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This dissertation addresses firms’ choice of foreign market entry mode, and changes made to the 

chosen mode, using real options reasoning (ROR). Entry mode choice has long been under scrutiny 

in the international business (IB) literature. Yet, unexplored areas remain, such as how managers

actually make entry mode decisions. Once they have made the decision, how do they decide to 

change the mode, or maintain the chosen mode? Firms have differing organizational perspectives.

For instance, they differ from one another in their entrepreneurial orientation and attention

structure. How do these differences affect the way firms follow ROR? And, once ROR is followed,

what are implications for the firm?  The study sets out to respond to these questions, employing 

ROR, a novel, yet controversial lens in IB. Both conceptual and empirical approaches are 

employed. In the conceptual and qualitative studies, testable propositions are developed. Some of 

the propositions are then tested in quantitative studies. These are the basis of five research articles, 

the results of this dissertation.  

This dissertation makes at least four contributions to the IB literature. First, it reveals some of the 

potential limitations in the past entry mode studies. Accordingly, by employing ROR, it develops 

a model of market entry mode choice and change. Second, it demonstrates how managers in firms

actually make entry mode choice decisions and how they change the chosen modes. Third, the 

research communicates how these choices are made from the ROR perspective, extending the 

applicability and boundaries of ROR in IB. Fourth, it clarifies the performance implications of 

employing ROR in decision-making underlying entry mode choice and change. This is important 

to the firm as the wrong entry mode choice could have significant consequences.  

Keywords: Market entry mode, mode change, real options reasoning, entry mode decision-making,

entrepreneurial orientation, attention-based view  
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1 Introduction 

We truly live in an international economy. During the last century, the most profound business 

phenomenon was the internationalization of large, small, established, and new venture firms 

(Sapienza, Autio, George, & Zahra, 2006). Due to immense advances in communications and 

transportation, the process of internationalization has long become ever smoother and faster (Hitt, 

2000). And the economy is becoming increasingly global. This has led to an interdependent set of 

financial markets as well as national economies (Hitt, Li, & Xu, 2015). Rapid internationalization 

is also confirmed by published statistics. According to the World Bank (2016), the share of exports 

of Gross Domestic Product in 2015 was 29.3% globally. Faster and easier internationalization has 

provided enormous opportunities for global economic growth. However, new challenges have 

emerged, too. 

Though valuable, globalization brings deregulation and reduced technology cycles, leading to new 

uncertainties (Krychowski & Quelin, 2010). As they internationalize, firms need to make a critical, 

strategic decision on how to enter a given geographic market under such uncertainties. This 

decision is an integral part of the firm’s globalization strategy (Kim & Hwang, 1992), which, if 

made incorrectly, can lead to significant negative consequences (Laufs & Schwens, 2014). 

Therefore, it is unsurprising that the choice of market entry mode has long been a subject of 

scrutiny by international business (IB) scholars (e.g., Brouthers & Hennart, 2007; Buckley & 

Casson, 1998; Kogut & Singh, 1988). This has helped entry mode in IB become a mature field, 

insofar as questions have recently been posed on whether or not more entry mode studies are 

needed (see Shaver, 2013). 

While entry mode choice decisions have long been empirically and theoretically studied 

(Johansson & Vahlne, 1975), how firms actually choose, use, and modify their modes of operation 

under uncertainty remains unclear (Benito, Petersen, & Welch, 2009). In reality, the choice of 

entry modes and their subsequent changes by firms is a ‘messy process’ throughout, and more 

complicated than most of the extant literature assumes (Asmussen, Benito, & Petersen, 2009; 

Benito et al., 2009). In addition, the decision-making that underlies the process is yet to be 

extensively studied (Brouthers, 2013; Hennart & Slangen, 2015). Canabal and White (2008) argue 

that studies on how a firm’s entry mode choice affects post-entry decisions and performance are 

also scarce. Nevertheless, strategic decisions made by firms during the post-entry phase have 

important performance implications (Benito et al., 2009; Canabal & White, 2008). All this calls 

for more research on entry mode choice decisions. As Benito, Petersen, and Welch (2011) suggest, 

IB scholars need to deliver a far more meaningful understanding of how internationalization 

actually occurs. Similarly, Shaver (2013) suggests that these studies should be more clearly 

conceptualized and that what companies do in practice is not always what theory suggests. 

A variety of theories have been applied to explain entry mode choice. The most widely used are 

(Brouthers & Hennart, 2007): transaction cost economics (TCE) (e.g., Anderson & Gatignon, 

1986; Hennart, 1988), internalization theory (e.g., Buckley & Strange, 2011), institutional theory 

(e.g., Meyer, Estrin, Bhaumik, & Peng, 2009), and knowledge- and resource-based view (e.g., He, 

Brouthers, & Filatotchev, 2013)1. In studying post-entry mode changes, internationalization theory 

(stage model) has mainly been applied by IB scholars (Johanson & Vahlne, 1977, 2009). The 

                                                 
1 For an extensive review on theories used in the entry mode domain, see Canabal & White, 2008. 
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theories will be reviewed in more detail in Chapter 2. For now, it is worth mentioning that while 

these theories have produced robust results, they fail to deliver a complete picture of entry mode 

choice decisions in both the initial and post-entry phase. There are three general weaknesses 

associated with the theories. First, they do not take into consideration the temporal effect of one 

entry mode choice on a firm’s subsequent choices. Second, they do not tackle the opportunity cost 

of failing to make an investment decision, in the form of an entry mode (Brouthers, Brouthers, & 

Werner, 2008). Third, they do not explicate the likelihood, and firms’ tendency, to abandon the 

investment if conditions are unfavorable (Adner & Levinthal, 2004b), that is, in this context, 

withdrawing from the markets entered.   

It is argued that real options reasoning (ROR) can address such shortcomings (Adner & Levinthal, 

2004b; Brouthers et al., 2008; Brouthers & Dikova, 2010; McGrath, Ferrier, & Mendelow, 2004). 

ROR is a novel lens for investment decisions and is considered a flexible resource allocation 

regime (McGrath, 1997) and rational decision-making mode (Child & Hsieh, 2014). A real option 

is a small, initial investment that provides the right, without the obligation, to pursue the 

investment, thereby providing flexibility (Dixit & Pindyck, 1994). Here, real option constitutes a 

specific international investment in an asset with uncertain payoffs (McGrath et al., 2004). These 

investments could be, for example, joint ventures (JV) (Cuypers & Martin, 2010; Kogut, 1991) or 

investments in R&D (McGrath & Nerkar, 2004). Firms can employ ROR to make strategic 

decisions under varying levels of uncertainty (Barnett, 2008). Decision-making based on ROR is 

defined as managers’ ability to perceive, maintain and exploit real options opportunities in their 

business environment (Barnett, 2008). As the decision on how to enter a foreign market and later 

change an entry mode is a strategic decision usually made under uncertainty (Kedia & Bhugat, 

1998), ROR offers an applicable, useful, and yet novel logic to make investment decisions.  

Nevertheless, compared to the other theories mentioned above, ROR has been applied to a lesser 

degree to study entry mode choice. Using ROR to investigate post-entry changes is even rarer, and 

to the best of this author’s knowledge, has not been reported in the prior literature. Even when 

used to study initial entry mode choice, the application of ROR has been limited to ownership level 

(e.g., Brouthers et al., 2008; Cuypers & Martin, 2010; Kogut, 1991). A few studies have applied 

ROR to study other entry modes (see Brouthers & Dikova, 2010; Chari & Chang, 2009; Jiang, 

Aulakh, & Pan, 2009). Therefore, applying ROR to entry mode choice decisions, both in the initial 

and post-entry phase, addresses shortcomings of the extant theories in the literature by enhancing 

decision-making underlying entry mode choice.  

There are innumerable opportunities in international markets for firms to invest, hence a myriad 

of options to exercise. However, it is the attention structure of the firm (Barnett, 2008) that 

determines which options attract firms. The attention-based view (ABV) of the firm, introduced 

initially by Ocasio (1997), describes different attention structures that can lead to firms noticing 

different options (Barnett, 2008). For example, an external attention structure could lead firms to 

invest in international markets, while an internal attention structure could result in a tendency to 

invest in employee capabilities (Durand, 2003). Firms that lean towards international attention 

invest time and effort in activities that improve their understanding of the international marketplace 

(Bouquet, Morrison, & Birkinshaw, 2009) and, thus, are more likely to notice foreign market entry 

options. Once an opportunity for investment, here in entry mode, has been identified, firms need 

to be capable of exercising the option. And international entrepreneurial orientation (IEO) is a 

significant firm internal capability that helps firms achieve success in their international entry 

decisions (Cavusgil & Knight, 2015; Knight & Cavusgil, 2004; C. Lee, Lee, & Pennings, 2001).  
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Therefore, firms’ attention to options and capability to exercise those they notice are important 

considerations when applying ROR to entry mode choice decisions. While the extant literature 

applies ROR, it neglects firm ABV and IEO. This is particularly accentuated in empirical research. 

Thus, to complement ROR, this dissertation applies premises of ABV and IEO to discuss how 

firms notice and later exercise entry modes as real options. Accordingly, the study attempts to 

present a holistic view of ROR as a resource allocation regime encompassing all modes of entry 

into foreign markets, as well as the changes that the initial mode will undergo. The dissertation 

provides an in-depth understanding of how firms choose and later change their foreign market 

entry modes, using ROR. Instead of merely outlining what companies do, what they should do to 

make more sophisticated decisions on foreign market entry is discussed here.   

 

1.1 Background  

Once an internationalizing firm chooses a foreign market to enter, it needs to decide on the mode 

of entry. Entry mode is an institutional arrangement for firms to conduct international business 

transactions, such as exporter, JV, or wholly owned subsidiary (WOS) (Erramilli & Rao, 1993; 

Root, 1977). Due to its importance, the choice has long been debated in the literature (Anderson 

& Coughlan, 1987; Brouthers, 2002; Root, 1977; Villa, Rajwani, & Lawton, 2015). Brouthers and 

Hennart (2007), for instance, divided foreign entry modes into two main categories: level of firm 

ownership (JV vs. WOS), and the establishment mode (greenfield vs. acquisitions). Entry modes 

have also been divided into non-equity versus equity modes (Hennart, 1988; Pan & Tse, 2000), or 

into categories such as contracts (e.g., licensing), JVs, and WOSs (Anderson & Gatignon 1986).  

Though an initial entry mode may persist, entry modes once selected are subject to change (Calof 

& Beamish, 1995; Swoboda, Olejnik, & Morschett, 2011; Vissak & Francioni, 2013). Change 

might result from experiential knowledge as the company operates in the foreign market (Johanson 

& Vahlne 1977, 2009). For instance, firms could start with regular export activities and then switch 

to establishing a manufacturing plant located within the market territory (Johanson & 

Wiedersheim-Paul 1975). Alternatively, a JV might gradually be converted into a WOS (Puck et 

al., 2009; Steensma et al., 2007). In contrast to internalization as a one-off operation, MNEs might 

internalize gradually, from contract operation mode to hierarchical operation (Petersen, Welch, & 

Benito, 2010b). In principle, companies might increase their commitment to a foreign market or, 

equally, reduce it and switch to low-control mode for a variety of reasons such as poor firm 

performance and external and internal environment (Swoboda et al., 2011).  

This comprehensive research on the topic – particularly on initial entry mode choice – has yielded 

valuable insights for the entry mode literature, helping the field reach a mature state (Shaver, 

2013). Yet, questions remain. For example, how does the process of choosing and later changing 

an entry mode unfold? This is an important question to address because in order to choose and 

later change, managers in international firms need to make important strategic decisions, entailing 

a decision-making process (Calof, 1993; Hennart & Slangen, 2015). Therefore, understanding the 

process is the first step to working on the further improvement of such decisions.  

The decision-making process can be categorized into two main phases: decisions prior to entering 

a new market and subsequent decisions to adjust [change] a chosen entry mode. The former clearly 

affect the latter, yet how the initial decision affects the post-entry decision is not explored in the 

extant literature. In addition, the research on how these decisions can be improved so that firms do 
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not sustain large financial costs in international markets is inadequate. Thus far, the focus has been 

mainly on the factors leading to a decision in the form of an entry mode, and then the outcome of 

the chosen mode – for example, performance implication. There has been less discussion on the 

potential losses companies may sustain, and how these could be mitigated. Generally, conceptual 

models of the decision-making process leading to the choice of entry, and later how the choice is 

adjusted in the post-entry phase, are rare. The paucity of such research has been reflected in the 

literature, too (e.g., Brouthers, 2013; Hennart & Slangen, 2015).  

Though proven useful, theories applied to study entry mode choice, as explained earlier, have 

certain shortcomings. Take, for instance, TCE and internationalization theory, the dominant 

theories to explain the initial and post-entry mode choice decisions. TCE is the most widely used 

theory to study entry mode choice (Canabal & White, 2008), but focuses mainly on cost 

minimization rather than value creation (Brouthers et al., 2008). In addition, it is relatively weak 

in considering learning in the context of entry modes (Meyer, Wright, & Pruthi, 2009). In a similar 

fashion, it fails to consider the benefits of dealing with uncertainty in the form of learning by taking 

advantage of new opportunities arising (Ahsan & Musteen, 2011).  

Internationalization theory (Johanson & Vahlne, 1977, 1990, 2009), on the other hand, is a more 

dynamic theory to study mode change yet falls short of explaining several aspects of that change. 

For instance, the theory does not explain different periods of de-internationalization (Benito & 

Welch, 1997; Fletcher, 2008). Nor does it explicate the rapid and unconventional market entry 

routes of born global firms, which are in stark opposition to the usual internationalization path 

(Autio, Sapienza, & Almeida, 2000). In addition, the pace at which companies increase 

commitment in a given market differs considerably from one to another (Pedersen & Petersen, 

1998), though internationalization theory assumes a gradual increase generally. Last, multistep 

mode escalation, for instance from exporting to establishing a manufacturing plant abroad, is 

unexplained by the theory while being employed by firms in practice (Calof & Beamish, 1995). 

ROR has been regarded as a practical guide to a firm’s strategic decision-making under conditions 

of uncertainty (Barnett, 2008). Rooted in finance, ROR has also gained popularity in the IB and 

strategic management literature, as it offers high flexibility when there is high uncertainty 

surrounding the investment (Krychowski & Quelin, 2010). ROR is a point of intersection between 

economic and psychological forces (McGrath, 1999), and therefore more consistent with the 

patterns of investment choices in the real context (McGrath et al., 2004). ROR implies that when 

uncertainty is high, firms may minimize current investments but secure an option to invest at a 

later date, when lower uncertainty is perceived (Brouthers et al., 2008). This is in contrast to the 

static assumptions inherent in more traditional investment decision approaches such as net present 

value (Klingebiel & Adner, 2015).  

ROR can also explain pre- and post-entry choice decisions well. Initial entry mode choices present 

real options to the firm, based on which it can make future investment decisions on whether or not 

to maintain the mode, increase the commitment, or if the conditions are unfavorable, abandon the 

investment by withdrawing from the market or decreasing commitment. For example, investing in 

a sales subsidiary in an emerging market provides the firm with gradually increasing knowledge 

of the business environment that will support future growth should the market develop (Kogut & 

Kulatilaka, 2001). This provides the firm with the flexibility to deal with uncertainty in 

international markets, without losing the opportunity associated with uncertain but promising 

markets. ROR considers the temporal dimension of entry mode choice decisions, as each choice 
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leads to a possible future choice, be it that to increase or decrease commitment. Such an approach 

to view market entry mode choice decisions, inherent in ROR, is not followed by other theories 

applied to explain market entry mode choice.    

Prior to internationalizing, there are innumerable opportunities for a firm to invest in global 

markets. The firm characterizes these opportunities as latent, and they can be referred to as shadow 

options (Bowman & Hurry, 1993), possibilities to enter any market by any entry mode at any point 

in time. They could also be possibilities to change an entry mode to a higher or lower commitment 

mode, that is, increase or decrease the investment depending on market conditions. International 

markets constantly feature shadow options, although many go unnoticed (cf. Barnett, 2008). They 

become real only when recognized and noticed by a firm’s decision-makers (Barnett, 2008; 

Bowman & Hurry, 1993). How firms recognize shadow options is rooted in the firm’s attention 

structures, which “govern the allocation of time, effort, and attentional focus of organizational 

decision-makers” (Ocasio, 1997, p. 195). Firm ABV (Ocasio, 1997) explains this by showing what 

decision-makers at a firm do is a function of where they allocate their limited attention. Firms with 

an external attention structure, for instance, tend to expend time and money on collecting market 

information, while those with a more internal attention structure focus more on employee 

capabilities (Durand, 2003). Similarly, to regulate their attention toward international markets, 

firms need to expend time, energy and effort on better understanding them (Bouquet et al., 2009).  

A firm’s attention structure creates a perspective that ultimately becomes its strategy (Ocasio, 

2011). And ROR guides firms in making strategic investment decisions (Barnett, 2008), here entry 

mode choice decisions. For example, which options the firm notices is rooted in its attention 

structure; firms with an external attention structure are more likely to notice options in global 

markets than those with a more internally oriented attention structure. Comparably, those with an 

external attention structure tend to enter more markets by exercising options as market entry mode 

choice. Consequently, a complete view of entry mode choice decisions by ROR is fragmentary, if 

the firm’s attention structure is not taken into proper consideration. 

Once an option, in the form of an entry mode into a foreign market, is noticed, it should be 

exercised (Bowman & Hurry, 1993). Only then can it be considered a real option providing growth 

opportunities in global markets. Firms, however, need specific capabilities to exercise recognized 

options (Garud, Kumaraswamy, & Nayyar, 1998). If options are noticed but firms are incapable 

of exercising them, then the premises of ROR are violated. Relating a decision to ROR without 

taking into account certain capabilities needed to make and act on such decisions, leads to the 

illusion of extending ROR to just any entry mode choice decisions (cf. Garud et al., 1998). 

