that rated highly building relationships with business networks 

in the host country appeared to be in some fonn of partnering arrangement with an 

associate in the host country. These firms being less inclined to set up an office there 

makes sense as their partners build the contacts. Relations hi p building with business 

networks enhances a firm's degree of presence in the country. 

Finn size 

The study indicates that firm size is an important predictor of the decision tu 

set up physical presence in the fonn of a sales or a design office. Aiso, larger firms 

tend to set up a continuing legal entity in the form of a solely owned venture. Since 

people are the main corporate asset in engineering consulting firms, the size of a fbm 

is a good predictor of the decision to set up an office. Firm size plays a particuiarly 

critical role as it comters the constraints arisuig fiom difficulty in replicating 

individually held knowledge and the limitations irnposed by high overheads. A larger 

fim has a wider base of both human and financiai resources and the capacity to absorb 

overheads. It c m  more easily allocate personnel to host country offices. 

Summary of highiights of study 

Here is a summary that delineates more clearly the value added by this study. 

The study contributes to our understanding of entry mode decisions of engineering 

consulting firms in two significant ways. First, it arrives at a new theoretical 

conceptualization of the entry mode construct as a multidimensional process. This is 

atbibuted to the project based nature of engineering consulting and to the nature of the 



process of service delivery. Contrary to what the traditional entry mode literature 

suggests, the entxy mode decision is more than just a choice of governance form. 

Further, it is a process because it is a project by project entry that might eventually 

culminate in a more permanent presence in a country. Second, it identifies 

professional service fimi (PSF) characteristics, knowledge held in individuals, teams 

and the organization, relationship building with clients and business partners, and fkm 

size as key predictors of difierent aspects of the entry mode proces. It is important to 

note that the contribution here is not in merely adding these factors to the Hill et al. 

fhrnework but in unraveling the basic foundation of these fïms suggesting that these 

firms are indeed different and, therefore, need to be viewed through a different 

conceptual lens. This becomes apparent fiom the understanding this study provides of 

the professional service fim character of these firms and the project based nature of 

activity and their implications for the entry mode decisions. in addition to their direct 

implications, they also redefine how other factors such as global economies and host 

country environmental factors play out in the context of entry mode. 

The study elucidates what PSF characteristics such as people as the dominant 

asset, reputation, intangibility, and the degree of customization mean in the fontext of 

engineering consulhng. This M e r  helps understand how different PSF 

characteristics affect different aspects of entry mode. Overall, they are important for 

the decision to follow a client into a host country and in enhancing a h ' s  degree of 

presence in the host country. They also strongly emphasize the need for a physical 

presence at the project level. PSF characteristics are clearly important at both the level 

of the country and at the level of a project. 



Particularly significant of the PSF factors are people as the core asset and the 

knowledge they hold. People as the dominant asset play a significant role in shaping 

the effect of other factors, more specifically, global economies, country specific 

environmental factors such as political instability, and the role of individually held 

knowledge in the entry mode process. Engineering consulting firms realize the global 

economies and synergies fiom the sharing of people across offices and projects. The 

mobility of peopie makes the factors, global economies and political instability, less 

deterministic of the entry mode decisions. Further, people hoId the p h a r y  

knowledge base of a fkn  and this shapes the effect of individually held knowledge on 

different aspects of entry mode. Experiential knowledge, both technical and relational, 

is held in people and people holding the knowledge cannot be replicated like 

machines. This constrains the decisions with respect to setting up a permanent 

physical presence, a continuing legal form, and following a client into the host 

country. At the sarne time, the difficult to replicate hurnan beings holding the 

knowledge serve as a source of advantage for the firm in facilitating an increased 

degree of presence in the host country. If a firm c m  hold on to that intellectual capital, 

that is, the people who hold the knowledge, it would predict a fim's degree of 

presence in the country, an important aspect of the entry mode process. PSF factors 

also play an important role in reducing the threat of opportunism. PSF characteristics 

such as the intangible nature of service, the need for face to face interaction, the 

idiosyncratic quality of human assets help mitigate the threat of opportunism from 

business partners. 



Overall, PSF characteristics are significant for different aspects of mode of 

entry in four ways: 

Predict the decision to follow a client into a host wuntry and the degree of 
presence in the host country. 
Predict the need for a physical presence in the host country during the 
process of executing and managing a project. 
Shape the effect of global economies, environmental factors, and 
individually held knowledge on entry mode making these factors less 
detenninistic of the decisions. 
Serve as mitigators of the threat of misappropriation of knowledge or 
opportunism by business paxtners thus introducing flexibility in the choice 
of legal form. 

The study provides an understanding of PSF characteristics much beyond what 

the past service litmature does. The professional service characteristics are important 

and in fact draw our attention to what these fbms do and what they sel1 and the 

foundations on which they are built. 'The role of PSFs is not just limited to being 

added as another factor to the Hill et al fiamework. But it highlights what is inetinsic 

to these firms and helps understand how other factors operate in the context of the 

basic professional service character of these firms. 

The study clarifies the role of knowledge in different aspects of entry mode by 

expounding the notion of knowledge in terms of what it is about and where it is held. 

In the Hi11 et al. fkmework, implications of knowledge for the entry mode decision is 

conceptualized in terrns of its proprietary nature and tacitness without delving into 

what the knowledge is about. This study identifies the différent types of knowledge 

that are crucial to the process of s e ~ c e  creation and delivery. These knowledge are 

held in individuals, teams, and in the organization. Knowledge, mainly of an 

experiential nature, both technical and relational, is the source of advantage in these 



firms. Individually held experientiai knowledge in the application and adaptation of 

technical knowledge and of relationship building appears to be most critical for 

different dimensions of the entry mode process. Captwing the experiential and 

embedded nature of knowledge makes clear the implications for entry mode decisions. 

This understanding of the attributes of knowledge in context of what the knowledge is 

about and where it is held also explains why the threat of opportunism or 

misappropriation of knowledge by business partners is not a major concern for 

engineering consulting fims. The study finds that most of the mitigators of 

opportunisrn are related to the nature of knowledge. Difficulty in replication of 

individuaily held knowledge and difficulty in recreating the experiential base or past 

accurnulated experiential knowledge, technical and relationd, at the leveI of the k n  

mitigate the threat of opportunism tiom business partners. When the threat of 

misappropriation of knowledge is a major concern and important to the entry mode 

decision, as the literature suggests, it becomes al1 the more important to try and 

comprehend what the knowledge is about in order to assess its susceptibility to 

opportunism. 

Overall, this study adds to our understanding knowledge and its role in 

different aspects of entry mode in the following ways: 

identifies knowledge ernbedded at three levels - individual, team, and 
organization - that are cnicial for service creation and delivery 
Individually held knowledge and the difficulty in its replication predict the 
decisions about following a client into host country, physical presence, 
continuing legal form and the degree of presence 
Providing knowledge of organizing predicts the decision to set up 
continuing legd form and leans more towards a solely owned venture 
Difficulty in replicating individually held knowledge and difficulty in 
recreating the past accumulated experiential knowledge in the fhn mitigate 



opportunism. This is tum maltes the threat of opportunism insignificant for 
the choice of legal form decision. 

It is imperative for the mode of entry research, not just in the context of 

professional services, to expand the notion of knowledge and for PSFs it is definitely 

important given that knowledge is inherent to these m s .  

One of the most noticeable outcornes of this study is that protection of 

knowledge does not appear to be a major concern in this industry. As discussed 

earlier, knowledge related factors, PSF factors and relationship building factors reduce 

the threat of rnisappropriation of knowledge by business partners. T'us, contrary to 

prior entry mode research concern for protection of knowledge is not a key driver of 

the entry mode decision, more specifically the choice of type of legal fonn decision. 

In fact, the study provides a new insight into how client -side opportunism might be a 

bigger concem for engineering consulting firms. Overall, the study highlights the 

following about the role of oppomuiism, a transaction cost factor, in the study 

Threat of rnisappropriation of knowledge or oppominism from business 
partners is not a signifiant deteminant of the choice of legal form aspect 
of entry mode. 
Threat of oppominism appears to be mitigated by 
- Knowledge factors - difficulty in replicating individually held 

knowledge; difficulty in recreating expetiential knowledge accumulated 
over thne in the firm 

- PSF factors - degree of intangibility ; need for client-consultant face to 
face interaction; human assets being difficult to replicate 

- Relationship factors - Relationship building with clients, home country 
firms, and business networks 

Threat of opportunism kom clients important in the context of entry mode 

This study sheds light on the crucial role of relationships that zre not a part of 

the Hill et al. fkamework and have not been explicitly explored in the past entry mode 

literature. This can be partly attnbuted to the relatively depersonalized nature of 



manufachinng. Relationships and relationship building with clients, business 

networks, and business partners in the home and host countries play a aitical role in 

di fferent aspects of the entq mode process of engineering consulting firms. 

Relationship building assumes greater imporiaace in the light of the personalized 

nature of the service and the project orientation of the industry. The following 

relationships ernerge as important for different aspects of entry mode: 

Prior relationships with clients predict decisions about following a project 
or market and following a client into the host country 
Prior and subsequent relationship building with home country fixms 
predicts decisions about physical presence, contiming legal fom, and the 
degree of presence 
Relationship building with business networks in host country predict 
decisions about physical presence, the type of legal f o m  and the degree of 
presence in the host country 

Finally, the size of the fimi is a critical factor in the various aspects of the enîxy 

mode process. Size appears to play the role of countering the constraints imposed by 

the difficulty in replicating intellectual capital and high overtieads in the engineering 

consulting activity abroad. Size was not a part of the Hill et al. fkamework although it 

has been identified in other entry mode studies as a determinant of the choice of legal 

This study contributes in two other important ways. First, it has attempted to 

operationalize difficult to measure concepts such as the professional s d c e  

characteristics and the nature of knowledge. This was an important f h t  step or a 

prerequisite for understanding the role of these factors in the entry mode process. The 

measures muld be fùrther refined in fùture research. Second, this study emphasizes 



the significance of unique industry characteristics, a project orientation beïng central 

to the engineering consulting industry . 

In sum, this study arrives at a theoretical fiamework for overseas enby mode 

decisions of engineering consul ting firms, one type of professionai service finn. It 

goes beyond the Hill et al. fknework by drawing attention to the fondation of these 

firms defined by their professional service characteristics and the project based nature 

of activity. In fact, this f icher  redefhes or reshapes the factors in the Hill et al 

h e w o r k  including the entry mode constnict itself. In this sense this study is not just 

an expansion or minor modification of the Hill et al. framework but it arrives at a 

theoretical fiamework for entry mode decisions that is built on an understanding of the 

basic foundational elements of these h s .  

The above discussion provides the highlights of the study that enrich our 

understanding of the overseas entry mode process of engineering consulting fimis. It 

elucidates in particular the role of professional service characteristics of engineering 

consulting and features idiosyncratic to the indusûy. It aiso draws attention to the 

scope for m e r  research in the process aspect of entry mode. This issue warrants 

some discussion. 

Further exploration of the process aspect of entry mode : An avenue for future 
research 

As is clear, the study has uncovered two things about the entry modes of 

engineering consulting firms. One, entry mode is a process and two, it is a 

multidimensional constxuct involving decisions around five different aspects. 

Oecisions with respect to each aspect or dimension may be made at dîfierent points in 

time. The entry mode decision, therefore, has an "emergent" quality. As opposed to 



being a static one time unitary decision the mode of entry into a country is a 

multidimensional process that emerges or evolves over tirne. Thus, the entry mode 

choice is not very purposefully and deliberately made in advance but takes on the 

characteristic of an emergent strategy (Mintzberg and Waters, 1 98 5 ; Minzberg, 1 98 7). 

In fact, this raises the question about the appropriateness of using the temi decision. 

The qualitative analyses in the first phase of the study drew attention to how 

different b s  have different configurations of the various aspects or dimensions of 

entry mode at a particular point in time. The study, however, does not delve M e r  

into whether there is a pattern or sequence in which the decisions regarding the five 

dimensions of entry mode materialize or if there are distinct patterns by which 

different fims could be categorized. One methodologid limitation of the second 

phase of the research was its inability to capture the processual aspect of mode of 

entry. It was appropriate for understanding the role of different factors in affecting 

various aspects of the process. But it did not shed light on theprocas, especially in 

revealing if there was any sequence in which the decisions around the different aspects 

were typically made. 

