
1 
 

 

 

 

 

 

 

 

FOREIGN ENTRY AND OPERATION MODE STRATEGIES OF FINNISH 

COMPANIES IN THE JAPANESE MARKET   

 

 

 

 

Lappeenranta–Lahti University of Technology LUT 

Master’s thesis 

Master’s Programme in Industrial Engineering and Management 

2024  

Matti Hakkarainen 

Examiners: Professor Timo Pihkala 

Post-doctoral researcher Tuuli Ikäheimonen   



2 

 

ABSTRACT 

Lappeenranta–Lahti University of Technology LUT 

LUT School of Engineering Sciences 

Industrial Engineering and Management 

 

Matti Hakkarainen 

 

Foreign entry and operation mode strategies of Finnish companies in the Japanese 

market 

 

Master’s thesis  

2024 

122 pages, 5 figures and 4 tables 

Examiners: Professor Timo Pihkala and Post-doctoral researcher Tuuli Ikäheimonen 

 

Keywords: Internationalization, entry mode, market entry, foreign operation mode, FOM, 

Japan  

 

Currently Japan is still the fourth largest economy in the world and second only to China 

within Asia.  The significant size and promising growth opportunities of the Japanese market 

are the primary factors that draw foreign companies to it, however, a well-developed 

infrastructure, loyal and discerning consumer base and economic, social, and political 

stability all contribute to its appeal in the eyes of international businesses as well. In the 

current era marked by increasing global uncertainty, Japan's enduring stability has become 

even more prominent, and as a result its importance for Finnish companies seeking for 

international expansion has also grown. 

The purpose of this thesis is to improve the current understanding of foreign operation mode 

use of Finnish companies in the Japanese market. For this purpose, interviews with 

representatives from six case companies were conducted to gather information about the 

decision drivers behind mode strategies employed in the initial market entry phase. Yet 

another goal of the study was to discover how these strategies developed over time in 

response to various internal and external factors. 

The results of this research indicate that Finnish companies generally use export based 

foreign operation modes when entering the Japanese market and tend to increase their 

commitment towards the market over time through mode changes and additions. The initial 

choice and subsequent developments in mode use were found to be notably influenced by 

unique traits of the Japanese business environment as well as company characteristics.  
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Japani on tällä hetkellä edelleen maailman neljänneksi suurin talous sekä toiseksi suurin 

Aasiassa Kiinan jälkeen. Japanin markkinoiden merkittävä koko ja sen tarjoamat 

kasvumahdollisuudet ovat ulkomaalaisia yrityksiä sinne houkuttelevia tekijöitä, mutta tämän 

lisäksi Japanin kehittynyt infrastruktuuri, uskollinen ja laatutietoinen kuluttajakunta sekä 

taloudellinen, sosiaalinen ja poliittinen vakaus lisäävät sen houkuttelevuutta kansainvälisten 

yritysten silmissä. Viime aikoina lisääntyneen globaalin epävarmuuden seurauksena Japanin 

asema vakaana markkinana on korostunut entisestään, ja tämän seurauksena myös sen 

merkitys kansainvälistä laajentumista tavoitteleville suomalaisille yrityksille on kasvanut. 

Tämän tutkimuksen tarkoituksena on kehittää tämänhetkistä ymmärrystä suomalaisyritysten 

ulkomaantoimintamuotojen käytöstä Japanin markkinoilla. Tutkimusta varten haastateltiin 

edustajia kuudesta case-yrityksestä ulkomaantoimintamuotoja koskevan päätöksenteon 

taustalla vaikuttavien tekijöiden selvittämiseksi. Toisena tärkeänä tutkimustavoitteena oli 

selvittää, miten nämä strategiat kehittyivät ajan myötä vastauksena muutoksiin yritysten 

sisällä sekä ulkoisessa toimintaympäristössä. 

Tutkimuksen tulokset osoittavat, että suomalaiset yritykset käyttävät yleensä vientiin 

perustuvia ulkomaantoimintamuotoja Japanin markkinoille pyrkiessään, sekä lisäävät 

sitoutumistaan Japanin markkinoihin vaihtamalla toimintamuotojaan ajan kuluessa. Japanin 

liiketoimintaympäristön ja yritysten ominaispiirteet vaikuttivat merkittävästi alkuvaiheen 

ulkomaantoimintamuodon valintaan sekä sitä seuraaviin muutoksiin toimintastrategiassa. 
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1  Introduction 

In the current era of increasing globalization, businesses worldwide are compelled to pursue 

international growth. Furthermore, there are currently several on-going processes in the 

world economy which create pressure for the expansion of Finnish businesses towards less 

familiar markets. Although internationalization may not consistently enhance performance 

in the initial stages of global expansion, it still tends to yield overall positive outcomes for a 

company in the long term. Contemporary international business theories highlight several 

factors that support the positive impact of internationalization on company performance, 

such as reduced volatility through geographical diversification as well as the accumulation 

of knowledge and international networks. (Contractor 2007, 19–20). Substantial expenses 

are connected to unsuccessful market entry modes during the process of internationalization, 

and therefore the selection of suitable entry mode is deemed particularly crucial for small 

and medium-sized enterprises (SME) given their restricted resources. Furthermore, these 

businesses frequently encounter difficulties caused by a lack of experience in conducting 

international operations, which can occasionally result in opportunistic conduct from 

partners in unfamiliar markets. Especially the Finnish SME sector is still lagging behind 

many other countries when it comes to internationalization despite several policy measures 

that have been enacted to improve the situation in recent years. (Maekelburger, Schwens & 

Kabst 2012, 2; European Commission 2019, 13)  

International business literature has traditionally portrayed foreign operation modes (FOM) 

as straightforward choices between distinct options that involve clear differences between 

one another. However, in practice, it appears that various combinations of modes and gradual 

transitions between them are frequently observed, and these important aspects of 

international business development have received relatively limited attention in both 

scholarly and empirical research. (Benito, Petersen & Welch 2009, 2; O’Higgins, Andreeva 

& Goya 2022, 2) Specifically, it is still unclear what conditions or factors drive the choice 

of various mode combinations and changes in foreign operations of different types of 

companies over time. According to Putzhammer, Puck & Lindner (2020), further research 

is therefore needed to explore the antecedents and consequences associated with various 

FOM configurations and changes with a specific focus on "country" as the primary level of 

analysis for examining longitudinal changes in the configuration of operation modes. 
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(Putzhammer, Puck & Lindner 2020, 16–17) In order to address this research gap, this study 

analyses the operation mode strategies used by a diverse group of Finnish companies in 

Japan by making use of both traditional and more recent models and theories related to 

foreign entry and operation modes.  

This introductory chapter continues with the description of the research problem and setting, 

followed the presentation of the research questions and study objectives. Finally, an outline 

of the thesis structure is presented to ensure clarity for the reader. 
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1.1  Research Problem and Objectives of the Study 

Since entry mode research has its origins in the theory of foreign direct investment (FDI), 

the focus of academic research in the field of internationalization and international 

entrepreneurship has predominantly been on the selection of entry modes, with less attention 

given to the dynamics of how and why companies adjust their operational modes after the 

market entry phase. As a result, there is currently a significant disparity in the amount of 

research on changes to FOMs compared to the extensive literature on entry mode 

considerations. However, there is an emerging stream of research that attempts to examine 

the reasons and processes leading to FOM changes such as switches, additions, and 

combinations. Although the majority of these studies examine transitions towards a higher 

level of market commitment, there is a noticeable lack of analysis on mode reductions and 

the use of mixed strategies to achieve specific goals. (Petersen, Benito, Welch & Asmussen 

2008, 61–62; Swoboda, Olejnik & Morschett 2011 1–2; Putzhammer et al. 2020, 15) 

This study seeks to explore the foreign entry and operational strategies adopted by Finnish 

enterprises across different industry sectors and of varying sizes. It delves into their choices 

of entry modes and operational configurations in the Japanese market with the use of 

interview data provided by case company representatives, examining how these strategies 

have evolved over time. The main purpose is to elucidate the reasons behind specific FOM 

choices preceding market entry as well as the evolution of FOM configuration over time 

post-entry.  

Moreover, relatively little research has been conducted on the internationalization activities 

of Finnish companies in Japan in recent years. Hence, the objective of this study is to provide 

an overview of FOMs and examine the specific modes adopted by Finnish companies with 

business operations in Japan to address the aforementioned knowledge gaps and hopefully 

contribute valuable insights to managers regarding potential challenges associated with 

operational mode strategies in Japan, encompassing both pre-entry and post-entry stages. 

The research questions of the study are as follows: 

Main research question:  

What foreign entry and operation modes are used by Finnish companies when entering and 

operating in the Japanese market, and what factors influence these strategic choices? 
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More specific sub questions:  

• Which foreign operation modes were initially chosen by Finnish to enter the Japanese 

market and why these specific modes were chosen? 

• Have the companies amended their initial foreign operation mode configuration (potential 

switches and new mode combinations) after the initial entry phase and if so, why? 

1.2  Structure of the Thesis 

Following the presentation of the research problem and objectives in this chapter, the 

subsequent part focuses on the results of previous research in the form of literature review 

which is divided into three main sections. The first of these discusses the concept of 

internationalization and some of the more notable theoretical models and perspectives 

related to it, while the following parts delve into various foreign entry and operation modes, 

FOM strategies, and the impact that digitalization has had on these modes. Finally, it 

introduces the theoretical framework used in the study.  

Chapter 3 describes the methodology of the thesis, including data collection and analysis 

methods, and also covers the measures taken to ensure the reliability and validity of the 

research findings. Following this, the contents of chapter 4 provide context for the empirical 

part of the thesis, as they outline the characteristics of the Japanese market environment, 

including cultural, economic, and institutional characteristics that have been found to 

influence the operations of foreign companies in Japan.  

Empirical findings of the study are presented in chapter 5, which begins with descriptions 

and within-case analyses of individual case companies. This is followed by a cross-case 

analysis which includes comparisons between cases and an overview of emergent patterns. 

Finally, the last chapter summarizes the most notable empirical findings and reflects them 

against the theoretical framework in addition to discussing practical implications, addressing 

the limitations of the study and providing some recommendations for future research. 
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2  Literature Review 

This chapter examines the existing academic research regarding internationalization by 

presenting some of the most notable theoretical approaches relevant for the study of foreign 

entry and operation modes. The structure of the literature review follows the key concepts 

of this study, starting with general theoretical perspectives on internationalization. The 

second part covers the aforementioned theoretical models and approaches related to 

internationalization processes and antecedents of entry mode choice, followed by an in-depth 

review of previous research on foreign market entry and operation modes, their variations 

and associated decision-making processes as well as the various FOM strategies that 

companies typically employ. Finally, a theoretical framework that was used as the basis for 

the empirical data collection and analysis phases of the study is established based on the 

reviewed academic research. 

2.1  Internationalization  

Internationalization refers to the process of initiating and increasing involvement in 

international operations, and various forms of inward, outward, and cooperative activity can 

all be classified as forms of internationalization. Therefore, a company engages in 

internationalization when it sells its products to foreign markets, purchases goods from 

abroad, or starts collaborating with a foreign company on a project. The process typically 

starts with exports to international markets either directly or indirectly, and the process can 

eventually lead to the establishment of subsidiaries focused on activities such as sales and 

production in foreign countries. (Lakshman, Kumarasinghe & Weerasinghe 2023, 2–4) 

When it comes to the number of entered foreign markets, to be regarded as an international 

company, it is only relevant that the business has expanded to at least one external market 

outside of their home country. 

According to Ruzzier, Hisrich & Antoncic (2006) and Lasserre & Monteiro (2023), the 

globalization of business is propelled by at least four primary forces. First of all, the rapid 

development and expansion of cost-effective communication technology has accelerated 

connectivity between individuals and regions, resulting in heightened awareness of 
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economic prospects on a global scale. Secondly, the gradual removal of trade barriers and 

financial deregulation through political decisions has created a more equitable environment 

for companies through measures such as free-trade agreements. The third driving force has 

been the extensive economic restructuring and liberalization of formerly inaccessible 

markets, which has enabled additional paths for growth and investment in new markets. 

Finally, the convergence of customer behaviour, specifically when it comes to 

technologically driven products such as smartphones is yet another factor: as societies 

become more urbanized and industrialized, the demand for standardized products increases, 

bridging national differences in consumer needs. (Ruzzier, Hisrich & Antoncic 2006, 2–3; 

Lasserre & Monteiro 2023, 8–12)  

In the past, internationalization research was primarily concentrated on large multinational 

corporations. However, in more recent decades, there has been a notable increase in interest 

towards the determinants and theories driving the internationalization of SMEs, which by 

the definition of the European Commission have an annual turnover of less than 50 million 

euros and a number of employees amounting to less than 250 (European Commission 2020). 

This growth in interest can be attributed to the significant role that SMEs have in generating 

export income and increasing employment rates in many countries. (Kontinen & Ojala 2010, 

4–5; Lakshman et al. 2023, 2) 

Internationalization has typically been seen as an outward flow, with most theoretical models 

not explicitly addressing how earlier inward activities can impact later outward activities. 

However, some studies have demonstrated that the inward internationalization of a company 

often leads to an increased awareness of the opportunities for outward activities and thus 

directs the company’s attention toward overseas markets. (Hollensen 2011, 57) These inward 

activities may, for example, involve imports of raw materials, trips to foreign countries, 

discussions and negotiations with foreign partners, visits of foreign partners’ facilities, and 

investigation of foreign partners’ overseas markets, all of which can allow the managers of 

the company to understand the intricacies of foreign market activities. Essentially a local 

company can become internationalized in its home market through the inward investments 

of foreign companies and its interactions with them. Therefore, effective inward activities 

can also significantly influence the effectiveness of later outward activities, particularly 

during the early phases of internationalization process. (Hollensen 2011, 58; Li, Yi & Cui 

2017, 29–34) This tendency to initiate internationalization activities through inward 
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activities has also been shown to be prevalent among Finnish SMEs in the past. (Korhonen, 

Luostarinen & Welch 1996, 10–11) 

Outward internationalization is generally considered to have greater potential to directly 

increase the competitive advantage of a company in the long term when compared with 

inward internationalization, as it can yield benefits such as product and process innovation, 

skill development, labour market employment levels, foreign exchange accumulation and 

societal prosperity. Furthermore, due to intensifying competition in international markets, 

companies are compelled to consider outward international activities to be crucial for their 

survival. (Ruzzier et al. 2006, 5–6) However, some studies have emphasised the importance 

of combining both inward and outward operations for better overall performance in 

international operations in contrast to only focusing on one type of activity (Bagheri, 

Mitchelmore, Bamiatzi & Nikolopoulos 2018, 15).  

SMEs have gained significant attention as a key strategic sector for boosting economic and 

social development. This stems from the widespread acknowledgment of SMEs as 

substantial contributors to employment, revenue generation, poverty alleviation, and 

regional advancement over time. In today's competitive and challenging global landscape, 

the active presence of a thriving SME sector is crucial for economic prosperity. The exact 

definition of SME varies across regions, countries, and even institutions within the same 

country. These definitions are typically based on factors such as the number of employees, 

capital investment value, and total annual sales. (Kontinen & Ojala 2010, 4–5; Lakshman et 

al. 2023, 2) 

There is no doubt that internationalization can confer various advantages for SMEs, 

including the expansion of sales and markets, access to new resources, economies of scale, 

and risk reduction in local markets. However, internationalization is not without its 

challenges, and SMEs typically face several barriers that can significantly impede their 

competitiveness in foreign markets. These barriers can be further divided into two main 

types: endogenous and exogenous. Endogenous factors encompass challenges such as 

limited managerial capabilities, cultural unfamiliarity, inadequate human resources, lack of 

knowledge and information about foreign markets, and psychological differences. (Bagheri 

et al. 2018, 2; Lakshman et al. 2023, 4)  
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According to Hollensen (2011) exogenous factors can be further classified into three distinct 

types of risks: general market risks, political risks, and commercial risks. General market 

risks include factors such as market distance, cultural and language-related differences, 

competition from other companies and differences in product specifications and usage. 

Political risks on the other hand are related to both the home and host country of the 

company, and they include government-imposed restrictions on imports and exports, 

bureaucracy, and regulations. Finally, commercial risks consist of contract-related issues 

such as exchange rate fluctuations and distribution process problems such as delays and 

difficulties in export financing procurement. These risks can be mitigated by diversifying 

international operations to multiple markets to reduce volatility, risk insurance schemes and 

avoidance of high-risk markets in general. (Hollensen 2011, 61–64) 

Especially in small firm research there has traditionally been a tendency to view the process 

of internationalization as an evolutionary process through which companies become 

increasingly committed to, and involved in, international activities. However, in recent 

times, several researchers have reached the conclusion that the internationalization process 

of SMEs often does not align with this type of gradual process. This observation is primarily 

attributed to the growing number of enterprises that embark on internationalization 

immediately after their establishment due to new opportunities provided by the evolution of 

digital technology. (Ruzzier et al. 2006, 8; Kontinen & Ojala 2010, 4; Coviello, Kano & 

Liesch 2017, 3–4; Watson, Weaven, Perkins, Sardana & Palmatier 2018, 15; Cassia & 

Magno 2021, 2) 

2.2  Theoretical Models and Perspectives Related to Internationalization 

Following the general outline of internationalization, this section presents some of the more 

notable theoretical perspectives on the internationalization process and its antecedents. Much 

of the early conceptualization of how companies internationalize emerged from empirical 

studies examining changes in FOMs over time, as they are among the more easily observable 

aspects of international expansion. (Benito et al. 2009, 1) The following theories and models 

provide a foundation for understanding the various foreign entry and operation modes and 

the strategies associated with them, which are further explored in the latter part of the 

literature review. 
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2.2.1  Uppsala model 

As noted by Ruzzier et al. (2006), many traditional internationalization theories indicate that 

the internationalization of companies can be described as a stepwise process where 

international operations gradually evolve and expand from nearby markets to more distant 

ones. They typically suggest that companies engage in international activities gradually, 

taking incremental steps to acquire experience, develop a favourable risk perception, and 

expand their capabilities to enter new markets. (Ruzzier et al. 2006, 7–9; Hollensen 2011, 

95) 

The Uppsala model, which was initially developed by Johanson & Vahlne in 1977 views the 

internationalization process of a company as a gradual increase in its international 

involvement, driven by different forms of learning (Coviello et al. 2017, 1). According to 

this model, the commitment decisions and current business activities of a company in foreign 

markets are influenced by its general and experiential market knowledge in addition to 

resource commitment. General market knowledge can be applied globally without 

significant modifications, as it consists of information related to internal marketing processes 

and routines. Experiential knowledge on the other hand can be heavily location-bound since 

it encompasses understanding of specific institutional and cultural traits and awareness of 

local market conditions, making it challenging to transfer between different countries. Both 

types of knowledge are considered essential since they influence future decisions regarding 

market and mode choices in diverse ways. (Johanson & Vahlne 1977, 4–7; Ruzzier et al. 

2006, 7; Hollensen 2011, 95; Villar, Pla-Barber & Ghauri 2020, 2–3) 

In line with this model, companies are expected to expand their international presence 

through small incremental steps within the foreign markets where they are already operating. 

The four main stages of this process include: (1) absence of regular export, (2) export through 

agents, (3) establishment of an overseas sales subsidiary, and (4) establishment of own 

production (Kontinen & Ojala 2010, 2–3; Hollensen 2011, 74). Consequently, early 

operations in a foreign country are usually initiated through indirect entry modes that do not 

require physical presence. The accumulated knowledge from conducting international 

operations drives overall internationalization further by influencing the entry-mode and 

country-market selection in a way that encourages expansion towards more distant countries 

with more experience. This process assumes that business environments in nearby countries 
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are easier to understand by managers, which makes business operations easier to implement. 

These assumptions are explained by the concept of ‘psychic distance’, which refers to 

subjective perceptions of managers that have the potential to disturb the flow of information 

between companies and their target markets. The factors that influence these perceptions are 

related to differences in language, culture, and political systems. (Pinho 2007, 4; Lakshman 

et al. 2023, 6)  

Incremental stage models such as the Uppsala model have exerted a significant influence on 

studies investigating the internationalization processes of companies, and substantial efforts 

have been undertaken to test and refine these concepts further. While research has provided 

some empirical evidence supporting these models, they have also faced criticism for their 

deterministic nature, which essentially implies that individuals have no strategic choices if 

they were to conform to the model's development path. The notion of a gradual 

internationalization process itself has also been challenged, particularly in the 

entrepreneurship literature that emphasizes rapid internationalization studies as many 

companies today diverge from the traditional patterns proposed by stage theories. (Ruzzier 

et al. 2006, 8; Benito et al. 2009, 3; Coviello et al. 2017, 2–3) The theory also does not 

properly account for joint venture (JV) arrangements even though they are frequently 

observed in foreign operations and involve intermediate levels of knowledge and 

commitment (Ruzzier et al. 2006, 7). Furthermore, it has been argued that most of the 

proposed stage models lack theoretical clarity, as the criteria for distinguishing between 

stages are problematic, and inadequate attention is given to the timing of different stages and 

their operationalization. Finally, the lack of considerations regarding digitalization, in 

addition to neglect of the micro-foundations of the internationalization process, such as the 

behaviour of key individuals involved in running the business, have been identified as 

additional limitations. (Ruzzier et al. 2006, 7–8; Benito et al. 2009, 3; Coviello et al. 2017, 

10–11) 

2.2.2  Network Model 

The network model represents another important approach in the field of internationalization 

research, and it conceives markets as intricate networks woven with relationships among 

entities such as customers, governments, distributors, and suppliers. Companies are viewed 
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as active participants in building business networks, which then serve as a starting point for 

internationalization. In this perspective the historical and current activities of a company, in 

addition to its future strategic potential, are largely shaped by its connections to other actors. 

A company’s knowledge about foreign markets and its potential opportunities transcends its 

organizational boundaries, and this knowledge mainly lies within the network the company 

has built and keeps growing, supported by important people within that network. (Ruzzier 

et al. 2006, 9–11; Welch, Benito & Petersen 2018, 38–39). According to the network 

approach it is practically inconceivable for proper foreign market penetration to occur 

without establishing these connections. (Welch et al. 2018, 38; Lakshman et al. 2023, 6) 

Unlike the stages model, the network perspective acknowledges the impact of diverse 

network relationships on a company's strategy and internationalization process (Ruzzier et 

al. 2006, 10; Hollensen 2011, 95; Lakshman et al. 2023, 6). 

In practice, a domestic network of the company typically acts as the initial platform for 

internationalization, enabling the formation of initial relationships with foreign partners. The 

actual process of internationalization for a company involves the establishment and 

development of strategic positions within networks in foreign markets, gradually expanding 

its business relationships in other countries through new connections. (Ruzzier et al. 2006, 

9–10; Pinho 2007, 3–4) Formal and informal contacts between people provide the basic 

mechanism through which relationships are created and maintained, which naturally results 

in relationships of varying quality. Special emphasis should be placed on advancing mutual 

trust and dependence over time. This becomes especially critical when it comes to foreign 

markets that are perceived as culturally and psychically distant, and where reliable 

connections with "insiders" are essential. Smaller companies can make further use of their 

external networks through different forms of collaboration with each other, allowing for 

knowledge sharing. However, it should be noted that excessive involvement with other 

entities may in some cases limit the future opportunities accessible to these companies. 

(Ruzzier et al. 2006, 10; Welch et al. 2018, 38–39) 

The network theory addresses the limitations of the stages model by emphasizing the 

importance of network relationships in international business because inter-organizational 

and interpersonal networks are not limited by path-dependency, offering a more dynamic 

understanding of internationalization. These aspects make it particularly relevant for 

studying the early phases of internationalization according to Mathews & Zander (2007). 
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(Mathews & Zander 2007, 12–13) Despite this, some micro level factors such as the strategic 

position and influence of individuals have often been overlooked in process-oriented 

research, including the network approach. The knowledge embedded in long-term 

relationships is frequently concentrated in specific individuals within the company 

especially in the case of SMEs, and their close social relationships play a significant role in 

internationalization. Such social networks hold immense importance for entrepreneurs and 

their businesses and therefore warrant more academic interest according to some researchers. 