Therefore, a firm’s capability to exercise options must be considered to avoid inaccuracy in 

applying ROR to entry mode choice decisions. These specific capabilities help firms get involved 

in activities that lead them to exercise real options, in the form of market entry mode choice. This 

leads us to the notion of entrepreneurial orientation (EO), which can provide the firm with such an 

important capability. Lumpking and Dess (1996: 136) define EO as “the firm’s processes, 

practices, and the decision-making activities leading to new entry”. Applied to an international 

context, EO is referred to as IEO, the capability to enable firms to exercise shadow options in 

global markets, boosting the firms’ international growth (cf. Knight & Cavusgil, 2004). IEO is an 

internal firm capability (C. Lee, Lee, & Pennings 2001) that leads firms to focus more heavily on 

new ventures such as entry into an unknown market (Lumpkin & Dess, 1996).  
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Figure 1. Positioning the study within the literature 

Figure 1 demonstrates the positioning of the study within the literature. The patterned area 

represents the whole option space, in which only certain options can be identified by a firm, and 

an even smaller fraction of identified options exercised. Firm ABV explains how firms notice 

options, and IEO relates to the firm’s capability to exercise the options that have been noticed. 

Although firm ABV has been linked to ROR conceptually in the extant literature (Barnett, 2008), 

the two theories have not been examined empirically. Furthermore, IEO has never been applied to 

study ROR in entry mode context, nor has it been linked to firm ABV. Nonetheless, as explained 

above, firm ABV and IEO complement ROR, each playing an important role in studying the 

decision-making underlying entry mode choice. As a result, this dissertation sets out to study the 

choice, applying firm ABV, IEO, and ROR as complementary tools. To the best of the author’s 

knowledge, this research is the first of its kind to combine these three approaches in studying entry 

mode choice decisions. 

 

1.2 Research objectives  

There is a long-lasting discrepancy between theory and practice on how firms actually choose and 

modify their entry modes (Benito et al., 2009). Several empirical and theoretical studies shed light 

on the complexity of the post-entry phase and how companies operate in foreign markets 

(Asmussen et al., 2009; Benito, Petersen, & Welch, 2011; Benito & Welch, 1997). Entry modes, 

for instance, once selected, change as the firm operates in the market (Calof & Beamish, 1995). In 

practice, changing an entry mode is more complicated than much of the literature assumes. 
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Companies experience between-mode changes, within-mode adjustments, and mode role changes 

(Asmussen et al., 2009). Nevertheless, such changes, as well as the decision-making underlying 

them, have gained little attention in the IB literature (Calof, 1993; for notable exceptions see Calof 

& Beamish, 1995; Swoboda et al., 2011). Even rarer is a study in IB that considers such decisions 

from the ROR perspective. This is surprising as ROR can explain entry mode changes well. In 

addition, how firms make the decision to choose an entry mode, and how this decision affects post-

entry changes, are yet to be studied (Hennart & Slangen, 2015).  

Accordingly, this dissertation aims to employ ROR to describe how entry mode choice decisions 

in the initial as well as post-entry phase are made. It has been argued that ROR can be employed 

to improve the firm’s strategic decision-making (Busby & Pitts, 1997). One strategic decision, 

which is an integral part of a firm’s globalization strategy, is that of choosing an entry mode (Kim 

& Hwang, 1992), and later changing or adjusting the chosen mode. In an international 

environment, these decisions are usually made under high uncertainty (Kedia & Bhagat, 1988). 

Therefore, ROR is applicable in making such decisions (McGrath et al., 2004), and has proved to 

be a superior decision-making logic in resource allocation for international investment projects 

under uncertainty (Driouchi & Bennett, 2011). ROR, as opposed to the theories introduced in the 

previous chapter, focuses on the temporal effect of decisions, and therefore can explain both initial 

and post-entry decisions. It is also a rational investment decision-making logic, compared to other 

decision-making approaches such as effectuation (Child & Hsieh, 2014), which, if followed 

appropriately as explained in this research, may lead to superior performance. Nonetheless, the use 

of ROR, as noted previously, has been limited in entry mode choice decisions.  

Yet, there is to date no conceptual model demonstrating how the decision-making can be improved 

over time, from the inception of the initial mode to its subsequent adjustment. In attempting to 

develop such a model using ROR, at least two shortcomings in the extant literature are addressed. 

First, ROR has been confined to merely explaining the initial entry mode choice decisions 

(Brouthers et al., 2008; Brouthers & Dikova, 2010) and not beyond there. However, a mode, once 

chosen, is subject to change, not only by increasing but also decreasing commitment. Second, the 

extant literature has predominantly regarded JVs as an option-like mode of entry (e.g., Chi & 

McGuire 1996; Cuypers & Martin 2010; Kogut 1991); however, any international investment in 

the form of an entry mode could be explained by the ROR premise (McGrath et al., 2004). This 

includes, for instance, exporting, licensing, greenfield, or acquisition. To develop such a model it 

is necessary, first, to review the extant literature systematically to understand the theoretical as 

well as empirical gap. Thus, the first research question (RQ) of this dissertation is:  

RQ1. How can ROR help to address the theoretical and empirical gaps in the extant entry 

mode literature? 

Generally, in the IB literature there is a paucity of rigorous analysis on how managers make the 

decision to choose and change an entry mode (Brouthers, 2013; Hennart & Slangen, 2015). 

Strategic decision-making underlying choosing and changing modes is of great significance, yet 

this area has garnered limited attention in the IB literature (Brouthers & Hennart, 2007). 

Nonetheless, empirical evidence shows that most internationalizing firms, to some extent, have a 

strategic decision-making process in place (Ji & Dimitratos, 2013). Also, different decision-

making styles affect investment decisions and ultimately a chosen entry mode, yet managerial 

decision-making to enter international markets is an unexplored area of research (Aharoni, 

Tihanyi, & Connelly, 2011). This area is also uninvestigated in the post-entry phase – that is, after 
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firms enter the market. Addressing such important gaps in the literature in the context of small and 

medium-sized enterprises (SMEs), the second research question of the dissertation is: 

RQ2. How do international firms make the decision to choose an entry mode, and later change 

the chosen mode?  

ROR helps firms improve their strategic decision-making (Barnett, 2008). Although relevant, 

critics of real options have however questioned the applicability of ROR in explaining the initial 

entry mode and investment decisions in general (see e.g., Adner & Levinthal, 2004a, 2004b; Garud 

et al., 1998). For example, an entry mode itself should not be regarded as a real option, if the 

decision to choose is not integrated within the firm’s organizational activities (Adner & Levinthal, 

2004a, 2004b). If an entry mode offers the firm an option-like investment, the firm’s ex ante 

intentionality is required to assess how the mode will, as an option-like investment, deliver future 

value (Adner & Levinthal, 2004b). A firm’s decision-makers need to be aware prior to initiating 

an international joint venture (IJV) whether, for example, the venture will provide a growth option 

in the future. Only then can the IJV be considered a real option. In addition, the decision-makers 

need to possess certain capabilities in order to exercise these options. Failing to consider the 

capability of the firm to exercise shadow options leads to the ‘false illusion’ of associating ROR 

with decisions that are not based on ROR (Garud et al., 1998). In IB, however, a specific entry 

mode − predominantly IJVs − has been considered an option-like mode of entry without taking 

the firm’s organizational activities into account. Building on the ABV of the firm and IEO, the 

above gaps in the literature are addressed. Accordingly, the third research question is posed as 

follows: 

RQ3. How do international firms notice and exercise an entry mode which offers a real option 

for further growth? 

The argument above sheds light on the importance of EO – or in an international context IEO – as 

the firm’s capability to exercise potential options. The extant literature also accentuates the effect 

of IEO on the firm’s strategic decision-making (Lumpkin & Dess, 1996, 2001). However, IEO 

comprises several dimensions that lead to two general entrepreneurial oriented behaviors, namely 

Schumpeterian and Kirznerian (Sundqvist, Kyläheiko, Kuivalainen, & Cadogan, 2012). The 

question that naturally arises here is which of these behaviors influences a firm’s decision when 

exercising available real options in uncertain environments, and under what circumstances. This 

has not to date been explored in the IB literature.  

Exporting could also be said to offer a firm real options. Some export entry modes are small initial 

investments made under uncertainty, in which firms can invest more heavily at some future point, 

though there is no obligation to do so. This is an underlying resource allocation approach suggested 

by ROR (McGrath et al., 2004), yet few studies to date have considered that exporting offers real 

options. A notable exception is the research conducted by Lee and Makhija (2009), who generally 

argue that exporting offers firms flexibility, especially when faced with high uncertainty. They do 

not however distinguish between different types of export channel integration, even though those 

differences are important as they offer varying levels of commitment and control (Aulakh & 

Kotabe, 1997; Campa & Guillen, 1999).  

In the light of the above argument, we do not as yet know how IEO guides firms to exercise 

different export modes. Assuming that export modes offer real options especially under market 

uncertainty, different IEO dimensions, and thus the two different entrepreneurially-oriented 
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behaviors, may have differing effects on what types of export mode are exercised as real options. 

Against this backdrop, the following question is posed:      

RQ4. What is the role of IEO in enabling international firms to notice and exercise available 

options? 

As explained earlier, we need to consider the attention structure of the firm, as well as its capability 

to notice and exercise available options, in order to understand the realistic performance 

implication of ROR in entry mode choice and change decisions. Firms need to have appropriate 

attention structures which enable them to notice available options for investment in foreign 

markets. To recognize options as international market entry, the firm’s decision-makers should 

direct their attention toward international markets; for example, firms with international attention 

are capable of more rapidly noticing international opportunities for investment (Bouquet et al., 

2009). Having recognized options, firms then need to exercise them, that is, turn them into real 

options. This depends on the firms’ IEO, an important organizational capability (Knight & 

Cavusgil, 2004). That leads to international market entry decisions based on the premise of ROR, 

which means more market entry and more frequent change of entry modes. Then the chosen entry 

modes can be regarded as real options. Such a comprehensive view of ROR in firms’ decision-

making to enter foreign markers and later change a mode is rare in the literature. Accordingly, the 

dissertation seeks to answer the following questions: 

RQ5a. What are the antecedents and outcomes of ROR entry decisions?  

RQ5b. What is the relationship between following ROR and the firm’s performance when 

choosing and later changing an entry mode? 

In sum, the first step for companies to initiate investment in foreign markets is to notice available 

options in international markets for entry. To do so, they need an appropriate attention structure. 

The firm’s attention structure gradually becomes the firm’s perspective, determining which 

options are noticed and which are not. This is the first step in decision-making based on the tenets 

of ROR. When an option is noticed, firms need to be capable of exercising it, in this context, to 

enter the market by an entry mode. That capability lies in the IEO of the firm (Knight & Cavusgil, 

2004), which is also referred to as the firm’s behavior (Covin & Slevin, 1991), and has been 

regarded an important organizational capability (C. Lee et al., 2001). Once the firm has the 

perspective gained by the appropriate attention structure to notice options in international markets, 

and the capability to exercise them, it may then choose entry modes on the basis of ROR premises. 

This will ultimately have performance implications. Figure 2 demonstrates these steps as the study 

framework, and indicates the positioning of the publications within the framework. The Figure 

suggests a decision-making process recommended in this study, which is based on ROR principles. 

Naturally, this is a normative decision-making model, which may not be followed by all firms. 

However, such a decision-making process, as will be argued in this dissertation in more detail, 

could potentially lead to enhanced entry decisions and ultimately superior performance.  
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Note: Publication I (P1); Publication II (P2); Publication III (P3); Publication IV (P4); Publication V (P5) 

Figure 2. Positioning of the publications within the study framework 

This study sets out to answer the questions posed in this chapter, thereby filling the gap in the 

literature. Applying ROR to entry mode choice literature, the study discusses the decision-making 

underlying mode choice and change, the applicability and boundaries of ROR in this domain, and 

the performance implications. Several major gaps in the literature are thereby addressed. First, 

academically, this study fills an important gap in the literature, as discussed by several recent 

debates encouraging scholars to conduct more studies on how managers make entry mode choice 

decisions (see Brouthers, 2013; Hennart & Slangen, 2015; Shaver, 2013). Second, it addresses an 

ongoing, unresolved debate in ROR in the strategic management literature, as to what is and is not 

a real option and whether ROR has the anticipated performance implication (Adner & Levinthal, 

2004a, 2004b; Klingebiel & Adner, 2015; Zardkoohi, 2004). Practically, it provides a framework 

for how managers need to make decisions when deciding to enter foreign markets, as opposed to 

merely describing how companies make such decisions. The research questions, related 

publications, and their objectives are summarized in Table 1.  
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Table 1.  Research questions, objectives, and publications 

 

 

1.3 Structure 

This dissertation is presented in two parts. Part one offers an overview of the research, comprising 

five sections. The first section introduces the dissertation. It provides a background to the study, 

research questions and objectives, a definition of the key concepts, and a general outline of the 

study. Section two discusses the theoretical underpinnings of the research. It briefly reviews the 

entry mode choice literature and then moves on to the ROR literature in greater depth. Section 

three describes the research methodology, sampling, and the data collection procedure. Section 

four offers a summary of the articles in the study, discussing the objective, results and contribution 

of each. The final section concludes the study, discussing the theoretical contributions, managerial 

Research question  Objective Publication title Research 

method 

1.    How can ROR help to 

address the theoretical and 

empirical gaps in the extant 

entry mode literature? 

To develop a model of 

entry mode choice based on 

ROR by reviewing the 

extant literature.  

I.  A Real Options Model 

of the Firm’s Entry Mode 

Choice and Change 

Systematic 

literature 

review 

2.   How do international 

firms make the decision to 

choose an entry mode, and 

later change the chosen 

mode? 

To understand how 

managers at SMEs choose 

and later change entry 

mode. 

II. International Market 

Entry: How do SMEs 

Make Decisions? 

 

Qualitative 

study 

3.    How do international 

firms notice and exercise an 

entry mode which offers a 

real option for further 

growth? 

To study how managers 

notice an entry mode 

offering a real option and 

how they exercise that 

option.  

III. Noticing and 

Capturing Opportunities 

in International Markets: 

A Real Options 

Perspective on 

International Growth 

Frontiers 

Conceptual 

study  

4.  What is the role of IEO 

in enabling international 

firms to notice and exercise 

available options?  

To understand whether IEO 

affects exercising real 

options under uncertainty, 

and its performance 

implications. 

IV.  Managing 

Uncertainty in 

Entrepreneurially-

Oriented Firms: Real 

Options Perspective 

Quantitative 

study   

5.   What are the 

antecedents and outcomes 

of ROR entry decisions?  

 

To study the antecedent 

(attention structure and EO) 

and outcome of ROR 

(performance). 

V.  Antecedents and 

Outcome of Real Options 

Reasoning in Market 

Entry Decisions 

Quantitative 

study  
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and societal implications, and lastly, the limitations and future research avenues. The second part 

of the dissertation presents the results in the form of five publications, each addressing one of the 

study research sub-questions (see Table 1).  

 

1.4 Definitions of the key concepts 

1.4.1 Entry mode choice 

Root (1977, p. 5) defines a mode of entry as “an institutional arrangement that makes possible the 

entry of a company’s products, technology, human skills, management or other resources into a 

foreign country”. It is a company’s way, or the “how”, of operating in a foreign market (L. Welch 

& Luostarinen, 1988). Entry modes, also referred to as foreign operation modes, can be defined as 

the organizational arrangement that a company uses to conduct business activities internationally 

(Benito et al., 2009). Based on what classification criteria are employed, entry modes could be 

categorized in terms of commitment, risk, control (Anderson & Gatignon, 1986), or equity versus 

non-equity (e.g., Schwens, Eiche, & Kabst, 2011). In the IB literature, a wide variety of entry 

modes have been defined, for example exporting, contract agreements, IJVs, and WOS (Canabal 

& White, 2008). Once a firm chooses an entry mode, it is likely to change the chosen mode at 

some point in the future. This is referred to as entry mode change (Swoboda et al., 2011).  

1.4.2 Internationalization 

Johanson and Vahlne (1977) define internationalization as a process of gradual increase of the 

firm’s international involvement. In this process, four different entry modes with, respectively, 

low to high international involvement were introduced (Johanson & Wiedersheim-Paul, 1975): no 

regular export activities, export via independent representatives (agents), establishment of an 

overseas sales subsidiary, and overseas manufacturing. This descriptive, dynamic model explains 

the internationalization phenomenon as a stepwise process of learning, which results in increasing 

involvement and building trust (Johanson & Vahlne, 2009). However, other scholars have 

introduced alternative models as approaches to internationalization. For example, reducing 

commitment in a foreign market or de-internationalization (Benito & Welch, 1997; Fletcher, 

2008), rapid internationalization by born-globals (Autio et al., 2000), and multi-step mode 

increase, for instance, from exporting to WOS (Calof & Beamish, 1995).  

1.4.3 Real options 

A real option is a right without obligation to invest resources in a course of future action (Dixit & 

Pindyck, 1994). These options could be a specific investment in an asset with uncertain payoffs 

(McGrath et al., 2004), for example, joint ventures (Cuypers & Martin, 2010; Kogut, 1991) or 

investments in R&D (McGrath & Nerkar, 2004). Therefore, in contrast to financial assets, real 

options are real assets in which firms could invest when uncertainty is high (Brouthers & Dikova, 

2010), and due to the uncertainty involved in investing, the options are particularly desirable 

(Folta, 1998; Reuer & Leiblein, 2000). Firms could create real options through staging investment, 

gathering additional information that might decrease uncertainties surrounding subsequent 

investment (Brouthers et al., 2008).  
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1.4.4 Entrepreneurial orientation 

EO – or in an international context, IEO – is considered a firm internal capability (C. Lee, Lee, & 

Pennings 2001) that refers to “the firm’s processes, practices, and the decision-making activities 

leading to new entry” (Lumpkin & Dess, 1996). In the international business context, ‘new entry’ 

may refer to entering a new geographic market (Knight & Cavusgil, 2004). EO is a firm internal 

capability that can enhance the success of the firm in a challenging environment and is manifested 

by entrepreneurially-oriented behaviors (EOB; Sundqvist et al., 2002). Two strands of such 

behavior prevail in the literature: Kirznerian and Schumpeterian behavior.  

Kirznerian EOB is based on the Kirzner views of entrepreneurship as a process where 

opportunities are discovered by acting as an arbitrageur (Dutta & Crossan, 2005). Competitive 

activities and entrepreneurial alertness to realize and exploit opportunities are integral elements of 

this process (Kirzner, 1979; 1997). Firms with Kirznerian EOB are “proactive” to discover 

opportunities and “competitively aggressive” to outperform rivals by efficiently using arbitrage 

opportunities (Sundqvist et al., 2012). As such, Kirznerian firms are market driven, and can be 

characterized as ‘proactive’ and ‘competitively aggressive’ (Sundqvist et al., 2012). 