For future research it will be interesting to explore the entire process of entry 

from the time of the fim's first entry into the host country until a current point in 

time. Studying the process will provide a more realistic picture of how the events 

unfold in the processual sequence and shape the decisions made at different points or 

stages in the process. This may reveal if the process unfolds differently for different 

firms and if f ims can actually be classified by varied patterns of entry mode. Further, 

cornparisons can be made across f ims to determine why different patterns emerge. 



For example, variations could be attributed to particular events specific to a h and 

its historical context, to environmental factors in various host countries and so on. 

Teasing out patterns and understanding the underlying rnechanisms that give rise to 

the differences can be captureci by analyzing the process. One thing that remains 

unclear in this study is what qualifies as a permanent degree of presence, that is, how 

many years of presence in a country constitute a permanent degree of presence. A 

processual analysis will help determine if there are any key transition points to higher 

degrees of permanency in the entire entry mode process. Thus, as an area for fiiture 

research, understandhg the process aspect of mode of entry and uncovering patterns, if 

they exist, will be interesting and inform the entry mode processes of not only 

engineering consulting but other project based activities as well. 

In the final and concluding section, 1 discuss the implications of this research 

for the entry mode Iiterature and for studying professional service h s .  1 also draw 

attention to how this research might be useful fiom a practical standpoint. 

Impücations of research for entry mode Literature and for professional service 
firm research 

This study adds to the entry mode Li terature the knowledge of entry mode 

decisions of a professional service industry. Lack of research in entry modes of 

professional service firms is a definite gap in the literature and this study serves to 

narrow the gap. Theoretically, the more pertinent question to ask of this study is if it 

points to a need for a different conceptual fiamework for PSFs than that is provided by 

past entry mode research. Given the status of research in entry modes of PSFs, it is 

difficult to Say anything conclusively about the need for a completely new fhmework. 



But this one study has led me to believe that a theoretical h e w o r k  for entry mode 

decisions of PSFs is more than just the result of minor modifications and additions to 

the existing entry mode decision model. This is supported by two things that the study 

confirms. First, professional service fhns  are di fferent. Second, within the 

professional services sector there is much heterogeneity and the idiosyncratic nature of 

the industry has a signifiant bearing on entry mode decisions. In fact, this study is a 

convincing illustration of the value of doing industry specific studies to be able to 

capture the nuances of a particular industry. In engineering consulting, the projet 

based nature of business has been key in shaping the entry mode decision framework. 

Each of these issues is discussed in the next two sections below. 

Pro fessional service f;nns are dlfleren t. Diffêrences between manufacturing and 

professional service firrns stem fiom two factors. First, they are different in tenns of 

what they do and what they perceive as a "product". Second, they are different in the 

nature of their çore assets. What manufachring h n s  do is much more routuuzed, 

standardized and depersonalized. The notion of a product is tangible and measurable. 

On the other hand, professional services sell a process and this study reaffirnis this in 

the context of engineering consulting firms. These firms clearly do not wmpete only 

on making better designs but on the process of service creation that culminates in 

something tangible, a design. The process entails problem solving through application 

of different types of knowledge, customization, human interaction, relationship 

building, and alleviating uncertainty, al1 which are at the kernel of what these firms 

sell and herein lies their cornpetitive advantage. This is a big factor in explaining why 

entry mode for these firms is more than just a choice of legal form. Other dimensions 



become important. Clearly, what the firms sel1 and what they perceive as their product 

is shown in this study to be important in affecting different aspects of entry mode. 

The nature of the core assets is different. Manufactwing is dominateci by fixed 

assets that can be replicated, that are not mobile, and it derive economies of sale 

mainly fkom production or use of technology. In engineering consulting and other 

professional services, people are the main asset. People are not replicable, they are 

mobile and offer limited and different types of economies arising mainly fkom their 

mobile nature. People hold knowledge. People team together and hold knowledge as 

a team. They comprise the organization as a whole. People build relationships. 

People build a reputation because the business is highly personalized and the 

organization cornes to acquire a reptation through them. People are difficult to 

replicate in terms of experience and quality. Teams comprising the people are even 

harder to replicate. The difficulty in replicating people and teams in tum wouid make 

it di fficult to recreate a whole firme This study demonstrates the central role of people 

and the knowledge they hold in affecting different facets of entry mode and shaping 

the effect of other factors. 

If one were to compare the fiamework arrived at in this study with the Hill et 

al. tiamework, the starting point for this study, there is an overlap in the determinants 

of the entry mode decision in both the fiameworks. Global economies are relevant, 

country specific environmental variables are relevant, transaction specific factors such 

as the nature of knowledge is relevant. But this study sheds light on the importance of 

understanding what these concepts really mean in the context of professional senice 

firms, more specifically in the context of engineering consulting. Global economies 



arise in this industry fiom the mobility of staff, which provides these h s  more 

options in the choice of mode of entry. Country specific variables are important but 

their impact is cuuntered again by the mobile nature of the core asset. Transaction 

cost issues such as the threat of opportunism is mitigated by the difficulty in 

replicating knowledge held by people thus introducing flexibility in the choice of legal 

forrn. 

The way these factors operate in the context of PSFs takes away the 

detenninism fiom the model. Thus, a rather detenninistic entry mode model is 

transfonned into a much less detemirlistic one in the context of PSFs with many more 

options built into it. This is because manufacturing and PSFs are built on different 

foundations and different cornpetencies. in some sense it is like comparing apples and 

oranges. This study quite convincingly demonstrates this in the context of entry mode 

decisions and consequendy, raises an important theoretical question about how 

research in PSFs should be approached. Existing theoretical tiameworks or 

knowledge grounded in manufacturing is certainly a rich resource and a good place to 

start for exploring PSFs. But the critical issue is how this existing knowledge is 

utilized. The approach should not be to situate PSFs within the confines of existing 

models and produce variations of the models to achieve a fit. Rather, this study points 

to the need to understand existing models in the context of PSFs. In 0 t h  words, 

PSFs should be used to substantially inform theory rather than have existing theory 

define the boundaries with some room for modification. Implicit in the approach of 

directly applying existing frameworks to PSFs is the assurnption that PSFs are like 

manufacturing, only somewhat different. This approach detracts fiom truly 



understanding the firms. Existing research in PSFs and this study demonstrate that the 

generic characteristics that are used to characterize these fïms are not mere modifiers 

but are innate to the firrns, B a d  on this an argument can also be made that the 

approach to studying PSFs needs to go beyond aiming for modifications and variations 

of existing models. Having said that this raises issues about methodology. 

This study clearly started with a strong theoretical fiamework and was 

modified by adding on professional senrice characteristics. However, this h e w o r k  

was only used to provide a starting point for a more in depth exploration of the h s  

and their entry modes. The qualitative phase of the study allowed me to distance 

myself fiom a rigid h e w o r k  and to approach these firms for what they are. This 

facilitated understanding what the elernents of the existing mode1 mean in the çontext 

of these firms and what else might be salient. The second phase continuai the process 

of exploration with the objective of seeking more clarification of what was observed in 

the first phase. Qualitative or mixed methodologies are more appropriate to achieve 

the objective of theory building for professional service fkns. 

Industry speclïic studies. An important implication of this study is that it illustrates 

the advantages of industry specific studies in the professional services sector. The 

proj ect based nature of engineering consulting obviousl y has a signi ficant bearing on 

its entry mode decisions. The concept of entry into a country and consequently the 

mode of entry assume a different meaning on account of the project by project entry of 

these h s .  In fact, the study indicates that the professional service characteristics 

take on a specific meaning in the context of idiosyncratic features of the service. The 

role of people as an asset takes on greater relevance since relationship building is 



critical in a project based business. Reptation assumes greater significance because a 

firm's sunival is incumbent on a continuing flow of projects. The degree of 

customization is very hi& as each project is unique. Therefore, the processes that 

these f ims sel1 need to be adapted project by project. It was possible to so fûlly 

capture the project based nature of this industry and understand its implications for 

entry mode because it was a single industry study. 

At the same tirne, the knowledge and insights that this study brings forth are 

not just limited to engineering consulting but can also inform international entry 

decisions of other businesses that have a project orientation and enter an overseas 

market on a project basis. For example, within the professional services sector, 

management consulting is another project based activity and this study could be useful 

in understanding its overseas market entry decisions. Other than professionai service 

fims, health care organizations entering international markets can be particularly 

interesting to examine within the entry mode process h e w o r k  arrived in this study. 

These organizations provide services internationally on a project by project basis, 

especially in developing couniries. Some of the issues that these organizations face 

related to their enüy mode process are likely to be similar to engineering consulting 

not only because they are project oriented but also render a service and rely on people 

as the main asset. 

Overall, this research has three implications. First, theory building for 

professional service firms needs to move beyond rninor modifications and variations 

to existing theoretical fiameworks. This is especially bue for research in various 

aspects of intemationalization of these firms. Second, qualitative modes of enquiry 



are likely to be most appropriate to understand these firms for their own sake, 

unencumbered by the need to view thern in t m s  of their degree of likeness to 

manufacturing. indepth qualitative studies will also help opemtionalize difficult 

concepts amenable to m e r  more systernatic quantitative investigation. Third, given 

that professional services are hetemgeneous and research in PSFs is d l  in its infancy, 

industry based studies are a logical path to follow for theory building. 

Professional service fhns are an important source of knowledge creation in the 

global economy and are growing in influence at an unprecedented rate. The change in 

the role of PSFs is occurring too fast, putting managers up against mounting 

challenges in organizing and managing these complex firms. This study particularly 

reflects the conflict and constraints managers experience in dealing with the difficult 

to replicate intellectual capital and hi& overheads on the one hand and the need to 

expand their project base and clientele international1 y while maintaining wnsistency 

in quality and the elernent of innovation. This research, therefore, not only adds value 

theoretically in the areas of organizational theory and international management but 

also has practical implications. It is a step towards assisting those managing these 

firms, particularly the global aspects, in understanding what malces these firms 

different. While it is of direct relevance to managers in the engineering consulting 

industry it can also be illuminating for other professional service industries such as 

accounting, management consulting, and law which share a cornmon foundation in 

terms of the core asset and in being service providers and problem solvers. 
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APPENDIX A 
PHASE ONE: INTERVIEW SCHEDULE 

I briefly explain my research question. 

SECTION 1. Generai background and context 

Can we start with a brief histov of your fim? When was it founded and how 
have its operations changed from the tirne of its founding? What are your areas 
of specialization and the range of services you offer to the client? (See sections 
six and seven of interview protocol for details). 

Currently, what is the size of your finn in terms of the number of s t a m  1s this a 
partnership f o m  of organization? How many partners? Who does the r a t  of the 
staff comprise? 

Can you briefl y talk about your domestic operations? 

FoUow up questions: 
No. of branct;es/subsidiaries in the cowitïy 
What kind of cornpetition do you face? 
What is your market share? 
What have the market conditions been - growing, maturing, changes in go= regulatioos? 

Let's move on to your international operations? Can you provide a brief history - 
when did you go international and why? 

FoUow up questions: 
Which countries did you enter fmt and why? 
Which countnes are you operating in at present? 
Who are your clients - private individuals, other engineering firms, host c o u n t ~ ~  
governments? 
Could I get a copy of your f m ' s  brochure and any other wrinen material on its domestic 
and international operations? 

SECTION II: Modes of entry or modes of deüvery of service in international 
markets 

1. Which markets or countries are you operating in? How did you enter these 
markets - by joint ventures, solely owned venture or just sending a team of 
people there .... ? (Researcher fills out the matrix with at least 3-4 examples, see 
section eight of i n t e ~ e w  schedule for details). 



Follow up questions: 
Can you give a rough idea of the nurnber of each type of mode of entxy used for your foreign 
assignments in the past 5 to 7 years. 
Seek clarif~cations on the different types of modes - possible equivalents with those in the 
manufacniring sector, e.g., is an independent office in the host country a wholly owned 
subsidiary or green-field venture? 
Joint venhue - what kind? What is the basis of control in a joint venture or any other alliance 
or association - equity-based or expertise based or on the basis of the range of activities or 
which particular part of the activities the partner is performing? 
Exports (if any) Wbat do exports mean in context of your business? What are you exporting 
and how? Sirnilarly, about other non-equity contracaial modes. Do you export directly to the 
client or to another consultant in the host country? 