(Ruzzier et al. 2006, 10; Mathews & Zander 2007, 13; Hollensen 2011, 95) 

2.2.3  Resource Based View 

Resource based view (RBV) is another prominent perspective in studies of international 

business performance, originating from Wernerfelt's (1984) research that was supplemented 

with additional contributions from Barney (1991), who contended that company-level 

resources exhibit heterogeneity among companies and are not readily transferable between 

them. The RBV offers a holistic view of the company, wherein decisions related to country 

market choice, entry mode, and product strategies are made within a coordinated framework 

of resources, capabilities, and environmental factors, and it is widely used in the context of 

FOM and SME internationalization research. The RBV views organizations as bundles of 

resources, encompassing financial, technological, legal, human and information assets as 

well as different forms of organizational knowledge. The availability of these resources is 

critical in generating competitive advantage and facilitating various activities, including 

internationalization. (Ruzzier et al. 2006, 11–13; Pinho 2007, 3; Hessels & Parker 2013, 2; 

Welch et al. 2018, 22–23) However it should be noted that not all resources possessed by a 

company provide such advantages according to some researchers. Only resources with 

specific characteristics, such as being valuable, rare, and difficult to imitate or substitute, can 

be considered unique resources with this kind of competitive advantage (Ruzzier et al. 2006, 

11; Welch et al. 2018, 22; Lakshman et al. 2023, 7). It has also been argued that mere 

accumulation of valuable resources is insufficient to sustain competitive advantage, 

particularly in Internet-based environments. Entrepreneurial SMEs, for example, often lack 

the financial flexibility to afford costly mistakes in resource commitments and therefore they 

must remain vigilant and adaptable in order to make full use of the opportunities presented 

by their environments. The framework also acknowledges that intangible assets like top 
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management knowledge about foreign markets can substitute for other resource types 

obtained through path-dependent developmental stages. (Ruzzier et al. 2006, 12–13; Glavas, 

Mathews & Bianchi 2016, 27–29) 

While RBV emphasizes resource ownership, it also recognizes that companies can access 

resources through external partnerships and alliances. These external connections are viewed 

as valuable assets, and businesses can outperform others by managing and utilizing resources 

from outside their organization. Exporting companies can gain an edge in international 

markets by applying the value from their existing resources to new areas. However, exporters 

may also face a "disadvantage of foreignness" due to their unfamiliarity with the conditions 

of some overseas markets. Furthermore, building export skills can be expensive and might 

not be feasible for SMEs with limited financial resources. (Hessels & Parker 2013, 2–3). 

According to Ruzzier et al. (2006), the RBV and the network perspective have evolved 

together and therefore share some common principles. Both theories recognize the 

significance of internal and external resources available to a company as the foundation of 

its total resource set, and they describe how companies may engage in vertical or horizontal 

cooperation to access strategic resources, either through product flow or network relations. 

(Ruzzier et al. 2006, 13) While the RBV has made significant contributions to the field of 

internationalization research, it has not been immune to criticism. One key criticism is that 

it places excessive emphasis on company-specific resources as the primary driver of 

performance while disregarding the substantial impact of industry characteristics. Moreover, 

RBV fails to acknowledge the crucial role of network interactions in creating competitive 

advantage, particularly for SMEs. Despite these criticisms, RBV continues to offer valuable 

insights into how companies can gain a competitive edge and improve performance by 

effectively leveraging external relationships (Brouthers 2013, 7; Lakshman et al. 2023, 7). 

2.2.4  Transaction Cost Theory 

The foreign entry and operation mode literature has also been greatly influenced by 

transaction cost theory (TCT), which maintains that the alignment between different 

governance structures and transactional characteristics determines the entry mode choice of 

a company through attempts to minimize hazards, costs and inefficiencies associated with 

entering and operating in a foreign market. This conceptual lens has also resulted in the 
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majority of empirical entry mode studies being confined to the choice between shared and 

full ownership modes. (Canabal & White 2008, 3; Welch et al. 2018, 4; Brouthers, Chen, Li 

& Shaheer 2022, 2–3) According to Rindfleisch (2019), Coase (1937) founded this theory 

by identifying the nature of transaction costs, and Williamson (1985) extended and refined 

Coase's approach by identifying its key attributes, making a significant contribution to the 

analysis of globalized production and supply chains (Rindfleisch 2019, 1–2). 

The theory states that the success of a company depends on managing a trade-off between 

transaction costs and internal production costs, and a fundamental assumption of the theory 

is that companies always try to minimize these costs when undertaking business operations. 

Transactions, which involve the exchange of goods and services between companies, occur 

both within and beyond the organizational boundaries, and transaction costs encompass all 

the drawbacks associated with the exchange of goods. While markets theoretically yield 

optimal outcomes through the price mechanism under competition, real-world scenarios 

involve economic actors with opportunistic tendencies, limited rationality, and incomplete 

information, leading to transaction costs associated with drafting, monitoring, and enforcing 

agreements. The factors that increase the likelihood and extent of business activity 

integration include high asset specificity and various types of uncertainties. Placing too much 

emphasis on control through full ownership approach can, however, cause the company to 

miss potential benefits from teaming up with others, such as bridging of cultural differences. 

JVs can in many cases also be the most cost-effective approach for a company, and vertical 

integration has also lost much of its appeal in recent years as markets have become more 

efficient. (Brouthers, Brouthers & Werner 2003, 2–3; Hollensen 2011, 78–79, 95; Welch et 

al. 2018, 24–27) 

Because companies need to assess risks, rewards, and partnerships within diverse 

institutional and cultural contexts, concentrating solely on transaction costs is insufficient to 

explain an effective entry mode option. In the decision-making process for mode choice, 

variations in institutions go beyond the direct influence of transaction costs and institutional 

variables. Cultural differences can also impact transaction costs resulting from asset 

specificity and behavioural uncertainties. For example, it is possible for societies that value 

honesty and integrity to create settings where behavioural uncertainties are minimized even 

for companies lacking extensive market experience. Therefore, in specific countries, the 

transaction costs linked to collaboration may be affected by this institutional attribute, 
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resulting in increased operating costs in regions of low trust and conversely lowered in 

countries characterized by high trust. (Brouthers 2013, 2–3; Lakshman et al. 2023, 8) 

According to Ghoshal & Moran (1996), TCT’s applicability is only limited to predicting the 

outcomes in markets prone to opportunism and as a result, the theory's explanatory power, 

particularly regarding asset specificity, diminishes significantly in markets with more 

advanced institutional environments (Ghoshal & Moran 1996, 28–29). Therefore, solely 

relying on TCT might prove inadequate and potentially risky for guiding managerial 

decisions in diverse business landscapes. TCT has also received criticism for not adequately 

taking into consideration the additional transaction costs associated with the process of 

identifying and mitigating opportunistic behaviour of potential business partners. (Hollensen 

2011, 79–80; Lakshman et al. 2023, 8) 

2.2.5  OLI Paradigm 

Dunning's (2001) eclectic paradigm, also known as the OLI paradigm, is another commonly 

used theoretical approach in market entry and operation mode research, and it provides 

insights into the internationalization process of companies by combining perspectives from 

resource-based, institutional, and transaction cost theories. It considers different advantages 

and trade-offs associated with risk, return, control, and resources that ultimately influence 

internationalization choices. (Canabal & White 2008, 5; Welch et al. 2018, 30)  

According to the paradigm, internationalization is influenced by three main types of 

advantages that companies may possess: ownership, location, and internalization. 

Ownership advantages are specific to the company and include intangible assets such as 

control, technological capabilities, inter-firm relationships, and product innovations. 

Location advantages consider the availability and cost of resources in a particular 

geographical area, which can be beneficial for combining products from separate locations, 

while internalization advantages pertain to the company's ability to manage and coordinate 

activities internally within the value chain, reducing transaction and coordination costs. 

(Ruzzier et al. 2006, 6; Canabal & White 2008, 5; Welch et al. 2018, 30–31; Lakshman et 

al. 2023, 6–7)  
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The model predicates that companies determine their entry mode strategy based on the 

presence of these advantages. For instance, if a company primarily possesses ownership 

advantages, it might pursue contractual arrangements such as licensing. When it possesses 

both ownership and internalization advantages but lacks location-specific advantages, 

exporting could be the preferred entry mode. In cases where a company boasts all three 

advantages—ownership, location, and internalization—FDI emerges as a feasible option. 

(Ruzzier et al. 2006, 6; Hollensen 2011, 73; Welch et al. 2018, 31) 

Overall, the OLI paradigm serves as a comprehensive tool that integrates various theoretical 

perspectives to explain the international entry mode decisions of companies. It has, however, 

received some critique for excessive focus on large, established firms and neglect of early 

development processes of companies, which has resulted in limited insight into more recent 

and innovative internationalization approaches. Some scholars also argue that its 

applicability in developing countries is limited due to differences in resource availability. 

(Ruzzier et al. 2006, 6; Mathews & Zander 2007, 5–6; Lakshman et al. 2023, 7) 

The theoretical approaches that were covered in this chapter make it evident that there is no 

single overarching theory capable of fully encompassing the complex processes involved in 

the international expansion and the associated FOM choices of companies. According to 

Zahoor, Al-Tabbaa, Khan & Wood (2020), theoretical synthesis is useful for explaining how 

theories are not only compatible but also complementary, meaning that their integration adds 

more to understanding than their component parts do separately. (Zahoor, Al-Tabbaa, Khan 

& Wood 2020, 18) Therefore, it is valuable to consider all of the aforementioned traditional 

approaches and acknowledge that each offers a slightly distinct perspective or emphasis on 

FOM related decision making. 
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2.3  Foreign Entry and Operation Modes 

Foreign operation modes (FOM) encompass the organizational arrangements that are used 

by companies for conducting international business activities, such as sales of products, 

manufacturing, and customer service. In academic literature, FOMs are often discussed 

under the broader term of "entry modes" because the predominant perspective in FDI studies 

has traditionally concentrated on the factors impacting market entry situations rather than 

considering the longitudinal context in which mode use is still relevant when the entry 

context no longer applies. While many theoretical frameworks treat FOMs as distinct choices 

for internationalization approach, empirical evidence reveals a more complex reality with 

mode packages, adjustments, and role changes, which have received less attention in 

research. (Benito et al. 2009, 1; Morschett, Schramm-Klein & Zentes 2015, 1; Welch et al. 

2018, 8–10; O’Higgins, Andreeva & Goya 2022, 1–2) 

According to Putzhammer et al. (2020), changes in FOMs can be categorized into three 

primary types: changes between modes, changes within a single mode, and alterations in 

combinations of modes. The volume of research on these types of mode change differs 

significantly. Complete mode changes have been the focus of many FOM studies, however, 

changes within a mode, such as adjustments in export strategies or alterations in ownership 

levels within a specific mode have not received as much attention, and as such the 

understanding of their driving factors and impacts is still limited. Similarly, there is a 

shortage of research on the dynamics of mode combinations and how these evolve over time 

(Putzhammer et al. 2020, 15). Although FOMs are typically seen as difficult to change once 

established, in practice companies often end up modifying their mode configuration as their 

activities evolve, driven by the need for more efficient organizational arrangements in their 

foreign activities, which typically requires various different approaches. (Welch et al. 2018, 

12–14; Petersen, Benito & Welch 2021, 2–3) 

In recent decades, there has been a shift in emphasis from the process of "going international" 

to the state of "being international", and as a result the capability to continuously adapt FOM 

configuration depending on changes in the business environment has become as crucial as 

selecting the most appropriate initial market entry mode. Thus, while entry mode choices 

have received significant attention, it is important to recognize that FOM choices extend 

beyond the initial entry and involve ongoing adaptations to optimize organizational 
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efficiency and accommodate changing business dynamics. (Benito et al. 2009, 2–4; 

Morschett et al. 2015, 8; Welch et al. 2018, 10–11) 

There are numerous options available to companies in terms of FOMs, which, according to 

Welch et al. (2018) can be categorized broadly as export modes, contractual modes, and 

investment modes as shown in Figure 1 (Welch et al. 2018, 4). However, not all modes can 

be strictly classified under a single category, and there is also notable variation within these 

categories. (Benito et al. 2009, 8–9; Morschett et al. 2015, 2; Welch et al. 2018, 3, 15) In 

practice it is necessary for managers to make choices among different organizational 

structures distinguished by varying degrees of equity ownership, required financial 

investment, control, and risk. (Hollensen 2011, 321–325; Morschett et al. 2015, 3–6; 

Lasserre & Monteiro 2023, 263–264, 270).  

 

Figure 1. Examples of different types of foreign operation modes (Welch et al. 2018, 4) 

Export modes are generally perceived as highly externalized, offering low control and 

minimal risk, but providing high flexibility. In contrast, investment modes are typically 

highly internalized, affording greater control but involving higher risks and being more 

difficult to modify. Contractual modes can be considered as the middle ground option since 

they provide shared control and risk with split ownership. (Hollensen 2011, 327; Welch et 

al. 2018, 3–5; Lasserre & Monteiro 2023, 271) Owing to the swift advancements in digital 

technology in recent times, an increasing number of researchers also emphasize the 

importance of rethinking foreign entry as a method of gaining customers rather than focusing 

on investments or acquiring assets. (Brouthers et al. 2022, 19–22) 
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Export modes: 

The term "exporting" encompasses a broad spectrum of activities that allow a company to 

reach foreign markets from its domestic location. Unlike other main categories of entry 

modes, exporting involves producing goods or services outside the destination market and 

then transporting them there. Initially, the concept was tied to the overseas sales of tangible 

products, but over the years it has expanded to include services as well. Exporting services 

in their pure form can be significantly more challenging than exporting products, especially 

during the early phases of entering foreign markets. It should also be noted that the line 

between products and services is often difficult to draw because they are frequently 

interdependent. Research indicates that exporting is typically the preferred entry mode for 

companies at the beginning of their internationalization process because it is seen as an 

accessible starting point, especially when the initiative for trade comes from foreign 

customers. Additionally, less experienced companies may sometimes view exporting as their 

sole option without considering alternative entry strategies. (Korhonen et al. 1996, 2–4; 

Hollensen 2011, 92–93, 335–337; Welch et al. 2018, 237–240) 

Companies have several entry strategies into foreign markets, which can generally be 

categorized into direct exports and two types of indirect exports: domestic and foreign. The 

key difference between these indirect export methods comes from the geographical location 

of the intermediaries facilitating the exports. In the early stages of internationalization 

businesses often opt for domestic indirect exporting, in which the intermediary is also 

located in the home country. This strategy is perceived as a very low-commitment and low-

risk approach to initially engage with foreign markets and gauge their response to the 

company's products or services. It also often marks the beginning of export activities by 

introducing an international dimension to the business. In some cases, this approach can also 

lead to internal adjustments in response to international demands, such as changes to some 

features of the product as required by trade partners. However, the most significant drawback 

of this approach is the lack of direct market engagement, which hinders the company's ability 

to learn about the market, gain exporting experience, and build networks, all of which can 

be considered crucial for broadening international operations. (Hollensen 2011, 335; Welch 

et al. 2018, 247–250) 

Foreign indirect exporting is another common strategy for new market entry, offering 

advantages such as lower costs and reduced financial risk through the use of intermediaries 
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when compared to managing sales activities directly. The local market expertise and 

established marketing networks of intermediaries provide significant benefits for exporters 

lacking in-depth market knowledge or experience since they are familiar with the local 

culture, language, business practices, and governmental regulations. In some instances, these 

intermediaries operate in multiple countries, enabling access to broader international markets 

with little extra effort. A notable drawback of this approach is once again the absence of 

direct market engagement, which can limit the exporter's learning and relationship-building 

opportunities. Additionally, a potential conflict of interest may arise as sales volumes 

increase. This occurs when the accumulated commissions towards a distributor surpass the 

fixed costs that would be needed for an alternative FDI based FOM, leading to economic 

considerations about the most suitable approach for market presence. (Hollensen 2011, 337–

341; Welch et al. 2018, 251–254; Lasserre & Monteiro 2023, 279) 

Arrangements with intermediaries for enabling indirect exports come in many forms, yet 

primarily fall into two categories: agents and distributors. Each category features unique 

legal and practical aspects when it comes to servicing markets. While the terms "foreign 

agent" and "distributor" are sometimes used interchangeably, understanding their differences 

is crucial for companies looking for the most suitable intermediary for exporting: An agent 

acts on the exporter's behalf in the foreign market, taking orders on a commission basis, but 

without purchasing or owning the product. Conversely, a distributor buys the product from 

the exporter, thereby becoming both a representative and a direct customer in the foreign 

market, operating independently of the exporter. This distinction carries significant legal 

implications, as distributors assume greater legal responsibility for market performance 

unlike agents. (Hollensen 2011, 341–342; Welch et al. 2018, 251–254; Lasserre & Monteiro 

2023, 268–269, 279) 

Agent contracts offer more control over marketing efforts and carry a lower financial risk 

regarding payments, making agents a preferred choice when market volume is expected to 

be low, or when minimizing market development costs is a priority. Distributors, who bear 

the costs of inventory, may also be reluctant to engage with slow-moving, high-cost 

products, making agents a more viable option in such cases. However, for products that 

necessitate ongoing support, like machinery that requires spare parts and servicing, 

distributors are generally preferred. Therefore, the decision between using an agent or 

distributor is influenced by a mix of factors, including the company's specific needs, previous 
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international experience, and existing commitments. (Hollensen 2011, 360; Welch et al. 

2018, 255–256; Lasserre & Monteiro 2023, 269) 

The direct exporting method bypasses intermediaries, connecting the company directly with 

the end-users of its products or services. This strategy might involve creating a company-

owned sales entity, such as a subsidiary or office within the foreign market, dedicated to 

supporting export activities through FDI. This approach is often preferred by companies that 

view maintaining direct customer relationships as essential for the success of market 

operations, believing these cannot be adequately managed by third parties. Direct exporting 

provides significantly greater control over the entire export process, and engaging directly 

in the foreign market allows the company to gain market insights and develop their 

knowledge base, which can serve as a foundation for establishing a physical presence later 

on. However, direct exporting comes with its own challenges, such as higher operational 

costs and the complexities of navigating cultural differences without local intermediaries, 

which can lead to potential conflicts and misunderstandings. The growing trend towards 

international e-commerce and the expanding role of the internet in global commerce are 

likely to further emphasize the benefits of direct exporting. (Hollensen 2011, 94; Welch et 

al. 2018, 264–267) 

Primary barriers for export based FOMs include lack of finances, insufficient knowledge of 

potential customers, markets, and foreign business practices, as well as the absence of 

foreign market connections and distribution channels. Management emphasis on domestic 

market operations over international expansion has also been found to be a major 

impediment for exporting since a sufficiently large domestic market can lead to a lack of 

motivation for internationalization. It is possible to influence most of these issues through 

export assistance from consultants and other forms of government support. While exporting 

allows companies to introduce their products to international markets, methods like indirect 

exporting do not always contribute to the development of internationalization capabilities 

meaningfully. In some cases, the distributors, who hold the contacts, networks, and insights 

into consumer preferences and market dynamics, may dictate the terms of transactions, 

which in turn obstructs opportunities for learning about a specific market. (Hollensen 2011, 

59–61; Welch et al. 2018, 268–269; Lasserre & Monteiro 2023, 206–207) 
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Investment modes: 

Investment modes cover several types of foreign operations involving equity stakes. These 

are typically categorized into creating a WOSs abroad or forming JVs with varying levels of 

equity ownership, including majority, equal, or minority shares. There are two principal 

approaches to investment: one involves acquiring a partial or complete equity interest in an 

existing company within the target market; the other entails starting a new venture from the 

ground up, with or without partners, known as a “Greenfield” investment (GI). An 

intermediary approach, termed “Brownfield” investment (BI), involves purchasing a local 

business and its assets in the foreign market, followed by comprehensive restructuring and 

new investments, with the final end result resembling a GI project. (Hollensen 2011, 393–

394; Welch et al. 2018, 320–321) 

FDI is often considered the most effective strategy for penetrating foreign markets, offering 

benefits such as rapid international expansion, cost savings, access to unique local resources, 

and evasion of tariffs and trade restrictions. It is widely seen as the avenue through which a 

company can maximize its earnings from international activities and exert a strong, direct 

influence on foreign operations and market control, and it often follows earlier forms of 

international engagement, both overall and within specific target countries. However, FDI 

also typically demands significant resource investment, and host countries may perceive it 

as an aggressive and potentially disruptive form of international engagement. (Zekiri & 

Angelova 2011, 7; Welch et al. 2018, 315–318) From a legal standpoint, a crucial distinction 

within FDI structures lies between setting up a branch or a subsidiary. A branch operates in 

a foreign country as an extension of the parent company, bearing legal ties and liabilities 

directly linked to it. Conversely, a subsidiary is established as a separate legal entity within 

the foreign market, bearing its legal responsibilities distinct from those of the parent 

company, with legal accountability typically confined to the subsidiary's operations and 

assets in that location. (Hollensen 2011, 387–391; Welch et al. 2018, 321) 

Wholly Owned Subsidiaries, Mergers and Acquisitions: 

A Wholly Owned Subsidiary (WOS) is an entry strategy that offers the highest degree of 

operational control, yet it demands significant resources and competency mobilization and 

carries substantial risks. Consequently, a company must thoroughly acquaint itself with the 

target country's legal, institutional, commercial, and relational landscapes before proceeding. 



30 

 

Even after a company has conducted enough analysis to decide on the investment, a deeper 

layer of research and analysis is necessary to grasp the specific operational challenges and 

realities of investing locally. (Welch et al. 2018, 331; Lasserre & Monteiro 2023, 264–265) 

The advantage of WOSs over other forms of FDI is the guarantee of autonomy in the 

subsidiary's decision-making processes, strategies, policies, and the management of critical 

assets like technology and expertise. Without the need to consult partners, decisions can be 

made more quickly, enabling greater adaptability in dynamic market conditions. 

Additionally, outright ownership allows for seamless integration of subsidiaries into the 

MNC’s operational network, simplifying the implementation of global policies. The 

development, transfer, and application of resources such as technology and personnel are 

also more efficiently managed and directed by the parent company in FOM arrangements 

involving WOSs. (Hollensen 2011, 398–399; Welch et al. 2018, 331, 352–353) 

The attractiveness of the GI approach is based on the opportunity for investors to establish 

operations in the foreign market from scratch, incorporating their own systems and culture 

without the need to address the pre-existing practices within an acquired entity. The absence 

of suitable companies for acquisition usually pushes companies towards considering GI, and 

in some less developed countries this kind of approach may appear to be the only viable 

option. However, it should be noted that GI usually entails more than just the construction 

of new facilities; it may also require building parts of the necessary infrastructure and 

providing basic education and training for employees. (Welch et al. 2018, 343–344; Lasserre 

& Monteiro 2023, 265) Given that GI projects typically generate new employment 

opportunities, host governments are more inclined to offer support to such investors, both 

prior to and following their market entry (Lee, Biglaiser & Staats 2014, 6). 

While a wholly owned GI grants the investor complete autonomy over the operations, the 

perception of absolute control can sometimes be misleading, particularly when expatriates 

with limited understanding of the local culture and superficial knowledge of the country are 

sent to manage operations. Such scenarios can lead to expatriate managers becoming 

detached, as local staff navigate operations independently. Financially, a wholly owned GI 

also requires investors to shoulder the entire risk associated with financing. Therefore, for 

investors embarking on a GI project in a new country for the first time, enlisting a project 

manager with local expertise is highly recommended. (Welch et al. 2018, 337–341; Lasserre 

& Monteiro 2023, 265) 
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Mergers and acquisitions (M&A) involve a company purchasing a majority, or all, of another 

company's ownership stakes to gain control over it. The primary benefit of this entry mode 

is the immediate access to the acquired company's resources, assets, and expertise, offering 

a time-saving advantage for the investor. Acquisitions are typically pursued as part of a 

growth strategy, where acquiring an existing business's operations and market position is 

seen as more advantageous than organic expansion. This method is particularly appealing in 

competitive markets that are challenging to enter as a new player. (Hollensen 2011, 393–

395; Lasserre & Monteiro 2023, 290–293) However, the advantages must be weighed 

against possible negatives such as integration issues, overestimation of synergies, retaining 

essential personnel, and scarcity of suitable acquisition targets. Additionally, successful 

acquisitions require adeptness in navigating cross-cultural differences, and the required 

financial requirements may render this approach unfeasible. (Hollensen 2011, 399; Welch 

et al. 2018, 333–342; Lasserre & Monteiro 2023, 299–305) Lee et al. (2014) discovered that 

investors focusing on M&A pay close attention to the political and governance environment 

of the target country, favouring nations with strong rule of law and political stability, which 

significantly influence the volume and concentration of M&As compared to JVs and GIs 

(Lee et al. 2014, 23–24). 

Joint ventures: 

A Joint Venture (JV) is a collaborative arrangement between independent entities that share 

or merge diverse resources while maintaining their separate legal identities. JVs include 

diverse levels of equity ownership, such as majority, equal, and minority stakes, making 

them one of the most extensively analysed entry strategies. Often initiated to undertake 

specific projects within set timelines, JVs are popular as a FOM due to their flexibility, the 

ease with which they can be formed or dissolved, their cost-sharing benefits, and their 

effectiveness in acquiring market knowledge comparable to more direct investment methods. 