Schumpeterian firms, on the other hand, are market-driving firms that disrupt market equilibrium 

by creating new combinations (Schumpeter, 1934b; Sundqvist et al., 2012). According to 

Schumpeter, the entrepreneur, through a discovery process, creates opportunities (Dutta & 

Crossan, 2005). Schumpeterian firms focus, among other activities, on the firm’s ability to launch 

new products, and opening up new markets (Ripsas, 1998). This requires the firm to be innovative 

and risk-taking, so firms with Schumpeterian EOB should also have the autonomy to put their 

innovative ideas into practice (Lumpkin & Dess, 2001). In sum, such firms are ‘risk-taking’, 

‘innovative’, and have ‘autonomy’ in their operations (Sundqvist et al., 2012).   

1.4.5 Attention-based view of the firm 

Firm ABV asserts that decision-makers in a firm have a limited ability to attend to and act on the 

infinite stimuli they face (Barnett, 2008; Ocasio, 1997). According to ABV, what decision-makers 

do depends on where they focus their attention (Ocasio, 1997). ABV outlines the structures within 

a firm that channel where the decision-makers focus their attention (Barnett, 2008). ABV focuses 

on how attention in a firm could shape organizational adaptation (Ocasio, 2011). For example, 

when a multinational enterprise invests time and effort into improving its understanding of 

international markets, it develops ‘international attention’, which enables it to remain competitive 

in global markets (Bouquet et al., 2009).  
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2 Theoretical background 

The aim of this section is to provide an overall theoretical background to the study. The section is 

divided into two parts. The first presents an overview of entry mode choice and change, briefly 

reviews initial entry mode choice, and examining the literature on the post-entry phase addresses 

the complexities arising from changes to the firm’s chosen entry modes in international markets. 

The second part presents an overview of ROR, discussing the applicability of ROR in entry mode 

decisions, the ROR and ABV of the firm, as well as ROR and IEO. 

 

2.1 Entry mode choice  

2.1.1 Initial entry mode 

An entry mode is defined as “an institutional arrangement that makes possible the entry of a 

company’s products, technology, human skills, management or other resources into a foreign 

country” (Root, 1977, p. 5). The choice of entry mode determines how a firm’s organization 

structure forms on entering a given foreign market for the first time (Nakos & Brouthers, 2002). 

IB scholars divide entry modes into categories such as contracts (e.g. licensing or franchising), 

collaborative strategies such as JVs, and WOSs (Anderson & Gatignon, 1986; Root, 1977). Entry 

mode choice has also been categorized on the desired degree of control for a firm when venturing 

into a foreign market, distinguishing between equity and non-equity entry modes (Hennart & 

Larimo, 1998; Pan & Tse, 2000; Schwens et al., 2011). More recently, Brouthers and Hennart 

(2007) conducted a comprehensive literature review on the topic, dividing entry modes into two 

main categories: firm ownership level (JV vs. WOS), and establishment mode (greenfield vs. 

acquisitions). Other approaches divide entry modes into export versus non-export (Albaum & 

Duerr, 2008). Scholars in international business and marketing have divided export modes on the 

degree of export channel integration (Klein et al., 1990). Firms may handle all marketing and 

distribution solely by setting up a wholly-owned subsidiary, or may export through foreign 

independent agents who perform marketing, sales and distribution in the host country (Aulakh & 

Kotabe, 1997).    

Irrespective of the above classifications, entry modes differ significantly in terms of degree of 

control, resource requirement, enforceability of legal rights, ease of knowledge transfer, expected 

future return, and risk involved (Anderson & Gatignon, 1986; Brouthers & Hennart, 2007; 

Hennart, 1991). Once a firm establishes an entry mode in a foreign market, the mode is usually 

difficult to change as it takes considerable time and effort to do so (Pedersen, Petersen, & Benito, 

2002; Shrader, 2001). Hence, the choice of a market entry is one of the most important decisions 

during the firm’s internationalization process (Morschett, Schramm-Klein, & Swoboda, 2010), 

making it one of the most researched fields in IB (Werner, 2002). But, how do firms go about 

choosing an entry mode theoretically? 

2.1.2 Theoretical lens to look at market entry modes 

Several theories have been employed to address the choice of foreign market entry mode. Some 

early studies on international entry mode (e.g., Stopford & Wells, 1972), however, lacked a 

theoretical explanation for mode choice (Brouthers & Hennart, 2007). In the 1980s and early 

1990s, IB scholars began to conduct more rigorous studies on the topic by associating economic 
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theories, above all Transaction Cost Economics (TCE), with mode choice decision (Anderson & 

Gatignon, 1986; Hennart, 1988, 1991). It is in the past two decades, however, that research on 

foreign market entry mode has soared (Ahsan & Musteen, 2011). Among the theories applied, four 

have dominated the entry mode literature: TCE, resource-based view, institutional theory, and the 

eclectic framework (Brouthers & Hennart, 2007). They are explained briefly here. 

TCE is the theory most widely used to study entry mode choice (Brouthers & Hennart, 2007; 

Canabal & White, 2008). Focusing on transactions, that is, transfers of goods and services, TCE 

recommends firms should choose the entry mode that minimizes transaction costs (Crook, Combs, 

Ketchen, & Aguinis, 2012). Such costs include finding, negotiating, and monitoring the 

performance of a partner firm (Brouthers, 2002). If transaction costs are low, a rational firm will 

prefer its transactions to be governed by the market; otherwise, the firm would prefer an internal 

governance structure such as WOS (Zhao, Luo, & Suh, 2004). Focused primarily on transaction 

cost explanations (e.g., Anderson & Gatignon, 1986), scholars later added to TCE by including 

cultural and institutional context variables (Brouthers, 2002; e.g., Brouthers & Brouthers, 2000). 

The resource-based view, on the other hand, recommends firms choose the most promising entry 

mode in accordance with their specific resources and capabilities (Barney, 1991). The resource-

based view regards a firm’s tangible and intangible assets and capabilities as the drivers of its 

business strategy, thereby affecting the firm’s decision on the choice of entry mode (Ekeledo & 

Sivakumar, 2004). Institutional theory suggests that the target country’s institutional environment 

is as important as the capabilities of the firm, since it defines the ‘rules of the game’ thereby 

influencing a firm’s choice of market entry (Brouthers & Hennart, 2007; Santangelo & Meyer, 

2011). Institutional development or underdevelopment in different emerging economies, for 

instance, directly affect the firm’s entry strategies (Meyer, Estrin, et al., 2009). These institutions 

include the legal and regulatory framework, property rights, and information systems (Meyer, 

Estrin, et al., 2009). Finally, Dunning’s (1993) eclectic or OLI (ownership, location, 

internalization) framework “combines insights from resource-based (firm-specific), institutional 

(location), and transaction cost (internalization) theories” (Brouthers & Hennart, 2007, p. 407). 

According to Dunning’s framework, ownership, location, and internalization advantages affect 

firms’ foreign market entry mode (Agarwal & Ramaswami, 1992). Figure 3 depicts the most 

important factors stemming from these theories and driving a mode decision. 

Thus far, the majority of studies using the aforementioned theories focus on the initial entry mode, 

while post-entry mode changes remain under-researched. Aside from the theoretical importance 

of post-entry mode changes, empirical studies confirm that companies do change their entry mode 

(Calof, 1993; Swoboda et al., 2011). This has significant organizational implications. Decisions to 

change a mode are important, as they concern the change in the firm’s institutional arrangement 

(Swoboda et al., 2011). This is reviewed in more detail as follows.   
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Figure 3. The most important factors driving entry mode choice decision by the dominant theories in the 

literature 

2.1.3 Beyond entry mode choice: mode change 

Empirical evidence shows that companies usually change their strategy in foreign markets, and as 

a result change entry mode (e.g., Clark, Pugh, & Mallory, 1997; Santangelo & Meyer, 2011). 

Modes might change as the company gains experience in the foreign market (Johanson & Vahlne, 

1977, 2009). For instance, firms could start from regular export activities and ultimately choose to 

manufacture in the foreign market (Johanson & Wiedersheim-Paul, 1975); or a JV might gradually 

be converted into a WOS (Puck et al., 2009). These changes are referred to as mode increase, 

because companies increase their commitment by switching to a mode that requires a higher 

commitment (Swoboda et al., 2011). Companies may, on the other hand, reduce their investment, 

thereby switching to a mode that requires less commitment. This is referred to as mode decrease 

(Swoboda et al., 2011). Changes in entry mode occur due to reasons such as a firm’s poor (or 

satisfactory) performance, as well as changes in the external and internal environment. Petersen 

and Welch (2000) also studied the switch to franchising from other entry modes, explaining that 

the mode change resulted from a firm’s willingness to establish foreign subsidiaries and its own 

retail operations. 

Generally, despite its importance, changes in strategy as the firm commitment level in a foreign 

market alters have gained little attention (Puck et al., 2009; Santangelo & Meyer, 2011). Research 

on the decision-making process underlying the changes is even scarcer: what processes do 

managers undertake before changing a mode? How do they actually make the decision? An early 

example, and an exception, is the work of Calof (1993), who studied the process underlying mode 

change as well as its effect on mode performance. The paucity of research calls for more studies 

in this area, especially given that in practice companies do tend to change their entry mode, even 

though it might come at a price (Benito & Welch, 1997; Pedersen et al., 2002).  
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There are two main phases of entry mode choice decision-making: first, managers make a decision 

on an initial entry mode; and second, they decide on whether they need to change that mode. The 

decision-making process that results in the choice of entry mode may affect post-entry changes. 

However, to the best of this author’s knowledge, no studies have combined the pre- and post-entry 

processes. The process of choosing and later changing an entry mode is depicted here in Figure 4 

which is general in nature and only discusses how the decision-making process unfolds. It is worth 

noting that throughout this process there are factors which influence how the entry mode choice 

decision is made. They could relate to managers’ individual characteristics, the firm’s resources 

and culture, or the external environments in which the decision should be made. IB scholars have 

suggested these factors could include, for example, ‘information scarcity’ (e.g., Child & Hsieh 

2014), resource availability (Evers & O’Gorman, 2011), ‘leadership characteristics’ of the 

decision-makers, and their interpretations of the environment (Child & Hsieh, 2014; Nielsen & 

Nielsen, 2011), managers’ prior knowledge, experience, and social networks (Evers & O’Gorman 

2011), and goal setting (Gabrielsson & Gabrielsson, 2013).  

 

 

Figure 4. Pre- and post-entry decision-making process 

The dominant theory in the IB literature discussing mode change dynamically is 

internationalization theory – also referred to as stage theory (Johanson & Vahlne, 1977, 2009). As 

the firm gathers more experience in a foreign market, according to internationalization theory it 

increases its commitment and investment in the market (Johanson & Wiedersheim-Paul, 1975; 

Welch & Luostarinen, 1988). As such, internationalization theory, compared to the theories 

discussed in the previous section, is a more dynamic approach, hence more suited to study mode 

change (Benito et al., 2011). According to Johanson and Vahlne (1977), internationalization 

comprises four stages. First, firms do not export regularly, and then they export through agents; 

gradually they begin selling through subsidiaries, and finally establish overseas production.  

Despite producing empirically robust results, the theory has attracted criticism in the IB literature. 

IB scholars have found several discrepancies. For instance, firms sometimes go through periods 

of de-internationalization – that is, decreasing investment in a foreign market – instead of a 

continuous increase in commitment (Fletcher, 2008). This may happen by divesting a wholly 
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owned operation (Mata & Portugal, 2000) or through total withdrawal from the market (Benito & 

Welch, 1997). Also, born-globals (or international new ventures) internationalize from the outset 

so rapidly that they do not follow the market entry path recommended by the internationalization 

theory (Autio, Sapienza, & Almeida, 2000). In addition, firms differ in terms of the pace at which 

they increase their commitment (Pedersen & Petersen, 1998), a feature neglected by 

internationalization theory which also ignores multi-step mode increase, for instance, from 

exporting to WOS (Calof & Beamish, 1995). Also, based on 25 firms in the UK, Clark and his 

colleagues (1997), who studied different types of mode shift, found that the firms preferred to 

complement existing marketing structures with additional modes, as opposed to what 

internationalization theory suggests, namely changing from one mode to another. Additionally, we 

do not as yet know how far ahead firms plan their future entry mode strategies, for example, when 

deciding to change an established entry mode. This is not discussed by internationalization theory. 

Theories employed to study the initial entry mode choice, as discussed earlier in this chapter, focus 

on "why" a mode of entry is chosen rather than "how". Which theory, then, addresses the how? In 

addition, these theories fundamentally differ from one another. They remain in consensus on only 

one important assumption: the choice of entry mode is made under varying levels of uncertainty 

(Müllner, 2016). This positions the application of ROR as a superior decision-making logic for 

resource allocation in international markets (Kogut & Kulatilaka, 2001). ROR, however, has 

surprisingly been used only marginally compared to the other theories discussed earlier. In addition 

to uncertainty surrounding the downside risks of an investment, ROR recognizes the upside 

potential, too (Chi & McGuire, 1996). For example, in contrast to TCE, ROR has contributed to 

the development of theories in firms’ decision-making under uncertainty (Li & Rugman, 2007). 

Moreover, ROR can help improve the decisions to choose and change an entry mode under 

uncertainty, answering to the ‘how’ question posed earlier. But how does ROR explain these 

aspects of mode choice? This is now discussed in greater depth. 

 

2.2 Real options reasoning 

2.2.1 Investment decisions based on ROR 

A real option is the right – but not an obligation – to invest resources such as labor, money, and 

time toward a course of action in the future (Dixit & Pindyck, 1994). The ‘option’ usually refers 

to a small initial investment which creates the potential to make larger investments down the line 

without having an obligation to do so (McGrath, 1997). Firms that create real options acquire the 

right to decide whether to pursue or terminate a set of actions in the future (Bowman & Hurry, 

1993). Though ROR has its roots in the finance literature (Myers, 1977), financial options differ 

from real options in at least three ways (Brouthers et al., 2008): in contrast to financial options, a 

real option provides access to proprietary knowledge; to resources as real assets; and to learning 

advantage which may be leveraged into a competitive advantage should the investment become 

beneficial (see Bowman & Hurry, 1993). Real options are therefore real assets in which firms 

could invest when uncertainty is high (Brouthers & Dikova, 2010). For instance, specific 

international investments with uncertain payoffs may be regarded as real options for the firm 

(McGrath et al., 2004). Generally, compared with other investment or resource allocation 

alternatives such as net present value, ROR is more consistent with the pattern of choices made by 

firms (McGrath et al., 2004).  
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A decision based on ROR has at least two parts (Janney & Dess, 2004): the initial decision, which 

creates the opportunity, but not the obligation, to make a subsequent decision, which is based upon 

the initial decision. For example, in an IJV the initial decision is to start the venture in an uncertain 

environment, while the subsequent decision is whether to acquire or divest the venture once less 

uncertainty is perceived (Kogut, 1991). Therefore, ROR mitigates the uncertainty surrounding the 

investment (Folta, 1998). Real options decision-making enables managers at a firm to notice, 

maintain, and exploit real options opportunities in their business environment (Barnett, 2008). In 

general, ROR suggests the key issue is not avoiding failure but managing the cost of failure by 

limiting exposure to downside risk while preserving access to upside opportunities (McGrath, 

1997). Firms usually employ ROR to guide their strategic decision-making (Barnett, 2008), and 

the decisions may potentially provide superior results compared to more traditional decision-

making models such as net present value (Brouthers et al., 2008).  

In addition, ROR is regarded as a highly rational decision-making process. Child and Hsieh (2014) 

argue there are four types of decision-making logic – or decision-making mode – which are divided 

along a continuum of increasing rationality: reactivity, incrementalism or muddling through, 

bounded rationality, and real options. In a rational process, that of ROR, all types of relevant 

information are collected and analyzed, and managers can then make the entry mode choice based 

on the analyzed information (Ji & Dimitratos, 2013), whereas in less rational processes, the 

decision-maker may rely more on trust and interpersonal empathy as a substitute for independent 

information and comparison of alternatives (Child & Hsieh, 2014).  

2.2.2 ROR and entry mode choice and change 

The application of ROR to firms’ international investment strategies has increased of late (e.g., 

Driouchi & Bennett, 2011; Wooster, Blanco, & Sawyer, 2016). Applying ROR to the firm 

decision-making literature has helped uncover the benefits of internationalization from a novel 

perspective (Driouchi & Bennett, 2011). In contrast to net present value analysis, when uncertainty 

is high, in lieu of postponing the investment or not making the investment at all, ROR suggests 

firms invest in sequential steps, as future investment opportunities are dependent on prior 

investment commitments (Adner & Levinthal, 2004b); additional uncertainties created by delaying 

the investment are thereby mitigated (Bowman & Hurry, 1993). The framework also suggests that 

firms make an initial investment and then wait for a signal to decide whether to harvest or cultivate 

that investment, thereby improving investment decisions when, for example, demand is uncertain 

(Adner & Levinthal, 2004b; McGrath, 1997). For instance, when facing high uncertainty and 

irreversibility of investment in a foreign market, firms could enter the market through low-

commitment entry modes (Li & Rugman, 2007). This provides firms with an option to minimize 

downside risk exposure and control investment uncertainties by deferring part of the investment 

until uncertainty has decreased; at the same time, firms secure the option to participate in potential 

upside benefits at a later point in time (Folta, 1998; McGrath & Nerkar, 2004; Sanchez, 2003). For 

instance, in a developing market, firms could make a small investment in a sales operation, 

accessing local knowledge that provides the future capability to expand, if the market grows 

(Kogut & Kulatilaka, 2001).  