2. Fil1 out a short survey: 

Different types of modes adopted by the Company in the past 5-7 years 

SECTION In: Nature of PSFs ( eng inee~g  consulting in particular) and its 
implications for the choice of mode 

1. Can you talk in detail about al1 the activities involved in delivering a service to a 
particular client, starting with how you and the client got in touch right to the 
final product? You could take any specific example of a project done recently. 

la: FoUow up questions: nature of service 
What exactly are you delivering to the client at different stages of the service production 
process? Different types of knowledge? 
Can you put what you are delivering (ideas or knowledge) on papa or some visible, tangiile 
form? What impact does that have on the client? If what you sel1 is highly intangi'ble, does 
the client feel insecure, uncertain about the quality of the final outcome etc.? What do you 
do to convince the client or win hislher confidence? 
Does the intangîbility make it dficult to fuc a prke or fees for your services, given the 
client's uncertainty? 
In the initiai negotiations with a potential client, how much do you reveal the basic 
engineering design? Have you encountered situations where the client walks away with your 
basic ideas? How do deai with tbat? Especially in case of exports where you may be 
providing just the design, do you see this kind of opportunism. 

Ib: Follow up questions: client-consultant interaction 
Could you please elaborate on the role of personal interaction between you and the client? 
What stages of the service delivery process, you just d e s m i d ,  is the interaction necessary? 
Can you manage the interaction by e-mail, faxes, telephone calls etc. or do you feel the need 
to be present in the same place as the client? 
Why is this personal interaction important? (to inculcate trust and security in the client, 
establish reptation and credibili ty.....) 
1s it possible to speciQ a conclusive contract with the client at the time of finalizing the 
initial contract? Or is there continuous bargainiag, negotiating, and modifications at the time 
of executing the contract? 



1 c: Foiiow up questions: inseparability 
0 Do you think that your service requües the provider and the client to be present at the same 

place. i.e., do you see it as a service which requires it's production and consumption to be 
s imul taneous? 
Or does this inseparability hold for only certain parts of service delivery ~TOCCSS or for 
delivering certain types of knowIedge. Please explain- 

1 d: FoiIow up questions: customization 
Are your senices highly customized or tailor-made to a particular project or is there 
possibility of repetitive use of the designs? What is it that can be repeated? In îhat case, do 
you run the nsk of yow designs king disseminated - used by clients who may be another 
engineering f i  or by joint venture parmers? 1s that possible? 
Regarding customization - does it involve a lot of participation of the client? Does it cal1 for 
more h u e n t  interaction with the client - continuous negotiations because there is greater 
uncertainty involved? 

2. How do you perceive the nature of your business as compareci to manufacturing? 
What are the features of professional services such as yours that are 'unique' and 
differentiate you fiom a manufacturing firm? 

SECTION IV: Entry into a specific overseas market 

1. 1 would now like to tum to your mode decisions. It might be easier to focus 
on any one project or assignrnent you are doing in a particular country. Please 
tell me the story of your actual entry into this country? Why this country? What 
mode did you use to enter this country and most irnportantly why did you choose 
this mode? 

la: Foiiow up questions: psf characteristics 
Did the type or nature of knowledge that you were delivering affect your choice of mode? 
Could it be exported or transferred by another consactual form? If not, why not? You could 
have chosen any one oFa greenfield or just sending a team of people or setting up a joint 
venture if you wanted to be on site (or in case of inseparability). So how did you make this 
choice? 
Did the lack of tangibility or visibility of what you were se lhg  affect your choice of mode? 
The need CO establish a reptation and crediùility quickiy - any effect on choice of mode? 
Does a high level of customization make one mode more suitable than another? 

1 b : FoUow up questions: environmental issues 
0 Market size of the host counüy 

Political condition 
Govt. regulations with respect to local content requirements, qatnation of profits, currency 
convertiiility, price controls 
Rules laid down by professional associations 
Cultural issues - business practices, bargainhg practices, perceptions of quality, language, 
communication patterns, need to customize to a different geographical terrain, different raw 
materiais 
Previous experience in the country or a similar environment 
Sizeofyourfirm 



lc: FoUow up questions: giobd strategic variables 
Do you €id yourself competing with more or less the same set of players in different 
markets? If yes, does that put pressure on you to establish a presence in the host country? 
If you see potential dernand in a country or a region would you set up an office even if you 
did not have any work - a strategic motive? 
in your business are there any global economies of scale and scope which might influence 
your choice of mode of entry into a certain country? 

Id: FoUow up questions: uncertainty, asset specificity, opportunism 
Do you see a lot of uncenainty right from the formation of the contract to the end product? 
Do you make a lot of investment specific to a project which may not find an alternative use, 
thus causing the client to be opportunistic? How do you rninimize that risk? Any 
implications for the mode you might choose? 
in a joint venture or any other form of alliance, can a partner walk away with the howledge 
you are providing? If yes, does that deter you h m  adopting that mode? 

SECTION V: Some questions to sum up 

1 . AIlude to some of the other entries. Say if a certain mode like joint ventures 
dominates - 1s this because of the nature of the business, other factors? In this 
other case, you went in for a solely owned office - why not a joint venture - what 
was different about this situation. Or why an acquisition in another case? Or why 
just joint ventures? 

2. What do you consider as your competitive advantage in the international market? 

SECTON VI: TYPES OF SERVICES OFFERED BY YOUR ENGINEERING 
CONSULTANTS - f LEASE CHECK 

1 . Pre- feasi bility/ Pre-investment/ Feasibility studies 
2. MarketITariff studies 
3. Economic and cost-benefit analysis 
4. Research and development 
5. Patents 
6. Preliminary\final design 
7. Quantity SurveyingICost estimating 
8. Contract documents and bid evaluations 
9. Supervision/Inspection of Construction 
10. Construction Management 
1 1. Project Management 
12. Technical assistance 
1 3. Start-up operations 
14. Product/Production Technology and management 
1 5. Process evaluation and Selection 
16. Quality Control 
1 7. Operations and maintenance planning 
1 8. Training and transfer of technology 
19. Accident Investigation 



SECTION VII: ENGINEERING CONSULTING - SPECIALIZATIONS 
Com- 
rnunica 
-no- 

1.  Different types of modes adopted by the Company in the past 5-7 years. 

2. How many of each type and in which country? 

I 1 

Minuig 
&ma- 
tallurgy 

Geo- 
logy 

- For- 
auy 

En- Muni- 
Cipal 

Oii & 
gas 

- Envir- 
onment 

Trans- 
Pon 



APPENDIX B 
List of Conceptua1 Categories (Nodes) and Subutegoria (Sub-nodes) creatd in Nad*ist 

Andysis 

)- Basic Company information - 
+ Historical back ground 
+ Factual data - size, revenue, specialization, countries of operation, offices 

Entry mode process - four dimensions 
+ Degree of Presence (temporary , transitory, permanent) 
+ Focus (projet, market, evolving) 
+ Legal form 

Partnership - associations; subcontractual agreements; temporary joint 
venture; permanent joint venture 

Q Solely owned venture 
O Acquisition 

+ Physical presence 
O No office - h u e n t  visits, e-mails and faxes 
LI Office - Project office, 2- 10 persons office, Larger liaison office 

Design office, Country office, Regional office 

). Professional service firm characteristics 
+ Credibility or reputation 

o Technical expertise 
u Relational skills 

+ htangibility 
o Nature of product 

+ Consultant client interaction - need for client-consultan 
+ Degree of Customization 
+ Human assets 

n Overheads 

it interaction 

P Nature of intellectual capital Aifficulty in replication 
+ lnseparability 

)- Relationships 
+ Pnor relationships with clients 

Prior relationships with business partners 
CI Home country 
o Host country 

+ Relationship building with clients 
+ Relationship building with business partners 

o Homecountry 
O Host country 

+ Relationship building with business networks in host country 



9 Transaction costs variables 
+ Types of knowledge 

a Individually held knowledge 
a Team based knowledge 
a Organizationall y held knowledge 
a Replication of knowledge 

+ Opportunism 
P Business Partners 
o Clients 
O Opportunism and knowledge 
O Opportunism and legal form 

F Client's preferences 
4 Client's preferences - continuous interaction, stability and commitrnent, for 

expertise of specific firms 

). Project specific characteristics 
Range of services performed 

+ Organization and coordination 
o Logistics of work - execution of projects 

> Firm specific issues 
4 Size 
+ Degree of multinational experience 
+ Prior experience in host country 

). Country specific issues 
a Demand conditions 
a Culture and business practices 
o Poli tical environment 
D Governrnent regulations 
a Level of technical and managerial expertise 
O Nature of client base 

;i Global strategic variables 
O Use of existing network of offices 
o Economies in the use of a team 
a Economies for a diversified finn 



EXAMPLES OF FIRM-WISE PROFILES OF THE FOUR DIMENSIONS OF THE 
ENTRY MODE VARIABLE 

1. ABC International 
Staff: 800 
International work: 30 years 
Specializations: general consulting engineering, elecaic, power, transportation, 
a@ culture, econornics, environmental 
SeMces: prefeasibility, feasibility, al1 design work, supervision of construction 

Presence 
Permanent: after h t  
project lot of work 
foiiowed; been working 
there 25 years 
Permanent: afier fmt 
project a succession of 
projects followed; 
w o A g  25 yean 
Permanent: working 
there 15-20 years 

Transitory (lot of 
market potentiai); 
workuig 5 years 

Legal Mode 
Solely run project teams 

Solely nin project teams 

1. joint vennue or an 
ongoing technology 
concern with a local; 
provide technology 
assis tance. 
2. do many other 
projects in imgation, 
power. rnining etc. other 
than above 
Permanent joint venture 
(created aimost 
immediately probably 
due to excellent 
credentials and past 
reptation of local 
partner) 

permanent joint venture 
(did it aimost 
immediately due to very 
bright prospects - lot of 
infrastructural work 
available) 

Physicai Presence 
- 

P roject offices on 

Project offices on 
client's premises 

Office or support 
center that looks 
for more work 
and coordinates 
existing w o k  
SUPPOrn 
emplo yees 
coming and 

- 

Focus 
Market focus 
evolved fiom 
a project 
focus 
Market focus 
evolved from 
a project 
focus 
Market focus 
evolved fiom 
a project 
focus 

Market 

Market 



2. XYZ Inc. 
Staff 300 (large for a building services - mechanical and electrid) 
International work: 12 yrs (approx.)(did some work in the 1970s) 
Specializations: mechanical, electrical engineering for commercial buildings, sports 
stadiums, airconditionhg systems, electrical systems and lighting, fire alarm systems 
Services: pre feasibility, feasibiity studies, design, supervision of construction on a 
Iimited basis, construction admiaistration 
International revenue: 60% 

Country 

London 

Germany 

Malaysia 

Hong Kong 

Korea 

China 

Presence 

Permanent (ken there 
for ten years; it started 
with the client going 
there -"client and a 
project m d  grew fiom 
there. ." 
Temporary (one big 
ongoing project 
encompasses 5 
buildings, two of which 
NY based architects are 
working with this f m  
in NY; 3 handled by 
Gennan archi tects 
dong with the German 
engineering consulting 
fm, the joint venture 
partner) 

Temporary (3 projec ts 
undeway) 

Transitory 

Missing Information 

Transitory or alrnost 
permanent (soucis Iike 
many jobs have been 
done there over some 
tirne) 

Legal Mode 

Branch office or wholiy 
owaed subsidiary 

Permanent joint venture* 

Subcontractual with NY 
based architects, aiso 
subconsultant to a Malay 
engineering finn even 
though this f m  d w s  no 
design work 
Subcontractual relationship 

Contractuaily working for 
owner. A local f m  
involved but no forma1 
contract between US f m  
and chat f m  but informai 
contact important 
Subconsultant to US based 
architects and associate with 
Cbinese design institute 

Physical 
Presence 

1. very fiequent 
visits to 
Germany in the 
course of the 
project) 

2. a smail office 
with one local 
person a 
receptionist who 
answers the 
p h o ~ e  - 
marketing/ 
sales offiie 
One person on 
project site 

Located in a 
local 
engineering 
f m ' s  
premises* 
Missing 
Information 

One person on 
oumer's 
premises in case 
of a particular 
project* ** 

Project (2 
large 
projects) 

Project 

Project 

Evolving 
fiom a 
project focus 
to market 

Missing 
Information 

Market 



*the joint venture exists on paper only required by govt. regulaîions and for tax 
reasons. No people there and small tearn sent there when handing over the final 
design, which is completed in NY in association with N Y  based architects. 