(Hollensen 2011, 366–370; Welch et al. 2018, 279–281; Lasserre & Monteiro 2023, 333–

335) 

In JVs, the equity stake held by each participating organization is crucial because it indicates 

which company exercises greater control over operations. Typically, holding a 51% equity 

stake signifies control, while a 50:50 split or less suggests shared or lesser control. Yet, the 

specific percentage of equity is not always the primary focus for companies engaged in JVs, 

especially since companies can offset the absence of majority equity control in minority JV 
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scenarios through alternative arrangements like licensing and management contracts. These 

mechanisms can offer enhanced flexibility and control over legal aspects, intellectual 

property rights, marketing strategies, and managerial operations. (Welch et al. 2018, 281–

282) Partnering with a local entity in a foreign market can bring several advantages, such as 

access to local knowledge, connections with key government figures, and an established 

marketing network. Companies opting for a WOS approach might need to develop these 

resources independently, a process that could entail considerable time and expense, 

especially in greenfield ventures. Moreover, JVs are often more politically favourable in the 

host countries than WOSs, particularly in cases of acquiring well-known local companies, 

which could otherwise trigger opposition from government bodies, labour unions, and 

negative media attention. Potential disadvantages of JVs are related to divergence in goals 

over time, slower decision-making process especially in cases with close to 50:50 equity 

division, and cultural differences. (Hollensen 2011, 371–374; Welch et al. 2018, 287–291; 

Lasserre & Monteiro 2023, 335–336) By distributing the investment among several 

stakeholders, including potentially the government, JVs can mitigate financial risks for 

foreign investors and reduce the likelihood of governmental interference, such as contract 

renegotiations and asset expropriation (Lee et al. 2014, 20). 

Contractual modes: 

When a direct investment is considered to be unfeasible, foreign companies can still establish 

a presence in a particular country through various contractual arrangements. Contractual 

modes are usually preferred under certain market conditions, such as when the market size 

does not warrant full investment, the country is considered too risky, the government restricts 

other forms of presence, or the company wishes to evaluate the market before committing 

fully. Contractual modes represent long-term partnerships without equity between a global 

company and a local entity in a target foreign country, facilitating the transfer of technology 

or expertise from the global company to the local partner. (Welch et al. 2018, 51–57) Unlike 

export modes, which primarily focus on selling goods and services abroad, contractual 

modes revolve around the exchange of knowledge and skills, although they can also generate 

opportunities for exports. These modes differ from investment modes due to the absence of 

equity stakes taken by the international company in the foreign entity. Notable examples of 

contractual modes include licensing, franchising, management agreements, international 
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subcontracting, alliances, and project-based operations. (Hollensen 2011, 376–377; Welch 

et al. 2018, 95–97, 135; Lasserre & Monteiro 2023, 266–268) 

Licensing: 

Typically, licensing involves a contractual agreement where the owner of specific 

knowledge asset or industrial property grants another party the right to use them for a 

specified purpose. This arrangement can sometimes also include the use of the licensor's 

brand name. Financially, the licensor benefits from royalties and possibly an initial payment, 

with royalties determined either as a sales percentage or a fixed rate per unit. Beyond 

technology transfer, licensors often provide additional support, such as personnel that assist 

with the implementation of the technology. Furthermore, licensing agreements can stipulate 

that the licensee must purchase certain intermediate products or components from the 

licensor, thereby generating additional revenue for the licensor from these sales. (Hollensen 

2011, 358–361; Welch et al. 2018, 134–135; Lasserre & Monteiro 2023, 268) Licensing 

plays a crucial role in entering foreign markets, especially for smaller companies using it as 

a primary strategy for their initial international ventures. However, it can be applied for other 

purposes as well, such as for support in the managerial control over a company's overseas 

subsidiaries. As a result, licensing often forms part of a broader strategy that includes FDI. 

(Welch et al. 2018, 107–109, 113–121) 

Although there are compelling arguments for using licensing as a strategy in foreign markets, 

it is not universally regarded as suitable because it typically entails a long-term partnership 

with a foreign entity, whose background and operations might not be fully known at the 

outset. Inherently, licensing involves the sharing of knowledge and expertise to enable 

another party to replicate the licensor's activities, fully or partially, which can heighten the 

risks associated with knowledge dissemination. In addition to this, quality control issues can 

lead to harm for the licensor’s brand, and the strategic disadvantage of being distant from 

the market with no direct control can also become an issue (Hollensen 2011, 376–377; 

Morschett et al. 2015, 5–6; Welch et al. 2018, 121–128; Lasserre & Monteiro 2023, 268) 

Contrary to the view of licensing as an easy and cost-effective means to internationalize, due 

to its minimal requirements for personnel and capital, the reality can be more complex. 

Ensuring comprehensive protection for intellectual property rights can hinder and 

complicate the process of international licensing, potentially incurring expenses that many 

small firms find prohibitive. Effective licensing also requires significant effort and 
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engagement from the licensor, and as such the perceived simplicity and affordability of 

licensing should be measured in light of these considerations. (Welch et al. 2018, 135) 

Franchising: 

Franchising represents a type of indirect contractual relationship similar to licensing, in 

which the franchisor allows the franchisee to utilize its brand name in exchange for financial 

compensation. The franchisor usually mandates adherence to specific operational guidelines 

to ensure the franchise maintains the brand's standard quality level. In franchising, the 

franchisor provides a comprehensive business system, guiding the franchisee to run an 

independent venture within the established business model and strategy of the franchisor, 

often emphasizing marketing strategies. This arrangement involves a long-term active 

relationship, with the franchisor playing a significant role in the franchisee's operations by 

advertising and protecting the business's intellectual property. Franchising agreements are 

predominantly found in the service sector. (Hollensen 2011, 361–366; Welch et al. 2018, 

51–52; Lasserre & Monteiro 2023, 268, 279) The primarily distinction between licensing 

and franchising revolves around the level of control exercised. In licensing, the licensee 

generally retains more autonomy by setting many operational parameters. Conversely, 

franchising involves tighter controls over the franchisee, particularly regarding marketing 

strategies and promotional activities, requiring adherence to a comprehensive system driven 

by the franchisor (Hollensen 2011, 364; Welch et al. 2018, 53). 

Franchising is renowned for its cost-effectiveness and swift market expansion capabilities, 

advantages that are emphasized for international operations due to the additional challenges 

posed by global expansion. Strategies such as FOM combinations involving JV can reduce 

the associated expenses through collaboration with a partner responsible for the franchise's 

rollout in the foreign market. This approach enables franchisors to quickly enter various 

markets. However, despite its efficiency, international franchising introduces complexities, 

including implementation and control challenges. A significant concern for franchisors is 

the impact of inferior performance at a single outlet on the brand's overall reputation, 

demonstrating the interdependent risks of some FOMs. (Asmussen, Benito & Petersen 2009, 

10; Hollensen 2011, 376–377; Welch et al. 2018, 89–90) 
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Management contracts: 

According to Welch et al. (2018) management contracts are among the least explored FOMs 

utilized by companies (Welch et al. 2018, 139). These contracts represent an arrangement 

where the responsibility for managing a company, typically overseen by its management 

team or board of directors, is delegated through an agreement with an external company. 

This company then assumes specified managerial duties in exchange for compensation. 

Unlike management consulting, which primarily offers advisory services, management 

contracts entail taking on an active role in the management of a company or a segment of it, 

implying a long-term commitment to operational involvement. This approach is set apart 

from franchising and licensing by its requirement not only to provide operational 

methodologies but also to actively engage in implementing these strategies within the 

foreign company. Consequently, the contracting company gains greater influence over the 

transfer of expertise, the management of the foreign entity's activities, and the overall results 

achieved by the client organization. (Hollensen 2011, 375; Welch et al. 2018, 139–142) 

Management contracts can also be defined based on the absence of equity stakes or other 

operational linkages between the contracting entities, establishing a distinct division 

between ownership and operational management. While management contracts can appear 

as an appealing solution for a specific foreign market, their application might not always be 

viable within the broader context of a company's international strategy, primarily because of 

the significant initial costs associated with learning how to use them efficiently. This is 

because the approach requires significant communication efforts, may cause conflicts with 

local governments, and provides only limited control over the venture's development. 

Another notable downside is the inherent risk of training future competitors. However, 

despite these risks management contracts have been proven to be particularly effective as a 

preliminary step towards greater commitment in foreign markets or as a crucial connection 

among various FOM transition phases, assisting companies in enhancing their market 

presence over time. (Hollensen 2011, 377; Welch et al. 2018, 142, 153–159) 

International subcontracting (Outsourcing): 

International subcontracting has emerged as a significant strategy for companies looking to 

internationalize, primarily recognized for its potential to reduce costs. This approach 

involves a company making use of another company's facilities or services to cater to foreign 



36 

 

or domestic markets without the need for substantial investment in overseas infrastructure. 

International subcontracting, therefore, is characterized by minimal commitment, akin to 

licensing, yet it affords a company greater control and responsibility, particularly in 

maintaining the marketing function. (Hollensen 2011, 421; Welch et al. 2018, 161–162) 

Despite its advantages, international subcontracting presents various operational and cross-

cultural challenges that can lead to significant issues and costs, potentially rendering the 

strategy uneconomical. For smaller firms, or those new to international outsourcing, 

ensuring the reliability and quality of subcontractors and extended logistics can be 

particularly challenging, with limited oversight capacity exacerbating the risks of quality 

lapses and delivery inconsistencies. Furthermore, there is the danger of inadvertently 

nurturing a future competitor, thereby jeopardizing the company's position. To minimize 

these risks, a cautious and incremental strategy is advised, starting with small-scale 

commitments and short-term contracts. This approach allows for learning and gradual 

expansion of outsourced activities and market reach. (Hollensen 2011, 421; Welch et al. 

2018, 192–194) 

Project operations and alliances: 

Project operations are not typically seen as direct alternatives to other foreign operation 

modes due to their broad and somewhat indeterminate scope. Projects are defined by their 

specific start and end dates, often encompassing a wide array of activities and combinations 

of operation modes. Particularly for large-scale projects, it is crucial to recognize the 

possibility of involving intricate combinations of operation modes, making project 

operations a diverse category that can include all primary types of FOMs such as exporting, 

contractual agreements, and investment. The involvement and extent of these modes can 

vary significantly throughout the project's lifecycle. The influence of both home and host 

governments, along with other external factors, significantly shapes the structure, 

progression, and final outcome of project-based operations. (Hollensen 2011, 419–420; 

Welch et al. 2018, 198–199, 233–234) 

The international project market's variability necessitates a high degree of flexibility and 

adaptability from both the companies and their personnel, enabling them to respond 

effectively to the dynamic nature of global market conditions. The range of alliance forms 

is limited only by the creativity of the partnering companies in crafting mutually beneficial 



37 

 

arrangements to meet their international objectives. These alliances can span from informal 

agreements for cooperative activities in foreign markets, such as joint product promotion 

and information exchange, to formal legal structures, including equity sharing in a JV that 

contributes to FDI flows. (Hollensen 2011, 420; Welch et al. 2018, 203–207) 

The broad and varied nature of alliances had led to a lack of consensus in academic literature 

about their precise definition. Terms such as ‘collaboration’ or ‘cooperation’ agreements are 

sometimes used to describe or define alliances to underscore their fundamental purpose, 

while ‘strategic alliance’ implies a more deliberate effort towards achieving specific 

international aims. Yet, this diversity is also considered a significant advantage, offering a 

range of options to address nearly any foreign market challenge encountered by 

internationalizing companies. Alliances enable firms to tap into the resources of partner 

companies, aiding in market penetration, speeding up the internationalization process, and 

enhancing the chances of success. They are particularly effective in navigating the various 

obstacles inherent in foreign market activities, such as overcoming language barriers, 

cultural differences, governmental regulations, and adapting to local business practices. 

(Welch et al. 2018, 200–207) 

Although alliances present numerous benefits that make a compelling case for their 

incorporation into international strategies, they are not without their challenges and 

drawbacks, including potential issues and costs that can lead to dissatisfaction and a notably 

high termination rate. The inherent complexity of managing alliances, often exacerbated by 

the divergent interests of the parties involved and their cross-cultural dynamics, makes them 

challenging to sustain. Consequently, alliances commonly have a limited duration, with 

companies increasingly viewing them as preliminary steps towards other operational 

strategies. This perspective underscores the difficulties associated with maintaining mutually 

beneficial alliances over time. (Hollensen 2011, 420–421; Welch et al. 2018, 233–234) 

2.3.1  Foreign Operation Mode Selection Process 

When a company plans to enter a foreign market, it faces the critical decision of selecting 

the most appropriate initial FOM. The decision-making process is usually complex, as it is 

influenced by both external and internal factors and has a long-term impact on the firm's 

performance. Moreover, a wrong initial selection is usually hard to reverse without 
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considerable time and financial costs. (Hollensen 2011, 315–317; Morschett et al. 2015, 9; 

Welch et al. 2018, 437–440; Petersen et al. 2021, 2–3) Choosing the right FOM or a 

combination of them involves a delicate balance between control, resource commitment, 

flexibility, and risk management considerations. The level of control a company can exert 

varies across different FOMs, with significant trade-offs between maintaining control and 

the resources required for market operations. Higher resource commitment increases risk 

exposure, but this can be mitigated for example by choosing FOMs such as export or 

contractual cooperation, which require less investment than operations based on foreign 

WOS. Equity cooperation approaches, where the investment risk is shared with a partner, 

offer a middle ground by reducing personal risk. (Morschett et al. 2015, 6–9; Ahi, 

Baronchelli, Kuivalainen & Piantoni 2017, 29–32; Welch et al. 2018, 438) 

As presented earlier on in this chapter, international business scholars have developed 

comprehensive models to predict FOM choices, identifying numerous factors that could 

potentially influence such decisions (Asmussen et al. 2009, 1). Approaches based on TCT 

have been a dominant in recent decades, suggesting that companies select operation modes 

to minimize the costs associated with cross-border transactions. Another commonly used 

framework is the OLI paradigm, which posits that a company must have ownership-specific 

advantages, location-specific advantages, and internalization advantages for FDI to be the 

preferred FOM. The traditional internationalization process model adds another perspective 

by proposing that companies evolve through a sequence of FOMs in a foreign market as they 

gain experiential knowledge. A factor often overlooked by these theories is the role of 

corporate strategy, including the specific motives for entering a host country, which can 

significantly influence the choice of FOM. This suggests that beyond theoretical models, 

practical considerations related to a company's strategic objectives and experience in 

international markets are critical in deciding on the mode of entry. (Asmussen et al. 2009, 

10; Benito et al. 2009, 1; Morschett et al. 2015, 6–7) 

One of the more important factors to consider in FOM decision-making is the degree of 

control that a company wishes to maintain over its foreign operations. Tighter control, which 

is a significant advantage of more internally focused FOMs, allows the company to oversee 

strategic and operational decisions closely. This control is crucial for managing risks and 

returns, as it enables the company to navigate its own path in the foreign market. Therefore, 

when choosing a FOM, companies must weigh the importance of control against the 
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flexibility and local expertise offered by cooperative modes. (Morschett et al. 2015, 5–6; 

Lasserre & Monteiro 2023, 263, 271)  

The decision to adopt a control-focused approach versus a cooperative arrangement is 

influenced by several factors. Companies with a larger number of employees, indicating a 

greater resource base and management capacity, and those with prior experience in the host 

country, implying reduced market uncertainty, are more inclined to maintain control over 

their foreign subsidiaries. In contrast, companies may prefer cooperative arrangements in 

scenarios where country risk is high, legal constraints in the host country are stringent, the 

market size requires significant investment, or when the operation has high resource 

requirements, especially if the subsidiary operates in a field not closely related to the parent 

company's core business. (Hollensen 2011, 322–327; Morschett et al. 2015, 4, 7; Lasserre & 

Monteiro 2023, 263–270)  

Another crucial factor is the dissemination risk—the danger of critical knowledge being 

absorbed and used by competitors. This risk is especially prevalent in cooperative FOMs 

where knowledge sharing is inherent. The lowest risk of knowledge dissemination is found 

in WOS and direct export approaches. (Morschett et al. 2015, 5–6; Lasserre & Monteiro 

2023, 278–280) Furthermore, the cost of serving a market varies with the FOM chosen. 

Local production might reduce costs due to lower labour expenses and logistical advantages, 

potentially offsetting tariffs and improving market access. However, it might also lead to 

higher unit costs due to reduced economies of scale. Partner strategies can leverage local 

market knowledge, potentially increasing profits, but they also require profit sharing. 

Finally, licensing, and franchising agreements offer income through royalties rather than 

direct sales, presenting a different cost-benefit dynamic. (Morschett et al. 2015, 6–7) 

When companies consider international expansion, they face three primary options for their 

investment location strategy: producing in their home country and exporting to the target 

market, adding value primarily within the target market itself, or manufacturing in a third 

country and then exporting to the target market. The choice among these options is guided 

by numerous factors as outlined by theories of internationalization, which emphasize the 

importance of location characteristics in determining where value-added activities should be 

conducted. These characteristics include market size and potential, cost considerations such 

as labour, input goods, and taxation, as well as the level of risk associated with operating in 

a particular market. High-risk environments often lead companies to opt for exporting or 
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contractual agreements over establishing WOSs to minimize risk exposure. (Hollensen 2011, 

64; Morschett et al. 2015, 2–3; Shen, Puig & Paul 2017, 4–11) 

Table 1. Comparison between the characteristics of select FOM types (Adapted from 

Lasserre & Monteiro 2023, 271) 

 
 

SMEs often face additional challenges in mode selection due to liabilities of smallness 

(LOS), meaning that they typically have fewer financial, human, and technological resources 

available, in addition to a lack of experience and knowledge in international markets. In 

some cases, LOS can lead to internal uncertainty and potentially opportunistic behaviour by 

local business partners, and as a result, their approach towards internationalization is often 

risk-averse and focused on short-term performance to ensure the survival of the company. 

Consequently, many of these companies adopt flexible and simple modes of operation, such 

as exporting and licensing while they accumulate international experience. (Asmussen et al. 

2009, 2; Ahi et al. 2017, 29; Welch et al. 2018, 447; Villar et al. 2020, 2) 

According to studies by Asmussen et al. (2009), Benito et al. (2009) and Welch et al. (2018), 

earlier experiences with different modes have been found to play a significant role in the 

mode selection process, and therefore the FOM choices of multinational companies should 

always be considered as interdependent to some extent. Negative experiences may 

discourage further use of a particular mode, whereas positive experiences coupled with the 
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accumulation of knowledge and confidence through its ongoing use motivate managers to 

employ the mode again and develop expertise in a specific set of modes. This type of 

experience with a specific FOM can be viewed as a valuable resource that companies can 

leverage for their international operations.  However, this form of intra-mode learning can 

in some cases cause mode inertia, wherein companies develop a preference for a specific 

FOM rather than exploring alternatives, leading to limitations for the evolution of company 

strategies since the capability to conduct a variety of different FOMs can be valuable when 

entering new markets. (Asmussen et al. 2009, 10; Benito et al. 2009, 11–13; Welch et al. 

2018, 447) Additional interdependencies may also stem from risk management concerns as 

companies may elect to balance high-risk FOMs in some countries with low-risk FOMs in 

other countries. Therefore, it is important for managers to recognise this interconnectedness 

of global activities as the choice of operation modes has a direct influence on their 

coordination. (Asmussen et al. 2009, 5; Morschett et al. 2015, 9) 

2.3.2  Foreign Operation Mode Switching 

Even if a company manages to select a suitable FOM for market entry, there is no assurance 

that it will remain as the most efficient way to operate in the market over time. As a result, 

the initial mode of entry might be substituted with a different one, new combinations of 

modes may become more attractive, or it may become necessary to reduce the company's 

engagement in the target country at some point. FOM switching refers to the act of 

transitioning from one FOM arrangement to another, which allows companies to address 

challenges or issues associated with the current mode of operation in a foreign market. FOM 

switches are often categorized into main two groups:  complete mode switches and within-

mode switches (also known as mode stretching). Complete mode switches usually involve a 

full change in the way the company approaches a specific foreign market, whereas within-

mode switches typically maintain the same basic FOM arrangement with some alterations 

such the appointment of a new local operator. For instance, in the context of exporting, a 

company might replace one distributor with another. In licensing arrangements, the scope or 

number of technologies and brands licensed to a partner abroad may be expanded or scaled 

back. Similarly, in equity-based engagements like joint ventures, a firm's stake can be either 

increased or decreased. (Swoboda et al. 2011, 1–2; Welch et al. 2018, 361–363; O’Higgins 

et al. 2022, 2) 
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Mode switch decisions are typically influenced by a combination of internal and external 

factors. As companies venture into different foreign markets, it becomes challenging to 

apply a uniform approach to their FOM strategy because each market presents unique 

operating conditions, including cultural, regulatory, market, and governmental contexts. 

Over time, these conditions may change, leading companies to consider mode switches as a 

response to evolving market circumstances. Internally, issues such as learning, resource 

changes, and other developments also necessitate adjustments. A crucial factor often 

influencing mode switches is the combination of increased foreign market sales and changes 

in relationships with foreign partners. This combination prompts companies to re-evaluate 

the effectiveness of their current mode in achieving market penetration and remaining 

competitive in terms of costs, quality, and innovation. Therefore, having mode flexibility 

emerges as a vital capability in the internationalization process of companies, and the ability 

to change FOMs is highly desirable in an increasingly volatile and unpredictable global 

environment. (Swoboda et al. 2011, 8–10; Welch et al. 2018, 363–369; Petersen et al. 2021, 

17)  

Individual mode changes in isolation may not provide a comprehensive understanding of the 

underlying dynamics of FOM change. While the initial FOM of a company in a foreign 

market may appear unchanged for a long period of time, deliberate ongoing adjustments and 

modifications that gradually transform it into a substantially different mode may be taking 

place through within-mode switches. This continuous fine-tuning around the initial mode 

can result in a seemingly significant mode change being a relatively small, evolutionary 

development from the perspective of outsiders. Recent research on the dynamics and the 

evolution of international JVs reveals that alliances adapt in response to changes affecting 

the foreign market and parent companies. As a result, what may initially appear as a major 

change in operation mode may in reality represent a relatively minor, incremental 

development. (Benito et al. 2009, 9; Petersen et al. 2021, 3–4)  

Various barriers related to mode switching have been identified through studies, in which 

they are typically referred to as “switching costs”. Switching costs can be further categorized 

into distinct barriers as well as more subtle ones. Distinct switching costs encompass 

expenses such as those resulting from the termination of distribution contracts. Switching 

FOM by acquiring a local operator, either partially or entirely, instead of starting from 

nothing, can also be constrained by switching costs. In this case, the acquirer may face costs 
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associated with acquiring assets of little value as part of a larger deal. Distinct switching 

costs also include the opportunity costs of potentially losing sales revenue due to severed 

relationships with local customers. (Welch et al. 2018, 369–371) The more subtle switching 

costs are related to factors such as decision makers' perceptions of risk, uncertainty, and 

attachment to specific courses of action. Managers may be hesitant to switch from a well-

known, low-commitment mode to an unfamiliar, high-commitment FOM due to a perceived 

increase in market risk. Perceptual switching costs can therefore prevent both setting up new 

operations and discarding current inefficient business practices, particularly when personal 

ties and vested interests are involved. (Welch et al. 2018, 372) Anticipating and preparing 

for future mode switches in foreign operations can be challenging. However, one approach 

is to incorporate option-setting mechanisms at the beginning of the entry process. This can 

for example involve contractual agreements that improve flexibility for a future switch, 

without the need to predict specific circumstances. (Petersen et al. 2021, 17–18; Lasserre & 

Monteiro 2023, 270) 

2.3.3  Foreign Operation Mode Combinations 

In the past, researchers have often oversimplified companies' decisions about foreign entry 

and operation modes to improve theory testing and prediction accuracy. However, this 

approach has overlooked the complexities of how companies organize their foreign 

activities. Previous research on FOMs has often treated them as discrete choices among 

limited, well-defined options, or, alternatively, as a sequential chain of mode changes with 

increasing level of commitment to a foreign market, thus following the models of gradual 

internationalization theories. However, business practices in reality are more complex than 

this simplified approach. Companies may find it beneficial to add new modes that support 

the existing FOM arrangement, for example when contractual obligations and switching 

costs restrict them from making a complete mode change. (Petersen, Benito, Welch & 

Asmussen 2008, 57; Benito, Petersen & Welch 2011, 2–5; Welch et al. 2018, 404–406; 

O’Higgins et al. 2022, 2)  

Mode combinations may form over time as problems in specific markets prompt new 

additions to maintain control and resolve challenges, but companies can also assemble 

“mode packages” at the outset to proactively prepare for anticipated issues as a rational 
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organizational response to the complexity and variation faced in international operations – a 

singular specific mode may be inadequate to manage all contingencies, necessitating 

multiple modes for successful operations. These decisions are typically based on experiences 

in specific markets or more general observations across multiple markets. Especially when 

operating across diverse industries or product categories, the most appropriate approach can 

involve the use of multiple independent FOMs. Companies may for example combine FOMs 

to cater to various customer segments along the value chain. Consequently, large 

multinational corporations often manage their foreign operations through different strategic 

business units. Geographical segmentation also plays a role, particularly in large countries 

with vast areas and populations. In such cases, multiple units may be required to cover 

separate regions, each representing a different FOM. (Benito et al. 2011, 13–15; Welch et 

al. 2018, 396–398) Finally, due to their dynamic nature, mode combinations can also be 

understood within an evolutionary framework in which managerial perceptions and 

organizational learning has a crucial role. While combinations may initially emerge as a 

strategy based on experience and experimentation, they eventually become deliberate and 

consistent strategies that guide international operations. (Benito et al. 2011, 6, 15) O’Higgins 

et al. (2022) observed that companies create FOM combinations to enable a variety of 

knowledge processes, and in these cases the evolution of FOM combinations results from 

the evolving knowledge needs during the company’s internationalization process 

(O’Higgins et al. 2022, 12). 