According to ROR, on making an investment a firm faces uncertainty that can be divided into two 

main types: endogenous and exogenous (Chi, 2000). ROR asserts that the former can be decreased 

partially by the actions of the firm through learning (Folta, 1998). For example, firms can adopt a 

sequential investment strategy. Each step reveals new information that mitigates uncertainty, 
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enabling firms to make the subsequent decision (Robert & Weitzman, 1981). Folta and Miller 

(2002) follow such an approach showing how technology firms purchase minority stakes in their 

partners for the gradual management of uncertainty. Market demand uncertainty, for example, is 

a type of endogenous uncertainty. Firms can learn about demand fluctuations in a foreign market 

as they operate in that market. Exogenous uncertainty, on the other hand, is independent of the 

firm’s control and mitigated over time (Chi, 2000; Folta, 1998). Firms can make a small investment 

or actively observe the market to reduce such uncertainty (Ahsan & Musteen, 2011). Exogenous 

uncertainty is characterized by, for instance, macroeconomical, political, or regulatory uncertainty 

(Li & Rugman, 2007). 

ROR emphasizes the value of the act-and-see option (cf. Adner & Levinthal, 2004b; also referred 

to as wait-and-see option or option to defer); that is, when facing high uncertainty and investment 

irreversibility, firms may choose low-commitment entry modes, avoiding switching decisions (Li 

& Rugman, 2007). Also, a real option provides the firm with the ability to terminate the action, 

that is, an option to abandon (Adner & Levinthal, 2004a). Further, a real option provides the firm 

with a growth option, should the market take off subsequently (Tong, Todd, Reuer, & 

Chintakananda, 2008). Therefore, a real option provides more flexibility in investment decisions 

by conferring on the holders the ability to make deferred actions (Ahsan & Musteen, 2011), for 

example to decide whether to defer, expand, contract, or abandon the investment project (Li & Li, 

2010). This could also lead to the selection of a more favorable investment mode (Brouthers et al., 

2008; McGrath, 1997). For example, when deciding to add a mode or increase (or decrease) an 

existing mode, the firm, by creating real options (making a small investment), can optimize the 

subsequent operation mode while still in the phase of making decisions about the actual mode 

change.  

Petersen and his colleagues (2010a) also argue that, as opposed to the internalization of foreign 

activities as a one-off operation, firms might internalize gradually; for example, they may begin 

with a contract operation mode and in a gradual process establish a hierarchical entry mode. Thus, 

they create several real options for growth, giving the firm flexibility in the long run to make 

decisions about mode change without incurring large costs. Following this kind of investment 

behavior, firms secure for themselves an option to abandon (Adner & Levinthal, 2004b). In fact, 

an organization design that remedies the problems associated with abandoning initiatives – if they 

are unprofitable – distinguishes ROR from other resource allocation logics (Adner & Levinthal, 

2004a). As the options created are small, firms do not incur large costs. Therefore, following ROR 

gives firms much flexibility as to whether or not to continue, increase, or abandon the investment—

or a chosen entry mode.2 This eventually enhances strategic decision-making in the firm’s 

internationalization. 

ROR has been employed to study entry mode choice selection; yet, important unexplored areas 

remain to be addressed. The use of ROR has been restricted to explaining the initial entry mode 

choice decisions, while the post-entry phase has been neglected. For example, why a firm changes 

from one entry mode to another can be addressed well by ROR, because such a decision is strategic 

made under uncertainty (Benito et al., 2009). ROR can specifically be used to explain mode 

                                                 
2 There are more real options (or terms referring to real options) defined in the ROR literature, for example option to 

contract, option to expand, option to switch, etc. (see e.g., Dixit & Pindyck, 1994). However, in the context of entry 

mode choice and change, the three options discussed here are the most relevant ones. In addition, they encompass 

other options discussed in the literature. For instance, ‘option to switch’ can be either an option to abandon (mode 

decrease) or a growth option (mode increase).  
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increase. Firms face uncertainty when deciding to shift to a more committed mode, e.g., from 

exporting to IJV. However, they can create the option to grow through this shift, since the 

investment will help them develop a capability to take better advantage of future growth 

opportunities, giving them upside benefits (Folta & O’Brien, 2004; Folta, 1998). ROR can also 

explain ‘how’ entry modes are selected and later changed, and thereby help improve the decision-

making process in relation to mode choice and change, both mode increase and decrease. On the 

whole, strategic decision-making in relation to entry mode is still somewhat neglected in the 

existing literature (Brouthers & Hennart, 2007), and even more so for mode change (for a notable 

exception, see Calof, 1993). Furthermore, IJVs have traditionally been regarded as an option-like 

entry mode choice (e.g., Chi & McGuire, 1996; Kogut, 1991). However, ROR can explain any 

international investment decision made under uncertainty (McGrath et al., 2004), ranging from 

non-equity to equity entry modes. Obviously, however, not all entry modes are noticed to offer 

real options. For example, an IJV may and equally may not be a real option. But, how can it be 

decided that the IJV has been seen ex ante to offer a real option? This is discussed next. 

 

2.3 Attention-based view of the firm  

Why do firms make some decisions but ignore others? The answer may be rooted in the firm’s 

attention structure. Simon (1947) argues that decision-making in organizations, apart from the 

organization structure, is the result of the individual decision-maker’s attention. In fact, “what 

decision-makers do depends on what issues and answers they focus their attention on” (Ocasio, 

1997, p. 188). Humans, however, have limited attentional capability (Simon, 1947). A firm’s 

decision-makers are bounded in their ability to act on the limitless stimuli they constantly face 

(Barnett, 2008). For example, when managers at a firm regulate their attention toward global 

markets, the international performance of their firm is affected (Bouquet et al., 2009).     

The significant effect of human [limited] attentional capability in managerial decision-making was 

first raised by Simon (1947). Several scholars have since contributed to the development of the 

debate (e.g., Cohen, March, & Olsen, 1972; Cyert & March, 1963; Friedland & Alford, 1991). 

Half a century after Simon (1947), Ocasio (1997) developed a theory named attention-based view 

(ABV) of the firm, discussing how attention in firms affects investment decisions. He argued that 

the most basic tenet of ABV is that a firm’s behavior can be explained by how it distributes and 

regulates the attention of its decision-makers. Depending on how a firm structures the flow of 

attention, and given the bounded rational decision-makers at a firm, ABV explains how stimuli are 

noticed, unscrambled, and then transformed into a restricted set of organizational moves (Barnett, 

2008; Ocasio, 1997). Not only does ABV explain what decision-makers do is a function of where 

they allocate their attention, it also argues that a firm’s structure influences where its managers 

focus their attention (Barnett, 2008).  

 

2.4 International entrepreneurial orientation  

An important capability of the firm, which is relevant in the context of entry mode choice (Knight 

& Cavusgil, 2004), is its EO, defined as “firm’s processes, practices, and the decision-making 

activities leading to new entry” (Lumpkin & Dess, 1996, p. 136). EO is an internal capability of 

the firm that enables it to enjoy sustainable competitive advantage (C. Lee et al., 2001), thereby 
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improving business performance (Boso, Story, & Cadogan, 2013). EO comprises five primary 

dimensions (Lumpkin & Dess, 1996): autonomy, innovativeness, risk-taking, proactiveness, and 

competitive aggressiveness. According to Lumpkin and Dess (2001, p. 431), Autonomy is referred 

to as “independent action by an individual or team aimed at bringing forth a business concept or 

vision and carrying it through to completion”; Innovativeness means “a willingness to support 

creativity and experimentation in introducing new products/services, and novelty, technological 

leadership and R&D in developing new processes”; Risk-taking reflects “a tendency to take bold 

actions such as venturing into unknown new markets, committing a large portion of resources to 

ventures with uncertain outcomes, and/or borrowing heavily”; Proactiveness is “an opportunity-

seeking, forward-looking perspective involving introducing new products or services ahead of the 

competition and acting in anticipation of future demand to create change and shape the 

environment”; finally, Competitive aggressiveness refers to “the intensity of a firm’s efforts to 

outperform industry rivals, characterized by a combative posture and a forceful response to 

competitor’s actions”. 

Knight and Cavusgil (2004) applied EO in the context of international market entry, arguing that 

‘new entry’ refers to entry into new markets with new or established services or products. They 

argue that firms with international EO are adept at pursuing opportunities in international markets. 

Such firms are innovative with a managerial vision which allows them to proactively seek 

opportunities for entry into international markets by aggressively competing with rivals and taking 

risks (Covin & Slevin, 1991; Lumpkin & Dess, 1996). Therefore, IEO enhances firms’ decision-

making in uncertain and complex international markets, enabling them to pursue opportunities in 

such environments (Cavusgil & Knight, 2015). This also positively affects the firm’s performance 

in international markets (Sundqvist et al., 2012). 

 

2.5 Summary of the extant literature  

How do ABV of the firm, IEO, and ROR link to one another when choosing entry modes? Barnett 

(2008) links ABV of the firm to ROR. He argues that ongoing, limitless opportunities available to 

firms are valuable options which can be exercised, if the firm has an appropriate attention structure. 

For instance, firms with an external attention structure are more likely to exercise options in new 

markets, whereas an internal attention structure leads to exercising options in existing markets. 

ROR views organizational resources as “engines of choice and heterogeneity” (McGrath et al., 

2004, p. 86) which could generate a myriad of opportunities in an uncertain future. These could be 

capitalized – turned into real options – if the decision-makers at the firm notice them as real options 

prior to making the final decision. That, in turn, depends on the attentional structure of the firm 

(Barnett, 2008).   

There are myriad possibilities to enter markets using any entry mode choice. As long as these 

opportunities remain unnoticed, they remain latent. These latent opportunities are referred to as 

shadow options (Bowman & Hurry, 1993). They become real options, only if they are recognized 

by the firm (Barnett, 2008). ABV of the firm holds that in order to recognize latent opportunities, 

firms need to have the right attention structure. Therefore, to see an entry mode as a real option, 

the mode needs prior recognition based on the firms’ attentional structure. For example, firms with 

international attention (Bouquet et al., 2009) are more likely to notice shadow options, as potential 

market entry opportunities, compared to firms without such attention structure.  
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In addition to the importance of the value of available options in an international environment, the 

capability of the firm to apply ROR and make options-based decisions plays a crucial role 

(Driouchi & Bennett, 2011). Once options are recognized, they need to be exercised, and to do so, 

firms need to possess certain capabilities (Garud et al., 1998). IEO provides that capability for the 

firm, and as such, firms with IEO compared to those without IEO are more capable of exercising 

the recognized option as a mode of entry into a new market or an investment to increase (decrease) 

investment.  

Figure 5 demonstrates different real options, as discussed previously, which firms could create 

throughout their decision-making process while entering international markets. It also 

demonstrates real options available to the firm during the post-entry phase. The Figure shows how 

a decision-making process based on ROR runs throughout firms’ internationalization process. 

Different factors affecting the decision to choose and change an entry mode, as explained 

previously, are embedded in this model. When a small, initial investment is made (as a real option), 

firms mitigate uncertainty. This uncertainty could arise as the result of, for example, information 

scarcity, a firm’s lack of internal resources, or the external environment – some of the factors that 

may affect decision-making processes underlying entry mode choice, as discussed earlier. As the 

firms operate in the market, uncertainty decreases. Depending on how uncertainty is resolved, 

firms can make further adjustment to the chosen mode; that is, create further real options. If 

uncertainty is resolved unfavorably, firms have the option to abandon the investment – decrease 

their commitment or withdraw from the market totally – without incurring high costs. If 

uncertainty is resolved favorably, firms have the option to increase their investment.  

Therefore, ROR entry mode choice decisions could potentially complement TCE, resource-based 

view, institutional theory, and internalization theory. For instance, take TCE. Firms could make a 

better decision on entry mode choice based on whether or not transaction costs are high or low, 

once they have mitigated uncertainty by creating an option. Similarly, based on the resource-based 

view, firms could make entry mode choice decisions depending on their capability and knowledge, 

once they have mitigated the host market uncertainty. This could be extended for institutional and 

internalization theory in the same fashion. Finally, ROR explains internationalization theory too. 

Firms create options as they internationalize. However, they do not necessarily need to increase 

commitment as they possess the option to abandon. Further, they could increase commitment 

exponentially as opposed to gradually once they have mitigated the uncertainty in the market and 

have sufficient information to increase their commitment.   

How ROR affects firms’ decision-making on international market entry mode, and under what 

organizational perspectives an entry mode could be regarded as a real option, were among the 

primary questions to be addressed by this dissertation. Attempts have been made to respond by 

considering the attention structure of the firm in noticing shadow options in global markets, and 

then the internal capability of the firm to exercise those options. This organizational perspective 

can contribute a great deal to the unresolved debate in the ROR literature on what is or is not a real 

option. Adner and Levinthal (2004a, 2004b), for instance, assert that neglecting organizational 

perspectives could lead to a false assumption that any decision may be based on ROR. This 

dissertation, therefore, well addresses the ongoing debate on the boundaries and appropriate 

application of ROR in management and international business.  
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Figure 5. Different real options as entry modes 
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3 Research methodology 

Both qualitative and quantitative methods have been applied to answer the research questions in 

this dissertation. Combining both methods, compared to a more traditional single method study, 

can add more value to IB research as it helps validate findings through triangulation (Hurmerinta-

peltomäki & Nummela, 2006). Mixed methods study enables a better understanding of the research 

phenomena compared to a single method study (Creswell & Clark, 2007). In this dissertation, 

qualitative study can address the “how” questions relating to the managerial decision-making 

underlying entry mode choice and change. Additionally, a qualitative study makes it possible to 

understand whether or not the decisions underlying entry mode choice and change follow the 

premise of ROR. Accordingly, testable theoretical propositions can be developed. Quantitative 

studies can then examine the relationship between the constructs of the developed propositions. 

For instance, quantitative research is a good fit to understand the performance implication of ROR 

in firms.  

This combination of positivistic research paradigm3 is a novel methodology which distinctively 

bridges the two traditional methodological approaches (Greene, 2008). To that end, this study 

begins with inductively developing testable theoretical propositions using rich qualitative data. 

This is then followed by testing the developed propositions and constructs in the form of 

operational hypotheses using large-scale quantitative data. As Eisenhardt and Graebner (2007, p. 

25) suggest, “inductive and deductive logics are mirrors of one another, with inductive theory 

building from cases producing new theory from data and deductive theory testing completing the 

cycle by using data to test theory.” Figure 6 illustrates the overall research design used in this 

study, and the following discusses each step in greater depth. 

3.1 Methodological approach  

The methodological point of departure of this dissertation is a systematic literature review in which 

several general propositions are developed for future studies. A systematic literature review is a 

transparent, replicable process that enables a researcher to identify, assess, and incorporate relevant 

research (Tranfield, Denyer, & Smart, 2003). It is generally a reliable synopsis of extant research 

on a subject area or topic, using a scientific approach (Petticrew & Roberts, 2006). The review 

helps prevent unnecessary repetition of previous efforts, thereby linking future studies to the 

concerns of past research (Tranfield et al., 2003). Further, it improves the methods used previously 

to collect and synthesize empirical evidence (Thorpe, Robin, Allan, & Luke, 2005). Therefore, a 

systematic literature review seems to be a fruitful approach to begin a dissertation that 

encompasses a collection of scientific articles on a topic. The study began with a systematic 

literature review on the topic of entry mode change in order to identify the existing gaps in the 

                                                 
3 With regard to methodology, much can be said about the appropriateness of a particular philosophical stance with 

innumerable views on the subject (see e.g., Onwuegbuzie, Johnson, & Collins, 2009; Welch et al., 2011). However, 

there is a distinction between the logic of justification and research methods (Johnson & Onwuegbuzie, 2004). The 

former is an important aspect of epistemology, yet by no means dictates the latter, that is, use of any specific data 

collection or methods of analysis (Johnson & Onwuegbuzie, 2004). Given this, and also to avoid philosophical pitfalls, 

as recommended by Eisenhardt and Graebner (2007), philosophical arguments have been refrained from in this 

research. Hence, the temptation to enter into ‘paradigm wars’ has also been resisted (for more on different 

philosophical paradigms on qualitative and quantitative research methods, see e.g., Onwuegbuzie et al., 2009). Instead, 

it has been attempted to conduct a rigorous and transparent methodology.   



38 3 Research methodology 

   

literature, avoid unnecessary replication, and develop a sound research agenda for future studies. 

This provided reliable grounds to begin a qualitative and a conceptual follow-up study 

(Publications II and III in Figure 6).    

 

Figure 6. Overall research design 

The second publication is a qualitative analysis of the decision-making process underlying entry 

mode choice and change. The significance of such a methodological approach can be traced to the 

methods used in the extant literature. For instance, apart from numerous conceptual studies 

extending ROR in organizational investment decision-making in general (e.g., Barnett, 2008; 

Bowman & Hurry, 1993; McGrath et al., 2004), the other two main methods applying ROR to 

entry mode choice are mathematical modelling (e.g., Kogut, 1991; Li & Rugman, 2007) and 

quantitative analysis (e.g., Cuypers & Martin, 2010; Puck et al., 2009; Reuer & Leiblein, 2000). 

A lack of qualitative study is noticeable in this domain. This could be due to the difficulties and 

complications that arise as to whether or not a decision is based on ROR. However, this needs to 

be taken into consideration if a better understanding of ROR is required. More generally, there is 

a lack of study on the decision-making process underlying entry mode choice (Hennart & Slangen, 

2015). How do managers make decisions on choosing entry modes? Given the above research gap 

and the nature of the research question (Yin, 2009), it seems that qualitative studies are deemed 

necessary to address the shortcoming in the literature. As a result, a multiple case study is 

conducted to examine how managers actually make entry mode decisions.  