**thme is no contractual relationship with the local fimi. The US £km hires this fïrm's 
services on an as needed basis for doing small pieces of work. in the long term the US 
firm plans to establish a more permanent relationship with the local firm in the form of 
a permanent joint venture or an acquisition. his also illustrates how certain 
relationships arising at the project level influence the 'form' of permanent presence - 
in this case it is likely to be a partnership or acquisition. 

***the owner/client on this project wanted a full time representative. But in general 
the need for physical presence seems to be minimized because the Chinese partners, 
the design institutes, can handle the detailed engineering part afier the US finn 
completes the conceptual design. 

3. HLW 
Staff: 266 
International work: 25 years 
Specia1ization:architecture-engineering firm - mechanical, electrical, plumbing, fire 
protection and structural engineering design 
Service: prefeasibility, feasibility, design; construction management and project 
management done on a small scale 
International revenue: 25% 

China 

Saudi Arabia 

Jordan 

Presence 
Transitory (been 
there 2-3 yrs; 
couple of projects 
going on) 

Temporary (2 
projects done) 

*this office was opened after there was enough activity going on in Shanghai. There is 
a receptionist there. No other staff on a permanent basis. Teams of engineers corne and 
go and use that office; it serves as a contact point for clients. 

Physical Presence 
One room 
representative 
office* 

Legal Mode 
Associations or 
subcontractual 
arrangement witb local 
parmer (the f m  may be 
either the lead firm or 
the subconsultant) 

In the process o f  
creating a wholly owned 
officet*** 

**entend the first time round to target the market - a deliberate strategy. 

Focus 
Markett* 

Joint venture (creating 
separate entity) ** 

Marketkegional 

***for each of the two projects a joint venture entity had to be created due to govt. 
regulations. 

Project 



****this is to ckumvent the requirement to do a joint venture in Saudi Arabia The 
Jordan office will serve the Saudi market. The fh is w a i ~ g  for a large project/s 
opportunity in the Middle East. 

4. Tams Consultants 
Staff: 500 
International work: 50 year, decreased dramatically since the 1970s 
Specializations: transportation projects involving roads, airports, railroads, ports; do a 
bit of energy, environmental, imgation, water supply projects 
Services: feasibility studies, fina1 designs, preparation of bid documents, supervision 
of construction 
International revenue: 20% (fell fkom 70% in the late 60s) 

- - 

Country- 
Equador 

E ~ Y P ~  

Presence 
Transitory 

Ethiopia 

Joint office with 
the local associate 

-Legai Mode 
Wholly owned 

Physical Presence 

I 

Smaü office 

Focus 
Project ( th t  

Transitory 

Transitory 

entercd on landing a 
project and grew 
fkom there) 

Association 

Solely run teams 

Market (completed 
the first project and 
the associates 
together are now 
looking for more 
work ) 

Market 

*registered the firm there as per govt. regulations. The office serves ongoing projects 
as some design work is done there. It is afso actively looking for more work. It is 
staffed on a need basis. So a finn fias been created there legally but teams of people 
corne and go depending on the project work. 



APPENDIX D 
PHASE TWO: INTERVIEW SCEEDULE 

Section A: General questions 

AI What are the areas of specialization of the firm? Explain the kind of work 
involveci in this area. If there is more than one area which is the dominant one 
in terms of percentage of total revenue? 

A2 What is the size of yow firm in terms of the number of employees in al1 
offices? 

A3 What is the total revenue of the finn? 

A4 When did yow fkn start doing overseas projects? 

A5 Approximately, what percent of the total revenue cornes fiom international 
operations? 

A6 What countries are you currently dohg projects in? 

A7 I would now like to focus on the finn's operations in country x. 

A8 What percent of your total revenue is represented by the operations in country 
x? 

Section B: Four dimensions of the entry mode variable (dependent variable) 

BI 
B la  

B l b  

Blc 

Presence 
How many years is it since the firm's h t  entry into country x? 

How many projects has the firm done in the host country (include projects in 
progress)? 

Please give the dates when each project started and ended (completion dates 
wherever applicable)? 

Completion date 
Proj 1  
Proj 2 
Proj 3 
Proj 4 

- Start date 



B2: Focus 
Did the firm enter the host country after being awarded a project? 
Yes No 

AAer getting and staxting the first project was there an effort to look for more 
project opportunities locally in the host country as well as in the region around 
the country? What did you do to scout for more work? 
Yes No 

Did the firm enter the host country with the deliberate strategy to exploit it as a 
market, that is, before being awarded any project? Comments 
Yes No 

At the time of your firm's first involvement in the host country (Y or N) 
Did the firm have a staff rnembeds who had prior relationships in the host 
country? 
Did the f i m  have a prior relationship with a business partner in the host 
country? 
Did another professional firm (engineering, architectural fims etc) have prior 
relationships in the host country through which your f i m  got the opportunity 
to be involved in the project? 
Did the firm have a prior history of working for the client? 
Did the fh follow a client into the host country? 
Was the first project obtained through CIDA, World Bank, or other financial 
institutions? 

B2e To what extent do you think were the following factors instrumental in the firm 
getting more project opportunities (that is after the first or second project) in the 
host country: w 

The World Bank or other 
Financial institutions 
Relationships built in the course of 
past projects with another 
engineering consulting or other 
professional f m  in the host 
country 
Relationships built with another 

country 
Relationships built with clients over 

extent 
extent 

3 
To a fair 
extent 

4 
To a 
considerable 
ex tent 

5 
To a great 
extent 

- 



B3 Legal form 
B3a What type of legal arrangement was made in case of each of the projects in 

country x? (In the case of associations was the finn a primekad partner or the 
subcontractor/subconsultant? The terms subcontractor and subconsultant are 
used interchangeabl y in the questionnaire): 

Project 1 Project 2 

P 
I 1 

Single f i  project 1 ! 
a temporary/project 
joint venture 
Subcontract/associ 
ation 
solely owned 
Company or 
subsidiary 
permanent joint I 
venture 
Acauisitions 
O ther 
CLiENT TYPE 

Project 3 Project 4 Project 5 1 Arrangements 1 
continuhg 
beyond the 
Iength of the 
projects + 

(If applicable) At what stage did you set up a wholly owned office or an 
acquisition or a permanent joint venture (whatever the case)?: 
1. before getting any project 
2. after being awarded one projet 
3. after getting a second project 
4. after getting a third project 
5.  other 

Let's talk about your most recent project. Which of the following services did 
you provide in the case of this project? 
1. feasibility studies O_____- 

2. concepnial designs --_____ 
3. detailed engineering O------ 

4. supervision of construction ------- 

Was this project under discussion obtained through CIDA or the World Bank or 
other financial institution? 
Yes No 

Did your !kn get this project opportunity due to the personai relationship of a 
staff member of the b? 
Yes No 



Was a pnor reiationship of your firm with another professional fïrm in the home 
country (e-g . , archi tect, another engineering consul ting fimi) instrumental in 
getting you this project in the host country? 
Yes No 

Did your firm work on more than one project for the same client? 
Y es No 

Did you collaborate with the sarne business partner in a previous project? 
Yes No 

If yes, how did the nature of the legal arrangement change in the course of 
working on the projects? (Circle) 
continued as an association 
continued as a temporary joint venture 
changed fiom association or temp joint venture to a permanent joint venture 
changed fiom association or temp joint venture to a solely owned venture 
started and mntinued as permanent joint venture 
other 

How many finns were involved in the case of this project? 
Where was each of the h s  located? 
With which of the finns did your lïxm have a legal contract? 

In terms of the logistics of work, with which f i d s  in the team did you have to 
interact most fkequentiy? 
Where is this firm located? 
1. Home country 
2. Host country 
3. 0 t h  

Did your fixm have a direct legal contract with the final client? 
Ye3 No 
If not, which of the finns had a direct legal contract with the client? 

1. In the context of the host country did you need direct interaction with the 
client or another firm on the team to get the work done even though there was 
no contractual or legal comection ? in other words, was there a divergence 
between the legal channels and the channels of actual interaction during the 
implementation of the project ? 
Yes No 

2. What mode of communication and interaction with those parties did you use? 
Frequent visits 
Telephones and faxes 
Project office 
~ m d l  liaison office 



Team of staff temporarily set up at a locai fim's premises or in the client's 
premi ses 

B3m B a d  on the experience of ail the projects in the host country to what extent 
does the legal arrangement adopted or the legal channels affect the way you 
work to get the project done or the rnethodology of work 

1 2 3 4 5 
to no extent to a small to a fair to a consid- to a great 

extent extent erable extent extent 
Comment: 

To what degree do you agree with the following staternent - the legai 
arrangement adopted 
provides a framework for liability issues 

1 2 3 4 
strongly disagree undecided a lFe  
disagree 

provides a fiamework for getting paid 
1 2 3 
strongly disagree undecided 
disagree 
Comment: 

5 
strongly 
agree 

Physical Presence 
What kind of offices (or combination of offices) did your finn have at the 
following different stages of the series of projects? 

Frequent visits 
Project office 
Use of client's or 
~ubconsultant's 
premises 
one person token 
office 
2- 1 0 person sales 
office 
Larger liaison 
office 

office 
Other 

B4b What kind of office did you establish in the host country at first and how has it 
changed in terms of the number of staff and the fiinctions it performs over the 
time you have been there? 

Project 1 

- - - 
CoinGy office 
Regional office 
füii fledged design 

B4c Do you have an existing network of different types of offices globally? 

- - 

Projec t 2 Project 3 Project 4 



Yes No 

Are you using statvexpertise fiom the existing network of offices for this 
project? 
Yes No 

Which country is the office located? Are you getting staff in to the host 
country or doing some work there itself? 

Did you use services of offices in other countries for previous projects? 
Comment: 

Section C: Professional service fum characteristics (PSF characteristics) 

Cl  
Cla  

1. 

2. 

3. 

C 1 b 

1. 

2. 

Credibility or reputation 
Credibility and reputation seem critical for winning projects in your business. 
From the perspective of the client how would you rate the importance of the 
following dimensions of reputation: 

reputation for technical competence 
1 2 3 4 5 
not slightly rnoderately VerY utmost 
important important important important importance 

reputation for reliability 
1 2 3 4 5 
no t slightly rnoderately Ve rY utmost 
important important important important importance 

reputation for managing a working relationship by creating a personal rapport 
with clients and business partners 
1 2 3 4 5 
no t slightly rnoderately "eV utmost 
important important important important importance 

Please rate the extent to which you do the following to convince the client about 
the firm's reputation: 

show the client a record of pst expenence, especially similar projects done in 
the past 

1 2 3 4 5 
to no extent to a small to a fair to a consid- to a great 

extent extent erable extent extent 

obtain references fiom previous clients and business partners reflecting their 
experience in interacting with your firm 

1 2 3 4 5 
to no extent to a srnail to a fair to a consid- to a great 

extent extent erable extent extent 



3. show the past experience and credentials of individual staff members who are 
involved in the project 

1 2 3 4 5 
to no extent to a small to a fair to a consid- to a great 

extent ex tent erable extent extent 

4. maintain continuous interaction and communication during the prebidding or 
initial stages to build the client's confidence 

1 2 3 4 5 
to no extent to a smail to a fair to a consid- to a great 

extent extent erable extent extent 

C 1 c To what extent do you think the reptation established in the course of previous 
collaborations (say the first project) lead to this project opportunity. 

1 2 3 4 5 
to no extent to a smail to a fair to a consid- to a great 

extent exten t erable extent extent 

C2 Intangibility 
C2a Do you agree that your firm's service is intangible? If yes, to what extent do 

you agree with the following statements about the different dimensions of 
intangibility of yow service: 

1. "People" seem to be the most criticai asset in your business. You are selling the 
intellect, the expertise, and the experience of your people that are intangible. 

1 2 3 4 5 
s trongly disagree undecided agree saongly 
disagree W e e  

2. The intangibles in this business are the relationships the f k n  establishes both 
with clients and business partners. 