Petersen and Welch (2002) have emphasized the significance of understanding the roles and 

interrelations of various operation modes within a comprehensive mode package, noting that 

the mere presence of multiple modes does not elucidate their specific functions or how they 

interact. The contribution of different operation modes towards achieving foreign market 

goals varies; one mode may primarily drive market penetration and income, while others 

support this goal in diverse ways, such as facilitating further market access, revenue 

generation, technology transfer, or building a positive political image through agreements 

like licensing or technical assistance. (Petersen & Welch 2002, 4–6) 

Determining the optimal number of mode additions while balancing specialization benefits 

and coordination costs can be challenging, and therefore careful groundwork is necessary. 

For companies with significant international operations, assessing their current mode usage 

and combinations is a crucial initial step. Managers should also be knowledgeable about 
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various mode adjustment techniques and be aware of potential mode biases that need to be 

addressed, but finding the optimal mode configuration among the almost countless 

possibilities is always a daunting task, highlighting the significance of bounded rationality 

and cognitive constraints. (Benito et al. 2009, 7, 12–13; Petersen et al. 2021, 6, 17–18) As 

international operations management is an ongoing endeavour extending well beyond 

market entry, companies may require ongoing operation mode management processes. 

These processes should address coordination requirements both globally and within host 

countries. Additionally, managers may opt to establish strategic indicators to monitor FOM 

changes and combinations to support decision-making throughout the internationalization 

process. (O’Higgins et al. 2022, 14) 

2.3.4  The Effects of Digitalization on Foreign Entry and Operation Modes 

The evolution of digital technology and the closer connection of global markets are creating 

opportunities for businesses to adopt innovative entry modes that have been largely 

overlooked in past research on market entry and FOM strategies. These technological 

advancements allow for quicker and broader geographic market opportunity identification 

and utilization. Cassia & Magno (2021) highlight that cross-border e-commerce, which 

involves selling goods and services online to customers in different countries, is 

experiencing rapid growth. This growth has been further accelerated by the COVID-19 

pandemic, suggesting that for certain export markets, cross-border e-commerce might be the 

most efficient entry method (Cassia & Magno 2021, 12–14). Additionally, the widespread 

availability of smartphones has significantly influenced the expansion of direct-to-customer 

FOM strategies, particularly in lower-income economies. This technological advancement 

has opened up new avenues for companies to directly engage with and sell to customers 

across different regions, further enhancing the potential of non-traditional entry modes like 

cross-border e-commerce in tapping into previously inaccessible markets. (Watson et al. 

2018, 6–7, 26; Brouthers et al. 2022, 8–9; Lasserre & Monteiro 2023, 397) Extensive 

research has shown how the internet can facilitate foreign market analysis, reduce psychic 

distance, accelerate market entry, enrich internationalization capabilities, and support 

customer relationship management. Internet marketing capabilities have also been observed 

to indirectly lead to international market growth for companies with international strategic 

orientation and network capabilities (Mathews, Bianchi, Perks, Healy, & Wickramasekera 
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2016, 8–9). However, the majority of this research views the internet as a complementary 

tool to integrate and improve exporters’ marketing strategies rather than as a direct sales 

channel (Cassia & Magno 2021, 2). 

From legal perspective digital technologies present new challenges to companies, such as 

the need to adapt to local regulations. It also becomes necessary to understand legal 

protections and safeguard strategies for their intangible assets in new markets. When it 

comes to logistical considerations, digital platforms transform traditional market entry 

barriers by eliminating physical distances between buyers and sellers, facilitating 

decentralized channels, and enabling the formation of new networks, which allows for the 

emergence of digital-only business models and global startups from the outset. Digital 

transition also directly influences marketing since customers can make product and service 

comparisons more easily, which in turn can lower marketing costs and increase efficiency 

for companies using digital channels for distribution and promotion. (Watson et al. 2018, 

14–17) 

Digital companies often achieve 'born global' status more readily than traditional companies, 

primarily because of the aforementioned reduced transaction costs associated with entering 

foreign markets. According to Watson et al. (2018), technological advancements have led to 

the emergence of two new market entry models alongside traditional relational approaches: 

a digital model that relies solely on the use of platforms, and a hybrid model that combines 

elements of both traditional and digital entry strategies (Watson et al. 2018, 18–19). Table 2 

outlines some examples of these FOM approaches. 

Table 2. Differences between digital and traditional FOM approaches (Adapted from 

Lasserre & Monteiro 2023, 272) 
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External factors within the host country that encourage companies to favour entry strategies 

with digital presence include significant market size, low cultural and geographical distance, 

and institutional environment with low uncertainty. Some of the more notable internal 

factors have been found to include low imitability of the chosen online platform and previous 

international experience. (Schu, Morschett & Swoboda 2016, 19–20; Schu & Morschett 

2017, 10–12; Watson et al. 2018, 8–10)  

Purely digital delivery enables companies to extend their internet-based services to foreign 

markets without establishing a local presence. This approach allows companies to directly 

reach and serve a vast customer base while retaining full financial benefits and controlling 

operations with minimal investment. However, it still involves challenges related to factors 

such as foreign language and legal compliance, and companies can solidify their market 

presence with traditional non-equity methods later on if necessary. For digital companies 

distributing tangible products, a hybrid market entry model that blends digital infrastructure 

with traditional distribution methods is the most appropriate approach. (Watson et al. 2018, 

15–18; Brouthers et al. 2022, 21–22; Lasserre & Monteiro 2023, 271–272) When it comes 

to hybrid approaches, clear strategies concerning the relationships between digital and 

traditional entry modes are necessary to prevent conflicts between distribution and import 

channels. Over-reliance on external digital platforms may also prevent smaller and less 

experienced companies from gaining valuable insights into foreign markets, potentially 

hindering the further development of their international operations. (Watson et al. 2018, 25–

26; Cassia & Magno 2021, 13)  

While traditional barriers to foreign market entry are well-known, their applicability to non-

traditional entry modes has not been systematically evaluated according to Brouthers et al. 

(2022), and therefore it is unclear how certain institutional characteristics influence non-

traditional FOM strategies. (Brouthers et al. 2022, 20–23) 

2.4  Summary of Foreign Entry and Operation Modes 

To summarize, FOMs refer to the organizational arrangements used by companies to conduct 

international business activities, extending beyond the entry into foreign markets to account 

for changes made afterward. Companies often employ a combination of FOMs across 

different market scenarios to enhance their strategic flexibility, and the use of varied modes 
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for distinct value chain activities within a single country is not the exception but rather the 

rule. For instance, a company might opt for a WOS for manufacturing and a JV for 

coordinating distribution activities. Additionally, even for similar activities, companies 

might deploy their sales team for certain customer segments while making use of 

independent distributors for others. This approach is rational when considering varying 

factors that influence operation decisions. (Benito et al. 2009, 6–10; Welch et al. 2018, 404–

406; O’Higgins et al. 2022, 2)  

The primary reasons for incremental versus radical changes in FOMs vary – radical changes 

are often prompted by the external environment, while performance issues and managerial 

attitudes are typically associated with one-step reductions in commitment. The traditional 

stage models of internationalization fall short in explaining reductions in FOMs, as they do 

not directly account for the impact of performance and the external environment on mode 

changes. (Swoboda et al. 2011, 2–3; Morschett et al. 2015, 9) The theoretical models that 

attempt to specifically explain FOM related decision making acknowledge that companies 

do not necessarily progress towards higher levels of commitment; shifts in context or 

strategy can lead to adopting modes with "lower" levels of foreign operation involvement. 

It should also be noted that the costs associated with changing modes are an important 

consideration, and mode flexibility tends to be inversely related to resource commitment 

because high investment levels can create barriers to exiting the market. (Hollensen 2011, 

63, 395–396; Swoboda et al. 2011, 9–10; Morschett et al. 2015, 5–6) 

Anticipation and preparation for mode changes is challenging, particularly when it comes to 

understanding when and how to make these changes effectively. While changes in FOMs 

are common and usually inevitable, the concept of mode flexibility has not been extensively 

explored in theory (Petersen et al. 2021, 17). It is possible for companies to prepare for mode 

changes, facilitating smoother transitions without necessarily facing the traditional trade-

offs. This preparation might include creating expanded mode combinations and balancing 

the benefits of specialization against coordination costs. Given the virtually limitless array 

of possible mode combinations, managers should approach international strategy with open 

mind rather than restricting themselves to the conventional views about FOMs (Petersen et 

al. 2008, 70–71). 

In practice the capacity to switch modes depends on the nature of the relationship with the 

foreign partner, especially in the absence of pre-defined options in contracts. For instance, a 
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licensee developing substantial technological and marketing capabilities could gain a strong 

negotiating position over time. Companies can prepare for potential mode changes from the 

outset of foreign entry through contractual mechanisms that provide flexibility without 

predicting specific future needs, such as option-to-buy clauses in licensing and franchising 

contracts. Negotiating and implementing such options is a managerial skill that requires 

foresight, awareness, and a strategic approach. Engaging foreign partners and highlighting 

the mutual benefits of these arrangements is crucial. The development of social trust between 

partners may also function as a substitute or complement to formal contracts and change the 

way contracts are regarded. (Welch et al. 2018, 449; Petersen et al. 2021, 17–18) 

Entering foreign markets through digital channels has become the norm in recent years, and 

while this has broadened the range of FOM options that companies have and increased 

internationalization efficiency, it also presents its own set of challenges. Despite the reduced 

need for physical operations, companies still have to tailor their offerings to meet the diverse 

customer needs across distinct cultures and technology usage motivations to ensure customer 

value. Therefore, success in new markets heavily depends on company-specific attributes 

like technological prowess and innovation capabilities. (Bagheri et al. 2018, 15–16; Watson 

et al. 2018, 10–13; Cassia & Magno 2021, 13–14) 

2.5  Theoretical Framework 

The theoretical framework of this study was built around the various factors that have been 

found to have notable impacts on the FOM strategy of companies in both pre-entry and post-

entry stages in previous literature, and its base structure has been adapted from the mode 

change and choice model presented by Benito et al. (2009, 11). As opposed to most previous 

studies, this model draws on the behavioural theory of the company and acknowledges that 

FOM decision drivers are themselves affected by both past experiences and current 

operations. The framework is essentially built around a continuous feedback loop where the 

outcomes of FOM related decision-making processes directly influence a company’s mode 

experience base, thereby affecting future mode decisions and bias towards certain FOMs. 

(Benito et al. 2009, 10) Past experience in this loop includes both “micro level” managerial 

mode experience from other companies and previous mode experience from other markets 

at the “macro” or company level. Managers may perceive their developing mode experience 



50 

 

as validation for their initial choices, supporting a continuation of existing mode strategy, 

which is presented as mode bias. Additionally, competence in in using a particular set of 

modes can in some cases result in excessive focus on a preferred FOM configuration without 

giving proper consideration to alternative approaches. This kind of ‘mode inertia’ can 

become a constraining factor in the evolution of a company’s internationalization strategy 

over time. (Benito et al. 2009, 10-12) 

In the mode comparison and evaluation stage, companies consider a wide range of mode 

configuration options. Due to the inherent complexity of these diverse possibilities, 

managerial approaches often limit the evaluation to a select few FOMs for practical reasons. 

The subsequent choice and implementation of modes can vary from minor alterations to 

complete changes and innovative mode combinations. The employed FOMs generate 

outcomes that impact market performance and contribute to various forms of learning, which 

feed into a company's mode experience and therefore influence future mode decisions. 

However, in reality mode change in its various forms is common, as this enables companies 

to make more frequent, diverse, and responsive mode changes. (Benito et al. 2009, 12) The 

modified version of the mode change and choice model, which incorporates additional 

internal and external factors that typically influence FOM decision making processes 

according to many internationalization theories, is presented in Figure 2. 
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Figure 2. Theoretical framework of the thesis
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Company characteristics consist of mostly internal factors such as size, available resources, 

and the extent of existing international operations. These characteristics for the most part 

determine what foreign entry modes a company can take into consideration during the initial 

stages of expansion to a new market, and research shows that financial, human and network 

resource limitations, particularly in the earlier stages of internationalization, bias companies 

toward low-commitment, less resource-demanding modes. These characteristics also evolve 

throughout a company’s lifecycle, potentially enabling more complex FOM configurations 

as the resource base of the company grows. (Hollensen 2011, 321–325; Bagheri et al. 2018, 

1–3; Welch et al. 2018, 437–440; Lasserre & Monteiro 2023, 262–270) 

Internationalization objectives and concerns as part of the overall international strategy 

constitute the decision drivers that generally determine the extent of market commitment 

based on both internal and external factors. When it comes to internal factors, less ambitious 

international goals or a perception of significant risk and uncertainty tend to favour low-

commitment modes that also provide less control. Companies are also increasingly 

prioritizing flexibility to address switching costs in mode arrangements, and this is achieved 

through mechanisms like exit clauses, which make it easier to adapt to evolving market 

conditions. External factors such as foreign partners also significantly influence mode 

decisions due to considerations related to availability and compatibility. For example, in the 

market entry stage companies may need to reassess their initial mode choice due to a lack of 

suitable partners, and in later stages of operations relationship breakdowns commonly 

prompt FOM changes. (Morschett et al. 2015, 5–8; Welch et al. 2018, 447–448; Lasserre & 

Monteiro 2023, 257–261) 

Finally, foreign market conditions, influenced by factors such as government policies, cross-

cultural differences, and market size, significantly influence the planned mode of operation 

and were therefore included in the model. The market presence and strategies of both foreign 

and local competitors may also prompt an entrant company to adjust its mode strategy, by 

for example seeking alliances with local firms to leverage their strengths instead of 

attempting to compete with them directly. (Morschett et al. 2015, 3–4; Welch et al. 2018, 

450–451; Lasserre & Monteiro 2023, 243–244) 
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3  Methodology 

This chapter provides an overview of the research methodology employed in this thesis and 

outlines the reasoning behind the chosen research approach and methods. Furthermore, in 

order to increase the reliability of the study, detailed descriptions of the case selection, data 

collection and analysis steps that were taken are provided. 

3.1  Research Approach 

Understanding research philosophy is important because it forms the basis for how research 

projects should be approached in practice. When it comes to the research philosophy for this 

thesis, I have chosen to adopt an interpretivist epistemological stance since it aligns well 

with the defined research problem and objectives. Interpretivism focuses on the investigation 

of human experiences rather than inanimate objects and emphasizes that meaning is 

constructed through understanding people in their social contexts. Since the social context 

is shaped by the individuals involved in it and constantly evolves, establishing rigid laws to 

define its functions is not relevant (Eriksson & Kovalainen 2016, 11–13; Rashid, Rashid, 

Warraich., Sabir & Waseem 2019, 2–3)  

The interpretivist approach aims to develop a profound understanding of the social 

phenomenon under examination and recognizes the significance of participants' subjectivity 

within this process. Moreover, it posits that multiple interpretations of the same data are 

plausible, each of them having the potential to be meaningful (Eriksson & Kovalainen 2016, 

20–24; Rashid et al. 2019, 4). Due to time constraints inherent to the thesis writing process, 

I opted for a retrospective approach, tracing the evolution of FOM approaches in the case 

companies from the past up to the time of the interview sessions, rather than observing the 

phenomenon in real-time over an extended period. The research logic of this study can be 

considered to be abductive since theoretical concepts from prior research were used to give 

a sense of reference to the empirical findings and their meanings throughout the analysis 

phase in an iterative manner. (Eriksson & Kovalainen 2016, 24; Rashid et al. 2019, 4–7) 

Qualitative research methods are utilized to investigate the "how" and "why" aspects of a 

research subject and discover the underlying reasons that drive its behaviour and decisions. 
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Instead of aiming for statistical generalizations like quantitative approaches, qualitative 

research focuses on a limited number of cases from the population to provide accurate 

portrayals of situations, events, individuals, interactions, and observed behaviours. This is 

typically achieved by including direct quotations that capture the firsthand experiences, 

attitudes, and thoughts of individuals in their raw form, along with excerpts or complete 

passages extracted from documents, correspondence, records, and case histories. Open 

narrative approach without predetermined categories or predefined response choices on the 

participants' thoughts is typically used for these purposes. In qualitative studies, the research 

plan is typically not followed as rigidly as in quantitative research, as new questions and 

patterns often emerge during the research process. In such instances, flexibility in the 

research design is essential to accommodate adjustments to research questions, data 

collection methods, and analysis approaches as needed. (Eisenhardt 1989, 12; Hirsjärvi, 

Remes & Sajavaara 1997, 160–166; Yin 2009, 111; Eriksson & Kovalainen 2016, 40–45) 

The decision to make use of qualitative research methods for this thesis was based on the 

goals of the research, which necessitated detailed descriptions and explanations from 

individuals.  

The case study approach has also been noted to be particularly appropriate for addressing 

“how” and “why” types of research questions, and many studies in the field international 

business research have highlighted its relevance for the in-depth analysis of FOM use 

(Petersen et al. 2008, 62; Benito et al. 2011, 8; O’Higgins et al. 2022, 4). Eisenhardt (1989) 

describes case study as a research approach designed to explore the dynamics within specific 

settings. Studies of this type may focus on a particular case or multiple cases and often 

encompass multiple levels of analysis in a single investigation and employ various 

perspectives to uncover diverse facets of the phenomenon. Case studies typically make use 

of a variety of data collection methods, including interviews, observations, and 

questionnaires, and they may yield qualitative, quantitative, or mixed results. The case study 

approach is generally utilized for at least one of the following three purposes: descriptive 

analysis, theory testing, or theory generation. (Eisenhardt 1989, 4–5, 17–18)  

In practice case studies examine a real-life phenomenon in its natural setting, recognizing 

that the context plays a significant role. Additionally, case studies are effective in exploring 

complex issues and presenting them in a more easily understandable format. (Yin 2009, 47–

51; Eriksson & Kovalainen 2016, 116–118) As with any quantitative or qualitative approach, 
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the research design of a case study should be logical and systematic, meaning that the 

researcher has to define the unit of analysis, select the appropriate cases to study and decide 

on how to collect and analyse empirical data. Unlike some other qualitative methods, such 

as grounded theory, it is important to develop a theoretical framework based on earlier 

research to guide the process of research design. (Yin 2009, 74–78; Eriksson & Kovalainen 

2016, 128–130) The case study process and its stages are presented in Figure 3. 

 

Figure 3. The case study method (Yin 2009, 104) 

 

Case studies may adopt either a single or multiple case approach depending on the goals of 

the study. Single case design focuses on a single case, while a multiple case design involves 

a more extensive set of distinct cases. The primary objective of single case design is to gain 

in-depth insights and detailed descriptions from a thorough contextualized analysis of a 

unique case. Extensive multiple case studies on the other hand aim in order to develop, 

evaluate, or refine theoretical concepts that can be applied more broadly. For an extensive 

case study to verify or generate theories, the selected cases should have some similarities 

while also allowing for differences that enable meaningful comparisons. Although there is 

no definitive answer to how many cases are typically included in a multiple case study, it is 

often challenging to develop complex theories with strong empirical support when there are 

only a few cases. Conversely, dealing with a large number of cases can present difficulties 
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in managing the volume and complexity of the data. The case study method also allows for 

modifications to the number of cases even after the initial data collection stage has been 

concluded through either addition or removal of cases to better meet the goals of the research. 

(Eisenhardt 1989, 4; Yin 2009, 92–110; Eriksson & Kovalainen 2016, 119–126)  

In both single-case and multiple-case designs, the analysis stage of the study typically 

commences with an examination of each case individually, a phase also known as within-

case analysis. Following this phase in multiple-case studies is cross-case analysis, which 

involves comparing cases to identify similarities and differences in relation to theory. In 

extensive multiple case studies, not all case features receive detailed analysis as in intensive 

single-case research designs. Consequently, case descriptions in extensive studies may 

appear relatively concise and abstract, reflecting the researcher's predefined research 

interests. (Eisenhardt 1989, 9–12; Eriksson & Kovalainen 2016, 121–124) According to Yin 

(2009) case studies have faced criticism for their limited capacity to support scientific 

generalization and their lack of strict and comprehensive methodological guidelines. They 

also often require extensive time to complete, and the proper establishment of causal 

relationships typically presents significant challenges (Yin 2009, 42–44). 

The main purpose of this study is to explain the reasoning behind the current FOM use and 

adaptations of various companies based in Finland. Since I decided to investigate a specific 

setting including a context with a myriad of variables (the approach of Finnish companies to 

entering and operating in Japan) and a limited number of units to be analysed (the selected 

companies) with the aim of understanding the reasons behind certain strategic decisions, the 

use of the qualitative case study approach is well supported. For this study, the choice of 

multiple case methodology rather than single case approach was made in order to gain a 

better overall contextual understanding of the phenomenon and to potentially discover 

patterns in FOM use, in addition to improving the validity and reliability of the results. Both 

the within-case and cross-case analyses in this study follow a thematic structure, which 

involves identifying common themes and conceptual categories to reveal patterns within the 

themes. These findings are then contrasted with existing theoretical concepts to arrive at 

conclusions that best explain the empirical observations while still remaining open for 

further revisions and refinement (Eisenhardt 1989, 10–12, 16; Eriksson & Kovalainen 2016, 

128–130).  
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When it comes to the structure of the report, the linear-analytic structure is most suitable for 

most types of case studies according to Yin (2009), and therefore it was chosen for this 

thesis. This kind of approach starts with an outline of the problem formulation and research 

questions, then reviews the literature and describes the theoretical framework, proceeds to 

the methodology section and analysis, and ends with presenting the findings and 

conclusions. (Yin 2009, 278)  

Tools based on artificial intelligence/language models were used during the writing process 

to improve readability of the text and to provide suggestions for alternative words or 

sentence structures. The output of these tools was used strictly for providing revision 

suggestions and not directly included in the text to preserve original intent and voice of the 

author. Furthermore, the information provided by company representatives was never 

processed by these tools to ensure the confidentiality of sensitive data. 

3.2  Case Selection 

Selection the cases and their corresponding units of analysis is a critical methodological 

aspect in case study comparisons and should align with the overarching objectives of the 

researcher. In variable-oriented approaches, a large number of cases is typically 

recommended for comparison, whereas the case-oriented approach generally involves fewer 

cases. In both approaches, comparable cases should be searched for until new insights cease 

to emerge, or theoretical saturation is reached (Eisenhardt 1989, 15; Eriksson & Kovalainen 

2016, 125–126). The case companies for this study were selected so that they match the 

boundaries defined by the research problem. First of all, as this thesis is focused on studying 

the foreign operation modes of Finnish companies, all of the selected case companies should 

have Finnish origins. Secondly, all the case companies need to have expanded their business 

to the Japanese market at some point and operated there recently. The main reason for 

choosing Japan as the target country of analysis for this research was my familiarity with the 

Japanese language and culture from my previous studies. 

The case selection process was initiated by contacting various organizations that engage in 

promoting the business relations or other cooperation activities between Finland and Japan 

such as Business Finland and Finnish and Japanese chambers of commerce for information 

about potential case companies.  When the list of companies provided by these organizations 
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was eventually exhausted, the remaining cases had to be discovered through alternative 

methods such as online publications and news articles. In the end the majority of the case 

companies for this study were identified from the membership lists available on the web 

pages of the Finnish Chamber of Commerce in Japan and Finland-Japan Chamber of 

Commerce. This initial search process resulted in a list of 53 suitable companies, and 

representatives from each of them were contacted with an email request to take part in the 

research. The criteria for representative selection were primarily based on their position 

within the organization and their direct involvement or experience with the company's 

operations concerning Japan. Specifically, individuals considered to have the most 

comprehensive knowledge of the company's business in Japan were contacted. Typically, 

these individuals held roles related to strategy, business development, or commercial 

operations within the company. More detailed information regarding the titles, positions, 

and backgrounds of each interviewee is provided in each case description. 

To encourage maximum participation, the representatives were given maximum leeway in 

organizing the practical aspects of the interview sessions, including scheduling and the 

choice of meeting methods, which encompassed a range of options such as various online 

platforms, phone calls, and in-person meetings. Some form of response to the interview 

request, whether negative or positive, was received from 20 companies, resulting in an 

effective response rate of roughly 38%. 