According to Yin (1994, p. 23), case study is “an empirical inquiry that investigates a 

contemporary phenomenon within its real-life context when the boundaries between phenomenon 

and context are not clearly evident; and in which multiple sources of evidence are used”. Case 

study research is “an increasingly popular and relevant research strategy” in management 
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(Eisenhardt & Graebner, 2007, p. 30), as well as the most popular qualitative research in the field 

of IB (Piekkari, Welch, & Paavilainen, 2009). Such popularity comes as no surprise given the case 

study potential to produce innovative and groundbreaking theoretical insights (Welch, Piekkari, 

Plakoyiannaki, & Paavilainen-Mäntymäki, 2011). Yet in IB the theorizing potential of case study 

research is unrecognized (Welch et al., 2011), and there is a general lack of qualitative research 

(Birkinshaw, Brannen, & Tung, 2011). For instance, there is a paucity of qualitative research 

(Cuervo-Cazurra et al., 2016) in Journal of International Business Studies, a top-ranked 

international business journal (Treviño, Mixon, Funk, & Inkpen, 2010),  

In light of the above argument, a multiple case study of three small- and medium-sized enterprises 

(SMEs) in Finland and three in Italy was conducted. Though multiple case study research has been 

subject to criticism (see e.g., Dubois & Gadde, 2014; Dyer & Wilkins, 1991), it has been argued 

that multiple case study research is more robust, generalizable, and theoretically testable4 

(Eisenhardt, 1989; Eisenhardt & Graebner, 2007; Yin, 2009). The purpose was to interview 

managers in order to examine how they go about making decisions on choosing an initial entry 

mode choice and how they change the mode subsequently. This also enables an understanding on 

whether or not they follow ROR. SMEs were chosen for this study since the lack of knowledge on 

how entry mode decisions are made is more accentuated in the contexts of SMEs, with a paucity 

of empirical research in that domain (Nummela, Saarenketo, Jokela, & Leone, 2014; Rialp, Rialp, 

& Knight, 2005). Also, in subsequent quantitative studies – though firm size was controlled for – 

the majority of participant firms were SMEs with less than 250 employees. Therefore, this study 

was an appropriate base for the subsequent quantitative studies. The data collection procedure of 

this research will be explained in the next section.  

Once the qualitative study had been performed, a conceptual study was conducted to refine the 

existing and further develop new propositions (see Figure 6, Publication III). Logical and carefully 

developed theories are a necessary condition of generating impactful IB research (Bello & 

Kostova, 2012). In fact, “the heart of any research is its conceptual underpinning in terms of theory 

or theoretical perspective taken, constructs, models and hypotheses” (Bello & Kostova, 2012, p. 

539). Poor construct conceptualization, for example, may lead to a weak theoretical rationale for 

hypotheses and low construct validity, hence low statistical conclusion validity (MacKenzie, 

2003). Prior to commencing the quantitative analyses, it was requisite to ensure the conceptual 

underpinning of the study is appropriate by developing researchable propositions (Whetten, 1989). 

To increase the reliability and validity of the developed propositions, the conceptual argument was 

supported by qualitative data (two contrasting cases) which further clarified the underlying 

argument. This, along with the previous publication, helped increase the conceptual depth, frame 

the study in relation to the existing literature, and prepare the research for the subsequent phase, 

to examine the propositions in quantitative studies. 

 

                                                 
4 In social sciences in general and IB in particular, it still remains a subject of debate as to whether single or multiple 

case study approach is more suited to certain research settings and questions (see e.g., Dubois & Gadde, 2014; Dyer 

& Wilkins, 1991; Eisenhardt, 1989; Piekkari et al., 2009; C. Welch et al., 2011; Yin, 2009). Nonetheless, this study 

has no intention of arguing the superiority of one over the other. As mentioned earlier, this dissertation aims to run a 

comprehensive and clear methodology. Such discussions are beyond its research scope and purpose.  
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Table 2. Summary of the research methods 

 

Last, the developed propositions and models from earlier studies were tested empirically using 

large-scale quantitative data (see Figure 6, Publication IV and V). This completed the research 

cycle by deductively testing the constructed theory in the form of various hypotheses. This helps 

address the inherent shortcoming of qualitative and conceptual studies, that is, operationalizing the 

theoretical constructs and examining the strength of the relationships among them (Cuervo-

Cazurra et al., 2016). Table 2 summarizes the publications, details the methodology used, and 

shows the result of each study. 

 

3.2 Sampling, data collection, and data analysis 

In this section, an overview of sampling and data collection for different research phases of the 

dissertation is described. First, case selection and data collection for the qualitative study (mainly 

for Publication II, but partially for Publication III) are presented. This was performed at the early 

Research question Method Data Outcome 

1.  How does ROR 

improve entry mode 

choice and change 

decisions? 

Systematic 

Literature Review 

Literature from top 

international business and 

strategic management 

journals. 

Developed a model of 

market entry choice and 

change based on ROR;  

Reviewed the literature and 

finding the research gap. 

2. How do managers 

make decision to enter a 

foreign market, and later 

change an entry mode? 

Qualitative 

Research (Multiple 

case study) 

Interview data from six 

cases in Finland and Italy; 

complemented by 

secondary data.   

Developed a dynamic 

model of decision-making 

process behind entry 

mode choice and change; 

Developed several 

testable propositions. 

3. How do firms notice 

and exercise an entry 

mode which offers a real 

option for further 

growth?  

Conceptual  

(Theory 

development) 

Literature from ROR, 

ABV, and IEO; also two 

comparative cases were 

used. 

Refined the previous 

propositions and 

developed new ones to be 

studied in subsequent 

studies.  

4. What is the role of 

IEO in enabling firms to 

notice and exercise 

available options?   

Quantitative 

Research  

(logistic regression 

& residual analysis) 

A sub-sample of 330 

manufacturing firms from 

survey data of 783 

Finnish firms.  

Tested and confirmed 

hypotheses on the positive 

effect of EO on exercising 

options. 

5. What are the 

antecedents and 

outcome of ROR entry 

decisions? 

Quantitative 

Research (multiple 

regression) 

A sample of 215 Finnish 

international firms. 

 

Tested and confirmed 

hypotheses on the positive 

relationship of attention 

structure and EO with 

ROR entry decision. 
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phase of the research. Second, data collection and sampling of the two successive quantitative 

studies (Publication IV and V) are explained.    

3.2.1 Case selection and data collection of the qualitative (and conceptual) study 

The empirical data collection for the study began by preparing a semi-structured interview for the 

qualitative research (Publication II). This was achieved during early 2014 after reviewing the 

relevant literature and identifying the literature gap. As the decision-making process underlying 

entry mode choice is as yet an under-researched topic, purposeful sampling was used to select the 

cases for the study, which is a suitable strategy to examine unexplored phenomena (Eisenhardt & 

Graebner, 2007; Yin, 2003). Several criteria were considered before choosing the cases. First, as 

the cases were SMEs, only firms with fewer than 500 employees (OECD, 2008) were included for 

assessment. Second, the extent of internationalization and international operations led the 

selection. It was important that the cases had enough international experience and had entered a 

variety of international markets. The research team ensured the cases had operations in at least one 

developed market, one BRICS5 country, and one emerging non-BRICS market. This provided 

enough variance in terms of market uncertainty, thereby increasing the methodology robustness. 

Third, it was required that the cases had been operating in the host markets for at least one year. 

This was necessary to observe post-entry behavior. Fourth, the cases needed to be accessible to 

the researchers. Applying these criteria, we chose thirteen SMEs, finally selecting six willing to 

participate in the research. As the research was a collaboration with colleagues from University of 

Bergamo, Italy, the cases were based both in Finland and Italy (three firms in each). 

Due to the nature of the research question which relates to an unexplored phenomena, that is, the 

decision-making process underlying mode choice and change, interviews were an efficient method 

to gather rich, empirical data (Eisenhardt & Graebner, 2007). Therefore, guided by the extant 

literature (cf. Smith, 2014), a series of in-depth interviews (a total of eleven) was conducted with 

the top managers of the chosen firms. Each interview lasted between one and two hours. It was 

ensured that the interviewees were accustomed with the companies’ international operations and 

had been involved in making the decisions on entry mode choice and change. The interviews were 

digitally recorded and transcribed using word processing software. Two interviews were carried 

out to enable any necessary modifications before executing the main interviews. Also, after 

completing the analysis and coding the data, four additional interviews were conducted in order to 

check the validity of the data and for follow-up purposes. Additionally, having written the paper, 

the data description was shared with some of the informants who were asked to provide comments 

and further corrections. These two steps helped assess the validity and reliability of the data 

(Langley, 2007). In addition, the companies’ websites and various archival documents, such as 

company bulletins, were used in the analysis. These archival sources helped mitigate the impact 

of retrospective sensemaking and memory bias among interviewees (Leonard-Barton, 1990). 

The data were partially used for Publication III, too. Even though, compared to the empirical, the 

nature of that publication was conceptual, empirical examples were still deemed useful and 

relevant (cf. Benito et al., 2009). This would help elucidate and clarify the argument further. Thus, 

the interview data of the two cases, which represented contrasting situations in their market entry 

approach and entry mode choice, were used as relevant practical examples. In addition to the fact 

                                                 
5 BRICS refers to the four biggest emerging markets, namely Brazil, Russia, India, and China, plus South Africa 

(The Economist, 2013).  
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that the two selected cases were well suited to the research purpose, the use of contrasting cases 

enabled theoretical replication (Yin, 2009). The interview questions are presented in Appendix 1.  

To analyze the data in Publication II, both inductive and deductive reasoning were adopted, as is 

the case in most qualitative research (e.g., Walsh & Bartunek, 2011; Smith, 2014). At the outset, 

the research was influenced by the extant research, and as the study progressed, new analytical 

themes emerged. The data were coded following the principles of thematic analysis (Braun & 

Clarke, 2006). Accordingly, various analytical themes were created that served as a basis to 

develop theoretical dimensions. This enabled the development of several relevant propositions 

backed by empirical, qualitative data. In Publication III, the collected data served mainly as a 

description of the two contrasting cases in order to provide empirical support for the theoretical 

underpinning of the research.      

3.2.2 Data collection for the quantitative studies 

Two different datasets were employed for the last two Publications (IV and V). The dataset for 

Publication IV, in addition to encompassing data on firms’ entry mode choices, included data on 

different dimensions of IEO in the firms. Moreover, it included data on varying levels of host 

market uncertainty. In addition, secondary data on performance indicators such as foreign 

sales/total sales ratio, turnover, and profit before tax were collected from AMADEUS database6. 

This was performed to study firm performance in international markets. The secondary measure 

of performance also helped mitigate common bias method (Podsakoff, MacKenzie, Lee, & 

Podsakoff, 2003). Because Publication IV set out to examine the firms’ capability (i.e., IEO) to 

exercise real options as entry mode choices (more particularly, export channel integrations) in an 

uncertain environment, and the performance implication of this, the data suited the research well. 

The comprehensive sample, which was drawn from the Kompass Finland database, included 783 

usable responses out of 968 eligible international firms in Finland. This gave an effective, high 

response rate of 81%. Because the focus of the study was on export channel integration, a sub-

sample of 330 manufacturing firms were used which had exporting as their dominant modes of 

entry. The firms were from a variety of industries such as: food and drinks; textiles and clothing; 

forestry; chemical; metal; machine and equipment; electronics; and rubber and plastic. The items 

included questions on different uncertainties perceived by firms in their international markets, and 

the extent of their entrepreneurially-oriented behaviors. The dependent variable of the study was 

dichotomous, that is, the choice between two export channel integration strategies (i.e. hierarchical 

export mode versus market export mode). The questionnaire items used in this study are presented 

in Appendix 2. 

To assess the measures of the study, a series of experiments were carried out. First, the non-

respondent bias (Armstrong & Overton, 1977) was tested by comparing the scores from the late 

respondents to those from early ones; there was no significant differences between the two sets. 

Second, because the variables in the study came directly from the respondent firms, a common 

method bias was run. This was performed to check that the dataset did not suffer from the common 

method variance, in which case the variable in the study would load on one factor explaining a 

large proposition of common variance in the data (Podsakoff et al., 2003). However, the largest 

factor explained only about 14 per cent of the variance, indicating that common method bias did 

not exist in the study. Third, to further ensure the validity and reliability of the measures, all the 

                                                 
6 See http://www.eui.eu/Research/Library/ResearchGuides/Economics/Statistics/DataPortal/AmadeusBvD.aspx 
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items were simultaneously entered into a confirmatory factor analysis using LISREL 8.80 software 

(Jöreskog & Sörbom, 1993). The results were satisfactory7. Fourth, using LISREL 8.80 the 

composite reliability of the constructs and the average variance extracted (AVE) were examined. 

Both the composite reliabilities and AVE were above the recommended threshold of 0.50 and 0.60 

respectively (Bagozzi & Heatherton, 1994). Accordingly, the measures exhibit sufficient validity 

and reliability.  

For publication V, the data were collected during the summer of 2016. Prior to the data collection, 

an extensive literature review on the topics of ROR, IEO, and ABV of the firm in relation to entry 

mode choice and change was conducted to develop the items. Accordingly, some items were 

developed based on the extant literature, while others were the result of the authors’ own 

development based on conceptual studies. The questionnaire was created in English, subsequently 

translated into Finnish, and back-translated into English by native speaking academics in the 

research team. The number of refinement rounds was enacted by conducting pilot interview tests 

with managers of five Finnish international firms who were responsible for decision-making on 

internationalization. This helped improve the questionnaire before it was sent out. 

The sample for the study came from Bisnode Selector database (see www.bisnode.com), which 

encompassed a population of 6481 exporting firms based in Finland. A random sample of 2000 

firms was derived from the population. Out of these, contact details of 67 firms were actually 

missing. The rest were contacted by telephone to ensure that the contact details were correct and 

to invite cooperation in the study. 920 firms, however, did not respond to the phone calls, therefore 

were excluded from the sample. Further excluding ineligible firms (e.g., those which did not do 

business outside of Finland as there were several firms which were wrongly included in the 

database), an online questionnaire using Qualtrics software were sent to 550 firms. These firms 

had confirmed that they operated internationally and had agreed to participate in the study in the 

previous phone conversation. Two weeks after, an email reminder was sent, which was followed 

by two more reminders in the next two months. In early December 2016, a last reminder was sent 

to those firms which had shown interest in participating in the survey but had not responded or had 

only partially filled out the survey. Finally, 261 questionnaires were received, out of which 187 

were usable (some were only partially filled), leaving a response rate of 34%. Care was taken that 

the actual respondents were decision-makers in the firm regarding international entry decisions. 

Appendix 3 exhibits those parts of the survey relevant to this study.  

To analyze the collected data, in Publications IV, multiple logistic regression was used to test the 

first three research hypotheses in which the dependent variable was dichotomous (the type of 

export channel choice). Also, two interaction terms were created which were used as the 

moderators in the model. Then, to assess the fit between choosing the right choice and all the 

environmental factors, residual analysis was employed (see Venkatraman, 1989). In publication 

V, ordinary least squares regression was used to test the three main hypotheses of the research.   

To increase the reliability of the quantitative studies, it is suggested that surveys use multi-item 

scales, attempt to improve the clarity of survey instructions, and report reliability of the constructs 

used (Peter, 1979). In this dissertation, all measures in quantitative studies were multi-item 

measures. The reliability of the constructs was reported for all measures using for example 

                                                 
7 The results for the multi-item measures were as follows: χ2 (df) = 402.940, RMSEA = .038, CFI = .980, NNFI = 

.975, GFI = .914, where RMSEA = Root mean square error of approximation; CFI = Comparative Fit Index; NNFI = 

Non-Normed Fit Index; GFI = Goodness of Fit Index. This shows that the measurement model fits the data. 
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Cronbach’s alpha. In order to improve the clarity of the survey, several pilot tests were conducted 

in which managers from Finnish international firms were interviewed and asked to suggest further 

improvements. Also, Finnish speaking academics helped translate the survey into Finnish and back 

into English. This helped avoid ambiguity, too. Generally, combining qualitative and quantitative 

data analysis and methodology, as in this dissertation, helps validate the findings through 

triangulation, giving a deeper and broader description of the phenomena under study (Hurmerinta-

Peltomäki & Nummela, 2006).   
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4 Summary of the publications  

This section reviews the objectives, results, and the main contributions of the publications included 

in this study. Each publication contributes incrementally to answering the main research questions 

of the dissertation also posed earlier: “How do international firms make decisions to enter a foreign 

market and later change an initial entry mode?” and, “Can ROR help to better understand firms’ 

decisions on entry mode choice and mode change?” Accordingly, five sub-questions are posed, 

each being answered by one publication. The first publication reviews the literature systematically 

providing a solid ground for succeeding publications by developing a holistic ROR model of 

market entry mode choice and change. The two next studies address the ‘how’ questions using 

qualitative data, carefully developing propositions. They seek to construct testable theory on 

market entry mode choice decision-making using ROR. In that, they include ABV of the firm as 

well as the firm’s capability as its IEO. The last two publications examine the built theories and 

developed constructs using quantitative data. Table 3 gives a summary of the main objectives, 

findings and contribution of each publication. Next, each step is explained in more details.  

  

4.1 Publication I: A Real Options Model of the Firm’s Entry Mode Choice 

and Change 

Background and Objective 

A critical, and an integral, step in the internationalization of the firm is the choice of a market 

entry. The decision to choose an entry mode choice can be categorized into two main phases. One, 

before entering and the other is the decision to adjust a chosen entry mode. A lack of study on 

decision-making in both phases combined prevails among the literature. On the other hand, ROR 

seems to be an applicable lens to explain such decisions. ROR can explain both the initial entry 

mode choice, as mainly discussed in the literature, and the post-entry phase changes, which has 

been under-researched in the literature. In addition, ROR in general is well suited to patterns of 

international investment choice, such as entry mode choice, made by firms. 

Therefore, the study aims to extend ROR to the firm’s market entry mode choice and change. It 

does so by arguing several features inherent in ROR which could help firms in their foreign entry 

mode choice and change decisions. The study also reviews the extant literature on the post-entry 

mode changes in order to understand the underlying theories applied to the topic and identify the 

research gaps.  

Main contribution 

The literature review shows that the complexity of entry mode choice and change has been 

neglected in the extant literature. Building on that, the research suggests that such complexity can 

well be addressed by ROR, which has been used in the literature in a limited extent. It therefore 

extends the boundaries and applicability of ROR in this domain. Accordingly, a model providing 

several testable and researchable propositions for future studies is developed. The holistic model 

encompasses entry mode choice decisions both in pre- and post-entry phase. It also suggests that 

ABV of the firm and its internal capability as IEO are important organizational perspectives that 

need to be taken into account when applying ROR to entry mode choice and change. As such, the 
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study develops five testable propositions extending the theory. This ultimately provides a well-

grounded agenda for the successive publication in this dissertation. 

Table 3. Summary of the objectives, findings, and contributions of each publication  

 

 

Publication Main Findings Main Contributions 

1. A Real Options 

Model of the Firm’s 

Entry Mode Choice and 

Change 

The extant literature neglects 

complexity of entry mode choice 

decisions. 