1 2 3 4 5 
strongly disagree undecideci agree strongly 
disagree 

3.  Understanding what the client wants requires a lot of judgement and opinions 
because he or she is unable to clearly write down what exactly he/she wants. 

1 2 3 4 5 
strongly disagree undecided agree strongly 
disagree agree 

C2b To what extent do you deal with any uncertainties in the rninds of the clients 
(about the quality of the final outcorne) in the following ways: 

1. by relying on a prior personal rapport with the client 
1 2 3 4 5 
to no extent to a small to a fair to a consid- to a great 

extent extent erable extent extent 



by continuous interaction with the client in the prebidding or the initial stage 
itself helps establish trust and confidence 
1 2 3 4 5 
to no extent to a smail to a faU to a consid- to a great 

extent extent erable extent extent 

demonstrating p s t  experience in doing similar work and references fiom those 
clients 
1 2 3 4 5 
to no extent to a smail to a fair to a consid- to a great 

extent extent erable extent extent 

relying on past experience of having worked in same cultural context to win 
the client's confidence 
1 2 3 4 5 
CO no extent to a smail to a fair to a consid- to a great 

extent extent erable extent extent 

C3 Consultant-client interaction 
C3a 1s there need for face to face interaction with the client during different stages of 

a project? To what extent is the need for continuous face to face interaction with 
the client due to the following factors? 

You need to interact with the client face to face to gain a good understanding of 
the client and his or her requirements. 
1 2 3 4 5 
to no to a small to a fair to a consi- to a 
extent extent extent derable extent great extent 

You need the interaction with the client to create a rapport to inculcate trust and 
confidence. 
1 2 3 4 5 
to no to a small to a fair to a consi- to a 
extent extent extent derable extent great ex tent 

Since projects are not static but dynamic and unfolding the interaction is 
important to deal with al1 the changes and contingencies that unfold in the 
process 
1 2 3 4 5 
to no to a small to a fair to a consi- to o 
extent extent extent derable extent great extent 

Did you use e-mails and faxes in the course of this project? 
Y es No 
Comment: During any particular stages of the project? 

To what extent do you agree with the following statements about the 
effectiveness of electronic communication with the client? 



The internet is a great management supplement letting you stay in touch and 
send documents but it is not a substitute for physical presence 
1 2 3 4 5 

to no to a smaU to a fair to a consi- to a 
ex ten t ex tent extent derable extent great extent 

E-mails and faxes are a mode of communication, not necessaril y a means of 
building a strong relationship 
1 2 3 4 5 
to no to a smdl to a fair to a consi- to a 
extent extent extent derable extent great extent 

C4 Customization 
C4a To what extent do you agree with the following statements about the degree of 

customization involveci in the designs made by the firm: 

1.  There is no cookbook formula to do any design. Sorne of the basic concepts 
apply but when and where to apply them is custornized to a project. 

1 Li 3 3 4 5 
strongly disagree undecided agree strongly 
disagree agree 

The processes for arriving at designs are different atmost each and every t h e .  
There is not a lot of nibber-stamping or a cookie cutter approach to the designs 
1 2 3 4 5 
strongly disagree undec ided strongly 
disagree a@'= 

C4b 1. How would you rate the degree of customization for the design made for this 
project? 

1 2 3 4 5 
very low low undecided Wh VerY hi& 

2. To what extent do you think this design can be copied or reused for other 
proj ects? 
1 2 3 4 5 
to no to a smalI to a fair to a consi- to a 
extent extent extent derable extent great extent 

C4c To what extent did the followùig factors create the need to custornize designs: 
1. environmental and other conditions were not identicai 

1 2 3 4 5 
to no to a small to a fair to a consi- to a 

extent extent extent derable extent great extent 

2. the client had specific preferences calling for innovativeness in the final design 
1 2 3 4 5 
to no to a srnail to a fair to a consi- to a 

extent extent extcnt derable extcnt great extent 
3. Other: 



CS Human resources as the dominant asset 
Overheads 

To what extent do you agree that people or human resources are the dominant 
asset in yow business? 

1 2 3 4 5 
strongly disagree undecideci aPee strongly 
disagree agree 

What percent of the total cost of maintainhg an office represented by personnel 
related costs (e.g., salaries etc.)? 
Home country office Host country office 

How many permanent staff do you have in your host country office? 

What is the composition of the staff in your office in the host country (if 
applicable)? 
al1 f?om the home country 
al1 fiom host country 
a few fiom home country and the majority fiom host country 
permanent staff fkom home country and locals hired on need basis 

Nature of human capital 
To what extent do you agree with the statwent, "'Peuple are people, they are 
not machines. You have identical machines, you make them here or there, the 
quality is going to be the same. But in this business it is the people's mind that 
is the critical asset. In a highly knowledge intensive business you are only as 
good as the people". 

1 2 3 4 5 
to no to a s m d  to a fair to a consi- to a 
extent extent extent derable extent great extent 

To what extent do you think it is difficult to replicate expertise of the sarne 
quality in another office of your firm? Comments. 

1 2 3 4 5 
to no to a small to a fair to a consi- to a 
extent extent extent derable extent great extent 

Inseparability 
To what extent was it important for the client and the consultants (people fiom 
your finn) to be physically present in the same place during different stages of 
thi s project: 

l l 1 not a al1 ta rome a t e n t  to great extent I 
1 
2 
3 

Prebidding 
Feasibility studies 
Conceptual design 

4 
5 

Detailed engineering 1 
Construction supervision 1 



Section D: Nature of knowledge 
D 1 Individually held knowledge 
D 1 a To what extent are each of the followulg dimensions or characteristics of 

individuals (staff mernbers) involved in the projects of the fim critical for the 
business: 

the individual ' s technical engineering knowledge (i.e., engineering 
concepts and formulas) 

1 2 3 4 5 
to no to a srnail to a fair to a consi- to a 
extent extent extent derable extent great extent 

individual experience in the application of technical knowledge or in the 
process of tying together basic concepts to arrive at the final design 
1 2 3 4 5 
to no to a srnall to a fair to a consi- to a 
extent extent extent derable extent great extent 

the individual's ability to adapt the engineering knowledge to specific 
needs of different clients 
1 2 3 4 5 
to no to a smail to a fair to a consi- to a 
extent extent extent derable extent great extent 

the individual's personality that is conducive to building a relationship with 
the client 

1 2 3 4 5 
to no to a srnail to a fair to a consi- to a 
extent extent extent derable extent great extent 

D 1 b To what extent would the following make it difficult for a business partner to 
copy the fïrm's expertise: 

1. the process of application of knowledge to any specific problem lies in the 
thought processes of the individuals involved 
1 2 3 4 5 
to no to a small to a fair to a consi- to a 
extent extent extent derable extent great extent 

2. Experience gained by individuals in applying and adapting engineering 
knowledge cannot be taken away 
1 2 3 4 5 
to no to a smail to a fair to a consi- to a 
extent extent extent derable extent great extent 

Comment: 



Team based kaowledge 
Does your fïnn have a well-coordhated team or teams of people who work 
together ail the t h e  on different projects? 
Yes No 
Comrnents: 

To what extent does the team or teams you use for different projects have the 
following characteristics: 

it is a blend of different engineering specialities required for a project 
1 2 3 4 5 
to no to a small to a fair to a consi- to a 
extent extent extent derable extent great ex tent 

there is a cohesiveness that has evolved fiom the collective experience of people 
working together for a while 
1 2 3 4 5 
To no To a small To a fair To a consi- To a 
extent extent ex tent derable extent great extent 

working together has created some synergies, e-g., new ideas and methodologies 
of work 

1 2 3 4 5 
to no to a smaU to a fair to a consi- to a 
extent extent extent derable extwt great exten t 

Based on the above features of the team or teams in your fim, to what extent do 
you think a business partner can replicate it? 

1 2 3 4 5 
to no to a small to a fair to a consi- to a 
extent extent extent derable extent great extent 

Does the firm try to preserve the team by 
working fkom the home country rather than relocating part of the team 
temporarily to the host cuuntry 

Y es No 
moving the whole team to the host country 

Y es No 
Other: Comment 

Do you hire fke lance consultants fiom outside the fimi, based on a project's 
needs, to supplement your existing team of people? 
Yes No 
Comrnents: 



D2f To what extent is it dificuit to create the coordination and interaction in a team 
when you bring external people into the firm's team for a specific project? 
1 2 3 4 5 
to no to a small to a fair to a consi- to a 
ex ten t exten t ex tent d d l e  extent great extent 

D2g Did the client ask for a record of the previous experience of the team leader or 
the whole tearn to be involved in the project? 

Yes No 

D3 Knowledge accumulated at the organizationat level 
D3a How important is it for an engineering consulting h n  to provide organizational 

expertise to coordinate and manage a whole project. 
1 2 3 4 5 
Not slightly moderately VerY utrnost 
important important important important importance 

D3b Did you provide organizational expertise in the case of this project? 
Yes No 

D3c What about prevïous projects? In how many cases did you provide 
organizational and managerial expertise? 

D4 Gap in the level of knowledge and technical competence between the host 
country and home country firms 

D4a As a part of the contract for this project, did your firm have an obligation to 
transfer knowledge to the host country business partner or client? 
Yes No 
If yes, what type of knowledge did the firm transfer in the course of this project? 
1. technical engineering 
2. team building 
3. organizational expertise 

D4b How would you rate the host country local firms that you associatecl with 
relative to your firm with respect to the following issues: 

1. the local firm's level of technical competence 
1 2 3 4 5 
much lower lower comparable higher much higher 

2. the local firmdengineers managenal skills or the experience in organizing the 
whole project 
1 2 3 4 5 
much lower lower comparable higher much highef 

D4c What do you think is the time lag till such time that the local business partner is 
able to catch up with your firm's level of expertise and become self-sufficient in 

a. a couple of years 
b. 5- IO years 



DS Opportunism 
D5a To what extent do you face the threat of opportunisrn or opporhuiistic behavior 

of the following types in your business? 
I l  1 2  1 3  1 4  I S 

1 1 

Business parmers walking away 1 1 1 1 1 

To no 
extent 

with your howledge or expertise 
Business parmers reusing your 

To a 
smdl 
extent 

cheaper consuIting fimi. 

Other 

designs 
Clients threatening to terminate a 
contract in the middle of a project 
Clients walking away with your 
ideas for a design in the 
prebidding stage itseif to hire a 

To what extent did the need to protect your knowledge and expertise deter you 
fiom entering into any kind of partnering arrangement such as joint ventures and 
associations/subcontractual agreements? 
1 2 3 4 5 
to no to a srna11 to a fair to a consi- to a 
extent extent extent derable extent great exten t 

To a fair 
extent 

To what extent do the following factors reduce the risk of business partners, 
(e-g., joint venture partners, associates/subcontractors), walking away with your 
knowledge and expertise: 

1 

the project by project nature of this industry deters a business partner fiom 
behaving opportunistically on any one project 

1 2 3 4 5 
to no to a small to a f* to a consi- to a 
extent extent extent derable extent great ex ten t 

To a 
considerab 
le extent 

1 

engineering consulting is a peoples based business where relationships built over 
time with clients and business partners are critical. These are difficult to steal 

1 2 3 4 5 
to no to a srnall to a fair to a consi- to a 
extent extent extent derable extent great ex tent 

To a 
great 
extent 

the nature of knowledge you apply in your service is embedded in individuals' 
intellect. Such knowledge is difficult to copy or steal 

1 2 3 4 5 
to no to a srnail to a fair to a consi- to a 
extent extent extent derable extent great extcnt 



the nature of knowledge you appl y in your service is embedded in teams. Such 
knowledge is difficult to copy or steal 

1 2 3 4 5 
CO no to a small to a fair to a consi- to a 
extent extent extent derable extent great extent 

the processes and methodologies of work are tailored to the b ' s  
organizational context and culture. 