Eisenhardt (1989) suggests that in qualitative case studies the cases should ideally be chosen 

based on the logic of replication rather than sampling, however, when it comes to practical 

application, the selection may be influenced by pragmatic factors like accessibility and 

feasibility, which was also the case for this study. (Eisenhardt 1989, 15) Ultimately six 

representatives in total were able to participate in the interviews to share their knowledge 

regarding the FOMs of their companies in the Japanese market, and this relatively low 

number of positive responses did not allow for any control over variables such as company 

size or industry, which in turn affected the generalizability of results to an extent. The 

companies that are represented in this study all operate in different industries and vary 

significantly in terms of age, size, and experience in operating in the Japanese market, as 

elaborated in subsequent chapters. 



59 

 

3.3  Data Collection 

Case studies that incorporate diverse empirical data yield more accurate and comprehensive 

research outcomes. For the purposes of this study data was collected from multiple different 

sources which included interviews, company publications and reports, news articles and 

other documents such as presentations provided directly by the company representatives. 

This made it possible to obtain a more comprehensive understanding of the FOMs of the 

case companies, compensate for the different perspectives and limitations of each data 

source and ensure the validity of data collected through triangulation. (Yin 2009, 194–198; 

Eriksson & Kovalainen 2016, 293–294; Nielsen et al. 2020, 16–17)  

Interviews were chosen as the primary data collection method because they are frequently 

used in qualitative case studies due to the potential depth of insight they can provide 

depending on the chosen format. Some of the most common interview formats include 

structured, semi-structured, thematic, and open interviews, of which the study semi-

structured format was most appropriate for the purposes of this study (Hirsjärvi et al. 1997, 

204–206). The secondary data sources consist of information presented on company 

websites and other available online sources as well as materials received directly from the 

company representatives. 

In semi-structured interviews, the interviewer follows a predefined outline of specific issues, 

topics, or themes using "what" and "how" questions to elicit responses and allowing room 

for clarification and elaboration through further questions. This type of interview also offers 

flexibility for the interviewer to modify the order and wording of questions as needed and 

maintain a conversational and informal atmosphere, enabling the researcher to steer the 

conversation as required. However, it is important to exercise caution while formulating 

interview questions as not all areas of interest may be covered extensively, and some 

questions may remain unanswered due to the open-ended nature of the inquiry. Nonetheless, 

the semi-structured interview format facilitates easier comparison of interview results during 

the analysis phase, which is advantageous compared to unstructured interviews. (Hirsjärvi 

et al. 1997, 204–206; Eriksson & Kovalainen 2016, 81–83) 

The interview questions of this study were focused on foreign market entry and operation 

strategies that the target companies have used so far, as well as the decision-making process 

behind those strategic choices. Potential participants for the interviews were chosen based 
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on their roles and responsibilities within the organization. Specifically, they had to have a 

notable level of involvement in the decision-making related to the internationalization efforts 

of their respective companies towards the Japanese market. The initial contact email that 

was sent to company representatives included an overview of the research background and 

objectives. Some information about the contents of the interview session was also provided 

in advance as an attachment to allow the participants to familiarize themselves with the 

theme of the interview questions beforehand. 

The initial themes for the interview questions were based on theoretical propositions from 

the findings of the literature review, and they were further refined to better match the 

research objectives through a pilot interview. Additionally, a separate interview guideline 

was created for use as a reminder during the interviews to ensure that each session proceeded 

in a similar way and all ethical considerations such as confidentiality were properly covered. 

At the beginning of each interview session the representative was reminded of the fact that 

they may withdraw their participation in the study at any point in time and for any reason. 

The interviewer also ensured that the participants are aware of the fact that an audio 

recording of the interview will be created and transcribed, and that notes will be written 

based on their responses. All of the interviews were conducted online through Microsoft 

Teams, and their average duration was 43 minutes. The language used for the interviews was 

Finnish because all case company representatives were native speakers of the language. This 

approach likely also facilitated more comprehensive and unfiltered responses.  

The interview sessions were digitally recorded and transcribed, after which the Finnish 

transcriptions were translated into English for the case descriptions and further analysis 

while preserving as much accuracy as possible. A second listening was performed to ensure 

correspondence between the recorded and transcribed data. Completed case descriptions 

were sent back to the interviewees at a later date to ensure the validity and authenticity of 

the collected data. If the representatives of the case companies identified any inaccuracies in 

the interpretation of their comments, those were rectified according to their feedback. This 

opportunity was also used to request further information from the interviewees in the form 

of comments or documents if necessary. At this point, the collected data from each case was 

also compared with other data sources, such as web sites and annual reports of the case firms 

to further expand and corroborate the initial case descriptions. 
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3.4  Data Analysis 

To ensure the credibility and reliability of the study, it is crucial to provide a clear 

explanation of how the data was analysed and the underlying assumptions that guided the 

analysis. Therefore, this section includes a detailed description of the data analysis methods 

employed in this research, aiming to enhance the reliability of the study.  

The purpose of the data analysis phase in case study research is to organize and categorize 

the data in a way that addresses the relevant research questions. In this thesis, the data 

analysis is initiated by individually examining each case company through a process known 

as within-case analysis. Since case study research often involves a substantial amount of 

data, conducting separate within-case analyses allows the researcher to effectively process 

and manage the extensive volume of information. Within-case analysis enables a 

comprehensive examination of each case, ensuring a detailed study of its unique 

characteristics. (Eisenhardt 1989, 8–9; Eriksson & Kovalainen 2016, 128–131) 

The general analytic strategy of this study proceeded as follows: First, an initial description 

of each case was drafted based on the transcribed interview responses to structure the data 

by linking themes, events, and processes. This step was followed by a within-case analysis 

of each case description based on theoretical propositions drawn from the literature review 

and theoretical framework. The results of these analyses were then refined by further 

iterations, each time focusing on different perspectives to allow the unique patterns of each 

case to emerge for later comparisons across cases. In the cross-case analysis stage the 

similarities and differences between case companies, which had become more apparent 

through the iterative categorization process and tabulation, were contrasted with existing 

theory in a thematic order based on the theoretical framework. (Eisenhardt 1989, 9–10; Yin 

2009, 248–255) Finally, a timeline of FOM use was compiled for each case company based 

on the interview responses and archival data to better visualize the progression in FOM use 

over time since initial market entry. These timelines also facilitated easier comparisons 

across cases.  

The overall data collection and analysis process was based on and closely followed the 

empirical material interpretation process by Rashid et al. (2019), as shown in Figure 4. 
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Figure 4. Empirical material interpretation process (Adapted from Rashid et al. 2019, 

10) 

3.5  Reliability and Validity of the Research 

The credibility of qualitative inquiry depends on rigorous techniques and methods for 

gathering high-quality data which is carefully analysed with attention to validity, reliability, 

and triangulation. The criteria for judging the quality of research designs as outlined by Yin 

(2009) was used as the basis for evaluating the reliability and validity of this study. (Yin 

2009, 81–91)  

Reliability in research pertains to the consistency and accuracy of measurements, ensuring 

that they are free from error and yield consistent outcomes. This encompasses both the 

stability of measurements and the consistency of measurement procedures employed. The 

practical implication here is that if another investigator followed the exact same procedures 

as described, and conducted the same case study all over again it should be possible to arrive 
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at the same or at least remarkably similar results and conclusions. Enhancing the reliability 

of qualitative research involves providing thorough descriptions of the research process and 

meticulously documenting procedures. Transparency and detailed explanations of the 

research design and its execution allow readers to assess the study's reliability more 

effectively. (Hirsjärvi et al. 1997, 248, 253–255; Yin 2009, 90) 

When it comes to addressing reliability in this study, efforts were made to make the 

documentation as detailed while still attempting to preserve the anonymity of study 

participants to an extent. In qualitative studies, replicating exact interview discussions is 

often unfeasible due to the nature of open-ended questions, which prompt interviewers to 

ask follow-up questions based on interviewee responses in that specific context. Moreover, 

varying interpretations of interview responses may result from divergent conclusions by 

different researchers. The reliability of interviews still be enhanced by exerting greater 

control and ensuring uniformity within the interview process, which was done in this study 

by choosing the semi-structured format with a set list of ordered questions and preparing 

interview guidelines that were used in each session. (Hirsjärvi et al. 1997, 216–217) 

The validity of the study refers to the extent to which a study accurately measures or reflects 

the concept or phenomenon it claims to measure, and testing for it is essential for ensuring 

that the conclusions drawn from research are trustworthy and meaningful. According to Yin 

(2009) validity in case studies can be evaluated by testing for construct validity, internal 

validity, and external validity (Yin 2009, 81). Construct validity refers to the degree to which 

the operational measures used in a study accurately represent the theoretical concept being 

studied. Internal validity essentially measures the extent to which a study accurately 

demonstrates causal relationships, while external validity assesses whether the results 

obtained in a particular study are applicable to other situations beyond the specific conditions 

of the study, or in other words whether the findings can be generalized (Hirsjärvi et al. 1997, 

221–222; Yin 2009, 81–88). 

Construct validity was addressed in this study through different forms of triangulation in 

addition to a comprehensive description of the circumstances under which the research 

evidence was collected in the methodology section of the thesis report. Data triangulation 

was used to corroborate the findings based on the transcripts of semi-structured interviews, 

and these secondary data sources included official publications and reports, news articles 

(archival records), and other documents such as presentations provided directly by the 
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company representatives. Information review measures were used both during the interview 

sessions and after they had all been concluded. During the interview sessions care was taken 

to seek further clarification on respondent comments that were ambiguous and therefore 

allow the interviewees an opportunity to confirm or correct the interviewer’s interpretation 

of their statements. After the initial case descriptions and analyses had been compiled, they 

were sent to the respective company representatives for a final review before proceeding 

with the cross-case analysis stage in order to correct potential misinterpretations and other 

errors. (Yin 2009, 197–198; Eriksson & Kovalainen 2016, 294; Nielsen et al. 2020, 16–17) 

When it comes to internal validity, an iterative explanation building approach was used in 

the data analysis phase to compare theoretical propositions from literature review with 

details from the case descriptions (Yin 2009, 232–234). External validity considerations are 

addressed in the practical implications section of this study.  
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4  Characteristics of the Japanese Market 

This chapter draws attention to the various cultural and institutional characteristics of the 

Japanese market that have an influence the entry and operating mode decisions of foreign 

companies, thereby providing context for the earlier research background as well as the 

following empirical findings. It also includes a brief overview of the development of trade 

relations between Finland and Japan during the last century and a summary of the effects of 

the EU-Japan economic partnership agreement (EPA) which came into effect in 2019. 

Additionally, it offers insights into recent and forthcoming developments within the 

Japanese market environment, given their direct implications for Finnish companies 

operating in Japan. 

4.1  Trade Relations Between Finland & Japan 

Trade relations between Finland and Japan have existed in some form since the latter half of 

the 19th century, at a time when Finland was still an autonomous state ruled by the former 

Russian Empire. The initial trade contacts were made through indirect trade networks of 

various central and western European countries, and at the time Finnish companies were able 

to utilize the trade agreements of Japan and the Russian Empire. After gaining independence 

in 1917, Finland embarked on establishing new trade relationships with other countries, and 

Japan was among the first foreign nations with which it initiated negotiations. This was 

followed by the official establishment of diplomatic relations in 1919. (Sahi 2016, 255–259; 

Ministry of Foreign Affairs of Japan 2024) 

According to Sahi (2016), the growth in export volumes during the 1920s was modest 

because the connections between Finnish and Japanese were still in the early stages of 

formation, but more noticeable improvements followed throughout the 1930s as the trade 

relations stabilized. (Sahi 2016, 256) Diplomatic and trade relations were temporarily broken 

off in 1944, but trade relations were allowed to be resumed in 1947 by the occupation forces 

in Japan. Trade networks between Finnish and Japanese companies developed rapidly in the 

following decade, and their evolution notably influenced the movement of goods. Finnish 

exports primarily comprised of forest industry products, whereas Japanese imports displayed 
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greater diversity, encompassing various ready-made and high technology consumer 

products. Diplomatic relations were once again resumed in 1957 (Sahi 2016, 437–440, 444; 

Ministry of Foreign Affairs of Japan 2024). Between the early 1960s and mid-1970s, there 

was a significant increase in both exports to Japan and imports from Japan. Just as Finland's 

export trade was influenced, the importation of Japanese goods to Finland was also 

significantly affected by the decision to liberalize trade between Finland and Japan, which 

came into effect at the beginning of 1962. Overall, the bilateral trade ties have held particular 

importance for Finnish foreign trade, with Japan emerging as one of Finland’s key trading 

allies. (Sahi 2016, 703–707) This relationship also had wider implications for global 

commerce, most notably during the early 1960s when Finland became the first market in 

Europe to initiate regular imports of Japanese cars (Sahi 2016, 704). 

Japan's trade relationship with Finland has historically been dominated by exports when it 

comes to trade balance. However, since 2009 there has been a notable shift in favour of 

imports, a trend that has persisted to the present day. (Ministry of Foreign Affairs of Japan 

2024) Between 2002 and 2023, Finnish exports to Japan peaked in 2022, reaching a 

combined value of 1.8 billion euros. In 2023, the bilateral trade between the two nations 

reached a total value of 2.1 billion euros. Finnish exports accounted for approximately 1.2 

billion euros, while Japanese imports amounted to around 840 million euros. Currently the 

most notable export product groups of Finland to Japan are wood and paper products, metals, 

and chemicals, while Japan exports mainly motor vehicles, electronic devices, and industrial 

machinery to Finland. (Finnish Customs 2024) 

4.2  The Japanese Market Environment 

Currently Japan is still the fourth largest economy in the world and second only to China 

within Asia.  The significant size and promising growth opportunities of the Japanese market 

are the primary factors that draw foreign companies to it, however, a well-developed 

infrastructure, loyal and discerning consumer base and economic, social, and political 

stability all contribute to its appeal in the eyes of international businesses as well. From the 

EU's perspective, Japan is its seventh-largest trading partner for globally, and in the current 

era marked by increasing global uncertainty, Japan's enduring stability has become even 

more prominent. This same instability has also prompted Japan to seek out dependable 
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partners that align with its objectives and values from EU, which is also currently the 

country's third most important trading partner, accounting for roughly bout 10% of its 

foreign trade. (European Commission 2021, 2024; JETRO 2023). 

Although the Japanese market offers considerable opportunities, it is also widely recognized 

as a challenging market for foreign companies to penetrate due to various barriers related to 

entry and business operation, and especially SMEs do not necessarily have the resources, 

knowledge, or networks to navigate through these obstacles. Consequently, it is often not 

the first choice for western companies looking to expand internationally. (Ojala & Tyrväinen 

2007, 2; Mazur 2016, 15–16) These challenges have been categorized in several ways by 

academics, but for example Ojala & Tyrväinen (2007) have stated that there is no common 

framework for properly analysing their influence (Ojala & Tyrväinen 2007, 3). Based on the 

previous categorizations, however, the barriers can be broadly divided into government-

imposed or institutional barriers and those broadly related to Japanese culture and society.  

Government imposed barriers in the Japanese market consist of tariffs and other directly 

trade related measures that do not necessarily involve taxes, but still make it difficult for 

foreign products to compete. Tariffs, which are taxes imposed by one country on goods or 

services imported from another country, are used to increase the prices of imported products, 

thus giving domestically produced products a price advantage, and potentially raising 

revenue for the government. In recent years, non-tariff measures have increasingly been 

recognized as more significant obstacles to trade among industrialized nations, as tariffs have 

declined in popularity globally. (Ojala & Tyrväinen 2007, 3–4; Nilsson-Hakkala et al. 2019, 

36) Commonly cited non-tariff barriers include government actions such as specific industry 

support, rules on buying goods and services, customs procedures and Japanese domestic 

standards and regulations which do not necessarily conform with international standards. 

Securing the necessary supplementary certifications often demands considerable time and 

resources, effectively blocking certain processed products entirely from accessing the 

Japanese market. (Maguire 2001, 8; Ojala & Tyrväinen 2007, 3–4; Mazur 2016, 28; Grübler, 

Reiter & Stehrer 2019, 21; European Commission 2024) Additionally, multi-tiered 

distribution systems with numerous intermediary layers are common among Japanese 

companies, and foreign companies have long viewed this as one of the more notable non-

tariff barriers. (Hollensen 2011, 553). 
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Generally, researchers and government institutions tend to focus on tariffs and other directly 

trade related institutional barriers since it is easier to perceive and address with measures 

such as free trade agreements (FTA), but cultural differences also exert significant influence 

on the likelihood of entry success, particularly when there is a considerable cultural gap 

between the home and destination markets. The importance of these cultural factors has been 

underlined in many of the theoretical models related to internationalization process and FOM 

decision making as described in the literature review section. Among these the Uppsala 

model, for example, has incorporated it as one of the most important elements in explaining 

the internationalization strategies of companies through the concepts of cultural and psychic 

distance. (Hollensen 2011, 324, 413–416) 

Naturally cultural and social barriers have been perceived as problematic by foreign 

companies in Japan since they permeate various aspects of business operations. Some of the 

more commonly cited challenges at company operation level include networking and 

collaboration coordination challenges, difficulties in procuring human resources, complex 

distribution networks and differences in management and decision-making processes. 

Japanese consumer behaviour has also been noted to pose some challenges due to high 

requirements for localization, product quality and after-sales services, and the preferences 

of Japanese consumers for domestic products. (Buckley, Mirza & Sparkes 1987, 16–17; 

Ojala & Tyrväinen 2007, 4–8; JETRO 2023)  

Specifically, language and communication related challenges usually contribute to some 

extent to most of these cultural barriers. This is because proficiency in English among 

Japanese workforce is limited, coupled with the inherent difficulty Westerners face in 

learning the Japanese language properly. Communication issues cause difficulties for inter-

company and business-to-business interactions, complicate business-to-government 

processes and make the recruitment of Japanese personnel difficult especially outside urban 

areas. (Ojala & Tyrväinen 2007, 8; Harzing et al. 2011, 2–8; JETRO 2023) Due to the 

aforementioned factors, successful market entry and operation in the Japanese market 

requires patience and long-term commitment from foreign companies in addition to 

extensive knowledge of the characteristics of the market environment, language, and culture. 

(Jääskeläinen 2024) 

The recent Economic Partnership Agreement (EPA) that came into effect in 2019 between 

the EU and Japan was established to specifically address the problems caused by tariffs and 
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other non-tariff trade barriers. And it is expected to have a notable impact on trade flows for 

most EU countries because Japan has the largest trade volume with the EU among the recent 

trade agreement partners. (Felbermayr et al. 2019, 12; Nilsson-Hakkala et al. 2019, 93) 

However, the EU and Japan have had friendly relations and extensive trade for a lengthy 

period of time, and tariffs in trade between the EU and Japan were not particularly notable 

even prior to the EPA with the exception of some sectors such as agriculture, which the new 

tariff reductions specifically address. (Mazur 2016, 16; Felbermayr et al. 2019, 11) As a 

result, the EU-Japan EPA is projected to provide the majority of its value through measures 

taken against non-tariff barriers such as trade quotas, technical requirements, and 

certification procedures, and it will also focus on enhancing trade in services, particularly in 

sectors such as e-commerce, telecommunications, transportation, and financial services. 

(Nilsson-Hakkala et al. 2019, 35–36) Finnish companies in many sectors are also projected 

to benefit from the reduced trade barriers when it comes to expanding their operations in 

Japan since the effects of previous FTAs that involve the EU have had positive and 

statistically significant impacts on the Finnish major export groups in forestry and logging, 

chemicals and chemical products, wood and cork products, paper and paper products as well 

as electrical equipment (Nilsson-Hakkala et al. 2019, 63–64). 

Although individual companies are not able to directly influence government imposed and 

social barriers, multiple studies have identified methods for dealing with some of the 

problems stemming from cultural differences. For example, the difficulties of finding 

contacts and establishing networks for distribution and collaboration can be addressed by 

contacting Japanese trading companies that can aid with identifying demand for products 

and services, directly manage import and export procedures and assist with negotiations 

between companies. (Welch et al. 2018, 249–251)  

When it comes to language related problems in internal and external communication, the 

recruitment of local Japanese personnel has been shown to be an effective solution, but other 

structural solutions such as language training and adherence to a common corporate 

language are also possible. (Ojala & Tyrväinen 2007, 12; Harzing et al. 2011, 8–9) Since it 

may be difficult to find local personnel that can communicate effectively in both Japanese 

and English (or other foreign language), international students should also be considered as 

an alternative solution during recruitment activities (JETRO 2023). 
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As of 2024, Japan has mostly recovered from the COVID-19 pandemic, and the resumption 

of tourism and business travel should allow for easier establishment of connections in the 

coming years despite the negative effects caused by recent global instability, such as 

disruptions in international logistics. The current growth strategy of Japan includes notable 

investments towards green and digital transformation, science, technology, and innovation, 

resulting in opportunities for foreign companies related to digitalization, circular economy, 

renewable energy solutions and communication technologies. Due to Japan’s rapidly aging 

population and shrinking workforce, markets related to healthcare technologies and digital 

health services also provide many opportunities for foreign companies operating in those 

sectors. (JETRO 2023; Jääskeläinen 2024)  

According to a survey conducted by Japan external trade organization (JETRO), foreign 

company representatives have also noted positive developments in the overall Japanese 

business environment during recent years, including the simplification and digitalization of 

administrative procedures, better communication capabilities in foreign languages within the 

business sphere, and a growing openness of Japanese companies and society towards foreign 

companies. (JETRO 2023) 
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5  Empirical Findings 

The main empirical findings gathered through interviews and secondary sources are 

presented in this chapter. The cases are initially presented in a detailed manner, outlining 

how the operations of the case companies in Japan developed over time, including the factors 

that influenced their operational strategies and business considerations. While analysing the 

operational strategies of the case companies in Japan, maintaining the contextual backdrop 

of these strategic decisions is crucial. Hence, this study incorporates supplementary 

information found from company websites and publications, in addition to materials 

received directly from the representatives. 

Following the individual case descriptions and within-case analyses, a cross-case analysis is 

presented to draw attention to key findings of the study, including the similarities and 

differences among cases. All of the analyses presented in this chapter are structured in a 

thematic order to highlight common themes and conceptual categories. This comparative 

approach offers insights into the variety of different operation mode strategies employed by 

Finnish companies operating in Japan. (Eriksson & Kovalainen 2016, 131–133) 

5.1  Case Descriptions 

The following case descriptions contain general information about the companies, such as 

history of international operations and key figures, in addition to an overview of the extent 

of their current operations both globally and specifically in Japan. Furthermore, some 

background information about the interviewees is provided as it has been shown to influence 

FOM decision making in previous studies. The core data that was obtained through the semi-

structured interviews focuses on perceptions about Japan as a business environment and 

reasons for initially engaging in foreign operations there. FOM use in the past and present 

and any notable changes in their configuration over time are presented for each company 

and analysed further in each within-case analysis. Finally, future prospects related to 

internationalization and FOM strategies in the Japanese market are covered for each case. 
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5.1.1  Company A 

Company A is one of the leading companies in the sauna and spa industry globally with a 

well-known brand and among both consumers and professionals. The company was founded 

over 70 years ago in 1950, and over time it has developed from a company focused on 

manufacturing sauna heaters into a leading international sauna and spa supplier. The main 

products and services of the company include sauna heaters, sauna rooms and hot tubs, steam 

generators, control units for temperature and ventilation as well as installation and 

maintenance services. These product offerings also cover all three main sauna types: 

traditional saunas, steam saunas and infrared saunas. The most important markets for 

Company A are currently Finland and various European countries, followed by North 

America, and the company’s market position has historically been strong in large markets 

focused on traditional sauna culture. In recent years notable growth has also been achieved 

in the Asian region, including Australia and New Zealand. As of 2024 Company A has 

international activities in approximately ninety countries globally, a turnover of over 170 

million euros and more than 600 employees. 

During the COVID-19 induced lockdowns prior to 2022, the sauna and spa market enjoyed 

growth significantly above its historical average. This growth was mostly fuelled by 

increasing awareness of the health benefits of saunas and home improvement boom boosted 

by the pandemic, which resulted in increased demand. Even after the pandemic, the 

increasing awareness of diverse types of saunas and their health benefits has continued. On 

the other hand, the European sauna and spa market specifically has been heavily impacted 

by the Russian invasion of Ukraine in 2022 and the associated wider economic developments 

resulting from it. Company A managed to make a complete exit from the Russian market in 

2022, but the negative impacts of the invasion have been clearly visible in Ukraine and other 

adjacent markets which have been relatively important for Company A. Therefore, Company 

A is now focused on seeking additional growth from markets outside Europe, specifically in 

North America and Asia.  

The representative interviewee of Company A is the sales director responsible for the 

development of the company’s business activities in Japan, Australia, and New Zealand. 

Interviewee A has been working for Company A since 2020, but they also have extensive 
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previous international experience from various different industries spanning more than two 

decades, with a specific focus on the Asia-Pacific region. 