Little attention has been paid to ROR 

in the initial and post entry mode 

choice literature. 

Extended ROR to market entry 

choice and change decisions.  

Organizational perspectives such as 

attention structure and IEO were 

also applied to complement ROR. 

2.  International Market 

Entry: How Do SMEs 

Make Decisions? 

Understanding the decision-making 

process behind entry mode choice. 

Different decision-making modes 

affect the evolution of entry modes 

 

Contributed to the decision-making 

in entry mode choice literature by 

developing a dynamic decision-

making model. The importance of 

ROR in improving entry-mode 

decision-making was demonstrated. 

3. Noticing and 

Capturing Opportunities 

in International Markets: 

A Real Options 

Perspective 

There is positive relationship between 

having international attention and 

noticing global investment 

opportunities. Firms with IEO has the 

capability to exercise the recognized 

shadow options. 

Added to the literature by arguing 

that the ability of the firm to notice 

and exercise options depends on its 

attention structure as well as 

entrepreneurially-orientated 

behavior. 

4. Managing uncertainty 

in Entrepreneurially-

Oriented Firms: Real 

Options Perspective  

Real options as export channel choices 

are available to firms, but not all 

options are noticed, nor are all of them 

exercised. Entrepreneurial orientation 

positively affects exercising available 

options under different types of 

uncertainty. 

By confirming theoretical links 

between IEO and ROR, the 

boundaries of ROR in IB were 

advanced. The research considered 

the firms’ ability to notice options, 

thereby addressing a major gap in 

the literature.  

5.  Antecedents and 

Outcome of Real 

Options Reasoning in 

Entry Mode Choice 

Decisions?  

Firms which enter new markets, 

change investment, and withdraw from 

markets more frequently, are more 

likely to follow ROR. Then entry 

mode choices made by these firms 

represent a real option. 

 

A more nuanced approach was 

adopted in measuring the 

antecedents of ROR in international 

market entry. A new approach to 

measure ROR was introduced. 

Antecedents of ROR entry decision 

and its possible outcome were also 

studied.  
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4.2 Publication II: International Market Entry: How Do SMEs Make 

Decisions? 

Background and Objective 

An empirical, detailed research on how entry mode choice decisions are made is missing in the 

international business as well as international marketing literature. It is argued that there exists a 

strategic decision-making process in internationalizing firms to choose entry modes and later 

change them. And such decisions are seen as being among the key drivers of a firm’s success. 

Surprisingly, this remains mostly an unexplored area in the literature. This is more accentuated in 

the context of SMEs and even more in relation with decisions made in the post-entry phase.     

Thus, the study sets out to respond to the call in the previous literature for more research on the 

decision-making process underlying the choice of entry mode, and changes that occurred to the 

chosen mode in the post-entry phase. It does so by reviewing the previous literature and developing 

preliminary propositions, arguing that decision-making modes are characterized by three 

multidimensional constructs. These propositions are further refined and explored using rich 

qualitative data from six SMEs. Additionally, it highlights the importance of rationality in entry 

mode choice and change. Finally, it seeks to understand the performance implication of using 

different decision-making modes. 

Main contribution 

The study makes several contributions to the literature and practice. First, by focusing on post-

entry, knowledge on decision-making frameworks is supplemented by linking the traditional 

international marketing literature related to initial entry mode with mainstream international 

business literature. The results increase understanding of the decision-making process underlying 

entry mode choice. Second, the research reveals that different decision-making modes affect the 

evolution of entry modes, or post-entry changes, thereby narrowing the gap highlighted by the 

previous research. Third, the study confirms the importance of rationality as a point of reference 

for the decision-making mode in internationalization. Fourth, this research demonstrates the 

important role of ROR as a lens to study, and improve, entry-mode decision-making. The study 

found that ROR could improve the initial as well as post-entry decision-making. ROR offers 

managers more alternatives, which to the greatest extent possible, lowers risk. This lent support to 

the use of ROR to achieve above-average performance. 

 

4.3 Publication III: Noticing and Capturing Opportunities in International 

Markets: A Real Options Perspective 

Background and Objective 

Operating globally provides numerous growth opportunities for firms, as different geographies 

offer divergent development options and strategies. To take advantage of these opportunities, 

however, firms face formidable challenges, as aggregated effects of globalization, deregulation, 

and shortened technology cycles result in uncertain environment for investment. To face such 
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uncertainty and, at the same time, take these opportunities, ROR has proved to be a useful lens. 

According to ROR, opportunities can be considered as options which can be created by firms 

making strategic decisions to invest in markets with high uncertainty, decisions that come in a 

form of an entry mode. The boundaries and applicability of ROR, however, have been questioned 

(e.g., Adner & Levinthal, 2004b; Garud et al., 1998). For example, in IB literature an entry mode 

has been considered as an option-like form of investment. However, as argued by the critics, such 

investment decisions are not real options if they are not integrated within the firm’s organizational 

activities. Therefore, they may not provide growth opportunities. If an entry mode offers the firm 

an option-like investment, it requires the firm’s ex ante intentionality as to how this mode will 

provide future value. Further, the firm needs to possess certain capabilities to exercise that 

option—that is, turn it into a real option, taking the opportunity. Furthermore, the extant literature 

remains unclear about the performance implications of ROR.  

Thus, this study extends the boundaries of ROR in the IB literature to answer the above-mentioned 

unresolved questions. It builds on ABV of the firm to argue that noticing a growth option as an 

entry mode in global markets is dependent on the attention structure of the firm. The study further 

sheds light on the importance of the firm’s internal capability to exercise options. It regards the 

firm’s entrepreneurial orientation—the decision-making activities leading to new entry—as 

providing such capability. Finally, the research discusses that an entry opportunity that has been 

recognized as an option ex ante and has been exercised ex post as a real option leads to superior 

international performance.   

Main contribution 

This research added to the IB literature by arguing that the ability of the firm to notice and exercise 

potential opportunities – i.e., shadow options – depends on its attention structure as well as its 

entrepreneurially-oriented behavior. The study showed that firms with international attention more 

quickly notice potential investment opportunities in global markets. Moreover, it asserted that 

firms with IEO has the capability to exercise the recognized shadow options. An entrepreneurially-

oriented firm is more confident in its ability to exploit potential opportunities as shadow options 

in global markets. With the right attention structure and an appropriate entrepreneurially-oriented 

behavior, following ROR can lead to desirable performance. Accordingly, six propositions were 

suggested based on theoretical reasoning, which were further clarified in empirical contexts using 

two cases from industry. This also added to the previous publication by further refining the 

propositions and developing new ones, preparing the dissertation to enter into the next phase.   

 

4.4 Publication IV: Managing Uncertainty in Entrepreneurially-Oriented 

Firms: Real Options Perspective 

Background and Objective 

Firms are confronted with uncertainty when deciding to operate in a foreign market. Therefore, IB 

scholars have paid considerable attention to how firms can adapt to environments associated with 

varying levels of uncertainty. This urges firms to align their entry mode choice strategy with the 

nature of uncertainty existing in the foreign market they decide to enter. ROR helps decrease 

uncertainty regarding an investment by factoring in the possibilities this investment gives in regard 
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to further investments. Therefore, ROR has been applied to deal with host country uncertainty in 

making an appropriate market entry mode choice. For instance, IJVs have often been considered 

the appropriate entry mode to reduce uncertainty. However, the ability of firms to exercise real 

options under varying degrees of uncertainty has been neglected. Firms may differ in their 

approach to when and how to exercise an available option as a strategic opportunity. Such 

differences may be a function of a firm’s learning capabilities residing within the firm’s 

entrepreneurial culture. 

Accordingly, the boundaries of ROR in IB were expanded by arguing that entrepreneurial 

orientation as specific organizational capability plays an important role in enabling firms to 

exercise options. This is tested in an exporting context, thereby enriching literature on exporting 

too. Though ROR had never been applied to study different export cannel choice decisions, such 

choices could offer real options to firms, as they are small investments made in uncertain 

environments providing the possibility, but not the obligation, to increase the investment 

subsequently. The study argues that different export channel choices offer different real options – 

act-and-see versus growth option – depending on the type of uncertainty in the host market: 

endogenous or exogenous uncertainty. This is, however, contingent on the organizational 

capability of the firm, namely, its entrepreneurial-oriented behavior to exercise real options in an 

uncertain environment. Finally, the performance implications of these strategic choices are 

validated using a novel statistical approach in IB, namely residual analysis. This is important as 

we are yet to know whether or not ROR yields to anticipated performance.  

Main contribution 

The research results advanced knowledge of ROR in choosing different entry modes. The study 

showed empirically that real options – here as export channel integration – are available to an 

internationalizing firm, but not all options are noticed, nor are all of them exercised. Firms need to 

possess certain capabilities to exercise available options under different types of uncertainty. This 

was shown by examining the moderating effect of entrepreneurial-oriented behaviors, as the firm’s 

internal capability – on choosing different export channel integrations under uncertainty. 

Theoretical links were found which advanced the applicability and boundaries of ROR in IB. 

Generally, the research did not treat the firm as a ‘monolithic actor’, but consider the firms’ ability 

to notice options, and assert that real options as export channels exist but not equally for all firms. 

This addresses a major shortcoming of empirical studies using ROR.  

  

4.5 Publication V: Antecedents and Outcome of Real Options Reasoning in 

Market Entry Decisions 

Background and Objective 

As a novel lens to look at investment decisions, ROR has been considered a more flexible resource 

allocation regime and a rational decision-making mode. ROR recommends that firms take more 

risks by investing in a larger number of projects. Therefore, in the context of entry mode choice, 

ROR recommends more market entries and frequent changes of investment level – more entry 

mode changes. As such, ROR offers a flexible decision-making logic, especially when uncertainty 

surrounding the investment decision is high. However, though ROR as heuristics for 
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organizational strategic investment has been studied before, the antecedents and outcome of such 

investments have remained blurred.  

Consequently, the antecedents of ROR is investigated by looking at the attention structure of the 

firm, an important indicator guiding firms to adopt ROR in market entry decisions. To do so, the 

tenets of ABV of the firm are followed. Further, international EO of the firm as its internal 

capability is considered to be a significant antecedent of ROR investment behavior in international 

markets. International EO is a market-driving exploratory capability, enabling firms to take risks, 

while operating proactively and aggressively toward competition in international markets. Lastly, 

the outcome of following ROR investment when entering foreign markets was examined. It is yet 

a matter of question whether or not, and in which settings and conditions, ROR leads to superior 

performance. In this study, this was tested from a novel perspective.  

Main contribution 

The study contributed to the literature in a variety of ways. First, a more nuanced approach was 

adopted in measuring the antecedents leading to the use of ROR in international market entry. This 

was achieved by studying managerial attention structures and the firm’s IEO. Second, the ROR 

entry decision was measured in an innovative way beyond the actual choice of a certain initial 

entry mode. ROR was operationalized by investigating the frequency with which the respondent 

firms enter new markets, change investment, and withdraw from markets (option to abandon). The 

more they were doing so, the more their entry mode choices represented a real option. To ensure 

that the study correctly measured ROR, several additional tests were conducted. All proved that 

the correct measure of ROR had been adopted. The study found that both the firm’s attention 

structure and IEO positively impact ROR investment behavior. Finally, the research contributed to 

the debate in the literature on whether or not ROR entry decisions lead to superior performance. It 

was found that ROR behavior per se leads to superior performance, but when combined with other 

variables, the effect became insignificant. This is consistent with prior research, calling for more 

study on the real performance outcome of ROR.    

 

 

 

 

 

 



51 

 

5 Discussion and conclusion 

This section discusses a summary of the research contribution. First, the research questions posed 

in chapter 1 are revisited by summarizing the answer to each question based on the overall results 

of the study. This will be followed by an in-depth discussion on the theoretical, managerial, and 

societal implications of the dissertation. Finally, the section concludes with a discussion on the 

limitations of the study, providing suggestions for future research.  

 

5.1 Answering the research questions 

The main aim of this dissertation was to explicate firm decision-making underlying international 

market entry mode choice and change, using ROR. In order to achieve this goal, an extensive study 

was conducted over four years. The study took into consideration firms’ attention structure to 

notice available options in an international environment as entry modes, and their capability to 

exercise options. It also discussed the performance implication of ROR entry mode decisions. This 

dissertation is thus both descriptive and prescriptive in nature, in that it describes the entry mode 

choice decisions using ROR and also argues in what circumstances an entry mode is an optimal 

mode leading to the desired performance.  

The outcome of this study was five articles, each answering one of the research sub-questions. The 

first article paved the way for a more detailed exploration of the topic, answering the question, 

“How can ROR help to address the theoretical and empirical gaps in the extant entry mode 

literature?” Reviewing the literature on post-entry mode change, it developed a holistic ROR 

model of initial and post-entry mode choice decisions. The study suggested that several gaps exist 

in the literature on entry mode choice, specifically with regard to the post-entry phase. In that 

article, several propositions are made which provide the means to address the theoretical and 

empirical gaps in the literature – related to the post entry phase mainly.  

The follow-up paper (Publication II) was qualitative, and descriptive in nature, in that it described 

how the decision-making process underlying initial and post-entry mode choice unfolds. It 

addressed the second research sub-question, “How do international firms make decision to choose 

an entry mode, and later change the chosen mode?” using rich qualitative data. Both 

methodologically (Birkinshaw et al., 2011; Cuervo-Cazurra et al., 2016) and theoretically 

(Brouthers, 2013; Hennart & Slangen, 2015; Shaver, 2013), this was a much needed and long 

overdue study in the international business and marketing literature. The study developed several 

propositions, employing the extant literature, discussing how firms follow a variety of decision-

making modes to decide on the initial and post-entry mode choices. It was also argued that the 

decision-making modes used for the initial entry mode choice may be other than the mode used in 

the post-entry phase. Finally, a model of international market entry choice decision in both pre and 

post-entry phased was developed.   

The third article was a conceptual study and also a follow-up to the first article. It sought to answer 

the third research sub-question of the dissertation, “How do international firms notice and exercise 

an entry mode which offers a real option for further growth?” by theoretically linking ABV of the 

firm and different entrepreneurially-oriented behaviors to ROR in the context of entry mode 

choice. It showed that firms’ international attention plays an important role in noticing available 

options for international investment. Further, it discussed how different IEO behaviors of the firm, 
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namely Kirznerian and Schumpeterian behavior, lead to exercising different sets of options in 

environments with different types uncertainty. Generally, it refined and further developed new 

researchable propositions, clarifying some of the constructs to be used in the subsequent studies.    

In comparison to Publications II and III, the two last Publications (IV and V) were prescriptive in 

nature. They attempted to examine the ‘optimal mode’ (see Hennart, 2009) while taking into 

account the performance consequences using careful statistical analysis. Consequently, in addition 

to extending ROR in IB, an important shortcoming of the extant entry mode literature was 

addressed; as Shaver (2013, p. 25) states “we [IB scholars] often draw normative implications 

without having rigorously examined performance effects”. In light of that, the last two Publications 

showed in what settings and conditions an entry mode – be it an export mode (Publication IV) or 

any entry mode (Publication V) – represents a real option. They further revealed what performance 

implications the choice may bear. Publication IV addressed the fourth research sub-question of the 

dissertation, “What is the role of IEO in enabling international firms to notice and exercise 

available options?” It showed that exercising options on the basis of firms’ IEO has positive 

performance implications. Publication V sought to answer the last sub-question, “What are the 

antecedents and outcomes of ROR entry decisions?” It demonstrated that firm attention structure 

and IEO as its capability are the antecedents of ROR entry decisions. It further clarified the 

performance consequence of such decisions as outcome of ROR entry mode choice decisions.   

   

5.2 Theoretical contribution 

This study makes three major theoretical contributions. First, it contributes to the understanding 

of the decision-making process underlying entry mode choices and subsequent changes. Second, 

it advances ROR by applying it to this domain using theoretical and empirical investigation. Third, 

it connects ABV of the firm and the notion of IEO to ROR in the context of entry mode choice. 

These contributions are discussed in the following. 

5.2.1 Decision-making underlying entry mode choice  

An important contribution made by this dissertation is to advance the decision-making research 

regarding entry mode choice. Employing ROR, the dissertation explains how decisions underlying 

entry mode selection are made, and how they can be improved. The previous theories in the 

literature have examined factors determining a certain entry mode choice and subsequent operation 

modes. Such factors may be one, or a combination of, the firm’s international experience and 

networks (Johanson & Vahlne, 1977, 2009), firm’s resources (Barney, 1991), transaction costs of 

doing business in host markets (Hennart, 1982; Williamson, 1985), or host country factors such as 

its intuitions (Meyer et al., 2009) and culture (Brouthers, 2002). Rarely, however, have scholars 

looked at how such decisions are actually made by managers. A relatively large segment of the IB 

literature leaves limited room for the managerial decision-making underlying foreign entry mode 

choice, though such decisions can be the key to firm success in international markets (Aharoni et 

al., 2011). Therefore, the question of how the decision-making process unfolds remains 

unanswered. In light of that, this research provides a better understanding of the decision-making 

process underlying entry mode choice decisions. 

In the second publication, for example, it is shown that a variety of decision-making modes are 

instrumental in the decision-making process underlying mode choice and change. The majority of 
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the IB studies neglect the consequences of different decision-making modes on final investment 

decisions (Aharoni et al., 2011). Enter, for instance, the SME context. Previous studies focus 

mainly on effectuation and causation, considering the former to be less rational while the latter 

leads to more systematic choices8 (Sarasvathy, 2001). The effectuation-causation dichotomy 

prevalent in the literature is limiting when studying entry mode choice. As discussed in Publication 

II, there are other decision-making modes which can affect the decision-making process (see Child 

& Hsieh, 2014): reactivity, incrementalism, bounded rationality, and ROR. They range from low 

to high rationality respectively, and can give a more nuanced understanding of how managers 

make entry mode choice decisions. 