1 2 3 4 5 
to no to a small to a fais to a consi- to a 
extent extent extent derable extent great extent 

misrepresenting facts will jmpardize the chances of a long-term relationship 
with your firm 

I 2 3 4 5 
to no to a small to a fair to a consi- to a 
extent extent extent derable extent great extent 

clients give credence to the entire breadth of experience that a business partner 
cannot walk away with. 
1 2 3 4 5 
CO no to a small to a fair to a consi- to a 
extent extent extent derable extent great extent 

the professional noms or ethics espoused by engineering consulting as a 
professional service are a deterrent to opportunistic behavior 
1 2 3 4 5 
to no to a small to a fair to a consi- to a 
ex tent extent extent derable extent great extent 

Other 

Section E: Clients' preferences 
What is the nature of the client base in the host country: 

1 .broad and very diverse with strong preferences for different local fimis 
2.homogenous client base with no strong preferences for diffeient local f h s  

In this specific project, did the client have specific preferences with respect to 
the following: (Y or N) 
what firm you partnered with 
type of legal arrangement you formed with the business partner 
type of physical presence you had in the host country 
prefemed the expertise of a specific office of the firm 
prefemed another professional firm's expertise for a piece of the project 



E3 Clients feel that they don't just pay for the ultimate outcorne in the form of the 
design but also for the process of interaction. So they want more m u e n t  
interaction with the international firm. To what extent do you agree with this in 
the context of the project? 
1 2 3 4 5 
strong ly disagree undecided Wee strongly 
disagree 

E4 Did you follow a client to the host country? 
Yes No 

Section F Project specific characteristics 
FI Characteristics of different stages of a project 
F i a To what extent was the fïrm's involvement in oniy a part of the project a f k t e d  

by the following: 
1. it was more cost çompetitive to have a tocal do a part of the project 

1 2 3 4 5 
to no to a s m d  to a fair to a consi- to a 
extent extent ex tent derable ex tent great extent 

2. the firm specialized in oniy certain aspects of the job (expertise) 
1 2 3 4 5 
to no to a srna11 to a fair to a consi- to a 
extent extent extent derable extent great extent 

3. the firm did not have adequate human resources to be able to shoulder the entire 
project (firm size) 
1 2 3 4 5 
to no to a small to a fair to a consi- to a 
extent extent extent derable extent great extent 

4. the client had another 'favorite' finn to do a part of the project 

1 2 3 4 5 
to no to a small to a fair to a consi- to a 
extent extent extent derable extent great extent 

F 1 b Did you interact with the client face to face during the prebidding or initial 
stage? 
Yes No 
What kind of physical presence did you have during the prebidding or initial 
stage? 

F 1 c To what extent did you interact with the client during the prebidding or initiai 
stage of a project for the following rasons? 

1. To understand the client's needs which can help Eame a proposai 
1 2 3 4 5 
to no to asmaii to a fair to a consi- to a 
extent extent extent derable extent great extent 



2. To be able to explain the "qualitative" dimensions of the service the fkn  will be 
delivering (issues that do not appear in a technical proposal) 
1 2 3 4 5 
to no to a small to a fair to a consi- to a 
extent extent extent derable extent great extent 

3. To build the client's trust and confidence and d u c e  his or her feeling of 
uncertainty 
1 2 3 4 5 
to no to a small to a fair to a consi- to a 
extent extent extent derable extent great extent 

F 1 d Where was the conceptual design work done for this project? 

Location 

home country 

F 1 e For cases where the design work was done in the host country, to what extent 
did the following factors dictate the decision: 

1. it was more cost effective to do the design work in the host country 
1 3 3 4 5 
to no to a srnail to a fair to a consi- to a 
extent extent extent derable extent great extent 

need to maintain continuous interaction with the client during the design phase 

1 2 3 4 
to no to a srnail to a fair to a consi- 
extent extent extent derable extent 

5 
to a 
great extent 

F 1 f To what extent was the decision to do the design work in the home country 
motivated by the following: 

1. the fact that al1 the expertise was situated there 
1 2 3 4 5 

to no to a srnall to a fair to a consi- to a 
extent extent extent derable extent great ex tent 

2. the fhn on the team with whom your finn needed to interact most fkequently to 
get the work done was located in the home country 

1 2 3 4 5 
to no to a small to a fair to a consi- to a 
ex tent extent extent derable extent great extent 



the finn had worked for the same client earlier and thus had a certain IeveI of 
understanding and rapport that reduced the pressure to maintain close proximity 
to the client 

1 2 3 4 5 
to no to a smail to a fair to a consi- to a 
extent extent extent derable extent great extent 

the volume of work does not justiw setting up a full-fledged design facility in 
the host country 

I 2 3 4 
to no to a smail to afair to a consi- 
extent extent extent derable extent 

to reap the economies of scale by using the team in the head 
projects 

1 2 3 4 
to no to a srnall to a fair to a consi- 
extent extent extent derable extent 

5 
to a 
great extcnt 

office for multiple 

5 
to a 
great extent 

In cases where there was no design office, what kind of office did you set up during 

F 1 g Where did you do the detailed engineering work for this project? 

the detailed engineering phase? What about previous projects? Where was the detailed 
engineering done? 

1. 
2. 

F l h  

1. 

2. 

3. 

4. 

host country 
home country 

To what extent did the following factors influence your decision to do the 
detailed engineering work in the host country? 
the nature of the work during the detailed engineering phase called for being 
present near the project site 

1 2 3 4 
to no to a small to a fair to a consi- 
extent extent extent derable extent 

it being a labor intensive phase, the availability of cheaper 
country 

1 2 3 4 
to no to a srnail to a fair to a consi- 
extent extent extent derable extent 

the govt. required the firm to involve a local firm 
1 2 3 4 
to no to a small to afair to a consi- 
extent extent extent derable extent 

5 
to a 
great extent 

labor in the host 

5 
to a 
great extent 

5 
to a 
great extent 



F 1 i (If applicable) Please tdk a bit about the supervision of construction phase. 

Summary questions 

I This question is applicable only if you parinered with another home country fim. 
To what extent was your decision to partner with a home country finn inauenced 
by the following factors: 

to no to a small IO a fair to a consi to a 
extent atcnt atent derable cxtcnt grrat a t m  

1. a prior h h r y  of  rclationship wirh 
the potential pamcr 1 2 3 4 5 

2. the pamer fimi is the Iead tïrm ihat 
acnially gets the businesdprojccts 
and tben subcontr;tcts pieces o f  work 1 2 

3. client's perceptions of that firm's 
capabilities in certain aspects o f  the 
project wodc 1 2 

4. the reputation that the parmer 
fim enjoys intemationally 1 3 

How important were the following factors in influencing your decision to 
partner with a local firm in the host country: 

unfamiliarity with the country's social culture, e-g., language, work ethic 
1 2 3 1 5 
no t slightly moderately ='Y umost  
important important important important importance 

unfarniliarity with a country's business culture such as  the contracting 
philosophy 
1 2 3 4 5 
not slightiy moderately ='Y utmost 
important important important important importance 

to gain an understanding of the client base (homogenous or have different 
preferences) 

I 2 3 4 5 
not slightly moderately ='Y utmost 
important important important important importance 

govt. replations requiring a portion of the project to be given to a local 
1 2 3 4 5 
not slightiy moderatel y Ve'Y utmost 
important important important important importance 

need for contacts with local subcontractors and construction people 
1 2 3 4 5 
not slightiy moderately VerY utmost 
important important important important importance 

enti ty 



6 .  

7. 

8. 

9. 

III  

1 .  

7 -. 

3. 

4. 

5 .  

6. 

uncertainty about demand and adequate business in the fiiture 
1 2 3 4 5 
not slightiy moderately VerY urmost 
important important important important importance 

client's preferences for the local firm to do a particular piece of the project 
1 2 3 4 5 
not slightiy moderately VeV utmost 
important important important important importance 

to increase the chances of winning the project as extra points are given for 
participation of local finns 

1 2 3 4 5 
not sIightly moderately VerY umiost 
important important important important importance 

to corne up with a least cost proposal - it was cost cornpetitive to partner with a 
local fkm 

1 2 3 4 5 
no t slightly moderately VerY utmost 
important important important important importance 

To what extent did the following factors cause you to choose an association or 
subcontractual arrangement over a joint venture: 

To m 
extent 

it was a single project for which 
sening up a seprirate legal entity 
was not justiticd 1 

financial requiremcnts for s&g up a 
joint venture in the host country w c n  
high 1 
there w m  no competent parniers 
amilable I 
the clients' in the host country have 
prrferencesfordiffmtlocalfinns 1 

low potential demand 1 

unstable political situation 1 

To a fair 
tXtCZlt 

3 

3 

3 

3 

3 

3 

To a consi- To a 
derable cxtcnt P- 

To what extent was the decision to set up a joint venture motivated by the 
following factors: 

host country govt. regulations, e.g., repatriation of profits 
I 2 3 4 5 
to no to a smail to a fair to a consi- to a 
extent extent extent derable extent great extent 

your fim had partnered with the same local firm in a prior project/s and now 
wanted to make it a more permanent relationship 

1 2 3 4 5 
to no to a smail to a fair to a consi- to a 
extent extent extent derable extent great extent 



To what extent did the following issues motivate the decision to set up a solely 
owned subsidiary: 
The finn had pnor experience in the host country and thus was familiar with 
the culture and had existing contacts and connections in the country 
1 2 3 4 5 
to no to a smaii to a fair to a consi- to a 
extent extent extent derable extent great extent 

There was an ernployee in the firm who had pnor experience working in the 
host country or originally belonged to the host country, and was ready to go 
and run the show there 
1 2 3 4 5 
to no to a small to a fair to a consi- to a 
extent extent extent derable extent great exten t 

3. There were no competent partners available in the host country 
1 2 3 4 5 
to no to a smail to a fair to a consi- to a 
extent extent ex tent derable extent great extent 

The need to protect knowledge and expertise of the firm Erom being 
misappropriateci and taken away by business partners 
1 2 3 3 5 
to no to a smail to a fair to a consi- to a 
extent extent extent derable extent great extent 

Govt. regulations with respect to repatriation of profits made it necessary to set 
up a registered company 
1 2 3 4 5 
to no to a small to a fair to a consi- to a 
ex tent extent extent derable extent great extent 

6 .  Other: 

VI. To what extent was the decision to make an acquisition motivated by 
1 . the need to quickly acquire another t e m  with a different set of skills and 

expertise 
1 2 3 4 5 
to no to a smail to a fair to a consi- to a 
extent extent extent derable extent great extent 

2. to protect yow knowledge and expertise by bringing the other fïrm under the 
same hierarchy 
1 2 3 4 5 
to no to a srnail to a fair to a consi- to a 
ex tent extent extent derable extent great extent 



VIL How important were the following factors to the decision to set up an office 
(not justa project office): 

Not slightiy makateiy VerY uÉmo~t 

important important impottant important imporiance 
clients preferred to s a  the finn 
work in close pmxirnity rathcr Uian 
by rcrnote conml h m  the head office 
or anotha office outside the hon 
country 1 
it  made sense in the Iight of  potential 
demand 

1 
~ O M  regdation rcquid a registed 
office I 

being -on the ground" would Iead to 
more work because of quicka acccss to 
information and connections in 
business nuworki. 1 

need for client-consultant intaaction 1 

conveys a more visible cornmiunent CO 
the client 1 



VI11 How important were the following factors in driving your decision not to set 
up an office representing a more long tenn cornmitment in the host country: 

not slightly mocl VcrY utwzt 
important importam important important import 

High ovcmeads 
(e.g.. salana. mit) 1 

Clients' perceptions 
about quality 
anci prcftrcncc for 
the hcad office 1 

The firm rhat you needcd 
to intcract with the most 
to get the work done 
was located in the home 
COUnVy 1 

You had oiEca in 
swrounding counmia 
h m  whcre you could 
dr~wonexpeNse I 

Anothcr division of yow firm 
alrcady had an 
infrastructure 
atablishcd in the 
hon country 1 

Politicai situation unnable crtating 
volatility in economy 1 2 

f ersonal security of staff in 
Jeopatdy because of 
political turmoiI 1 

Comment: What aspect of the entry into another country is affected by factors such as  
cultural differences, political situation, economic situation, currency fluctuation etc.? 
Do they affect the decision to take up a projet or do they become important only 
when making a more long-terrn cornmitment like setting up an office? 



Charactenstics of sarnple of firms in Phase II o f  study 

1 Size: Number of staff 

II Revenue (in millions): Average over past five years approx. 