When it comes to international expansion, Company A typically seeks information about 

business opportunities and potential new markets through their existing distribution 

networks and partner companies, but they also make use of the services provided by 

organizations such as Business Finland for contacting potential new partners in countries 

that are new to them. Interviewee A noted that this type of support can be important 

especially in the early stages of market entry process. Since 2020, Company A has also 

employed consultants specifically for the Asia-Pacific region who are stationed in Australia 

and Hong Kong to actively gather and relay market information and updates to the 

headquarters of the company. Interviewee A noted, however, that specifically in the case of 

Japan the cultural differences and general difficulty of approaching the market as an outsider 

has resulted in a situation where contacts related to business opportunities are mostly made 

by the Japanese companies. 

Company A began exporting its products globally in the 1990s, beginning with Central and 

Eastern European countries, Russia, and the United States. The export operations were 

gradually expanded further over the years and by the early 2000’s Company A had started 

exporting their products to Japan through small local distributor companies or “trading 

houses”. According to Interviewee A, at that point the export strategy was not active or 

systematic, and sales volumes were low, but nonetheless it was noted that there was a 

growing interest toward the products of Company A among Japanese consumers. In 2018 

the company began to actively search for opportunities for building a global sauna and spa 

brand, and the focus of these expansion efforts was placed on countries outside Europe such 

as Japan. As a result, in 2021 Company A signed an exclusive distribution agreement with a 

Tokyo based Japanese company that had more than 20 years of prior experience in marketing 

and selling branded European heating devices in Japan. The two companies had discovered 

each other in through a yearly sauna and spa industry event known as World Sauna Forum. 

This cooperation granted Company A access to local knowledge and resources that were 

crucial for expanding their business activities in Japan further and improved their brand 

recognition in Japan. After a successful expansion of market activities towards the end of 

2021, Company A’s cooperation with their new partner company intensified in 2022, and 

sales efforts were expanded from sauna heaters towards a wider range of products. 
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According to Interviewee A, the concept of sauna & spa showrooms is an integral part of 

Company A’s strategy for establishing a foothold in the Japanese market. These showrooms 

serve the purpose of acquainting potential partners, retailers, and Japanese consumers with 

Company A's products and services. The Japanese partner company oversees the setup of 

these showrooms, through which Company A has already established its presence in Tokyo, 

Osaka, Nagoya, and Sapporo. 

In early 2023, Company A and their exclusive Japanese partner since 2021 signed a letter of 

intent to create a JV with the mission to become a substantial local player in the growing 

Japanese sauna and spa market. The JV establishment process progressed quickly during 

third quarter of 2023, and the new company was officially registered in April 2024. The 

operations of the JV will be focused on the import, distribution, and marketing of Company 

A’s products in the Japanese market and expected to begin in mid-2024 with a gradual ramp-

up of activities planned for the rest of the year. Company A holds a 51% ownership stake in 

the newly established company, while the Japanese partner company possesses a 49% 

ownership stake. The initial idea for a JV came from Company A’s side as they were 

interested in further expediting their process of expansion in the Japanese market. According 

to Interviewee A, the company also wanted to make better use of the internal expertise that 

they have accumulated over many decades in the sauna and spa industry while allowing the 

Japanese company full control of the sales and marketing decisions, therefore essentially 

combining the knowledge and best practices from both companies.  

As per Interviewee A, the most notable difficulties encountered by western companies 

entering the Japanese market usually revolve around cultural disparities in business 

practices, strict standards and regulations applied to foreign products, and the relatively high 

expectations for product quality among Japanese consumers. Despite these challenges, 

Company A made the strategic decision to actively pursue growth in this market as they 

recognized the potential of a large market with substantial purchasing power, coupled with 

existing cultural traditions associated with saunas, outweighing the associated risks. 

As an example of the challenges caused by Japanese product regulations, a PSE certification 

(which is a mandatory safety and compatibility approval process for certain types of 

electrical products sold on the Japanese market, conducted by the Japanese Ministry of 

Economy, Trade and Industry METI) process for Company A’s sauna heaters lasted for a 

whole year. However, Interviewee A thought that further certification processes for new 



75 

 

products should take notably less time since the company has become more familiar with 

the Japanese business environment and developed their cooperation with a local partner 

further. When it comes to the expectations placed on product and service quality by Japanese 

consumers, Interviewee A noted that both the technical quality of the physical products as 

well as after sales and customer service infrastructure at Company A have been developed 

constantly and extensively ever since the company’s early stages of internationalization, 

leading to good brand reputation globally and a level of quality that should be able to satisfy 

the needs of demanding customers in any market area. It should be noted though that some 

additional modifications have been made to the product offerings of Company A to make 

them more appropriate for the Japanese market, examples of which include the use of 

stainless steel in heating elements of sauna heaters as well as certain Japan-specific product 

versions and designs. In general Interviewee A described their approach towards a more 

difficult target market such as Japan as a continuous learning process with the end goal of 

achieving growth and consumer acceptance there: 

” Then of course this may not be directly related to only to the Japanese market, but for us 

one of the main motivators behind this expansion was that if we can elevate our skills, 

processes and brand to a level where Japanese end consumers accept them, and our sales 

there gain notable traction, then I believe that our chances of succeeding in other market 

areas are also going be better. Usually, products that succeed in Japan should also succeed 

elsewhere, and therefore this is basically a chance for us to grow and improve internally and 

become better at what we do.” (Interviewee A 15.11.2023) 

Monitoring of the performance of the current FOM at Company A is done by closely 

following the performance of the showrooms that have been established so far in Japan, both 

in terms of sales volume as well as the number of showroom partners. The key personnel 

from both Company A as well as their Japanese partner company also hold regular meetings 

where they evaluate the current state of operations in different areas of Japan and make 

changes to their strategy as necessary. Company A acknowledges certain potential risks 

associated with the upcoming JV arrangement, however, their successful collaboration with 

the Japanese partner company, which has lasted for more than three years, has affirmed them 

of the suitability of this approach for the foreseeable future. 

Future prospects of Company A in the Japanese market are currently positive in light of 

recent health and wellness trends. There are an estimated 26 million sauna users in Japan, 
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which constitutes approximately 20% of the total population. In recent years, the popularity 

of sauna bathing and the whole sauna lifestyle has increased especially among younger 

demographics as people increasingly see saunas as a source of relaxation from the pressures 

of school and work life. According to Interviewee A, the demand for both public and private 

saunas is growing, and Finnish-style saunas can be found in hotel and public spas 

increasingly often. Although the share of private saunas from total sales has so far been 

relatively small in Japan, there is some potential for growth in this specific product group as 

the current generation of young sauna enthusiasts may become interested in installing saunas 

in their own homes when their lives become busy due to work and family matters. Company 

A is currently well positioned to benefit from on these trends and associate their brand with 

the best of what sauna can offer in the Japanese people’s minds. 

Company A also has another notable advantage in that the Japanese spa and sauna industry 

still lacks notable local competitors unlike most other industries in the country. Additionally, 

the relatively large size of the company gives them an advantage in the form of additional 

resources over smaller foreign companies that try to expand to Japan, as the product 

certification processes required by the Japanese government tend to be costly and time 

consuming. 

Within-case analysis: 

It could be said that Company A has progressed through three distinct stages of development 

in their use of FOMs in the Japanese market, and this is in alignment with the traditional 

stage models of internationalization that assume gradually increasing commitment to a 

foreign market over time.  

The company initially entered the market by exporting their products through small 

distributors essentially by chance due to external demand, and therefore it can be assumed 

that the usual factors related to potential risks, commitment and flexibility were not 

accurately assessed as the entry process was not premeditated. However, Company A had 

already expanded their operations to multiple different countries by the time of their 

Japanese market entry, and therefore possessed mode experience from a variety of different 

markets, meaning that they were familiar and comfortable with choosing exports as their 

preferred FOM. Exporting is also one of the more common FOMs among companies when 

it comes to initial market entry due to its low resource commitment requirements and 
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knowledge dissemination risks, high flexibility and variable level of afforded control 

depending on the contractual arrangements. It can be assumed that the initial entry mode 

choice worked out well for company A since they did not make radical alterations to it for 

close to 20 years, but there could have been small within-mode modifications such as 

switches and additions during this period when it comes to the local distribution companies.  

The second stage of operation mode development for Company A began in 2018 when they 

started to seek international growth more actively from more distant markets such as Japan. 

This is when the first definitive within-mode change happened as Company A signed an 

exclusive distribution agreement with a well-known industry operator. At this point, the high 

level of flexibility in their FOM was retained, and both resource commitment and knowledge 

dissemination remained relatively low, but the level of control afforded to company A could 

have increased slightly depending on the specifics of the distribution agreement. By this 

point Company A had accrued extensive experience and competence in FOM use from 

various countries, and this allowed them to make more deliberate FOM comparisons and 

evaluations while simultaneously avoiding mode inertia. The success of their operations in 

Japan by that point also most likely encouraged them to invest more resources towards 

growth in the market, which in turn made them reassess their control, commitment, and risk 

considerations in relation to their distribution partner.  All of these factors finally culminated 

in a full mode change that led to the third and currently used FOM configuration. 

Company A’s intent to become a notable player in the Japanese spa and sauna market 

combined with trust in their partner company’s experience and networks in Japan resulted 

in the establishment of a JV. In line with the network models of internationalization and 

RBV, this move towards a more comprehensive alliance gave Company A access to some 

of the embedded knowledge and network resources of their partner company and vice versa. 

The shift into JV arrangement with controlling share effectively increased the levels of 

resource commitment and control in the Japanese market activities of Company A, but it 

also allowed them to retain some level of mode flexibility since a shared equity investment 

allows for a reduction in personal risk when it comes to invested resources. The risk of 

knowledge dissemination, however, was notably increased in this new arrangement, but it 

can be assumed that this is alleviated by the trust that has been built up between the two 

companies over many years of earlier cooperation. The decision to establish a JV over WOS 

for added value was probably also influenced by risk factors characteristic to the Japanese 
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market which a domestic partner can help mitigate, such as strict legal regulations and high 

external knowledge requirements when it comes to business culture. 

5.1.1  Company B 

Company B was founded in 1937, and it is one of the largest jewellery companies in Finland. 

The company produces a wide range of jewellery items, including necklaces, bracelets, 

earrings, and rings, using various materials and techniques. All products of the company are 

manufactured in Finland by combining the latest modern technological innovations with the 

traditional craftsmanship of Finnish goldsmiths.  Sustainability and social responsibility 

stand as the cornerstone values of Company B, distinctly evident in its operations. For 

instance, the company prioritizes the use of recycled materials in multiple stages of the 

manufacturing process. Moreover, investments have been made to improve water treatment 

technology and energy efficiency, reflecting the company's comprehensive commitment to 

sustainability. Company B operates under the ownership of an association that allocates 

dividends to promote Finnish cultural endeavours and other socially impactful initiatives. 

As of 2023 Company B has a turnover of around 10 million euros and employs 

approximately 80 people. 

In addition to Finland, the main markets of Company B have traditionally been Germany, 

Benelux countries, Sweden, and USA. Most of the products are sold directly to consumers, 

but there are also some B2B customers in European countries. Recently, the company 

underwent a strategic shift, prioritizing internationalization by emphasizing direct-to-

consumer online sales. As a result, Japan, and particularly the Tokyo region, has emerged as 

a pivotal market for Company B. Presently, the company manages three distinct online 

stores, with one specifically tailored to meet the preferences of Japanese consumers. 

Interviewee B is the commercial director of the company, and therefore responsible for the 

sales and marketing operations across all locations outside Finland. They also have plenty 

of previous international experience from involvement in internationalization activities, such 

as the launch of new product lines globally, during their tenure in another Finnish design 

company before their current position at Company B. Beyond their current role, they also 

actively participate in the activities of trade promotion organizations such as business 
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associations, and currently hold the position of a board member in the Finland-Japan 

chamber of commerce. 

For most of its history, the leadership of Company B has been content with focusing the 

business activities of the company on the domestic market and other nearby areas within 

Europe. However, they have also exported their products to more distant countries, including 

Japan, through a network of agents at least since the early 2000s, although the volume of 

these exports has remained relatively low. As a result of a recent strategic shift to actively 

seek more growth through internationalization due to the limitations of domestic market size 

and existing international sales networks, the agent-based distribution network was 

discontinued in early 2019 in favour of an online store based “direct-to-consumer” business 

model because it was considered to be unnecessarily complicated and outdated. During this 

shift Japan was chosen as one of the new main markets to focus on due to several factors 

that made it attractive for Company B. Foremost among these was the considerable size of 

the Japanese consumer market, where according to Interviewee B even a modest niche could 

yield substantial profits for a highly specialized company. Interviewee B also noted that the 

Japanese consumers value thoughtful designs and product narratives, qualities that resonate 

well with the company's offerings. Additionally, the readiness of Japanese consumers to 

invest in high-quality, hand-crafted products was noted to be important:  

” Our strengths at Company B are our strong design competence and background, and the 

very high-quality products that are made by hand. So, when you start thinking about where 

you can find consumers that are interested in and appreciate these traits in their products, 

and are also willing to pay for them, Japan is one of the first places that comes to mind 

because the consumers there are extremely quality-conscious. They want to make sure that 

the products are of high quality, and they also often want to know who has designed the 

product, even sometimes going so far as to inquire about the reasons behind the design of 

the product, meaning what the designer was thinking during the process and where the 

original idea came from and so on. These aspects that Japanese consumers appreciate are 

central to our company identity. For us at Company B, it is very natural to be able to match 

up to these types of expectations because each and every piece in our jewellery collection 

has its own story including its inspiration, what it represents and why it was created.” 

(Interviewee B 17.10.2023) 
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The generally positive perception of Finland and the quality of Finnish products in Japan 

was also considered to be beneficial, however it alone is not enough to make a notable 

difference without a high-quality base product offering as noted by Interviewee B: 

“At least for our main target demographic group a product being Finnish has no intrinsic 

value, as in the product is not interesting or desirable just because it was made in Finland… 

but it is rather perceived as a form of quality guarantee or a beneficial “background layer” 

for the product and such. Some may think that it is enough that a product has been made in 

Finland, but you really need to make sure that the rest of the “package” and product holds 

up.  

According to our research findings no matter what kind of quality and story and Finnishness 

is associated with your product… if it does not inspire your customers and if they do not find 

it interesting… it is just simply not going to sell.” (Interviewee B 17.10.2023) 

According to Interviewee B, the decision to adopt direct export to customers via an online 

store as the preferred market entry mode was based on numerous factors. Firstly, it entails 

lower resource commitment requirements compared to most alternatives. Secondly, previous 

successful experiences with direct online sales in other regions of the world support the 

suitability of this approach for internationalization. Lastly, this FOM provides a higher 

degree of control over the company’s brand image, which was especially important because 

Company B wanted to ensure that their core values and message reached their customers as 

intended, without the risk of potential dilution or filtering by local distributors. In 

consideration of the generally more conservative values prevalent in Japanese society 

concerning topics such as the societal role of women, this direct approach allowed them to 

ensure the integrity of their values that include female empowerment, social responsibility, 

and sustainability. 

The original plans for the Japanese market entry had to be delayed due to the global COVID-

19 pandemic which made practical arrangements such as in person visits to Japan difficult, 

and the Japanese online store was eventually opened in 2022. The market entry process was 

preceded by a thorough market and demographic analysis, field visits to Japan and the hiring 

of a consultant. Additionally, a PR office and an advisory team were established to Japan to 

keep a track of current and emerging trends among consumers. Based on the information 

gathered through all of the aforementioned methods, a carefully curated portfolio of products 

specifically suited for Japanese customers was selected for the online store. The selected 
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products themselves did not require any alterations to better suit Japanese customers, but 

Interviewee B noted that for example some of the larger and bulkier bracelets were left out 

because they did not match the typical Japanese product sizes. 

Traditional internationalization support services aimed at helping with finding potential 

partners for distribution activities were not fully suitable for the purposes of Company B as 

their market entry strategy based on direct-to-consumer model did not involve any 

intermediaries. However, the support provided by Business Finland through their Experience 

Commerce program was useful for the company in the initial stages of the entry process as 

it allowed Company B to network with other companies that also sell their products and 

services directly to consumers and learn from their past experiences.  

According to Interviewee B, expanding international operations into Japan presents notable 

challenges, primarily due to the intensely competitive market landscape. Japan is widely 

acknowledged as a challenging market for foreign companies to penetrate, primarily due to 

its high level of competition. Therefore, the process of internationalization demands 

considerable time and patience, necessitating a strategic and persistent approach to establish 

a foothold successfully. Especially the hiring of Japanese employee into the marketing team 

was found to be crucial for Company B as the Japanese business environment requires in-

depth knowledge about the local business procedures and networks. Furthermore, business 

negotiations were found to be very challenging to conduct properly by only using English. 

Currently Company B is focused on developing their online shop further to meet the needs 

of their Japanese customers as well as possible. The performance of the current FOM and 

strategy is constantly monitored by following sales performance and fulfilment of specific 

goals set by the company. Alternative scenarios and their associated benefits and 

disadvantages are also regularly evaluated to discern whether the current approach needs to 

be adapted. This approach has yielded promising results, notably evidenced by the gradual 

success of marketing initiatives like pop-up stores. While the activities have so far been 

primarily focused in the Tokyo area, there has been some interest in Company B's products 

from other regions of Japan due to spillover effects. 

Since the expansion to Japan has been quite recent, Company B has not yet had to consider 

the inclusion of additional operation modes. Cooperation with Japanese partner companies 

for distribution activities, for example, has not been ruled out however according to 
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Interviewee B, but the target demographics, location of activities and collaboration 

objectives need to be aligned. Furthermore, it is important that any potential partners are 

equally committed to uphold the core values of Company B such as sustainability and social 

responsibility.  

According to Interviewee B, the future prospects of Company B in the Japanese market are 

promising based on the results of the past year, however a great deal of work remains to be 

done and the process of gaining a proper foothold in the market will take time. Japan specific 

product lines and special or limited-edition product releases have also been in consideration 

depending on how the demand for products develops, as such promotions are popular among 

Japanese consumers. Additionally, recent changes in the Japanese society such as increased 

progressiveness may provide new opportunities for Company B thanks to their brand image. 

Within-case analysis: 

Company B’s decision to use direct export as the new FOM was most likely based on the 

combination of past positive experiences of online store-based export approach in other 

countries and relatively limited resource base as is typically the case with SMEs. The 

previous agent-based distribution model was also considered to be outdated and restrictive. 

The change in FOM approach that happened in 2019 can be categorized as a complete mode 

switch, in which a low commitment approach with no dissemination risks typical to SMEs 

was retained. The new FOM does, however, involve a slightly higher level of commitment 

due to additional investments in the target country in the form of a PR office and other 

arrangements that enable direct exports to consumers. High level of flexibility was also 

preserved as the new FOM does not involve additional contracts or large direct investments, 

so switching the mode or combining it with other modes as necessary later on should not 

cause major issues to Company B. The level of control also improved drastically with the 

new FOM since Company B is now fully in charge of both marketing and distribution. The 

re-entry process itself was planned thoroughly over many years and it involved assessments 

of various risks, internal and external constraints as well as market characteristics. On a 

micro-level the managerial mode experience with other companies and familiarity with the 

Japanese market were additional factors that could have influenced the mode consideration 

process since the interviewee, who was heavily involved in the FOM switch process of 
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Company B had extensive international experience from their earlier career that also 

included activities related to the Japanese market. 

Overall, the mode change process allowed Company B to get rid of unnecessary layers in 

their distribution channel, increased the flexibility of their operations and allowed for a 

greater level of control over how the image of the company and its products are presented to 

the consumers. Since Company B is still at a relatively early point in their market entry 

process there have been no major changes in FOM use so far, but according to the comments 

of Interviewee B, the current approach is always open to new mode additions and changes 

when necessary, so mode inertia is unlikely to become a problem for the company in the 

foreseeable future. 

5.1.1  Company C 

Company C is a global leader in many healthcare related technologies, with a specific focus 

on products and services related to dental care. The products of Company C are designed 

and manufactured in Finland and Germany, and currently their main product offerings 

include digital dental units, CAD/CAM solutions, imaging devices and comprehensive 

software solutions. When Company C was founded in 1971, they focused on small-scale 

dental stool and cabinetry production, but the production expanded to cover patient chairs 

and dental units as well within a decade. The company started incorporating new and 

emerging technologies to their products throughout the 1980s and 90s, and they have 

continued with this approach to this day with their most recent product offering making use 

of latest technologies, such as virtual reality, big data, artificial intelligence, and machine 

learning. The companies belonging to the business group under Company C currently 

employ a total of around 4,600 personnel worldwide, and their combined turnover in 2022 

was 1.2 billion euros. 

Interviewee C is the area export manager primarily responsible for sales to Japan, Italy, UK, 

Ireland, and Malta. They have been working for Company C for around 20 years in various 

positions related to international activities, and they have also worked on other project 

related tasks in different Nordic countries prior to their time at Company C, and as such 

possess notable and varied international experience. 
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Company C has established a long-standing presence in exporting its products to over 120 

countries, with approximately 98% of its production destined for international markets. 

Nordic countries form the “home market” area for Company C, in which they have their 

most dominant position, but some other important market areas for the company include 

North America and Asia, especially USA and Japan, respectively. In China, South Korea, 

and Japan there are notable local competitors, but the company has managed to reach a 

prominent position among western brands there as well. Within Europe the company has a 

strong presence in France, Germany, and Italy outside the Nordic countries. Company C has 

been actively expanding their operations internationally from relatively early on, as 

evidenced by the establishment of subsidiaries to USA, Italy, and Sweden in the early 1980s. 

According to Interviewee C, the company also started their export operations to Japan 

around this time period, during the mid to late 1980s. 

When it comes to finding out information about new potential market areas for further 

international expansion, Company C primarily makes use of its existing network of contacts 

and partner companies for this purpose. However, they have also utilized the services of 

organizations that promote international growth such as embassies and Business Finland. 

Some noteworthy examples of this collaboration involved joint events and organized 

company group visits orchestrated by Finnish government ministers and senior officials. 

Interviewee C also mentioned that various events such as exhibitions, showcases and 

conferences are extremely important for companies operating in the field of healthcare 

technology and dentistry when it comes to networking and finding potential clients from 

new markets: 

“The industry that our company operates in is a bit different from others in that various 

showcase events are still of great importance because we are working with healthcare 

professionals like dentists, who have a mandatory responsibility… through dental 

associations in many countries… to keep up to date with latest advances in their field of 

specialization by participating in conferences and other events for “continuous professional 

development points” and such. So, these events are very important for gaining new 

contacts.” (Interviewee C 1.11.2023) 

According to Interviewee C, operators in the Japanese dentistry market have traditionally 

tended to lean towards a preference for domestic brands and products. Furthermore, the strict 

regulations and certifications that are imposed on foreign companies and their products can 
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make market entry difficult, which means that especially smaller companies with limited 

resources at a distinct disadvantage in Japan. However, these factors can also be considered 

to be beneficial for larger companies that have managed to establish a presence there, such 

as Company C, because they have fewer competitors as a result. Traditionally Japan has 

been a lucrative market for companies operating in the field of healthcare technology and 

dentistry due to its size and a remarkably high level of professional customers, and in the 

case of Company C specifically, it has been the second largest market after the USA for a 

long time.  

Interviewee C was not working in the company when they initially decided to expand their 

operations to Japan since it happened close to 40 years ago, but they postulated that the 

process probably started from a contact with a Japanese industry representative or importer 

at one of the dental showcase events. Regarding the actual entry process itself they noted 

that it would be more difficult to speculate because of the unique characteristics of Japan 

related to culture and closedness of the market especially in the 1980s, which make the 

replication of successful entry processes from other market areas difficult or impossible. 

Company C initially exported their products to Japan through two distributors that both 

specialized in different product categories, and this was still the case roughly 20 years ago 

when Interviewee C started working at the company. These distributors were also actively 

involved in the certification processes that were necessary for the sales approval of the 

products of Company C in Japan. According to Interviewee C, one of these distributors 

gradually became too passive from the perspective of Company C, and therefore the 

cooperation with them was eventually terminated. Company C still continued their 

operations in Japan with the other distributor, but over time the commercial interests of the 

two companies diverged and in the end Company C ended up establishing a WOS to better 

manage their operations in Japan, including the certification processes. Around this time 

Company C also acquired a German competitor that also happened to have a notable 

presence in the Japanese market, which directly influenced the operations of the company in 

Japan: 

” Basically, we bought out a well-known German competitor, and this competitor had also 

been active in the Japanese market, and so we decided to combine our operations with theirs. 