In addition, these decision-making modes change as the firm operates in the market. While most 

SMEs exhibit reactive decision-making in choosing an entry mode for a new market, they are 

likely to change their decision-making mode for a more rational one, such as ROR, as they operate 

in the market. Firms may enter a given geographic market by choosing an entry mode in response 

to external, uncontrolled stimuli, a serendipitous event (Foss, Foss, & Klein, 2007), for example 

an inquiry by a foreign company or an informal meeting at a trade fair (reactivity decision-making 

mode); however, as the firm operates in the market, that is, in the post-entry phase, managers may 

follow a more rational decision-making mode such as ROR by comparing alternatives and 

conducting rigorous planning. They may therefore alter the investment by changing the entry mode 

to, for example, a more commitment-oriented mode of entry (i.e., mode change). Nonetheless, 

decision-making in the post-entry phase and how it relates to initial entry mode choice decisions 

has by and large been neglected to date. Publication II discusses how the prevailing decision-

making mode in a firm affects mode choice decisions mainly in the post-entry phase, as opposed 

to the initial entry phase. Thus, a more integrated picture of decision-making processes underlying 

entry mode choice decisions is presented. The study not only shows how the decision is made, but 

also how the process unravels and alters. This ultimately enhances knowledge on the managerial 

decision-making process underlying entry mode choice. An important outcome of that publication 

was to show how the process can be improved by ROR. Previous research has also asserted that 

decision-making to enter international markets and choose an appropriate entry mode amid future 

uncertainty can be improved by ROR (Buckley & Ghauri, 2004; Kogut, 1991). How ROR does 

that is discussed next.   

5.2.2 Entry mode choice and change using ROR 

Another important contribution of this dissertation is extending the applicability and boundaries 

of ROR in IB, and particularly in the area of entry mode choice and change. The literature review 

in this dissertation – which was conducted systematically for Publication I and naturally for the 

other publications, too – revealed that the prime theories used in the entry mode literature are TCE, 

internationalization, resource-based view, institutional theory, and Dunning’s eclectic framework 

as confirmed by Brouthers and Hennart (2007), too. ROR is still a novel theory in the literature, 

particularly in empirical studies. This is more pronounced when studying the post-entry phase and 

mode changes, wherein internationalization theory dominates the literature. Therefore, this 

dissertation aimed to extend the boundaries and application of ROR in initial entry mode choice 

and post-entry changes. As shown in Publication V, many firms (almost half of the firms out of 

215) exhibited some form of ROR based investment in their international market entry choice 

                                                 
8 For more on effectuation/causation decision-making logics see also Sarasvathy (2001, 2009) and Sarasvathy et al. 

(2014). 
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decisions. (This will be discussed at the end of this section.) But what are the salient characteristics 

of ROR which makes it an attractive lens to examine such decisions?  

Real options allow firms to manage the negative effects of potential loss by helping mitigate future 

uncertainty. To do so, ROR recommends delaying full investment until more information 

concerning, for example, market conditions is obtained (Bowman & Hurry, 1993). However, it 

does not suggest avoiding the investment but making staged investment (Brouthers et al., 2008). 

Consequently, ROR separates resource allocation into a multistage process (Klingebiel & Adner, 

2015; McCarter, Mahoney, & Northcraft, 2011). This changes the structure of an investment by 

providing an option to abandon the investment should the uncertainty increase (Adner & Levinthal, 

2004). That, in turn, highly mitigates uncertainty surrounding the investment. As entering and 

operating in foreign markets is usually associated with future uncertainty (Buckley & Casson, 

1998), ROR provides a fruitful tool to study entry mode choice and change decisions. ROR in the 

entry mode choice literature, however, is extended in four major ways in this dissertation.  

First, instead of using ROR to merely explain the initial entry mode choice, which is common in 

the IB literature, this dissertation takes ROR beyond the initial choice to explain entry mode 

changes, too. The study shows that ROR can be used to explain both mode increase and mode 

decrease. In either case, firms face uncertainty and the investment choice can be regarded as a real 

option, without any obligation to act. Take mode increase, for instance. Firms, as opposed to a 

one-off increase in operations from exporting to WOS, can create several real options in the form 

of small, incremental investments, for example small mode addition as explained by Benito and 

his colleagues (2009). This will allow firms to develop a capability through market access to take 

advantage of future growth opportunities, providing upside benefits (Folta, 1998; Folta & O’Brien, 

2004). Benito et al. (2009) also explicate the ‘messier’ reality of market entry mode choice in the 

post-entry phase, but do not discuss the theories which can be applied to improve this messy 

process. In an attempt to address this, using ROR, this research provides a novel approach to look 

at both the initial and post-entry mode changes. For example, creating mode bundles – or mode 

combinations – using several distinct entry modes simultaneously in a given market is discussed 

in Benito et al.’s (2009) research. A phenomenon such as mode bundle can be explained by ROR. 

Each mode can give the firm’s managers the right, without any obligation, to increase or decrease 

the mode in the future, contributing to a major mode change subsequently. Firms, by adding modes 

to an existing mode bundle, create more options which give them the right to decide whether or 

not to make a major mode change in the market. ROR, therefore, can explain firm behavior in the 

post-entry phase as shown in this research. And this is a major contribution to the IB literature. 

The second contribution relates to the option to abandon. The distinction and an important merit 

of ROR, compared to common theories used in IB such as internationalization and TCE, is the 

ability it provides for the firm to abandon the investment (Adner & Levinthal, 2004a, 2004b). As 

firms internationalize and increase their investment in foreign markets (mode increase), they, too, 

decrease their mode or de-internationalize (Benito & Welch, 1997; Petersen et al., 2010b). As 

opposed to internationalization theory, which explains a gradual increase of commitment, ROR 

takes into consideration de-internationalization, too. Because the firm has made a small investment 

– a real option – it has secured the right to abandon or terminate the investment should the market 

take an unfavorable turn; and this does not involve significant cost. The ability to abandon the 

investment, however, has not been considered in the prior empirical ROR research, as it merely 

considers an entry mode to offer the firm a real option (Brouthers et al., 2008; Brouthers & Dikova, 
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2010; Cuypers & Martin, 2010). This study, by measuring the option to abandon (see Publication 

V), makes another contribution to the literature.  

Third, studies in IB applying ROR to entry mode choice have traditionally considered IJVs as 

entry modes offering real options (e.g., Chi & McGuire, 1996; Cuypers & Martin, 2010; Kogut, 

1991). However, ROR can be applied to any investment with uncertain payoffs under high levels 

of uncertainty (McGrath et al., 2004). This involves all forms of investment in a foreign market, 

and all entry modes extending from exporting to WOS. This dissertation expands the applicability 

of ROR to all entry mode choices as it regards them as outcomes of international investment in the 

form of institutional arrangements (Root, 1977). It does so by first developing a holistic model 

based on ROR (Publication I). It then conceptually clarifies the model further (in Publication III) 

and finally empirically tests the model (in Publication IV and V). Thus, all in all, this dissertation 

expands the applicability of ROR in entry mode choice decisions.  

Fourth, ROR has not previously been measured in an appropriate manner. Merely considering an 

entry mode as offering a real option to the firm is inherently a shortcoming of the prior empirical 

research (Adner & Levinthal, 2004b). Addressing this is another major contribution of this 

dissertation. To the best of the author’s knowledge, this is a limitation in all previous entry mode 

studies using ROR (e.g., Brouthers & Dikova, 2010; Chi, 2000; Kogut, 1991). In this research, 

ROR is treated as a logic to make international investment decisions. Accordingly, in Publication 

V an innovative approach was adopted to understand whether firms follow ROR in their entry 

decisions. To that end, following the tenets of ROR, firms which enter more markets, change their 

investment more frequently in the host market (i.e. mode change), and are more tolerant of small 

failures in their international markets, were considered to follow ROR in their international market 

entry strategies. Then, the modes they choose can be regarded as real options. This novel approach 

to measuring ROR takes it beyond the intimal entry mode choice. To ensure that the study truly 

measured ROR, several robustness tests were performed; for example, ROR was measured as a 

resource allocation logic (Klingebiel & Adner, 2015), a rational decision-making mode (Child & 

Hsieh, 2014), and an investment logic with a tendency to abandon investments (Adner & 

Levinthal, 2004a). All of these tests confirmed that ROR were measured correctly. The developed 

construct for ROR reveals that, all in all, 125 firms out of 215 followed ROR entry decisions.9    

5.2.3 Attention to options and capability to follow ROR 

To complete the previous contribution, this study draws insight from the ABV as well as IEO of 

the firm to complement ROR. This is a combination of theoretical lenses to look at entry mode 

choice and change that is not otherwise found in the extant literature, though relevant. In 

accordance with this literature gap, Adner and Levinthal (2004, p. 77) argue that empirical studies 

have treated the firm as a ‘monolithic actor’, by looking only at “investment decisions that are not 

integrated within the firm’s organizational activities (e.g., investments in acquisitions and JVs)”. 

This is prevalent in the extant IB literature applying ROR to entry mode choice. These studies 

(e.g., Brouthers et al., 2008; Brouthers & Dikova, 2010; Cuypers & Martin, 2010) have failed to 

consider organizational factors that are important in firm decision-making. If an entry mode is an 

option-like investment, firms need to recognize the future value of that option ex ante (Adner & 

                                                 
9 To reach this number, a measure of ROR entry decision was developed, which took into account the firms’ degree 

of willingness to take on more market entry projects, and naturally more market withdrawal and mode change. The 

measure was on a scale of 1-7, where 7 indicated high ROR investment behavior. Scores above 4 were considered 

ROR investment behavior. For more on this, see Publication V, part II. 
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Levinthal, 2004b). For example, if an IJV provides a real option, firms need to notice that the IJV 

provides a growth opportunity, prior to initiating the investment.  

At the earliest stage, there are innumerable shadow options for a firm to invest in a foreign market 

(Bowman & Hurry, 1993). These options could also be possibilities to increase investment – that 

is, mode increase – in a market where a firm is already operating. These are not real options unless 

they are noticed by the firm (Barnett, 2008). Therefore, firms first need to be aware of the future 

value of an option as an entry mode before exercising that option. Stated otherwise, firms need to 

‘make sense’ of a potential opportunity (Bowman & Hurry, p. 93). This dissertation shows that the 

recognition is rooted in the firm’s attention structure (Barnett, 2008), which is “the social, 

economic, and cultural structures that govern the allocation of time, effort, and attentional focus 

of organizational decision-makers” (Ocasio, 1997, p. 195). Building on ABV of the firm, Ocasio 

(1997) suggests that to explain how firms behave, we need to understand how they distribute and 

regulate the attention of their decision-makers. Barnett (2008) argues that the attention structure 

of the firm plays an important role in enabling it to notice and exercise shadow options. 

ABV of the firm holds that organizations are systems wherein attention is processed and 

distributed (Ocasio, 1997). ABV views organizational attention as a process involving “application 

of time, energy, and effort” which creates a “pattern or perspective” that becomes the firm’s 

strategy (Ocasio, 2011, p. 1290). ABV treats the firm as more than merely the senior managers 

(Ocasio, 2011), and hence does not look at the firm as a “monolithic” entity. Therefore, in the view 

of ABV, senior managers are not the option (see Adner & Levinthal, 2004b); rather, firms hold 

the options that are part of the entire firm strategy. An option is noticed because the firm directs 

and regulates the attention of its personnel toward exercising that option. Thus, abandoning an 

option does not bring significant career consequences for an individual decision-maker at a firm; 

in addition, they stay aware of the larger set of alternative investments available to their firms, 

making the option to grow or abandon easier to exercise. For example, in a firm wherein the 

attention is directed toward global markets by collecting information or making group decisions 

on the markets regularly, satisfaction with global profit is more likely (Bouquet et al., 2009). In 

such firms, the option to invest is not the option taken by an individual manager, but the entire 

organization holds the option. This, as explained by Adner and Levinthal (2004a, 2004b), 

facilitates the exercising of options to abandon, thereby addressing the limitations in ROR studies 

where the importance of option to abandon has been undermined.   

Accordingly, in Publication III, it was theoretically delineated how the attention structure of the 

firm may influence the pace at which firms notice shadow options in their international markets. 

Firms that maintain international attention by promoting activities such as global scanning and 

overseas communications have a better understanding of global markets (Bouquet et al., 2009), 

and are thereby quicker to notice latent opportunities for growth. This was elucidated further using 

practical examples of two contrasting cases: one with external, the other with an internal attention 

structure. As Barnett (2008) argues, which options firms exercise may be rooted in the internality 

or externality of the firm’s attention structure. This was confirmed theoretically, and validated 

further, by the examples given in Publication III.  

The significant role of the firm’s attention structure in exercising available options was further 

examined in Publication V using quantitative data from Finnish firms. The study found that firms 

with external attention towards the international marketplace are more likely to exhibit investment 

behavior based on the premise of ROR; these firms were more likely to enter a larger number of 
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markets, to increase their investment in the post-entry phase, and to abandon their investment by 

switching to a lower commitment mode of operation should the market become unprofitable. This 

behavior is in line with ROR prescription, that is, taking on more and riskier projects (Amram & 

Kulatilaka, 1999). Modes selected on that basis can then be regarded as representing real options 

to the firm.  

Once options are noticed, they need to be exercised (Bowman & Hurry, 1993). To exercise options, 

however, firms need to possess certain organizational capabilities (Garud et al., 1998). Firms differ 

from one another in their capabilities, and therefore may act differently as to when and how to 

exercise available options (Kogut & Kulatilaka, 2001). Thus far, however, the empirical work in 

the IB literature has paid little attention, if at all, to the organizational capability of the firm to 

exercise shadow options. Addressing such a major limitation in the ROR studies, this dissertation 

argues that the capability to exercise options resides in the firm’s IEO. IEO has also previously 

been considered a firm’s internal capability (C. Lee et al., 2001), which positively affects firm 

performance in international markets (Kuivalainen, Sundqvist, & Servais, 2007). 

Publication I delineates conceptually and theoretically the important role of IEO in exercising 

options available to a firm. Following ROR, it distinguishes between endogenous and exogenous 

uncertainty, arguing that the former can be decreased by the actions of the firm over time, being 

dependent on firms’ learning capabilities (Folta, 1998), whereas the latter cannot be controlled by 

the firm’s actions (Chi, 2000). For example, market demand can be decreased as the firm operates 

in a new market, hence is an endogenous uncertainty (Li & Li, 2010), while the regulatory 

environment of the host market is exogenous to the firm (Cuypers & Martin, 2010). Depending on 

these different uncertainty types, the study argues, different real options can be exercised. This is 

then taken beyond initial entry to include changes to the chosen entry mode in the post-entry phase.  

Publication III complements Publication I. It builds on Schumpeterian and Kirznerian 

entrepreneurially-oriented behaviors to argue that due to different entrepreneurial capabilities 

arising from these two behaviors, firms act differently in relation to the two types of uncertainty. 

It asserts that firms with Kirznerian behavior are apt to exercise shadow options when endogenous 

uncertainty is high in a given market, while Schumpeterian behavior leads to exercising options in 

a market with exogenous uncertainty. Further, it shows that firms with Kirznerian behavior are 

more likely to create growth options while Schumpeterian firms tend to create act-and-see options 

in their markets. It then argues that if the entrepreneurial capability of the firm in exercising options 

is considered, the true performance implications of ROR can be measured. The cycle is completed 

by Publication IV, which empirically examines the effect of different entrepreneurially-oriented 

behavior on exercising different options when there are varying levels of endogenous and 

exogenous uncertainty in the host market. It shows that when there is high endogenous uncertainty 

in a given foreign market, firms with Kirznerian behavior are more likely to exercise growth 

options. Schumpeterian firms, however, are apt to create act-and-see options when the host market 

is associated with high exogenous uncertainty. This is tested and confirmed using large-scale 

quantitative data. Finally, it is shown that if firms exercise the right option based on their capability 

and market uncertainty, they enjoy superior performance in their international markets.    

A summary of the above discussion suggests that from the outset, firms notice available options 

on the basis of how they regulate their attention structure. They then exercise those options using 

their internal capabilities, IEO in this context. Possessing an appropriate attention structure and 

internal capabilities as IEO, a basic prescription of ROR for firms is to risk more by investing in 
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more projects on a contingent basis (Amram & Kulatilaka, 1999). This leads to entering more 

markets and changing entry modes more frequently, providing several real options for the firm 

depending on the resolution of uncertainty as explained earlier in Section 2.2. Ultimately, such an 

approach to recognizing and exercising options as international entry mode choices leads to 

superior performance. Figure 7 shows a conceptual model depicting how different attention 

structures and IEO affect ROR entry based decisions.  

One of the case firms in Publication III serves as a practical example to clarify Figure 7 further. 

The firm, which followed the tenets of ROR to enter the South Korean market, has an external 

attention structure. The interviewed manager explained they [senior staff in the firm] observe 

international markets to spot investment opportunities. The interviews also revealed the firm is a 

risk-taker because South Korea was an unknown and remote market for them at the time of entry. 

They are also innovative as they offer a technologically advanced product. In addition, they are 

proactive and competitively aggressive as they recognize growth opportunities in the market, take 

those opportunities, and stay ahead of their rivals in the market. This led to creating a real option 

in the market by investing in a sales subsidiary, a point of departure for more investment. All in 

all, they had the right attention structure to recognize available options and appropriate capabilities 

to exercise those options – turning them into real options. Their entry mode portfolio reveals that 

they are active in many markets (104 at the time of interview), hence exhibiting an entry decision 

approach based on ROR. Also, the manager perceived their performance as satisfactory in 

international markets, an expected outcome of following ROR in entry mode choice decisions.  

 

Figure 7. ABV of the firm, IEO, and ROR investment 

Given the conceptual figure above, it can be argued that a combination of ex ante internationality 

and capabilities will lead to ROR behavior. Publication V, finalizing the dissertation, encompasses 

all these organizational factors and shows how such behavior is manifested in the firm’s 
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international market entry and mode choice portfolio. An entry mode, for example an export 

channel, an IJV, or acquisition chosen on an appropriate basis, can then provide firms with real 

options. This dissertation, therefore, is a more nuanced, more extensive application of ROR in the 

entry mode literature than the extant studies on the topic. But what does all this mean for managers 

in industry, and society at large?  

 

5.3 Managerial and societal implications 

As noted in the introduction, the importance to firms of conducting international business is 

undeniable. Decision-makers at a firm, however, face uncertainty on how to operate in volatile 

international markets. This dissertation has several implications for managers in international 

firms, to pursue opportunities regardless of firm size and experience, gaining an understanding of 

how decision-making underlying the process of choosing an entry mode unfolds, and how this 

affects post-entry changes. Equipped with this knowledge, managers can work to improve their 

decision-making on choices they make to enter foreign markets.  