Std. 
deviation I Minimum 

I I 1 I 1 
SIZE 38 5 -00 1 7000.00 1 750.00 

Maximum 

1 340. 1 5 

III Number of  countries of operation 

Mean 

Std. 
deviation 

REVENUE 

I N 

IV Number of world-wide offices 

Maximum Minimum 

3 1 

Mean 

COUNTRIES 

V Specialization of finns 

0.45 

Maximum 

120.00 

Specialization 
1. Oil and gas 
2. Environmental 
3. Geo-technical 
4. Structural, electrical, 

mechanical 
5.  Communication 
6. Civil 
7. Municipal 
8. Mining 

To ta1 

N 

39 

OFFICES 

- -  

Frequency 

1400.00 

Mean 

20.56 

Minimum 

1 .O0 

Mean 

10.102 

Percent 
41 .O 
23.1 
5.1 

15.4 

Std- 
deviation 

26.48 
> 

N 

39 

Std. 
deviation 

19.017 

Cumulative % 
41.0 
64.1 
69.2 
84.6 

133.35 287.35 

Minimum 

0.00 

Maximum 

85.00 



VI1 Distribution of host regions 

Regions of 
o~eration 
Latin 
Arnerica 
Asia 
Middle East 
Afnca 
Russia 
Australia 
Caribbean 
U.S. 

Total 

VI11 Distribution of  number of years o f  presence (PRES-YRS) in the host region 

Frequency Percent 

Maximum 

40.00 

Mean 

9.282 

N Std. 
deviation 

8.5 19 

Minimum 

PRES YRS 39 1 2.00 



APPENDIX E2 

TABLE 4-1: Spearrnan's correlation coef'ficients for aU firm specifïc variables 

Variable 1 2 3 4 5 

2. ~evenue a 0.97 ** 
3. International 0.02 0.12 
revenue 
4. Counmes 0.59 ** 0.73 m. 
5. Offices 0.84 '* 0.88 ** 

- -  - 

" Logarithm of variable . 
Correlation is significant at 0.0 1 level(2-tailedj 



APPENDIX F 
Measures of Relationships (Two Dimensions) 

1 Relationships at the t h e  of fint entering the host country 

At the time of your fimi's first involvernent in the host country (Y or N) 

Variable narne: REL-STAF 

did the firm have a staff membeds who had prior relationships in the host 
country? 

Variable name: REL-BUPH 

did the firm have a pnor relationship with a business partner in the host 
country? 

Variabie name: REL-OFRM 

did another professional f h n  (engineering, architectural nmis etc) have prior 
relationships in the host country through which your h n  got the opportunity to 
be involved in the project? 

Variable name: REL-CLT 

4. did the fim have a prior history of working for the client? 

Variable Factor Loadings 

Factor 1 Factor 2 

REL-BUPH .69 1 0 -3 26 

REL-STAF 0.824 -3.35E-02 

Eigen values 1.540 1 .O3 1 

Two factors extracted: 64.2% of variance acçounted for. 

Cronbach '.Y alpha for the positive ly h d e d  items. R E L B  UPH and R E U T A F ,  in 
factor I is 0.55. These items combined to form a composite meosure of relationships in 
host country. EL-OFRM and REL-CL T are retained as is representing 
relationships with other jirm and relationships with client respectively. 



II Relationship building subsequent to fmt entering host country 

B2e To what extent do you think were the following factors instrumental in the firm 
getting more project opportunitia (that is after the first or second project) in the 
host country? 

To a fair 
extent 

Variable name: relbqhs 
Relationships built in the course of 
pas t projec ts with another 
engineering consulting or other 
professional f m  in the host 
COuntIy 
Variable name: relbqhm 
Relationships built &th another 
professional f m  in the home I I  
counay 
Variable name: relb-clt 
Relationships built with clients over 
Previous projects 
Variable name: relb-bnt 
Relationships with people in the 
govt. and business network of the 
host country 

Variable Factor Loadings 

Factor 1 Factor 2 

RELBBNT -0.192 0.740 

RELB-CLT 0.772 -2.62E-02 

RELB-PHM 0.806 -3.17E-02 

Eigen values 1.363 1.168 

Two factors extracteci: 63% of variance accounted for. 

To a To a great 
considerable 1 extmt 1 
extent 

Cronbach's alpha for items loaded on factor 1 : 0.50 
Cronbach's alpha for items loaded on factor 2: 0.39 



APPENDLX G 
Mersures of Professional Service C brrrcteristics 

1 PSF Characteristics 
CI Credibility or reputation 

Credibility and reputation seern critical for winning projects in your business. 
From the perspective of the client how would you rate the importance of the 
following dimensions of reputation: 

reputation for technical cornpetence 
I 2 3 
not slightiy moderatel y 
important important important 

4 
vesr 
important 

5 
utmost 
importance 

reputation for reliability 
1 2 3 4 5 
Not slightly moderately VerY utmost 
important important important important importance 

reputation for managing a working relationship by creating a personal rapport 
with clients and business partners 
1 2 3 4 5 
no t slightly moderateiy VeS. utmost 
important important important important importance 

Cronbach 's alpha: OS8 for a/l three items 
O. 6O forfirst two items. 

Do you agree that your firm's service is intangible? If yes, to what extent do 
you agree with the following statements about the different dimensions of 
intangibiiity of your service: 

"People" seem to be the most critical asset in your business. You are selling the 
intellect, the expertise, and the experience of your people that are intangible. 

t 2 3 4 5 
strongly disagree undecided aP=e  strongly 
disagree agree 

The intangibles in this business are the relationships the firm establishes both 
with clients and business partners. 

1 2 3 4 5 
strongly disagree undecided %'Re strongly 
disagree agree 

Understanding what the client wants requires a lot of judgernent and opinions 
because he or she is unable to clearly write down what exactly he/she wants. 

1 2 3 4 5 
strongly disagree undecided a EWe strongly 
disagree a@= 



Cronbach S alpha for the three item: 0.73 

Need for Consultant-Cüent Interaction 
1s there need for face to face interaction with the client during different stages of 
a project? To what extent is the need for continuous face to face interaction with 
the client due to the followùig factors? 

You need to interact with the client face to face to gain a good understanding of 
the client and his or her requirements. 

1 2 3 4 5 
to no to asmail to a fair to a consi- to a 
ex tent extent exten t derable extent great extent 

You need the interaction with the client to create a rapport to inculcate trust and 
confidence. 

1 2 3 4 5 
to no to a srnall to a fair to a consi- to a 
extent extent extent derable extent great extent 

Since projects are not static but dynamic and unfolding the interaction is 
important to deal with al1 the changes and contingencies that unfold in the 
process 
1 2 3 4 
to no to asmail to a fair to a consi- 
extent extent extent derable extent 

Cronbach S alpha for the three items: 0.76. 

Degree of Customization 
To what extent do you agree with the following statements about the degree of 
customization invoIved in the designs made by the firm: 

There is no cookbook formula to do any design. Some of the basic concepts 
apply but when and where to apply them is customized to a project. 

1 2 3 4 5 
strongly disagree undec ided agree strongl y 
disagree a- 

The processes for arriving at designs are different almost each and every tirne. 
There is not a lot of rubber-stamping or a cookie cutter approach to the designs 
1 2 3 4 5 
strongly disagree undecided agree strongly 
disagree ag'ee 

*This item was excIuded because because it became apparent in the interviews that it was not a good 
measure. 



Nature of Human Assets 
Overheads 
What percent of the total cost of maintainhg an office represented by 
personnel related costs (e.g., salaries etc.)? 

Difficulty in replication 
To what extent do you agree with the statement, "People are people, they are not 
machines. You have identical machines, you make them here or there, the 
quality is going to be the same. But in this business it is the people's mind that 
is the critical asset. In a highly knowledge intensive business you are only as 
good as the people". 

1 2 3 4 5 
to no to a small to a fair to a consi- to a 
ex tent extent extent derable extent great extent 

Inseparabüiîy 
To what extent was it important for the client and the consultants (people fiom 
your finn) to be physically present in the same place during different stages of 
this project: 

1 
2 
3 

I 1 supervision I I 

4 
5 

Prebidding 
Feasibility studies 
Conceptuai and 
schematic design 
Detailed engineering 
Construction 

not ai dl to some extent to great extent 



II Measures of reputation enhrncing and uncertainty reducing variables 

CI b P lease rate the extent to which you do the foilowing to convince the client about 
the firm's reptation: 

Variable narne: PSFIRP 1 

1. show the client a record of past experience, especially similar projects done in 
the past 

1 2 3 4 5 
to no to a small CO a fair to a consid- to a great 
extent extent extent erable extent extent 

Variable narne: PSF-IRP2 

2. obtain references from previous clients and business partners reflecting their 

experience in interacting with your firm 
1 2 3 4 5 
to no to a small to a fair to a consid- to a great 
extent extent extent erable extent extent 

Variable name: PSF-IRP3 

3. show the past expenence and credentids of individual staff mernbers who are 
involved in the project 

1 2 3 4 5 
to no to a smali to a fair to a consid- to a great 
extent extent extent erable extent extent 

Variable name: PSF-IRP4 

4. maintain continuous interaction and communication during the prebidding or 
initial stages to build the client's confidence 

1 2 3 4 5 
to no to a small to a fair to a consid- to a great 
ex ten t ex tent extent erable extent extent 

C2b To what extent do you deal with any uncertainties in the minds of the clients 
(about the quality of the final outcome) in the following ways: 

Variable name: PSF-RIN I 

by relying on a prior personal rapport with the client 
1 2 3 4 5 
to no to a small to a fair to a consid- to a great 
extent extent extent erable extent extent 



Variable name: PSF-RiN2 

by continuous interaction with the client in the prebidding or the initial stage 
itself helps establish trust and confidence 
1 2 3 4 5 
to no extent to a smaH to a fair to a consid- to a great 

extent extent erable extent extent 

Variable name: PSF-RiN3 

demonstrating past experience in doing similar work and references from those 
clients 
1 2 3 4 5 
to no extent to a small to a fair to a consid- to a great 

extent extent erable extent extent 

Variable name: PSF - IUN4 

relying on past experience of having worked in same cultural context to win 
the client's confidence 
1 2 3 4 5 
to no extent to a small to a fair to a consid- to a great 

extent extent erable extent extent 

Variables Factor Loadings 
Factor 1 Factor 2 Factor 3 

PSF IRPl 0.791 0.067 -0.368 
PSF-Z 0.222 0.810 O. 103 
PSF-IRP3 -0.008 0.831 -0.118 
PSF iRP4 0.707 -0.0 1 1 0.38 1 
P S F ~ U N  1 O. 106 -0.266 0.668 
PSF RN2 0.649 -0.073 0.460 
PSF-RIN3 0.780 0.307 0.027 
P S F ~ ~  -0.0 15 0.4 10 0.795 

Eigen Vaiues 2.558 1.571 1.371 

Four factors extracted: 77% of variance accounted for. 

Cronbach 's alpha for items loaded (in bofd) on factor 1: 0.74 
Cronbach S alpha for items [oaded (in bo fd) on factor 1: 0.64 
Cronbach 's alpha for items loaded (in bold) on factor 3: 0.45 

The items loaded on each factor were combined to arrive at three composite maures.  



APPEMIIX H 
Measures of Knowledge 

I Types of Knowledge 

D 1 Individually held knowledge 
D 1 a To what extent are each of the following dimensions or characteristics of  

individuals (staff mernbers) involved in the projects of the firm critical for the 
business: 
I . the individual 's technical engineering knowledge (Le., engineering 

concepts and formulas) 
1 2 3 4 5 

to no to a smdl  to a fair to a consi- to a 
extent ex tent extent derable extent great extent 

2. individual experience in the application of technical knowledge or in the 
process of îying together basic concepts to arrive at the final design 
1 2 3 4 5 
to no to a srnaii to a fair to a consi- to a 
extent extent extent derable extent great extent 

3.  the individual's ability to adapt the engineering knowledge to specific 
needs of different clients 
1 - 3 3 4 5 
to no to a smaU to a fair to a consi- to a 
extent extent extent derable exeut great extent 

4. the individual's personality that is conducive to building a relationship 
with the client 
1 2 3 4 5 
to no to a small to a fair to a consi- to a 
extent extent extent derable extent great extent 

Cronbach S alpha: 0.32 for all four items and 0.61 forfirst three items. 