So, when our team in Japan consisted of 8 personnel and they had more than 30 people 

working there, it was a notable increase. And as a result of this acquisition, we became such 
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a notable player in the market that one of our previous distribution partners wanted to renew 

the strategic distribution partnership that we had had earlier on. That company in question 

is actually one of the highest ranked companies in the industry with a history of over 100 

years of operations in the market. So, it is a powerful name over there. “(Interviewee C 

1.11.2023) 

The performance of the current mode combination which includes the Japanese subsidiary 

of Company C in addition to their network of local distributors is evaluated on a regular 

basis by the team stationed at Japan as well as the company headquarters in Finland. The 

evaluation is mostly based on sales figures, and in the case of the Japanese subsidiary the 

fluctuating market situation in Japan, which includes factors such as current market share 

and growth potential that can be measured by the interest of customers in the products of the 

company. Decisions related to FOM switches or additions are made in the headquarters as 

necessary based on the aforementioned factors. 

Interviewee C described the company’s current prospects in Japan as positive despite some 

challenges in the past few years that were mainly caused by the organizational restructuring 

of the Japanese operations and the COVID-19 pandemic, which had notable effects on the 

arrangements of dentistry exhibitions and conferences. The current operation mode 

configuration has the potential to grow the sales volume of Company C in Japan according 

to Interviewee C because they now have a good organizational structure in place and some 

of the best local distributors cooperating with them, but full realization of this potential will 

still require great effort in the coming years. Despite Company C having marketed its 

products and solutions in Japan for an extended period, it is the recent establishment of the 

local subsidiary that has notably enhanced the brand's recognition and the acceptance of their 

comprehensive solution concept among Japanese dentists over the past few years. This surge 

in recognition is evidenced by the heightened interest in Company C's product offerings, as 

reported by their distribution network. 

Within-case analysis: 

The FOM configuration of Company C in the Japanese market can be roughly divided into 

two distinct phases; the time period between initial expansion to Japan in the 1980s but 

before the establishment of the Japanese subsidiary, and the time after its establishment and 

the acquisition of a German competitor that also ended up influencing the Japanese 

operations of the company in a notable way. 
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For most of its history Company C has relied on local distributors to export their products to 

Japan. However, they had already established subsidiaries to multiple western countries by 

the time they initially entered the Japanese market. The decision to adopt a different FOM 

approach despite extensive previous mode experience with subsidiaries and mode 

combinations with them could have been based on various different risk and uncertainty 

related factors such as perceived psychic and physical distance that typically discourage 

companies from choosing a FOM that requires a high level of commitment as their initial 

entry mode. It is important to highlight that both these FOMs (direct exporting and WOS) 

carry minimal risk of knowledge dissemination. This factor likely holds significant weight 

in Company C's considerations during the market entry and mode selection process, 

particularly considering the industry in which they operate. 

During the past 20 years Company C has most likely gone through multiple within-mode 

changes as their distribution network in Japan has evolved over time, but some of the more 

significant changes involved long time distribution partners as outlined by Interviewee C, 

which eventually resulted in a GI decision by Company C to enhance control over their 

operations following a within-mode change from 2 major distributors to only one. This major 

change in FOM configuration would be best categorized as a mode addition instead of a 

mode switch because Company C still retained their network of smaller independent 

distributors and after sales support partnerships. The evolution of Company C’s FOM 

combination continued with two further mode changes: the Japanese activities of a German 

competitor were merged with Company C’s subsidiary following an acquisition arrangement 

in 2021, and Company C later on renewed the strategic distribution partnership with one of 

the companies that they had parted ways with previously due to differing commercial 

interests. 

The changes to Company C’s FOMs in recent years were enabled by the high flexibility 

afforded by their initial entry mode, and they essentially transitioned Company C’s approach 

from a low control and resource commitment configuration to a low flexibility one with high 

resource commitment and increased level of control over operations. This type of mode 

combination where a company uses different modes for different value chain activities is not 

the exception but rather the rule especially among larger companies with plenty of mode 

experience and competence as pointed out in earlier literature.  
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The decision to seek added value from Japan through a WOS instead of a cooperation 

arrangement such as JV could be best explained by Company C’s vast resource base that 

allowed them to have the necessary management capacity and personnel to coordinate their 

subsidiaries, extensive previous experience from many decades of presence in the Japanese 

market and substantial knowledge of foreign markets in general that makes them less 

dependent on leveraging the help of a local partner. 

5.1.1  Company D 

Founded in 1976, Company D is one of the leading global companies in the log house 

industry. Setting itself apart from most competitors, the company oversees the entire 

production cycle from wood processing to the delivery and construction of completed 

buildings. With this comprehensive approach, Company D has secured a strong foothold in 

both domestic and international markets. In addition to their main product, premade log 

house packages, Company D also has an in-house design team that can adapt and modify 

basic plans for custom projects and offers design consultation to architects and investors. As 

of 2023 Company D employs nearly 250 personnel, has a turnover of 54 million euros, and 

exports their products to more than 20 different countries around the globe. 

Interviewee D is responsible for managing the B2B activities of Company D, and as a result 

they are also heavily involved in the global export operations of Company D. They have 

been working at Company D for more than 6 years, but they did not have any international 

business experience prior to their current position at Company D. 

On average around 10-15% of yearly revenue comes from exports according to Interviewee 

D, but there is a lot of variation in terms of the most important export destination between 

different years due to large projects that typically constitute a notable share of the total yearly 

revenues. Recently the most important market area has been Europe, with countries such as 

France providing stable revenue for the company. Company D has also established a foreign 

subsidiary in Sweden. When it comes to international operations, the sales strategy of 

Company D notably deviates from the one used in their domestic market as they do not 

currently sell their products directly to consumers, but instead make use of independent 

distributors that buy their products and sell them to onward to the end customers. Therefore, 
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their focus is mainly on B2B sales and construction projects in cooperation with other 

companies when it comes to international operations. 

When it comes to discovering new potential export locations, Company D generally makes 

use of its extensive network of contacts, which includes distributors and agents cultivated 

over their extensive history of international operations. These distributors represent 

Company D in various log house industry events such as fairs and exhibitions and relay any 

potential customer contacts to Company D. In addition to this sometimes representatives 

from Company D visit these types of events in order to find new potential distributors 

according to Interviewee D. Individual businesses from around the world also sometimes 

directly contact Company D for construction projects. More recently Company D has also 

made use of the services of organizations such as Business Finland and chambers of 

commerce in their search for new markets, mainly in the form of market analyses & reports. 

On the subject of challenges related to the Japanese business environment Interviewee D 

mentioned that construction standards and regulations have caused some challenges for their 

operations, however, this is not something specific to Japan and in reality, does not constitute 

a major barrier since Company D is used to dealing with various types of regulations in the 

multiple countries that they sell their products. The traditional Japanese building and 

construction culture may also impact the progression of projects, even in the absence of 

legally enforced regulations. The business environment and culture on the other hand is quite 

different in Japan in comparison to European countries for example, and Interviewee D noted 

that this has had an effect on business negotiations: 

“When it comes to Japan in specific, although many consider it to be a challenging 

environment, for us it feels like a very suitable location when it comes to the culture, the 

people there and business processes. Of course, it can be very difficult to read their 

intentions and true opinions during negotiations because Japanese people tend to be very 

polite and correct in those situations… so you really have to know their business culture 

well. You also can’t just say “oops, sorry that we made a mistake” when it comes to Japanese 

clients no matter how many products you have delivered to them in the past without mistakes 

or flaws, and instead situations like this always result very thorough investigations regarding 

what has happened.” (Interviewee D 7.2.2024) 

Initial exports of Company D were directed to other Nordic countries, but already beginning 

from the late 1970’s their operations expanded to central European countries. The first 
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exports to Japan ensued around the mid to late 1980s, and the country rapidly became one 

of the most important export destinations for the company. By the late 1990’s Company D 

had already become one of the largest companies in the log house industry globally, with 

Germany and Japan together accounting for roughly half of their export profits in 1998. 

According to Interviewee D, the company has learned a lot over the years when it comes to 

analysing and ensuring quality throughout the whole production and delivery process by 

working with Japanese clients and distributors. From the beginning the exports and 

construction projects for the Japanese market were done in cooperation with Japanese 

distribution companies. The initial distribution partner of Company D was a relatively small 

operator, but the notable demand for their products necessitated a switch to a different 

partner so that they could gain a better foothold and reach their full sales potential in the 

Japanese market. 

As a result, they signed an exclusive contract with a much more well-known distributor only 

some years after their initial exports to Japan. During the years following this change the 

company’s export volumes to Japan grew noticeably: 

” Back in those times Japan was a major export destination for us… In some years we would 

sell more than 250 log houses there, which basically means that we were exporting multiple 

houses each week, and since we are talking about buildings, you can imagine that it’s not 

exactly a small amount of lumber that we are talking about here.  And as I said earlier, this 

partnership also taught us a lot about quality control.” (Interviewee D 7.2.2024) 

Company D’s cooperation with this distributor lasted from the early 2000s until the 2020s, 

and according to Interviewee D the partnership could be described as stable, with clear 

division of responsibilities and without any major problems over the years. Company D 

served various clients throughout the years with the help of their distribution partner, but 

their exclusive contract was discontinued recently mainly due to decreased demand resulting 

from the current global economic instability and various logistical issues that have resulted 

from it. Company D currently focuses their efforts on their main export markets within 

Europe, but they are prepared to resume their global operations in Japan when another 

suitable opportunity presents itself.  

When it comes to considerations for using other FOM configurations aside from export-

based modes, Interviewee D stated that Company D is always open for alternative 
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approaches, however, such considerations are currently not relevant as the current global 

economic instability has forced Company D to focus on their stable core markets through 

familiar operation modes that they have experience in using. Interviewee D also noted that 

some FOMs, such as licensing are inherently unsuitable for Company D due to their 

comprehensive production process approach and the significance of arctic pine for product 

quality and branding. Since this specific type of arctic pine can only be sourced from Finland, 

it is impractical to transport it to other countries for use as raw material. Additionally, 

Company D has undertaken large scale construction projects through direct sales to business 

clients before without the involvement of agents or distributors, and at least this approach 

could also be used for serving Japanese clients in the future. 

In Japan log houses are gaining popularity because of their safety and structural resistance 

to earthquakes, and wood-based construction in general aligns well with the climate goals of 

the Japanese government that aim towards carbon neutrality by 2050. According to 

Interviewee D, the strategic projections of Company D for the Japanese market seemed 

promising as recently as during the height of the COVID-19, and these plans have not been 

abandoned despite the recent setbacks in their global operations. Company D still considers 

Japan as an interesting market with great potential due to customers that place high value on 

product quality, and as a result they will likely resume their activities in the market in some 

form in the coming years. 

Within-case analysis: 

The initial Japanese market entry for Company D most likely resulted from an external 

contact and therefore it is unclear whether the factors related to potential risks, commitment 

and flexibility were properly assessed as the entry process was not premeditated. The 

decision to adopt a low-commitment, less resource-demanding approach in foreign indirect 

export as the initial FOM is not unusual because at the time Company D was still firmly in 

the SME category, meaning that they had only limited access to resources. Another 

contributing factor could have been perceived uncertainty resulting from notable physical 

and psychic distance. The overall internationalization process of Company D followed the 

traditional stage model since the expansion of international operations progressed from 

Nordic countries towards further off European countries, and finally towards a notably 

distant market like Japan.  
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There have been no major changes to the foreign indirect export approach that Company D 

has favoured over the years aside from within-mode changes that happened in the early 

2000’s as a result of distributor compatibility issues. According to the information provided 

by Interviewee D this is most likely because the initial entry approach quickly proved to be 

successful, and this success continued for a lengthy period of time without any notable 

problems. Despite the apparent potential of the Japanese market, Company D likely did not 

pursue higher level of commitment or control because the demand for their products did not 

reach a critical threshold when compared with the potential of other geographically closer 

markets. Another factor could have been the perceived unsuitability of some FOM options 

such as licensing.  

The fact that Company D has currently put their Japanese operations on hold until the global 

economic situation improves constitutes a radical reduction in market commitment from a 

theoretical perspective, essentially ‘mode deletion’. This strategic decision to shift the focus 

of the global and interdependent FOM configuration towards more stable markets could be 

interpreted as a form of overall risk management. Company D has prepared plans for the 

resumption of operations in the Japanese market, but it remains to be seen whether they 

decide to opt for the same FOM as before when that time comes. 

5.1.1  Company E 

Company E specializes in the automation and control of material flows in tire factories, 

grocery retail as well as other internal logistics automation and warehouse management 

systems by providing integrated solutions based on advanced robot technologies, and they 

have been active in the industry since 1975. Headquartered in Finland, Company E currently 

has branch offices in North America, Germany, Spain, and India. In addition to these global 

subsidiaries, Company E also collaborates with local companies in many countries to 

provide after-sales services. A Japanese family-owned company that is amongst the world’s 

leading logistics and material handling solution providers acquired Company E and its 

subsidiaries in 2014, which greatly expanded the range of products and services that both 

companies are able to provide. Since then, Company E has continued their operations as an 

independent entity, and as of 2023 they had 550 employees and a turnover of 100 million 

euros, of which roughly 90–95% comes from exports. 
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Interviewee E is responsible for Company E’s solution management, technology 

development and sourcing as a vice president, and they have worked in the organization for 

8 years. They also have previous experience of managing international operations, including 

the Japanese market, from their earlier career in the marine industry. 

The most common method for finding new potential markets and clients for Company E is 

through various events and conventions related to warehouse, logistics and tire industries, in 

which they typically have their own stand. However, since Company E and their parent 

company are both already well known globally in their respective fields of specialization, 

there is currently less emphasis on active search for new markets. Awareness about the 

products and services that Company E provides among potential customers is also passively 

increasing through their branch locations and networks that they have formed with local 

partner companies in many regions around the globe. Company E still makes use of the 

services of organizations that focus on promoting internationalization like Business Finland 

and chambers of commerce for expanding their operations, but not quite to the same extent 

as they used to before the changes in company ownership. 

Company E has been expanding their operations internationally since at least 1982, which is 

when their first foreign subsidiary was established in North America to serve the US market. 

Currently the most important and growing markets for Company E are located in Europe 

and North America, however, in the past some Asian markets such as China and Japan have 

also been of major importance. In general, defining market areas based on customers in 

difficult when it comes to the products and services that Company E provides, since 

according to Interviewee E many of their client companies operate on a global scale, and 

therefore the location of the factory or warehouse where their automation solutions are 

installed may be located in a different country than the headquarters or home country of the 

client company. 

The initial expansion towards Japanese market happened in the early 2000s in the form of 

indirect exports through a local distributor associated with a trading house, and the main 

reason behind this market entry was the relative importance of certain Japanese customers 

in the tire industry: 

” Well, you could say that the main reason behind the decision to enter Japan was based on 

the fact that the most notable companies for our specific industry, meaning tire industry, 

were based in Japan. And so, we wanted to reach those bigger end customers directly. 



94 

 

Practically, even if the actual factories were located in Europe or North America, the end 

customers or owners were located in Japan, and so we really wanted access to that internal 

market.” (Interviewee E 3.11.2023) 

In those times it was important to have physical presence in foreign markets, and therefore 

Company E had their own representative stationed in Japan to manage the communication 

and export processes with the Japanese distributor. These previous distribution arrangements 

eventually became obsolete when the current parent company acquired Company E and its 

subsidiaries in 2014. 

The most challenging aspect about the Japanese market environment for Company E has 

been the unique business culture, especially in the time before they were represented by their 

parent company. According to Interviewee E, the hierarchical nature of organizations and 

importance of high-level contacts means that especially the initial stages of a sales process 

there typically take quite a bit of time. The Japan-related operations of Company E are 

currently mostly managed by their Japanese parent company, and as a result Company E no 

longer has to specifically direct their resources into addressing potential barriers caused by 

the business environment. When it comes to system deliveries to Japanese customers, the 

implementation process incorporates technology of their parent company in addition to their 

own products. 

According to Interviewee E Japanese customers tend to be familiar with various technologies 

and as a result they are very interested in even the finest details when it comes to systems, 

processes, and implementations. As a result, successful sales processes there typically 

require physical presence and plenty of reassuring through references from previous 

projects. Interviewee E also pointed out the importance of having someone trustworthy either 

from within or outside the company with knowledge of the Japanese language because it is 

not always feasible to conduct business negotiations in other languages: 

” I would say that when it comes to Japan and many other Asian countries it is very important 

to know the language and have someone who knows the culture and language represent the 

company there… and especially in cases where there is no local representation any support 

that Business Finland or chambers of commerce can provide becomes really important. And 

in relation to this I would also like to highlight the importance of trust… because when you 

need to rely on an interpreter in cases where there is no common language it is very 
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important to be able to trust that your message is relayed to the customer accurately and 

vice versa.” (Interviewee E 3.11.2023) 

Specific modifications or localization for the products and services of Company E have not 

been necessary due to factors specific to the Japanese market environment, but due to the 

nature of the products and services that Company E provides some modifications are still 

usually made based on the specific needs of their customers In Japan. The parent company 

currently mostly manages the sales and service operations for the internal Japanese market, 

with Company E only being responsible for providing their specific product as a part of the 

larger project. However, when it comes to projects for factories under Japanese ownership 

that are located outside Japan, the whole sales and implementation process proceeds as with 

any other foreign customer. Therefore, the current operations of Company E in Japan 

essentially consist of direct exports much like in the time before their acquisition. 

Future prospects of Company E in the Japanese market seem stable according to Interviewee 

E, and the practical arrangements related to system delivery projects have become easier in 

some ways because within Japan they are integrated into the parent company’s process. New 

market opportunities should also open up in the future due to the strong position of their 

parent company in Japan’s internal market. 

Within-case analysis: 

Company E’s initial market entry to Japan was relatively cautious considering that by that 

point they had already accrued extensive experience concerning international operations and 

FOM use through their operations in North America and Europe, including riskier high-

commitment approaches. Interviewee E's remarks suggest that when Company E chose to 

expand into Japan, they already had familiarity with certain Japanese customers, which most 

likely stemmed from previous projects implemented in factories or warehouses under 

Japanese ownership in other countries. It also seems that the initial FOM approach proved 

to be suitable for achieving goals that Company E had at the time, since there were no notable 

mode adjustments or additions before the company was acquired by their current parent 

company. 

The decision to become the subsidiary of another notable company in the same industry after 

achieving a good market position with a specific product is typically motivated by the 

possibility of increased performance through optimized structural costs, product synergies 
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and better access to new markets. This was most likely the case for Company E as well since 

their specific expertise was synergistic with the products and services that the parent 

company offered, and this merger simultaneously allowed them to directly access the 

Japanese internal market without having to specifically address cultural and institutional 

barriers due to the connections and knowledge of their owner. 

Company E retained their identity even after the acquisition, but the new ownership 

arrangement resulted in various changes to their Japan specific FOM configuration. Their 

current operations in cooperation with their parent company could be best characterized as 

a combination of direct exports and project alliances depending on the type of customer and 

network partner company. 

5.1.1  Company F 

Company F is a leading global developer and supplier of process technologies, automation 

systems and services for the pulp, paper, and energy industries. The history of Company F 

dates all the way back to the 1750s, and the main focus of their operations has gone through 

numerous variations and diversification throughout the years as a result of various mergers, 

acquisitions, and ownership changes. Currently Company F has divided its operations into 

three major business segments which are services, automation, and process technologies.  

Some of these segments can be further divided into more specified business lines, since the 

automation segment consists of flow control and automation systems whereas process 

technologies cover both pulp and energy solutions as well as paper production systems. The 

services business line focuses on providing development and maintenance services that 

increase the environmental efficiency and cost-effectiveness of various production 

processes. The flow control line delivers valves, pumps, and valve automation technologies 

for process industries, whereas the automation systems business line provides automation 

solutions ranging from single measurements to plant-wide process automation systems. In 

the process technologies segment, the business lines focus on pulping and energy production, 

biomass conversion, and emission control. Additionally, they offer complete production 

lines, machine rebuilds, and process components for board, tissue, and paper production. 

Company F has a strong global presence with hundreds of service centres, sales offices, 
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production units and R&D centres around the world. As of 2023 their net sales were 

approximately 5.5 billion euros, and they employed over 19000 personnel. 

Interviewee F comes from the process technology business segment of Company F, with a 

specific focus on the pulping and paper production related solutions for the Asia-Pacific 

market region. They have worked at their current position for the past 1.5 years, before which 

they were responsible for the technical sales of board and paper production machines for 

Company F in the Chinese market. 

The overall sales of Company F are distributed relatively evenly across the regions in which 

they operate. Currently, Europe constitutes the primary market area, representing 40% of 

total sales, followed by North America at 23%. However, the significance of other regions, 

particularly the Asia-Pacific region, including Japan, has been steadily increasing and now 

accounts for approximately 15% of total sales. According to Interviewee F, in certain 

segments and business lines, the sales are distributed even more evenly among various 

markets. 

Given Company F's advanced stage of internationalization, spanning operations across all 

regions globally, they typically leverage their existing networks when identifying potential 

markets for further expansion. In most cases, these processes are initiated through contacts 

received by Company F's local organizations from nearby markets, and any significant 

commitment to a new market is always preceded by a comprehensive market study to 

identify its potential. Interviewee F also pointed out that consultants that specialize in 

monitoring specific markets and their business opportunities can also be useful for this 

purpose, and that representatives from Company F sometimes participate in networking 

events arranged by organizations such as embassies and chambers of commerce. 

The comprehensive local organizations that include service centres, sales offices, production 

units and R&D centres in various regions typically make use of various modes or mode 

combinations depending on the market environment conditions and business segments or 

lines, and therefore it is difficult to determine the most commonly used FOM for Company 

F. From a broader perspective, international operations are primarily overseen by local 

WOS, while new operational expansions are predominantly achieved through M&A.  

The most challenging aspects of the Japanese market are related to business culture and 

stricter standards and regulations according to Interviewee F, however, since Company F 
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has been active in the market for a long period of time already, most of these do not currently 

pose any notable issues. Another concern lies in Japan's rapidly aging population, which 

could lead to challenges in recruiting qualified new employees. Finally, the Japanese pulp 

and paper industry has a long history, and therefore the domestic market is highly saturated 

and difficult to enter and operate in for foreign companies due to numerous well-known 

competitors: 

“It’s of course a challenging market in the sense that customers there typically have very high 

standards for quality. And in general, the culture is such that striving for perfection is ideal, and 

in that sense, it's certainly demanding for many operators. And also, if a company has no long-

standing traditions or references or other previous history in Japan, it can be difficult to convince 

customers straight away. So, it's certainly a market that requires time to enter, and indeed, 

explosive growth is not necessarily achieved right away. And of course, considering many other 

business areas as well, the Japanese also have plenty of expertise and companies of their own, 

so it's not necessarily a market where foreign players would be sought after unless they truly 

possess some rare and specific expertise." (Interviewee F 6.3.2024) 

Company F has not had to make any notable alterations to their products or services for the 

Japanese market, at least in the business line that Interviewee F is currently managing, but 

some of the other business lines, such as those involved with energy production and pressure 

equipment, may need to pass more specific Japanese safety certifications, and therefore 

require modifications. In general, consideration for local standards is already routine for 

Company F because they have been operating globally for a long period of time, and the 

systems that they provide are typically tailored to meet the customer’s specific needs. 

Currently the main business segments in the Japanese market are services and process 

technologies for paper and energy industries. While services typically constitute the majority 

of operating profits, there is significant variability from year to year, influenced by the 

occurrence of major projects or technology deliveries within the process technology business 

lines. 

Prior to the establishment of local WOS in Japan in 1993, Company F had already been 

operating internationally through various means for hundreds of years, with their products 

likely reaching the Japanese market via foreign indirect exports, facilitated by sales agents 

or distributors. The initial impetus for market entry most likely resulted from external 

inquiries or demand for Company F's products, given that by the latter half of the 20th 

century, the company's technologies and solutions had already gained considerable global 
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recognition. According to Interviewee F, the decision to further increase their commitment 

to Japan was most likely based on the increasing importance of Asia as a market region, 

coupled with the substantial size of the Japanese market, particularly in the paper industry. 

Over the years following their initial export operations to Japan, Company F has utilized 

many different FOMs to serve their Japanese customers in varying configurations depending 

on business segment. Investment modes have by far been the most common approach for 

Company F since the Japanese WOS was established in 1993, mostly consisting of M&As 

of other foreign and domestic competitors operating in the industries of their business 

segments. In addition to this, Company F has also at least made use of the JV approach in 

cooperation with a notable Japanese operator between 2003 and 2007. These investment 

modes have been supplemented by various contractual modes in the form of long-term 

project alliances, license contracts and distribution agreements with Japanese partner 

companies throughout the years between 1993 and 2023. Through multiple M&As over the 

years, Company F's Japanese organization has become highly comprehensive, capable of 

overseeing diverse operations such as marketing, project management across all business 

segments, and after-sales support services. More recently the use of distributors and agents 

has been mostly phased out as Company F has devoted more resources towards developing 

their network of branch organizations in Japan, which allows for a higher degree of 

operational control and enables them to better serve local customers to solidify their market 

position further. Presently, the company operates three sales offices in Japan, with the most 

recent one inaugurated in Sapporo in 2019. 