While making their decisions, managers are encouraged to take into account potential market 

developments prior to choosing an entry mode. The study accentuates the importance of rationality 

and long-term thinking (see e.g. Publication II). Following the tenets of ROR, managers are 

provided with more alternatives which leads to lower risks; this, at the same time, allows access 

to the market. They could enter an uncertain market with low commitment entry mode such as 

exporting, waiting for the right time to scale the investment up or down, depending on the 

resolution of the uncertainty. Creating options with ex ante intention provides managers with a 

priori insight (Chung, Lee, Beamish, & Isobe, 2010); exercising the options ex post on the basis 

of their firm’s capabilities, postponing large investments when uncertainty is high, leading to 

superior performance as shown by the six cases in Publication II, by the two contrasting examples 

in Publication III, and by a large number of firms in Publication IV. As Garud et al. (1998) argue, 

the perspective of the decision-makers makes the difference. 

There are numerous opportunities to enter any market by any entry mode. However, managers, in 

order to create real options, are recommended to assess where they are focusing their attention; 

what attention structure does their firm have; whether they put effort and time into strengthening 

their presence in their existing markets (internal attention structure), or focus on venturing into 

unknown markets (external attention structure; Barnett, 2008). Then they need to evaluate their 

internal capabilities; is their firm innovative, risk-taking, does it act autonomously? Or, are they a 

proactive and competitively aggressive firm looking to exploit their resources? They need to 

analyze the markets they are willing to enter: how uncertain is the market? Is the uncertainty 

controllable in the long run, for example demand uncertainty (endogenous uncertainty)? Or, is it 

beyond their control, for example regarding the regulatory environment (exogenous uncertainty)? 

An interplay of the above factors determines how to enter the market, as shown by this dissertation. 

As an example, take a market with high endogenous uncertainty but also high potential. A firm 

which is innovative, risk-taking and autonomous – that is, a firm with Schumpeterian 

entrepreneurially-oriented behavior – decides to enter the market. Assuming that managers of the 

firm have already put an appropriate attention structure in place to notice the option to invest in 

the market, the dissertation recommends entering the market using a growth option, for example a 

sales subsidiary or an IJV, as opposed to avoiding the investment or creating an act-and-see option. 
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This will have positive performance implications for the firm. Publication II and III show how 

managers at firms which follow ROR in choosing their international entry modes outperform their 

counterparts who fail to follow ROR recommendations. Publications I, IV, and V also provide 

performance implications. Thus, instead of merely describing what firms do, the dissertation shows 

what firms should be doing in order to be successful in international markets, and produces 

empirical validation.  

As ROR offers an economic logic for behavioral resource investment processes (Bowman & 

Hurry, 1993), it is consistent with the pattern of choices made by managers at the firm (McGrath 

et al., 2004). Once options are exercised, they generate future value for the firm by allowing firms 

to access future rights (McGrath & Nerkar, 2004). Growth options, for instance, help managers 

develop their firm capabilities by gaining local knowledge, providing future opportunities by 

making a small investment in the market (Folta & O’Brien, 2004). ‘Options to abandon’ offer 

managers high flexibility, allowing them to stop allocating resources to unprofitable markets, 

abandon the entry mode or decrease the investment; instead, they could reallocate their firm 

resources to markets with higher potential (cf. Klingebiel & Adner, 2015). Therefore, the option 

to abandon will bring value to the firm, too. The act-and-see option, which is for example a low 

commitment entry mode such as exporting, or simply a collection of information about a target 

market, is beneficial, too, as it allows managers to secure themselves a future growth option, yet 

avoids the costs of an irreversible investment (Folta & O’Brien, 2004). In general, ROR helps 

mitigate and even befriend uncertainty (Amram & Kulatilaka, 1999; McGrath, 1997), which is 

inherent to international business interactions.    

ROR also contributes to entrepreneurship. Entrepreneurship is a mechanism by which society 

transfers technical information into products and services (Shane & Venkataraman, 2000). It is a 

social engine driving the change process and a mechanism to discover and mitigate inefficiencies 

in the economy (Kirzner, 1997; Schumpeter, 1934a). Therefore, entrepreneurship is a key driver 

of economic growth (see e.g., Lumpkin & Dess, 1996; McGrath, 1999). However, the bitter truth 

is that most new ventures typically fail (Shane, 2003). One important reason is that people 

initiating a venture usually overestimate their ability to succeed and are overly optimistic about 

the future (Kahneman & Lovallo, 1994). This tempts people into investing with a small amount of 

information at their disposal, acting first, analyzing later (Busenitz & Barney, 1997; Shane & 

Venkataraman, 2000). Accordingly, as explained in this dissertation, ROR, as a tool to manage 

uncertainty and reduce future losses, seems to bring value to studying entrepreneurship. For 

example, McGrath (1999) applied ROR to entrepreneurship failure, arguing that ROR can help 

mitigate such failures while maximizing gains. More recently, using the premises of ROR, Raffiee 

and Feng (2014, p. 936) assert that entrepreneurial failure may be lightened by means of hybrid 

entrepreneurship, that is, “the process of starting a business while retaining a “day job” in an 

existing organization”. They argue that entering into hybrid entrepreneurship, keeping the day job, 

offers individuals a real option; they may or may not continue their new business depending on 

the resolution of uncertainty, as they have secured their day job.  

More generally, ROR can improve decision-making throughout life. People make investments 

constantly – be it of time or money. With any investment, however, there is an element of future 

uncertainty (Hobfoll, 1998). For example, consider a manager facing a hiring decision for a 

permanent position (Janney & Dess, 2004). Following ROR, they can hire a summer intern with 

ex ante intention of employing the person subsequently, creating a real option in the form of a 

small initial investment as opposed to a large-scale investment. Depending on the intern’s 
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performance, the manager can make a subsequent decision on whether or not to hire them. The 

same process can be applied, for example, to an individual in pursuit of a new academic career. 

They may start reading books, articles or take online courses related to the new career outside of 

their working hours, while keeping their day job. Thus, they create a real option by gaining 

sufficient information to decide whether or not to pursue the new career full-time (abandoning or 

exercising the option). As McGrath (1999) argues, ROR is a point of intersection between 

economic and psychologic investment, as the value of real options is dependent upon subjective 

judgments on what will happen in an uncertain future.  

The above arguments shed light on the important application of ROR in entrepreneurship in 

particular and life decision-making in general. Yet, much remains to be achieved in this domain. 

The dissertation, by extending the boundaries and application of ROR and employing insights from 

the entrepreneurship literature, hopes to encourage individuals to follow ROR in their 

entrepreneurial ventures as well as the decisions they make throughout their life.  

 

5.4 Limitations and suggestions for future research 

ROR is still a novel theory in the IB literature. While decision-making by the firm on entry mode 

choice before and after entering a market is discussed in this dissertation, there is yet room for 

further improvement. For example, a deeper analysis of the decision-making process underlying 

mode change could be conducted by measuring ROR at the managerial level. ROR asserts that 

individuals can foresee a set of future states and make rational decisions accordingly to choose 

among known sets of alternatives (Billitteri, Nigro, & Perrone, 2013). ROR in this dissertation is 

assessed at firm level (e.g., Publication IV and V), but the decisions to enter a market are made by 

individuals affected by their personal experience, knowledge, and tolerance of uncertainty 

(Aharoni et al., 2011). Future researchers are encouraged to consider these individual 

characteristics when applying ROR to study the firm’s decision-making.  

Also, combining and comparing ROR with the muddling-through approach (see Lindblom, 1959) 

and bounded rationality (see e.g., Simon, 1955) may bear interesting results. Muddling-through 

asserts that although the decision-maker compares alternatives and sets objectives, such 

comparisons and goals are vague and unsystematic. According to bounded rationality, the 

decision-maker could be rational but as the environment – for example, making an investment – 

is usually complex, the decision-maker is limited in their ability to analyze and process all 

information. As it is individual managers who make entry mode choice decisions, this is an 

interesting avenue for future research, especially regarding SMEs’ market entry mode decisions 

whereby individuals have more influence on final decisions (Bell, Crick, & Young, 2004; Buckley, 

1989).   

Firms’ learning ability may affect how they exercise options as entry modes. Why some firms 

regard an entry mode as a real option while others may fail to do so, as shown in this dissertation, 

may be rooted in organizational learning capabilities of the firm. This is unexplored in this 

dissertation. Therefore, future research can take organizational learning literature into 

consideration while applying ROR to entry mode studies (cf. Brouthers et al., 2008). ROR 

encourages firms to take risks and invest in more ventures contingently (see e.g. Publication V). 

However, firms have limited resources so there is a limitation on how many markets they should 

enter and how many they could capitalize on (Brouthers et al., 2008). Also, market indicators such 
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as market potential could affect the exercising of options by firms. Such indicators need to be 

studied more thoroughly in the future research. 

Also, in the context of individual decision-making, too many options to exercise may lead to higher 

expectations and therefore dissatisfaction with decisions, as explained by Shwartz (2004) in his 

book, the Paradox of Choice : Why more is less. Here, the ABV principles can help. If an individual 

directs their attention to the more important things in life, only those options that matter most will 

be noticed, and later exercised. This has remained unexamined in the dissertation, leaving the task 

for future research. In a similar fashion, Kahneman (2011), in his seminal book, Thinking, Fast 

and Slow, sheds light on human irrationality when judging and making decisions. Accordingly, 

there is an element of irrationality in each decision made by managers, too. The natural question 

is then: how does such irrationality affect ROR? This is an interesting area to be studied more 

thoroughly.   

This dissertation does not assert that ROR should be applied to all entry mode decisions under all 

circumstances. As the uncertainty surrounding the investment subsides, the role of ROR in entry 

mode decisions declines, too. For instance, take a promising market with low uncertainty. The 

question of optimal mode of entry can be answered using theories such as TCE or the resource-

based view, as explained in Section 2.1. Even where there is high uncertainty in the market, other 

theories can complement ROR; for instance, institutional theory by looking at the institutional 

environment in the host market can predict what options are available to the firm. In addition, the 

costs of choosing an entry mode in a foreign market are not considered in this research; that may 

make room for other theories, specifically TCE, to explain entry mode choice by taking into 

consideration the transaction costs of making the decision. Combining these theories with ROR to 

study entry mode choice decisions is another interesting front for future researchers.    

In both quantitative studies (Publications IV and V), cross-sectional data from a single source and 

single country were collected and used. This could potentially lead to response biases. Therefore, 

it would be instructive to reassess both conceptual models in the studies using data acquired from 

various sources and across a broader time horizon. For example, data from economies other than 

Finland could generate interesting comparisons. This, in addition to addressing this limitation, 

could enable future research to determine whether relationships are observed on future operation 

mode development. Further, future researchers might apply the two models solely in the SME 

context. For example, exporting (see Publication IV) is the main mode of foreign entry for SMEs; 

ROR has not been used in this context, either. The same holds true for Publication V wherein most 

of the respondent firms are SMEs.  

Finally, though most of the propositions developed in the initial Publications of this dissertation 

(I, II, and III) are tested in large scale quantitative studies (Publications IV and V), some remain 

empirically unexamined. For example, the relationship of rationality, past experience, alternative 

comparison, and path dependency on the firm decision-making modes, and ultimately the effect 

of different decision-making modes on firm performance, could be tested in future studies. 

Similarly, some of the propositions in Publication III remain to be tested in subsequent research. 

Addressing the aforementioned limitations could potentially further extend the applicability and 

boundaries of ROR in decision-making in international business and entrepreneurship in general, 

and in the market entry mode choice decisions in particular.       
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Appendix 1. Interview Questions for Publication II 

1. What factors are important for you when making decisions about the strategy with which 

to enter a new foreign market? What factors affect your decision? 

2. Could you describe your normal decision-making process when deciding on the strategy 

with which to enter a new foreign market?  

3. How did you enter market A? [Note: A stands for the name of the country]  

4. Did you have any pre-defined goals when you decided to enter market A? 

- What was the goal? Was it a short-term or long-term goal? Did it change before the 

entry due to external factors? Why? Did it change during the decision-making 

process? Why? 

5. Did you consider alternative ways to enter the market?  

- How did you analyze the alternatives? Did you collect any information for each 

alternative? If yes, how? If no, why? 

6. What were your final decision-making criteria? 

7. How did you make the decision?  

8. When did you make the decision? 

9. How long did it take to make the decision? 

10. When making the decision, how much did you consider your future operations and the 

development of the market?  

11. Since entry what has happened in the market?  

12. Have you changed your operating mode? If yes, why? 

13. Have your objectives changed since entry? 

14. Did you use different modes of operation in market A?   

15. What was your perception of the market at the time of entry in relation to uncertainty and 

risk?  

16. Has your perception of the uncertainty and risk decreased since entry? 

17. How important was the market for your business and your industry at the time of entry, 

and how important is it now? Why?  

18. Are you satisfied with the success of your entry? 

19. Have the objectives set for the entry been fulfilled?  
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Appendix 2. Selected Questionnaire Items for Publication IV 

The scale of all items ranges from 1 to 7, where 1 indicates ‘I do not agree at all’ and 7 indicates 

‘I strongly agree’.10   

Uncertainty (adapted from Jaworski & Kohli, 1993) 

To what extent do you agree with the following? 

Demand uncertainty  

1. Our export customers’ product preferences change quite a bit over time.  

2. New export customers tend to have product-related needs that are different from those of 

our existing export customers.  

3. Our export customers tend to look for new products all the time.  

4. Our export customers tend to have stable product preferences.  

5. We are witnessing changes in the type of products/services demanded by our export 

customers.  

Regulatory uncertainty 

It has been hard for us to deal with… 

1. Foreign government product standards.  

2. Foreign restrictions on seller concentration.  

3. Foreign transportation and handling regulations.  

4. Foreign government pricing regulations.  

5. Overseas environmental protection (pollution, noise, etc.) law.  

 

Entrepreneurially-oriented behavior (adapted from Jambulingam, Kathuria, & Doucette, 

2005) 

To what extent do you agree with the following? 

Risk-taking 

1. Export managers in this company see taking gambles as part of our strategy for export 

success.  

2. Export managers in this company take above average risks.  

3. Export managers in this company see taking chances as an element of our export strategy. 

Proactiveness 

1. Export managers in this company usually take action in anticipation of future export 

market conditions.  

2. Export managers in this company try to shape our business environment to enhance our 

presence in the export market. 

                                                 
10 As noted earlier, the items demonstrate sufficient levels of reliability, as reported in Publication IV.  
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3. Export managers in this company continually seek out new opportunities, because export 

market conditions are changing.  

Competitive aggressiveness 

1. If a major competitor were to launch an intensive campaign targeted at our foreign 

customers, we would implement a response immediately.  

2. We are quick to respond to significant changes in our competitors’ price structures in 

foreign markets. 

3. We take forever to decide how to respond to our export competitors’ price changes.  

4. We rapidly respond to competitive actions that threaten us in our export markets.  

Innovativeness 

1. Export managers in this company are known as innovators amongst our export 

competitors.  

2. Export managers in this company promote new, innovative export services.  

3. Export managers in this company provide leadership in developing new export services.  

Autonomy 

1. Generally, when it comes to export decision making in this company export employees 

need their supervisor to approve a decision before they take action.  

2. Generally, when it comes to export decision making in this company an export person 

who wants to make his/her own decision would be quickly discouraged.  

3. Generally, when it comes to export decision making in this company even small matters 

have to be referred to someone higher up for a final answer.  

4. Generally, when it comes to export decision making in this company export people have 

to ask their boss before they do almost anything.  

5. Generally, when it comes to export decision making in this company export employees 

need to have the boss’ approval first.  
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Appendix 3. Selected Questionnaire Items for Publication V 

The scale of all items ranges from 1 to 7, where 1 indicates ‘I do not agree at all’ and 7 indicates 

‘I strongly agree’.   

International Performance (alpha = 0.86)  

Think about your international operations as a whole: how satisfied are you with… (adapted 

from Brouthers, 2002; Brouthers et al., 2008). 

1. International market share 

2. International reputation 

3. International market access 

4. International marketing 

5. Performance regarding international operations profit objectives 

  

ROR investment decisions (alpha = 0.70) 

To what extent do you agree with the following? 

In our international operations… 

1. We frequently enter new markets. 

2. The number of markets we have entered in the past is large.  

3. We frequently increase our investments in our existing markets. 

4. The number of the times we have increased our investments in our existing markets is 

large. 

5. After we enter a market, it is important for us to be able to change the entry mode (both 

increase and decrease of the commitment). 

6. After we enter a market, it is important for us to be able to reallocate resources to other 

entry modes in the same or other markets. 

 

External attention (alpha = 0.85) 

To what extent do you agree with the following? 

In our firm… 

1. We devote plenty of time to discuss issues which help us understand our global market 

place better. 

2. We regularly have meetings in which we discuss about investment opportunities in global 

markets. 

3. We regularly collect strategic information such as market share and competitor data from 

around the world (Bouquet et al., 2009). 

4. We use business intelligence to analyze global market developments (Bouquet et al., 

2009). 

5. We use benchmarking systems that routinely compare the company against key 

competitors worldwide (Bouquet et al., 2009). 
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Risk-taking (adapted from Jambulingam et al., 2005; alpha = 0.73) 

To what extent do you agree with the following? 

1. Top managers, in general, tend to invest in high-risk projects.  

2. We show a great deal of tolerance for high risk projects.  

3. International business strategy is characterized by a strong tendency to take risks. 

4. Taking chances is part of our international business strategy 

 

Proactiveness (adapted from Jambulingam et al., 2005; alpha = 0.78) 

To what extent do you agree with the following? 

1. We seek to exploit anticipated changes in our target international market ahead of our 

rivals. 

2. We seize initiatives whenever possible in our target international market operations. 

3. We act opportunistically to shape the business environment in which we operate. 

4. We consistently try to position ourselves to meet emerging demands. 

 

Competitive aggressiveness (adapted from Jambulingam et al., 2005; alpha = 0.75) 

To what extent do you agree with the following? 

1. We typically adopt an “undo-the-competitor” posture in our target markets. 

2. We take hostile steps to achieve competitive goals in our target markets.  

3. Our actions toward competitors can be termed as aggressive. 

4. We tend to target our export competitors weaknesses 
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