Team based knowledge 
To what extent does the team or teams you use for different projects have the 
following characteristics: 

it is a blend of different engineering specialities required for a project 
1 2 3 4 5 
to no to a small to a fair to a consi- to a 
extent extent extent derable extent great exten t 

there is a cohesiveness that has evolved fiom the collective experience of people 
working together for a while 
I 2 3 4 5 
To no To a smalI To a fair To a consi- To a 
extent extent extent derable extent grcat extent 



3. working together has created some synergies, e.g., new ideas and methodologies 
of work 

1 2 3 4 5 
CO no to a small to a fair to a consi- to a 
extent extent extm t derable ex tent great exten t 

Cronbach S alpha for the three i tem: 0.65. 

D3 Knowledge accumulated at the organizational level 
D3a How important is it for an engineering consulting fimi to provide organizational 

expertise to coordinate and manage a project. 
1 2 3 4 5 
Not slightly moderately V e s l  utmost 
important important important important importance 

II Repücation of knowledge variables 

D 1 b To what extent would the following make it difficult for a business partner to 
copy the firrn's expertise: 
1. the process of application of knowledge to any speci fic problem lies in the 

thought processes of the individuals involved 
1 2 3 4 5 
to no to a small to a fair to a consi- to a 
extent extent extent derable extent great extent 

2. Experience gained by individuals in applying and adapting engineering 
knowledge c-ot be taken away 
1 2 3 4 5 
to no to a small to a fair to a consi- to a 
extent extent extent derable extent great extent 

Cronbach 's alpha for the two items: 0.71. 

D2c Based on the above features of the team or teams in your fim, to what extent do 
you think a business partner can replicate it (a team)? 

1 2 3 4 5 
to no to a small to a fair to a consi- to a 
extent extent extent derable extent great extent 



APPENDrX 1 
Measures of Transaction Cost Factors 

1 Measures of Opportunism 

To what extent do you face the threat of opportunism or opportunistic behavior 

Cronbach 's alpha for two items capturing opporîunism j-om business partners: 0.70. 
Cronbach S alpha for two items capturing opportunism fi-om clients: 0.30. 

of the following types in your business? 

II Measures of Mitigators of Opportunism 

Dl  b To what extent would the following make it difficult for a business partner to 
copy the firm's expertise: 

From business partners 
Business partners walking away 
with your knowledge or expertise 
Business partners reusing you 
designs 
From clients 
Clients threatening to terminate a 
contract in the middle of a project 
Clients walking away with your 
ideas for a design in the prebidding 
stage itself to hire a cheaper 
consulhng b. 
Other 

Variable name: KN_ICOP 1 

1 
Tono 
ex tent 

1. the process of application of knowledge to any specific problem lies in the 
thought processes of the individuds involved 
1 2 3 4 5 
to no to a small to a fair to a consi- to a 
extent extent extent derable extent great extent 

2 
To a 
smaii 
ex tent 

Variable name: KN-ICOP2 

3 
To a fair 
exten t 

4 
To a 
considerab 
le extent 

2. Experience gained by individuals in applying and adapting engineering 
knowledge c m o t  be taken away 
1 2 3 4 5 
to no to a small to a fair to a coasi- to a 
extent extent exten t derable extent great exten t 

5 
To a 
great 
extent 

I 

I 



Variable narne: KN-TEAM 

D2c Based on the above features of the team or teams in your firm, to what extent do 
you think 2 business partner c m  replicate it? 

1 2 3 4 5 
to no to a small to a fair to a consi- to a 
extent extent extent derable extent great exteat 
Variable name: PSF-NHC2 

C5f To what extent do you think it is difficult to replicate expertise of the sarne 
quality in another office of your firm? Cornments. 

1 2 3 4 5 
to no to a small to a fair to a consi- to a 
extent extent extent derable extent great extent 

D5c To what extent do the following factors reduce the nsk of business partners, 
(e-g., joint venture partners, associates/subçontractors), walking away with your 
knowledge and expertise: 

Variable name: TC-ROP02 

2. engineering çonsulting is a peoples based business where relationships built over 
time with clients and business partners are critical. These are difficult to steal 

1 2 3 4 5 
to no to a smail to a fair to a consi- to a 
extent extent extent derable extent great extent 

Variable name: TC-ROP03 

3. the nature of knowledge you apply in your service is embedded in individuals' 
intellect. Such knowledge is difficult to copy or steal 

1 2 3 4 5 
to no to a small to a fair to a consi- to a 
exten t extent extent derable extent great extent 

Variable name: TC-ROPO4 

4. the nature of knowledge you apply in your seBice is embedded in teams. Such 
knowledge is difficult to copy or steal 

1 2 3 4 5 
to no to a smail to a fair to a consi- to a 
extent extent extent derable extent great ex tent 

Variable name: TC-ROPOS 

5 .  the processes and rnethodologies of work are tailored to the f irm's 
organizational context and culture. 

1 2 3 4 5 
to no to a small to a fair to a consi- to a 
ex ten t ex tent extent derable extent great extent 



Variable name: TC-ROP06 

misrepresenting facts will jeopardize the chances of a long-term relationship 
with your firm 

1 2 3 4 5 
to no to a small to a fair to a consi- toa 
ex tent extent extent derable extent gmat extent 

Variable name: TC-ROP07 

clients give credence to the entire breadth of  experience that a business partner 
cannot walk away with. 
1 2 3 4 5 
to no to a small to a fair to a consi- to a 
extent extent extent derable extent gteat extent 

Variable name: TC-ROPO8 

the professional noms or ethics espouseci by engineering consulting as a 
professional service are a deterrent to opportunistic behavior 
1 2 3 4 5 
to no to a small to a fair to a consi- to a 
extent extent exten? derable extent great extent 

Variables Factor Loadings 
Factor 1 Factor 2 Factor 3 Factor 4 

KN-ICOP 1 0.830 0.082 0.044 O. 157 

TC-ROPOS O. 17 1 0.055 -0.069 0.838 

Eigen Values 2.873 2.171 1 A92 1.013 
Four factors extracted: 69% of variance accounted for. 
Cronbach S alpha for the items loaded on each factor (in bold) 13 over 0.6. Factor scores us& in 
firrrher analysis. 



APPEMIIX J 
Memures of Country-specific Environmental Factors 

Demand Conditions 

II How important were the following factors in Muencing your decision to 
partner with a local firrn in the host country: 

6 .  uncertainty about demand and adequate business in the tùture 
1 2 3 4 5 
not slightly moderately =S. utmost 
important important important important importance 

III To what extent did the following factors cause you to choose an association or 
subcontractual arrangement over a joint venture: 

T o m  Toasmall To a fair To a consi- To a 
extent extent extent derable cxtcnt 8- 

5. low potential d d  I 2 3 4 5 

6. unstable political situation 1 - 7 3 4 5 

VI1 How important were the following factors to the decision to set up an office (not 
just a projet office): 

Not slightly rnodcrately ''eV utmon 
important important important important importance 

2. it made sense in the light of potcntiaI 
demand 1 2 3 

VI11 How important were the following factors in dnving your decision not to set up 
an office representing a more long term cornmitment in the host country: 

not slighdy fmd. VerY utmozt 
important important important important import 

7. Low potential dcmand 1 2 3 4 5 

Country R i s k  - Political risk 

III To what extent did the following factors cause you to choose an association or 
subcontractual mangernent over a joint venture: 

To no To a mal1 To a fair To a consi- To a 
extent extcnt extcnt derable utent  grcat ara 

6. u m b l e  political situation 1 2 3 4 5 

VI11 How important were the following factors in driving your decision not to set 
up an office representing a more long terni cornmitment in the host country: 

Not slightly modcrately vciy utmost 
important important important imporrant irnporburt 

9. Political situation unsîablc 
creating volatility in cconomy I 2 3 



10. Persoml security of staff in 
jeopardy because of 
politicai i l i l  1 - 7 3 

Gap in Technical and Managerial Expertise 

D4b How would you rate the host country local firms that you associated with 
relative to your fim with respect to the following issues: 

1. the local finn's level of technical cornpetence 
1 2 3 4 5 
rnuch lower Iower comparable higher much higher 

2. the local fimis/engineers managerial skills or the experience in organizing the 
whole projet 
1 2 3 4 5 
much lower Io wer comparable higher much higher 

Cultural Factors 

How important were the following factors in influencing your decision to partner with 
a local fïrm in the host country: 

1. unfarniliarity with the country's social culture,e.g., language, work ethic 
1 2 3 1 5 
not slightly moderatel y ==Y utmost 
important important important important importance 

philosophy 
1 2 3 4 5 
no t slightly moderately VeS. utmost 
important important importaat important importance 

V To what extent did the following issues motivate the decision to set up a solely 
O wned subsidiary : 

7. The fim had prior expenence in the host country and thus was familiar with 
the culture and had existing contacts and connections in the country 
1 2 3 4 5 
to no to a small to a fair to a consi- to a 
extent extent extent derable extent great extent 

Government Regulations 

II How important were the following factors in influencing your decision to partner with a local 
firm in the host country: 



4. govt. regdations requiring a portion of the project to be given to a local entity 
1 2 3 4 5 
not slightly moderately VerY umost 
Mportan t important imporiant important importance 

IV To what extent was the decision to set up a joint venture motivated by the following 
factors: 
1. host country govt. regulations, e.g., repatriation of profits 

I 2 3 4 5 
to no to a small to a fair to a consi- to a 
extent extent extent derable extent great extent 

V To what extent did the following issues motivate the decision to set up a solely owned 
subsidiary : 

5 .  Govt. regdations with respect to repatriation of profits made it necessary to set 
up a registered Company 
1 2 3 4 5 
to no to a small to a fair to a consi- to a 
extent extent extent derable extent great extent 

Other: Tax Liability requirernents - to a great extent 



APPENDM K 
Mersures of Global Economies 

Existing network of offices 
B4c Do you have an existing network of different types of offices globally (other 

than project offices) ? 
Yes No 

Economies from use of Team 
F 1 f To what extent was the decision to do the design work in the home country 

motivated by the following: 

5 .  to reap the economies of scale by using the team in the head office for multiple 
projects 

1 2 3 4 5 
to no to a small to a fair to a consi- to a 
extent extent extent derable extent great extent 



APPENDIX L 

De~endent and hde~cndent Variables heluded in ~ n a l ~ s i s '  

Il a Project v market 
Client-following or not 

PHYSICAL PRESENCE 
r Having an office or not 

-Xo office (ternporary visits and 

Il project offices) 
-Office (sales or design office) 

CONTINUiNG LEGAL FORM 
r Having a continuing legal fom Il or not 

Relationships 

a Choice of continuing legal fom 
-Solely owned venture or 
-parmership f o m  

DEGREE of PRESENCE 
a Length of stay in host counay in 

nurnber of years 

a PSF factors 

Transaction cost 
factor 

- ~ e m & d  conditions 
-Political factors 
-Culturai factors 
-Govanment replations 

a Type of specialization 
Economies h m  existing network of ofices 
Economies h m  a teamkams 

rn Size 
Degree of internationalization 
international revenue 

0 Prior relationships at tirne of first mîry ïnto host 
country 
-relationships in host counrry 
-relationship with client 
-relationship with home country firrn 

a Relationship building subsequentl y 
-with clients 
4 t h  host country firm 
-with business networks in host country 

PSF Characteristics 
rn Reputation 
a Intangibility 

Client consultant int-on 
a Customization 

Natureofhumanassets 
O Role of references 
O Demonstrating firm's past experience in doing 

similar work 
Firm's rapport with clients based on past 
relationship and experience 

r Nature of knowledge 
-individually held knowledge 
-team held knowledge 
-knowledge of organizing 

O Replication of knowledge 
-dificuIty replicating individually held knowledge 
dificulty replicating team held knowledge 

0 threat of opportunisrn fiom business partners 
rn threat of o s m n i s r n  fiom client 
0 Mitigators of oppornuiism 

I Some factors such as govemment regulations, cultural factors, global economies, relationship building 
are not relevant to al1 four aspects of entry mode. Based on observations in Phase 1, there was no 
theoretical basis for certain relationships. This is explained at the appropriate places in Chapter 5. 
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P hy sical presence versus Degree of uiternationaiization ( M o  office; 1 =office) 

Size versus Degree of Intemationaiization 

III Size versus Number of Oflices 