According to Interviewee F, the performance of current operation modes is monitored by 

both the local Japanese organization as well as the main headquarters located in Finland. As 

with most foreign markets where Company F has operated for a longer period of time, the 

Japanese operations are already well-established and therefore it is unlikely that any major 

changes in FOM configuration will take place the near future. 

Interviewee F was quite careful when it comes to expectations regarding the development of 

the Japanese market since it is already quite saturated, and currently in the Asia-Pacific 

region growth mainly comes from other countries. Although rapid growth in any particular 

business segment is not projected to happen in the Japanese market, it is still considered to 

be important for Company F due to its stability for generating income mainly through the 

sales of services such as process updates and maintenance. The future prospects of Company 
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F in the Japanese market, at least for the process technology business segment, could be best 

described as mixed based on the information provided by Interviewee F. While the global 

demand for printing paper, for which Japan has historically been a significant market, has 

been decreasing for years, there is a growing potential for other cardboard and paper-based 

products in recent years: 

"… On the other hand, an opportunity may arise from the fact that in the case of packaging 

papers, the demand is increasing due to several factors. For example, the e-commerce business 

requires packaging, and COVID surely had its impact on many things, such as the rise of takeout 

culture and increased demand for hygiene-related products like tissue paper." (Interviewee F 

6.3.2024) 

Interviewee F noted that in some ways the current situation in the Japanese market for 

Company F is comparable to their domestic Finnish market when it comes to product and 

service demand, market saturation and investment potential. Both countries also share 

similar goals for renewable energy transition, which means that the automation and energy 

related solutions that Company F provides currently have the most growth potential. 

Within-case analysis: 

Interviewee F was not certain about the initial market entry mode of Company F when it 

comes to Japan, but they hypothesized that it most likely could have been some form of 

indirect export, likely through a trading house, since the company was already aware of the 

potential demand for their products in Asian countries by mid-20th century, as shown by a 

documented case of paper machine delivery to China in 1956. What is certain, however, is 

that a WOS was established in the market in 1993 to coordinate operations and better reach 

Japanese customers, which means that at this point in time the ownership, location and 

internalization advantages of Company F supported the adoption of a riskier high 

commitment FOM. Between the establishment of the WOS in 1993 and 2024, numerous 

changes have occurred in the overall FOM strategy in Japan across various business 

segments, which is typical for large multinational companies: 

When it comes to contractual modes, at least three cooperation agreements have been signed 

with the same Japanese partner company in 1996 and 2020 for delivering tissue machines 

and production lines. In addition to this the same FOM has also been used in the energy 

sector for an arrangement that combined Company F’s boiler solutions and advisory services 



101 

 

with the construction expertise of another Japanese company between 2015 and 2021. 

Licensing has also been used at least in 1996 and 2013 for the production of tissue machine 

component production and in 2014 to manufacture coating that is used for drying cylinders 

of paper machines. Finally, at least one case of separate distribution agreement can be 

observed to have taken place in 2018 for selling wastewater automation and measurement 

technology through a partnering company.  

Various investment modes have also been used by Company F over the years, and in fact 

this has been the most common approach that the company has used in the Japanese market 

overall. In addition to the WOS establishment in 1993, JVs have been used at least in 1995 

and 2003. The 1995 JV was focused on the production of polymer covers for paper 

calendaring machines, with Company F owning 60% of the shares and their Japanese partner 

40%. The second joint venture, operational from 2003 to 2007, was established in 

collaboration with a prominent Japanese industrial machinery producer to enhance the 

product offering and aftermarket service to Japanese pulp and paper industry. The ownership 

of this JV was 65/35 split in favour of Company F, and its operations were eventually 

integrated into Company F’s Japanese WOS. In addition to the initial WOS and the 

aforementioned JVs, least seven M&As concerning both local Japanese companies as well 

as foreign operators have been completed between 2000 and 2023 in several business lines, 

making this the most common approach for the company as a whole. 

These findings align with the outcomes of the literature review, which observed that large, 

diversified multinationals often employ varied mode combinations—either complementary 

or separate. Companies that operate across diverse industries and product markets in multiple 

foreign countries also typically manage their FOMs through different strategic business 

units, which is also the case for Company F. 

5.2  Cross-case Analysis 

The case company sample of this study ended up being very heterogeneous. All of the 

companies operated in different industries, and with the exception of Company F, which had 

hundreds of years of history, they had all been established between 1937 and 1976. The size 

of the companies also varied notably both in terms of turnover and the number of personnel, 

as the revenues ranged from 10 million and 5,5 billion euros, and the number of employees 
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varied between 76 to 19160. The current overall internationalization stage of the companies 

also varied significantly. Some of the companies had already reached a very advanced stage 

in their international expansion, serving customers globally through sophisticated operations 

across multiple continents, whereas others were still mainly focused on specific key markets. 

As a result, there was also notable diversity in terms of commitment level and experience of 

operating within the Japanese market. 

When it comes to the background of the company representatives that participated in the 

interview sessions, all of them were involved in the current Japanese operations to some 

extent, and thus were able to respond confidently to the questions presented. Most of them 

also had some level of previous experience related to international operations before their 

current position in the case company, but the theoretical propositions concerning micro level 

international experience influence on FOM related decision-making were only relevant in 

the case of Company B since only their representative had direct involvement in the Japanese 

market entry process. Company B was also the only case where the influence of previous 

mode experience on market entry decision-making could be directly observed. 

In general, the overall internationalization process of most case companies aligned well with 

the propositions of the traditional stage models such as the Uppsala model, since in nearly 

all cases the international expansion gradually progressed from nearby regions towards more 

culturally distant markets. This observation could be explained by the necessity of using 

traditional FOMs in the mostly product-focused industry sectors in which these companies 

operate in, as well as by the fact that majority of the case companies began their 

internationalization process at a time when digital and hybrid FOMs were not yet prevalent. 

The case of Company B is clear exception from this pattern however, and it exemplifies the 

criticism that the Uppsala model has received recently when it comes to its applicability to 

companies operating in the current digitized global market environment (Coviello et al. 

2017, 3, 11). Early operations in the Japanese market were in all cases initiated through 

indirect entry modes that do not require physical presence in the country, and the increasing 

commitment over time through FOM changes in nearly all cases likewise supports the stage 

models of internationalization to an extent, with the notable exception of Company D’s case, 

which exhibited a reduction in market commitment after decades of stable export operations. 

Perception of psychic distance was apparent in many responses related to challenges that 

foreign companies face in the Japanese business environment, and therefore it can be 
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considered as one of the more important factors in FOM related decisions among Finnish 

companies. However, since most of the representatives were not directly involved in the 

initial market entry process of their companies, the extent of psychic distance’s direct 

influence is unclear. Nevertheless, none of the case companies chose Japan as the first 

foreign market to enter, and all of them eventually opted for an indirect entry mode that in 

some form involves a Japanese partner with internal market knowledge. The assistance of 

internationalization support organizations such as Business Finland was also mentioned by 

many interviewees, which suggests that the case companies took preparatory measures to 

mitigate perceived uncertainty. 

In relation to this, network-based models and RBV could provide some explanations for the 

prevalence of contractual and cooperative FOM use among case companies as a way of 

accessing additional resources and knowledge. The impact of external resources obtained 

through networks was especially apparent in the case of Company E, since it was able to 

gain access to the knowledge and vast existing network of a much larger Japanese company 

through an acquisition process. Company C also strengthened their position in Japan by 

merging the Japanese activities of a German competitor that they acquired to their own 

operations. Both RBV and network models consider business relationships with companies 

from other countries crucial for internationalization, and this view was supported by the fact 

that representatives from companies A, C, D and E emphasized the importance of various 

networking events in their respective industries for finding potential new markets, customers 

and partners. In some cases, these have even served as a starting point for entering the 

Japanese market, such as in the case of companies C and D. Events organized by 

internationalization organizations, which themselves can also be considered a form of 

external resource, were also mentioned by interviewees from companies B, C, D, and F. 

Finally, the TCT approach and OLI paradigm, which have both been used extensively in the 

field of foreign entry and operation mode research are also applicable to the case findings. 

Specifically for Companies C and E, the location-based advantages clearly influenced the 

internationalization process since their representatives cited the importance of Japanese 

market (e.g. concentration of important customers) for their respective industries as one of 

the main reasons for market entry. The major findings of the studied cases are summarized 

below in Table 3.
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Table 3. Key findings related to FOM use in case companies
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The majority of the companies started their business in Japan intentionally as a part of their 

internationalization strategy between 1980s and early 2000s. Company F was an exception 

since it had most likely exported machinery to Japan decades earlier before entering the 

country on a more committed basis in early 1990s through FDI in the form of WOS. 

Company A, D, and F commenced their activities in response to direct inquiries from 

Japanese consumers interested in their products or distributors seeking to represent their 

brands in the country, and therefore came to realize the potential of the Japanese market only 

after starting their operations there. For most of the case companies Japan has been one of 

the more important markets at least at some point, and for Companies A, B and E the 

significance is projected to increase further in the future due to recent trends in their 

respective industries. Notable changes have happened in the significance of Japan for 

Companies D and F over the duration of their operations in the market – for both companies, 

there was a time that Japan was one of the most important market areas, but the country has 

lost its relative importance to other countries thereafter. 

The factors that were found to influence the initial entry mode strategy were Japanese market 

size, foreign market experience, previous mode experience, entry year and availability of 

resources. There was a lot of variety in terms of available resources, level of international 

experience and size among the case companies, but nevertheless all of them had taken mode 

actions that increased their level of commitment to the Japanese market at some point. A 

single case of decrease in commitment later on was evident in the case of Company D as a 

form of interdependent global risk management. The progression in FOM use over time in 

case companies is shown in Figure 5.
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Figure 5. Timeline of FOM use in case companies
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When it comes to FOM use in case companies, in alignment with the findings of the literature 

review, export based FOMs, and specifically the foreign indirect export approach turned out 

to be the most common entry mode since it had been used in all cases despite the fact that 

the companies operate in different industries. (Welch et al. 2018, 7) The flexibility, relatively 

low resource commitment requirement and supportive foreign market knowledge possessed 

by the foreign intermediary make it the most reasonable option in many cases. In the case of 

Company B, their second market entry was markedly different as it was based around a 

hybrid approach that combined both traditional and digital FOMs. 

FDI based approaches were also common, and for example M&A influenced the operations 

of nearly all case companies: For Companies B, C, and F, acquiring competitors situated 

outside Japan directly impacted their Japanese operations. This occurred as the acquired 

companies already had their own operations or subsidiaries in Japan, which were 

subsequently merged into the operations of the new owner in some form. In the case of 

Company E, the acquisition process was reversed but it nonetheless helped the company to 

gain a stronger foothold in Japan due to the strong position of their new owner in the 

Japanese market.  

JVs with Japanese partners were used by Company A and Company F to achieve specific 

objectives even in markets outside Japan such as Finland and China.  This collaboration 

proved successful in both instances: Company A intensified its cooperation from an 

exclusive distribution agreement to a JV, while Company F established multiple JVs with 

the same partner, indicating a high degree of mutual trust between the companies. 

Contractual modes were represented by at least licensing and project alliance arrangements 

in Company E and Company F. When it comes to the most important assets of the Japanese 

partners of the case companies, several key factors emerged: useful networks within the local 

business environment, familiarity with local institutional constraints such as certifications 

and regulations, and proficiency in the Japanese language. By leveraging these connections 

and market insights, many case companies have made significant progress in their efforts to 

further penetrate the Japanese market. 

When analysing the development of the operation mode use in the selected case companies, 

it becomes evident that notable developments have taken place in five out of six companies. 

For most of them the direction of FOM development clearly progresses from low-

commitment towards high-commitment FOMs, which is in alignment with traditional 
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internationalization theories based on incremental stages. An exception to this pattern of is 

Company D, which had to suspend its activities in Japan and return to serving higher priority 

markets. Based on the available primary and secondary research data, complete mode switch 

was the most prevalent form of mode change, followed by mode combination/addition, and 

finally within-mode switch as shown in Table 4.  

Table 4. Overview of FOM changes among case companies 

 
Company 

 
Complete mode switch 

 
Within mode switch 

 
Mode combination 

 
A 

 
X 

 
X 

 
- 
 

 
B 

 
X 

 
- 

 
X 
 

 
C 

 
X 

 
X 

 
X 
 

 
D 

 
- 

 
X 

 
- 
 

 
E 

 
X 

 
- 

 
X 
 

 
F 
 

 
X 

 
- 

 
X 

 

The within-mode switches were mostly confined to changes in distributor partnerships that 

typically resulted from divergent market entry goals or the pace of operational expansion. 

The most common methods for finding new potential markets among the case companies 

were the use of existing networks (Companies A, C, E and F) and participation in various 

types of industry events (Companies A, C, D and E). All case companies had also utilized 

the support of organizations that promote international networking, such as Business 

Finland, chambers of commerce and embassies to varying degrees. According to some of 

the representatives the importance of this type of support is especially beneficial for 

companies at the early stages of the internationalization process. 

Regarding notable challenges related to business operations in Japan, half of the case 

company representatives remarked that the size and attractiveness of the market results in 

high level of competition from both local and other foreign companies in many industries, 
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which means that long-term commitment is necessary for establishing a strong foothold. 

Four company representatives also noted that government enforced regulation in some 

industries, including resource intensive certification processes, can pose challenges 

particularly for smaller and less experienced companies. Different business culture and the 

necessity of Japanese language knowledge were also some of the more common challenges 

highlighted by interviewees when asked about challenges in business operations, and due to 

the operational requirements of foreign subsidiaries, sales offices, and advisory teams, most 

of the case companies had staff members stationed in Japan, including both locally recruited 

personnel and Finnish employees.  

The existence of the aforementioned market traits has clearly influenced the FOM 

configuration for most of the case companies, as evidenced by the prevalence of local 

collaborators in their operations in the form of agents, distributors, JV partners and Japanese 

employees. More specifically, access to Japanese employees was considered important by 

many company representatives due to the language skills and general knowledge about the 

local business culture that they possess. However, the difficulty of recruiting local personnel, 

especially ones that are fluent in English, has been a notable problem for many foreign 

companies according to surveys of foreign companies that have Japanese operations (JETRO 

2023). These problems related to recruitment were also highlighted by the representative of 

Company F during the interview, but the focus in this case was more on the demographic 

structure of the Japanese population rather than language related issues. 

The future prospects of all case companies were relatively positive according to the interview 

responses. Notable growth potential was observable specific industries, such as the ones in 

which Companies A, B and F operate. It is worth noting that for Company F, this growth 

potential is limited mostly to specific business lines. Company D has also made plans for 

resuming their exports to Japan as soon as the global economic situation has improved. 

Finally, stable progress is expected for Companies C, E and F according to their 

representatives due to their mature stage of operations and market saturation. 
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6  Discussion and Conclusions 

Summary and main findings of the study are presented in this chapter and contrasted with 

the findings of earlier research as well as the objectives that were set for the study through 

the research questions. Furthermore, the practical implications of results, limitations of the 

study and suggestions for further research are also provided. 

6.1  Summary of Main Findings 

This explanatory case study was motivated by the need to better understand FOM use of 

Finnish companies operating in the Japanese market. For this purpose, interviews with 

company representatives were conducted to elucidate the decision drivers behind FOM 

strategies in the market entry phase. Yet another goal of the study was to discover how these 

strategies developed over time in response to various internal and external factors. 

Comparisons between FOM use in case companies were presented in the previous chapter 

in Tables 3 and 4, and in addition to this a combined overview of FOM progression over 

time among the case companies can be seen in Figure 5. 

The main research question of the study was the following:  

What foreign entry and operation modes are used by Finnish companies when entering and 

operating in the Japanese market, and what factors influence these strategic choices? 

Overall, the results of this study indicate that Finnish companies regardless of industry sector 

tend to employ export based FOMs, and more specifically indirect approaches as the initial 

market entry mode in Japan due to the inherent flexibility and the relatively low risk, 

resource commitment and managerial requirements associated with them. Foreign market 

knowledge possessed by the Japanese intermediaries also proved to be beneficial in many 

cases. The internationalization theories presented in the literature review of this thesis also 

clearly had explanatory power concerning the overall internationalization processes of case 

companies, and as a result they provided useful insights into the internationalization 

strategies of the case companies in combination with the practically observable FOM 
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choices. The findings of the study are described in more detail below by addressing the sub 

questions associated with the main research question: 

When it comes to the latter part of the first sub question, which was “Which foreign 

operation modes were initially chosen by Finnish to enter the Japanese market and why 

these specific modes were chosen?”, the factors that were found to influence the initial entry 

mode decision and strategy were Japanese market size, foreign market experience, previous 

mode experience, entry year and availability of resources. Mode choice concerns were also 

clearly affected by cultural differences, which is understandable from the perspective of 

Finnish companies when it comes to culturally and physically distant market such as Japan 

(Johanson & Vahlne 1977, 2). All of these findings support the use of export based FOMs 

in line with previous research. The fact that Japan is and has been one of the largest markets 

in the world was an important factor for the majority of the case companies when it comes 

to the initial reasons for market entry, and this importance was particularly pronounced for 

Companies C, D, E, and F, whose industries have long regarded Japan as a key market.  

The interview responses did not provide clear indication of considerations regarding 

flexibility or switching costs in FOM planning during the entry stage. This could be 

attributed to either the limited involvement of the available respondents in such processes or 

to the possibility of an inadequate interview question structure that may not have been 

conducive to extracting this type of information. Furthermore, the influence of inward 

internationalization did not come up in any of the interview sessions nor was it apparent in 

the available secondary data, and this could also be explained by deficiencies in the interview 

question structure. 

Concerning the second sub question of this study: “Have the companies amended their 

initial foreign operation mode configuration after the initial entry phase and if so, why?”, 

changes in FOM configuration were observable in all case companies in some form. By 

analysing how the mode configurations changed over time a variety of reasons for mode 

changes can be identified, many of which aligned with the findings of previous literature. In 

most cases the reason behind a complete mode change was related to increased strategic 

commitment towards the Japanese market, as exemplified by Companies C, E and F during 

the late 1990’s and early 2000’s. Companies A and B on the responded to recent 

developments in consumer demand in their niche markets by switching to FOMs 

characterized by higher level of control and market commitment. 
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Within-mode changes on the other hand typically resulted from misaligned interests with 

Japanese partners, as shown by the examples of Companies A, C and D. 

Japan is considered a market characterized by low uncertainty, and reliability and integrity 

are also highly valued in the Japanese business culture as evidenced by the comments of case 

company representatives. Despite this, the objective of minimizing transaction costs in 

combination with substantial previous experience of international operations could explain 

the prevalence of transition towards highly internalized operations through FDI based FOMs 

among large Finnish companies, as exemplified by cases C and F. Company F specifically 

was able to combine the internalization and ownership advantages of their Japanese WOS 

(e.g. technological capabilities, product innovations and full control) with cooperation 

benefits through the addition of other contractual and collaboration approaches to their 

overall mode package in various business segments. 

The following sections discuss the theoretical implications for these findings and how they 

might contribute to the FOM strategies of other Finnish companies in the Japanese market, 

and also provide recommendations for future research that can address many of the 

shortcomings of this study. 

6.2  Practical Implications 

The aim of the insights provided by this study is to provide useful information for Finnish 

companies that are interested in expanding their operations to Japan or already operate there 

in some form. However, when it comes to the practical applicability of study results, it was 

not possible to ensure the external validity of the study results through analytical 

generalization because proper use of replication logic is not fully applicable due to the 

notable heterogeneity of the case companies. However, the case selection of the study still 

allows for theoretical comparisons and provides a cumulative narrative, with each case 

contributing to the overall understanding of FOM use by Finnish companies in the Japanese 

market in some way. (Eriksson & Kovalainen 2016, 123) 

The most notable managerial consideration that emerged from the results is that in general 

managers should become more aware of potential mode bias during FOM decision-making 

processes to avoid mode inertia. While balancing control, resource commitment, flexibility, 
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and risk management is extremely challenging, multitude of options exist for combining 

various FOMs to address specific internationalization goals and entry barriers of foreign 

markets.  

Regarding considerations specifically related to business operations in Japan, half of the case 

company representatives remarked that the size and attractiveness of the market results in 

high level of competition from both local and other foreign companies in many industries, 

which means that long-term commitment is necessary for establishing a strong foothold. 

Many representatives also noted that government enforced regulation in some industries, 

including resource intensive certification processes, can pose challenges particularly for 

smaller and less experienced companies. Different business culture and the necessity of 

Japanese language knowledge were also some of the more common challenges highlighted 

by interviewees when asked about challenges in business operations, and due to the 

operational requirements of foreign subsidiaries, sales offices, and advisory teams, most of 

the case companies had staff members stationed in Japan, including both locally recruited 

personnel and Finnish employees. The existence of the aforementioned market traits has 

clearly influenced the FOM configuration for most of the case companies, as evidenced by 

the prevalence of local collaborators in their operations in the form of agents, distributors, 

JV partners and Japanese employees. More specifically, access to Japanese employees was 

considered important by many representatives due to the language skills and general 

knowledge about the local business culture that they possess. However, the difficulty of 

recruiting local personnel, especially ones that are fluent in English, has been a notable 

problem for many foreign companies according to surveys of foreign companies that have 

Japanese operations (JETRO 2023).  

Japan still remains as one of the most attractive markets globally due to its size, stability and 

consumer base with high purchasing power, and the recent Japanese government initiatives 

that encourage FDI along with company governance and administration reforms should 

improve the future prospects of both domestic and foreign companies in the market. 

Furthermore, expansion into the Japanese market and competition within it are also expected 

to become easier specifically for Finnish and other European companies as all the remaining 

measures of the EU-Japan EPA come into effect over the coming years. 
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6.3  Limitations of the study 

Despite the new insights offered by this study, it does come with certain limitations which 

need to be taken into consideration. First of all, since the number of cases is relatively small, 

and it was not possible to do a more strictly specified case selection due to time and 

respondent availability reasons, the broader generalizability of results is limited. 

Generalizability was still an important concern in the research planning stage, and in the end 

six case companies were included because according to Yin (2009), a higher degree of 

certainty for analytical generalizations typically requires at least five replications (Yin 2009, 

102–105). 

Second, there are some clear issues when it comes to addressing the internal validity of the 

study because most of the events outlined in the case descriptions could not be directly 

observed even by the company representatives themselves in many cases, and therefore 

many inferences had to be made throughout the analysis process. Due to the complexity of 

the research topic, it was difficult to build and disprove relevant rival explanations for the 

decisions that were made by the case companies concerning their FOM use in Japan 

throughout their history. In order to resolve these issues, it would have been necessary to 

gather more corroborating firsthand experience from additional interviewees that directly 

engaged in the earlier market entry processes of the case companies, which in many cases 

happened multiple decades ago. This kind of approach was unfortunately unfeasible in the 

case of this study due to the limited availability of such interviewees in most case companies. 

(Yin 2009, 84) In the same vein, when it comes to the case of Company F, the examination 

of Japanese operations primarily centered on the strategic business unit for which the 

company representative could provide information, rather than encompassing the entire 

company. This approach was taken because a thorough investigation of all business 

segments would have required multiple additional interviews with managers responsible for 

their respective business units.  

Lastly, time limitations posed additional restrictions for this study, since it was implemented 

as a thesis work with a predetermined time limit and minimal resources. According to 

systematic reviews focused on FOMs, longitudinal qualitative studies with a time span 

covering multiple years of operations should be conducted in order to reach a more in-depth 
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understanding of the FOM behaviour of companies and evaluate the applicability of different 

mode packages. (Benito et al. 2009, 13; Zahoor et al. 2020, 22) 

6.4  Recommendations for further research 

When it comes to case selection, in order to facilitate better applicability of study results and 

generalization, it would be better to choose cases that share similar key characteristics, such 

as size, industry, stage of internationalization, or level of experience in operating in Japan. 

Since one of the main goals of this study was to find out what kind of influence the Japanese 

market environment in specific exerts on the FOM decision-making processes of Finnish 

companies, future researchers could for example explore the FOM strategies of companies 

that share some key characteristics in other countries. Alternatively, conducting a cross-

national comparison of FOM patterns among companies operating in the Japanese market 

could reveal variations influenced by cultural contexts because differences in risk tolerance 

and uncertainty management across countries or cultures may have an impact on the entry 

and operation mode related decision making. 

Yet another approach could be to focus on the company as the unit of analysis instead of a 

specific foreign market by comparing the FOM strategies of a single multinational company 

in different markets. This method could provide deeper insights about the coordination of 

spatially dispersed FOMs and global interdependencies that influence the decision-making 

processes. (Asmussen et al. 2009, 2) In practice this could be achieved by, for example, 

interviewing the personnel who are responsible for different markets and the coordination of 

global activities for a more comprehensive understanding of FOM use.  

Finally, focusing the investigation on digital and hybrid FOM use or comparing them with 

traditional methods could prove beneficial. Given that nearly all companies now have some 

form of digital presence, and most are effectively born global, this line of inquiry could yield 

valuable insights concerning internationalization processes in the current digital era. 
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